,: Volume 50 Number 8 November 2024

Journal of

MANAGEMENT

Cynthia E. Devers, Editor

VIRGINIA TECH

T

- SPECIAL ISSU.

Lean Startup




'.) Check for updates

Journal of Management

Vol. 50 No. 8, November 2024 3008-3011
DOI: 10.1177/01492063241256612

© The Author(s) 2024

Article reuse guidelines:
sagepub.com/journals-permissions

A Lasting Model for Change: How the Lean
Startup Was Born

Steve Blank
Stanford University

In this short essay, Steve Blank describes his personal experiences and his role in founding the
Lean Startup movement.

Keywords: Careers; MICRO,; Change Management, Organizational Design and Change;
Organizational design, change; and interventions

Revolutions start by overturning the status quo. By the end of the 20th century, case stud-
ies, business plans, and conventional wisdom on early stage—startup methodologies had
reached an evolutionary dead end for entrepreneurs. Here’s why, and what we did about it.

When [ wrote The Four Steps to the Epiphany (Blank, 2003), over 2 decades ago, I had no
idea I would be starting the Lean Startup revolution. Newly retired, with time to reflect on
what I had learned from my eight startups and 21 years as an entrepreneur, | was struggling
to reconcile the reality of my experience with the then common advice about how to start a
company. Alone in a ski cabin with the snow coming down outside, and my wife and daugh-
ters out on the slopes all day, I started collecting my thoughts by writing a series of “lessons
learned” stories that I had hoped would become my memoirs.

Eighty some pages later I realized that (a) I had some great war stories as a good marke-
teer and CEO, (b) I’d have to pay my wife and kids to read them, (c) the three of them were
probably the entire available market, and (d) when I looked at what I had done and what other
entrepreneurs had done at their startups, that there was a pattern.

I began to detect something deeper than I had ever seen before; there seemed to be a pat-
tern in the midst of the chaos. Arguments that I had heard at my own startups seem to be
repeated at others. The same issues arose time and again: big company management styles
versus entrepreneurs wanting to shoot from the hip, founders versus professional managers,
engineering versus marketing, marketing versus sales, missed schedule issues, sales missing
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Figure 1
Product Development Diagram
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the plan, running out of money, raising new money. After sitting on public and private boards,
I enjoyed seeing other startups from an outsider’s perspective. I began to gain an appreciation
of how world-class venture capitalists develop pattern recognition for these common types of
problems. “Oh yes, Company X, they’re having problem number 43. Here are the six likely
ways that it will resolve, with these probabilities.” No one was actually quite that good, but
some VCs had “golden guts” for these kinds of operating issues.

Something about this bothered me in the back of my mind. If great venture capitalists
could recognize and sometimes predict the types of problems that were occurring, didn’t that
mean that the problems were common across startups, not just management screwups in
individual startups? Wasn’t something fundamentally wrong with the way everyone orga-
nizes and manages startups? Wasn’t it possible that the problems in every startup were some-
how self-inflicted and could be ameliorated with a different structure? Yet, when I talked to
my venture capital friends, they said, “Well, that’s just how startups work. We’ve managed
startups like this forever; there is no other way to manage them.”

It dawned on me that the pattern I was seecing was that investors, venture capitalists, and
educators were all teaching entreprencurs to use the same processes used in an established
company. To be successful, you wrote a plan, raised money, and then executed to the plan, all
in a very linear direction—just like launching a product inside a successful corporation.

My experience suggested that they were all wrong.

I started by asking: What is it that makes some startups successful and leaves others sell-
ing off their furniture? It occurred to me that startups were not smaller versions of large
companies. Yet, the processes that early-stage companies were using were identical to that of
large corporations. Every startup bringing a new product to market used some form of the
Product Development Model shown in Figure 1. We now realize that it was one the causes of
early startup failure. The product-centric model described a process that evolved in manufac-
turing industries. It was adopted by the consumer-packaged goods industry in the 1950s and
spread to the technology business in the last quarter of the 20th century. It had become an
integral part of startup culture.

At first glance, the diagram, which illustrates the process of getting a new product into the
hands of waiting customers, appears helpful and benign. The model is a good fit when
launching a new product into an existing, well-defined market, where the basis of competi-
tion is understood, and its customers are known.

But few startups fit these criteria. Few had a clue what their market was when they first
started. Yet, the product development model was used in startups not only to manage product
development, but as a road map for finding customers, timing the marketing launch, and
forecasting sales revenue. The model became a catchall tool for all schedules, plans, and
budgets. Investors used the product development diagram in board meetings to see if startups
were “on plan” and “on schedule.”
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The reality was that everyone—investors, CEOs, their management team—was using a
road map that was designed for a very different location, and they were surprised when they
ended up lost.

When I looked at the diagram in that ski cabin, I realized there was a fundamental ques-
tion I couldn’t answer: If all startups follow that model, why is it that some companies are
opening bottles of champagne at their IPO while others who followed the same rules are
selling off their furniture? What was the difference here? Were all startups the same? Were
startups failing because of product failures, or was there some other failure mode? Is there
any way to predict success or failure? And, more importantly, was there any way to reduce
risk in early-stage ventures?

That day, alone in the cabin, I knew I had to find the answer.

Looking at the pattern of startups that survived their first few tough years, it occurred to
me that they did not follow the traditional product-centric launch model espoused by product
managers or the venture capital community. These successful startup survivors, through trial
and error, hiring and firing, all had independently invented a parallel process to product
development. In particular, the winners invented and lived by a process of customer learning,
discovery, and iterative product development. It was a process that did not exist in large
companies, which had existing customers, known markets, and established distribution
channels.

I realized that founders of new ventures lacked an accurate definition of what a startup
was, and that lack of clarity was hindering their ability to manage their new venture. Once |
defined a startup as “a temporary organization, designed to search for a repeatable and scal-
able business model” the role of the founding CEO became clearer: Their job was to search
for that repeatable and scalable business model.

And how they searched for a business model started with the unique observation that “all
you have on day one is a series of untested hypotheses about your business model.” This
statement expanded into the observation that “there are no facts inside the building, so get the
heck outside.” This was a unique and critical insight. In a large company, there are a series of
knowns: known customers, known customer needs, known distribution channels, pricing,
costs, etc. But a startup? A startup begins with a series of unknowns, yet entrepreneurs and
their investors had fallen into the trap that once a business plan was funded the only job of
the founding team was to execute the plan. Even in the 20th century, most investors would
tell you that “no business plan survives first contact with customers”—but no one had clearly
articulated the reason. In an existing corporation, a business plan more than likely contained
facts and the team simply needed to execute the plan. But in a startup, a business plan just
contained hypotheses, and the team needed to search for information to validate those
hypotheses.

This search process did not have a language to formally describe it, nor was there a com-
mon toolset others could use to repeat it. Yet, it was life and death for a new venture. I called
this process “Customer Development,” a sibling to “Product Development.” The “Customer
Development” model was a paradox because it was followed by successful startups, yet at the
time was articulated by no one. Its basic propositions were the antithesis of common wisdom,
yet they were followed by those who succeeded. It was the path hidden in plain sight.

I spent several years formalizing the Customer Development process and the concepts of
Market Types, Minimal Viable Products (MVPs), and the Pivot. While it seemed obvious to
me that startups needed to build their own management toolsets for searching for a business
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model, it was a pretty lonely couple of years convincing others. Over time, necessity—not
investors, educators, or academics—drove adoption of the customer development process.
The emerging Web, mobile, and cloud apps, which were being built with small teams using
agile development, needed a much faster process to acquire customer feedback. This new
generation of entrepreneurs were rapid early adopters of customer development. It helped
them reduce the odds of failing—by getting them out of the building to get early customer
feedback—as they built their product incrementally and iteratively. Simultaneously, venture
capitalists recovering from the excesses of the Dotcom crash were looking for ways to more
efficiently build startups and reduce their infant mortality.

After The Four Steps to the Epiphany was published, I began teaching the Customer
Development process as a full-semester course at the University of California, Berkeley. A
student in my first Berkeley class, Eric Ries, became the first practitioner and tireless evan-
gelist of the process at his startup (IMVU), iterating and testing the process as I sat on his
board. His insight coupled customer development to the emerging agile engineering practice,
and together the two methodologies helped IMVU founders rapidly iterate their products,
guided by customer feedback. From his experiences, Eric wrote The Lean Startup (Ries,
2011), which gave the movement its name and greatly expanded awareness.

Around the same time, Osterwalder and Pigneur (2010) introduced their business model
canvas, which provided the customer development process with a much needed front end to
organize all of a startup’s hypotheses into a simple framework that serves as a baseline and a
scorecard for teams as they move through customer development.

These new ideas have coalesced into what has today become the Lean Startup movement.
I was invited to teach at Stanford, where I turned the Lean Startup methodology into a series
of new capstone classes: Lean LaunchPad, Hacking for Defense, and I-Corps. I-Corps has
become the standard for commercializing scientific research in the United States. Variations
of these classes are now taught in most major universities and in thousands of entrepreneurial
programs around the world. Hundreds of books later, the core ideas of Lean are the canonical
model of how startups are built. From its humble beginnings as the disjointed thoughts of a
retired entrepreneur, who would’ve thought?
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The practitioner framework, the Lean Startup, largely based on the experience of Blank (2013),
and developed separately from scholarly work, has none-the-less made inroads in the academic
literature. In reconciling The Lean Startup framework with entrepreneurship theory, Blank and
Eckhardt argue that theory work in entrepreneurship is fragmented. However, this paper argues
that these theories may not be as fragmented as implied. Indeed, many theories in entrepreneur-
ship can be grouped into two “families "—one of which is broadly consistent with the model in
The Lean Startup, while the other is deeply inconsistent with this model but consistent with an
important theory in entrepreneurship: the Creation Theory of Entrepreneurial Opportunities.
What this paper shows is that there are important differences that lead to boundary conditions
between these two families of theory. More profound, these different approaches to the entrepre-
neurship process suggest they should be applied in different entrepreneurial settings and at
different points in the process. This paper examines the link between the Creation Theory of
Entrepreneurship and its associated family of theories and the Lean Startup framework and its
associated family of theories, such as Discovery, 10 Nexus, The Scientific Method, and so forth.
The paper concludes by describing the different contexts under which each family of theories
apply and suggests future research that empirically test the boundary conditions of these different
theory families.
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Consumer demand for frameworks designed to help individuals become successful entre-
preneurs appears to be unabated. If, for example, you type “Entrepreneurship Books” into
Amazon’s search engine, you will see a list of approximately 1,650 books, many of which
present such “entrepreneurial success frameworks.”

Although several of these books claim to be the “#1 entrepreneurship bestseller of all
time,” there is little doubt that one of the most influential of these books has been The Lean
Startup (Ries, 2011), based on the Lean Startup method (Blank, 2013). Much of the work on
the Lean Startup framework is based on the experience of Blank (2013; Blank & Euchner,
2018), and the framework emphasizes “validated learning,” where would-be entrepreneurs
learn how to build a sustainable business by using frequent experiments to test the veracity
of each element of their vision (Blank, 2013; Ries, 2011). The Lean Startup methodology is
touted as an extension of both the scientific method and “lean manufacturing” and is used in
many academic classes on entrepreneurship.

While the Lean Startup methodology refers to the scientific method and lean manufactur-
ing, the book does not directly refer to any currently influential theories in the scholarly field
of entrepreneurship. Blank and Eckhardt (2023) attempt to remedy this problem by identify-
ing the relationship between The Lean Startup framework and seven current theoretical con-
versations in the academic field of entrepreneurship. However, the success of this effort by
Blank and Eckhardt (2023) is limited for a couple of reasons. First, their reviews of different
theories in entrepreneurship are not in-depth or systematic, and thus the links between these
different theories and The Lean Startup are not clear. Second, their view of theory in the field
of entrepreneurship is that it is highly fragmented, divided into seven—and perhaps more—
different theoretical perspectives in heated competition with each other.

One way to address the first limitation of Blank and Eckhardt (2023) would be to system-
atically review each of the theories they identify in-depth, and then explore how these theo-
ries do or do not link with the model in The Lean Startup. However, this seems like a task
more suited for a book than a single article. So, rather than take on this broad task, this paper
examines one theory identified by Blank and Eckhardt (2023)—creation theory (Alvarez &
Barney, 2007)—in sufficient detail to identify its links with The Lean Startup.

This effort leads to an approach to addressing the second limitation of Blank and Eckhardt
(2023) concerning the perceived fragmentation of theory in the field of entrepreneurship.
While there are heated conflicts among different entrepreneurship theorists, theory in entre-
preneurship may not be as fragmented as Blank and Eckhardt (2023) imply. Indeed, many of
these theories can be grouped into two “families”—one of which is broadly consistent with
the model in The Lean Startup, and the other which is deeply inconsistent with this model,
the Creation Theory of Opportunities.! While each of these families of theory apply under
different contexts and are differentiated by boundary conditions, taken together, these two
families of theories may offer a more complete view of the entrepreneurship process than has
previously been acknowledged.
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Thus, the purposes of this paper are, first, to review the creation theory of opportunities
and recent work, in order to do a more in-depth analysis about the link between creation
theory? and the model in The Lean Startup; and second, to examine the relationship
between this Lean Startup model and broader theoretical conversations in the field of
entrepreneurship.

Creation Theory

Following the work of other theorists in the field of entrepreneurship (e.g., Shane, 2003;
Shane & Venkataraman, 2000), Alvarez and Barney (2007) define opportunities as competi-
tive imperfections in product or factor markets. What distinguishes creation theory from
other popular entrepreneurship theories is the idea that these competitive imperfections are
created, endogenously, by the iterative and path-dependent actions of individuals. When this
is the case, opportunities do not exist as objective phenomena just waiting to be discovered
by unusually alert individuals (Shane, 2003), rather creation opportunities are socially con-
structed by individuals whose actions may form these opportunities.

These socially constructed opportunities do not exist independent of an individual’s per-
ceptions and actions and, thus, cannot be studied—or measured, for that matter—as if they
are out there waiting to be discovered.

In this view there is no “end” until the creation process has unfolded, thus, opportunities
in this view cannot be understood until they exist, and they only exist after they are enacted
in an iterative process of action and reaction. (Alvarez & Barney, 2007: 15)

The following sections discuss entrepreneurs, the decision-making context, and the pro-
cess of creation. These sections are followed by two sections on the social ontology and
conversational experiments that incorporate more recent work on creation theory.

Creation Entrepreneurs

Theories consistent with The Lean Startup framework about the formation and exploita-
tion of opportunities assume that entrepreneurs differ from non-entrepreneurs in ways that
make the former more alert to opportunities than the latter (Blank & Eckhardt, 2023; Shane,
2003). Despite a great deal of research designed to identify these critical differences, there is
still relatively little systematic work that demonstrates how these two groups of individuals
differ ex ante to the process (Eckhardt & Shane, 2003). Even when differences have been
identified, it remains unclear whether or not they are the cause of entrepreneurship or the
effect of entrepreneurship (Alvarez & Barney, 2007).

Creation theory is agnostic about these kinds of ex ante differences—they may or may not
exist, and if they do exist, they may or may not make some people more alert than others to
entrepreneurial opportunities. Instead, creation theory focuses less on ex ante differences
between entrepreneurs and non-entrepreneurs, and more on how the process of creating an
opportunity can affect the people who go through this process (Nonaka, Toyama, & Nagata,
2000). Thus, for example, while there is strong empirical evidence that entrepreneurs mani-
fest certain cognitive biases—including the representativeness bias and the overconfidence
bias (Busenitz & Barney, 1997)—to a greater degree than non-entrepreneurs, it is still unclear
if individuals who manifest these cognitive biases are naturally drawn to entrepreneurship, or
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if the process of creating opportunities reinforces and strengthens the cognitive biases that
everyone already has, or both (Hecker, Dutke, & Sedek, 2000).

Indeed, it may be the case that two individuals might be virtually indistinguishable with
respect to their personality, their cognitive abilities, their social position, and so forth, ex
ante. However, even small differences in their local environments—who an individual hap-
pens to know, where they happen to live—and their personal attributes—small cognitive
differences, small personality differences—can evolve into larger differences, ex post,
through the process of creating an opportunity. Thus, large ex post differences between entre-
preneurs and non-entrepreneurs—in cognitive biases, attitudes toward risk, and so forth—do
not necessarily imply that these same differences existed, ex ante, or that such differences are
the explanation of why some people and not others become entrepreneurs (Alvarez & Barney,
2007, 2013; Alvarez & Sachs, 2023; Hayward, Shepherd, & Griffin, 2006).

Creation Decision-Making Context

If individuals create opportunities that they end up exploiting, then it follows that the
decision-making context in which this process unfolds is uncertain. Since opportunities do
not exist until they are created, at the point a decision about whether or not to engage in form-
ing an opportunity is made, the information required to know the possible outcomes associ-
ated with this decision, and their probability, does not yet exist (Knight, 1921). The inability
to estimate the probability distributions associated with making decisions in this setting does
not depend on the limited time that potential entrepreneurs have had to collect information
about a new opportunity, nor on the ability of potential entrepreneurs to analyze the informa-
tion they have collected. In conditions of uncertainty, even entrepreneurs with a great deal of
time, or with unusual analytical abilities, will not be able to estimate the relevant probability
distributions of their actions (Knight, 1921).

This does not mean that entrepreneurs operating in creation settings will be unable to col-
lect at least some information, ex ante, about certain courses of action. Thus, for example,
experimenting is not impossible in the opportunity formation process, but the experiments
are conversational experiments where individuals interact with each other to understand and
give meaning to the new innovation that is emerging (Alvarez & Sachs, 2023). The purpose
of conversational experiments in this uncertain setting is not to ascertain the “actual” or
“objective” properties of an opportunity, but, rather, to test whether the language an indi-
vidual uses to describe a possible opportunity can be understood and appreciated by other
individuals, including potential employees and customers.

The entrepreneur in creation theory does not efficiently search an exogenously given and
fixed “landscape” to avoid getting “stuck” on a “local optimum” in a risky context with
incomplete information about the structure of a “landscape.” Nor does creation theory
assume, as does Lean Startup, that the main informational issue is information asymmetry
(customers know something that entrepreneurs do not know, or entrepreneurs know some-
thing customers do not know).

Rather, creation theory supposes the possibility that entrepreneurs and others jointly interact
to endogenously create the landscape within which they are operating. The creation view
assumes the main information problem is symmetric Knightian uncertainty (neither entrepre-
neurs or what, ex post, turn out to be their potential customers, understand what an opportunity
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is). In creation settings, entrepreneurial choices can change the landscape and, thus, for exam-
ple, may take what was at one time a “local minimum” and turn it into a “global maximum.”

This creation process is path dependent, in that small differences in initial decisions and
choices made by humans can lead to large differences over time (Arthur, 1989). This path has
chasms, discontinuities, and a higher rate of independence between steps. Uncertainty is
interwoven with the path, and being on one step in the path does not mean you can see the
next step or have enough predetermined knowledge of how to see the next step since the
knowledge to make the next step may not exist.?

The Opportunity Creation Process

The process by which opportunities are formed in creation theory is evolutionary in nature
(Campbell, 1960; Nelson & Winter, 1982; Weick, 1979).# Evolutionary processes have three
critical elements: variation, selection, and retention.

In creation theory, actors are assumed to have intuitions or “guesses” (rational but subcon-
scious; Metcalfe & Wiebe, 1987; Simon, 1987), or pursue epistemic curiosities (rational and
conscious; Arikan, Arikan, & Koparan, 2020) about what might be an entrepreneurial inno-
vation, and act accordingly. This is a source of variation in the evolutionary process. Markets
that may not exist may also be formed at this time as individuals respond to those curiosities,
intuitions, or “guesses,” either positively or negatively.’ This is the selection process. Finally,
entrepreneurs respond by revising their beliefs about the nature of an opportunity or choosing
to disengage in the opportunity formation process. Entrepreneurs who revise their beliefs and
continue creating an opportunity are how retention occurs in creation theory (Newell &
Simon, 1972; Nonaka & Takeuchi, 1995).

While the opportunity creation process is evolutionary in nature, the fact that this process
unfolds under conditions of Knightian uncertainty has an important impact on this process.
For example, under uncertainty, individual curiosities, intuitions, or “guesses” about what
might turn into an opportunity are typically not well-informed and may be quite random. It
is possible to describe these curiosities, intuitions, or “guesses” as theories (Zellweger &
Zenger, 2023), but if they are theories, they are highly underdeveloped—at least in the earli-
est stages of the opportunity creation process.

Also, tests of these intuitions or “guesses” are conversational experiments that are frag-
mented, underdeveloped, and often generate deeply ambiguous understanding. As the pro-
cess evolves, even when there may be a product or service, there may still be considerable
ambiguity. For example, it may be the case that customers do not buy an entrepreneurial
endeavor’s products or services, but the reason why these purchases are not forthcoming may
not be easy to know—is the product too big, or too small, or too fast, or too slow, or did
potential customers just not know about the product?

Indeed, customers themselves may not fully understand why they are not purchasing new
products or services. In this setting, asking potential customers why they did not buy or like
a product or service may not be helpful. More fundamentally, identifying a sample of poten-
tial customers to ask about the potential of a product or service assumes that entrepreneurs
know who their potential customers will be. Entrepreneurs may have a “hunch” about who
those customers are, only to discover that—after an opportunity has become more fully
formed—their actual customers are different from what they had anticipated (Alvarez,
Young, & Wooley, 2015).
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We also know, from both theory and practice (Christensen, 1997), that customers can lead
a venture to engage in less innovative, less creative investments. When this is the case, trying
to identify a new innovative product by asking a customer can be very problematic. As Steve
Jobs said ““You can’t just ask customers what they want and try to give them that. By the time
you get it built, they’ll want something new” (Isaacson, 2011: 143).

Finally, because this evolutionary process unfolds under conditions of uncertainty, entre-
preneurs engaging in opportunity creation will often fail to develop valuable opportunities.
Indeed, it is likely that most efforts to create opportunities fail. However, this must logically
be the case, because any model that “guaranteed” the creation of an opportunity would vio-
late the rules for riches constraint in economics (Alvarez, Barney, & Anderson, 2013). That
constraint is: Any process that will certainly create wealth will only create wealth for the
person selling that process. In creation theory, entrepreneurs, and those with whom they
interact, shape the context.

The Social Ontology of Creation Opportunities

An ongoing debate in entreprencurship is whether opportunities are objective or subjec-
tive (Alvarez & Barney, 2010). Objective opportunities exist independent of human thought;
subjective opportunities exist because of human thought (McBride & Wuebker, 2022).
Without asserting that all opportunities are or are not subjective,’ it is clear that creation
theory assumes that opportunities formed by the iterative and path dependent process
described here are—at their core—subjective in nature. They exist to the extent that entrepre-
neurs—and others associated with an entrepreneurial venture—have socially constructed
them. As Nonaka, Von Krogh, and Voelpel (2006: 1181-1182) have observed, knowledge—
including knowledge about opportunities—is “never free from human values and ideas, is
embodied in an individual and is historically dependent, context specific and about problem
definition rather than problem depiction and problem solving.”

That opportunities are often subjective in nature does not mean that they cannot be stud-
ied. Indeed, to the extent that an entrepreneur is able to build a consensus among others that
are engaged in the creation process about the value associated with an opportunity, it is pos-
sible to study a subjective opportunity as if it was objective. In this sense, entrepreneurship
under conditions of uncertainty can be thought of as a process of developing a common belief
about the positive value of an opportunity, even if that opportunity is deeply subjective in
nature (Nonaka & Takeuchi, 1995; Pinker, 2018). As critical stakeholders come to believe in
the value of such an opportunity, they can act on it as if it was objective.

However, that the opportunities discussed here are subjective in nature does not mean
that they are not subject to external, sometimes seemingly objective, market and related
forces. On April 23, 1985, the Coca-Cola Company introduced what they called the New
Coke, a reformulated Coca-Cola. New Coke had been market tested for taste and was pre-
ferred by nearly 200,000 customers. By June of 1985, the Coca-Cola consumer hotline was
receiving 1500 calls a day complaining about the New Coke. New Coke has been consid-
ered one of the biggest market failures ever (https://www.cocacolacompany.com/aboutus/
history/new-coke-the-most-memorable-marketing-blunder-ever). So too, can entrepreneurs
and those closely associated with an entrepreneurial endeavor firmly believe that the oppor-
tunity they are creating will generate real value—only to discover that other individuals in
the market disagree.
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The creation view assumes that demand for products and services and their markets are
themselves social institutions and depend on humans to create these institutions while con-
vincing others to be a part of a new future that may become institutionalized (Alvarez et al.,
2015). While the market is socially subjective, the strengths of the beliefs of the market can
seem as objective as a brick wall.

Conversational Experiments in the Opportunity Creation Process

Before an opportunity is created or even articulated, individuals have conversations about
things that might be new or different within a context. Individuals in the creation process
think, speak, act, respond, and react in a manner that might not have been predicted, perhaps
even moments before they acted (Alvarez & Sachs, 2023). The notion of blind variation in
the creation process emphasizes changes in unforeseen and perhaps even unwanted ways that
might simply have been stimulated by cognitive processes of curiosity, creativity, imagina-
tion, and judgment (Arikan et al., 2020; Campbell, 1960). Thought, knowledge, and language
are profoundly connected and evolve and can occur without any self-conscious planning or
foresight (Sapir, 1944). These variations manifest themselves as conversational experiments
posited by theory in the field of linguistics (Clark, 1996, 1998; Clark & Schaefer, 1989).

The creation of knowledge is a continuous process in which individuals overcome bound-
aries and constraints imposed by information and history and often requires an individual to
view the world through a different lens (Nonaka et al., 2006). Individual understanding about
a subject is based on the human ability to cognitively integrate various different subjective
aspects from their context, the ability to differentiate among different dimensions of an issue,
and the capacity to integrate the various aspects together (Conway, Suedfeld, & Tetlock,
2018), and is both conscience and unconscious. Beliefs themselves can be unconscious if an
individual is unaware of that belief. Both the conscience and unconscious nature of beliefs
and knowledge are passed on through language, a window into cognition (Pinker, 2018).

In the creation view, knowledge is transformative and a recombination of what might have
seemed like disparate and unrelated knowledge, and allows for deviation from existing pat-
terns of actions within a particular situation through the imagination of new possibilities
(Arikan et al., 2020). Creativity and imagination in cognition are not an individual sport, they
benefit from communication with many others (Pinker, 2018), making conversational experi-
ments essential to the creation process.

Conversational experiments can focus on something that has not yet been created, that
may be new to everyone involved and, perhaps, new to the world. Conversational experi-
ments are how individuals articulate and give expression to what they are feeling or observ-
ing. As conversations begin and continue to evolve, they articulate the evolving variations
in beliefs, knowledge, values, and—ultimately—can lead to the development of new lan-
guage to describe an opportunity that accumulates over time, a language that had not previ-
ously existed. As people continue to interact and new language begins to emerge, they may
become emotionally attached to these new ideas (Alvarez & Sachs, 2023). It is these attach-
ments to the idea, and to each other, that guides subsequent actions of those associated with
what may potentially be an opportunity (Alvarez & Sachs, 2023; Clark, 1998; Schleiermacher,
1998; Weick, 1995).

However, often, in this language building process, individuals learn that their original
beliefs about the nature and scope of what they thought was interesting, was not that
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interesting. Indeed, after several iterative actions, evaluations, and reactions, individuals may
decide they have something potentially new to the world, or then again, they may go back
several sequences to start again or even abandon the entire conversation altogether (Alvarez
& Barney, 2007; Alvarez & Sachs, 2023; Cyert & March, 1963; March & Simon, 1958). This
can lead to the abandonment of an idea or possible opportunity, and whatever new language
was being used to discuss the idea or opportunity may go dormant.

Thus, the evolution of the opportunity creation process critically depends on the evolution
of language to talk about the meaning and implications of that opportunity for those associ-
ated with its formation—for entrepreneurs, their potential partners, and their possible cus-
tomers. As consensus about this language emerges among these stakeholders, an opportunity
becomes more socialized (Berger & Luckmann, 1967), and the likelihood that it will lead to
real failures in factor or product markets increases as the entrepreneur shapes the new context
(Alvarez et al., 2015).

Creation Theory and The Lean Startup Method

This robust summary of creation theory suggests that while there may be some overlaps
between creation theory and the assumptions of The Lean Startup method, these two ways of
thinking about entrepreneurship are, at their core, fundamentally different.

On the side of overlap, both creation theory and The Lean Startup method suggest the
importance of experimenting with new ideas, to understand their potential—economic and
social. However, even here, the differences between these two approaches are manifest:
Creation theory suggests that entrepreneurs can use conversational experiments to help cre-
ate meaning and understanding of emerging opportunities that are endogenously formed
(Alvarez & Sachs, 2023; Shelef, Wuebker, & Barney, 2023), while The Lean Startup approach
seems to suggest that the primary use of experiments is to reveal existing information asym-
metries about opportunities that exist independent of individuals (Blank & Eckhardt, 2023).

In creation theory, conversational experiments enable an individual’s use of prescriptive
language to pass on knowledge and communicate thoughts, represent ideas, make sense of
the world, and talk about shaping an unknown future. Humans use conversation with others
not just to understand their context but also to imagine how the context could be in the future.
The enactment process of opportunity creation may lead to the formation of opportunities
that require the development of fundamentally new knowledge and language to give meaning
to an opportunity that did not exist prior to the formation process (Alvarez & Sachs, 2023).
The individuals engaged in the process change their context, but they themselves are often
fundamentally changed by the process and the language they have spoken.

The most fundamental differences between creation theory and The Lean Startup approach
seem to be assumptions about where opportunities come from. For creation theory, opportu-
nities are endogenous to entreprenecurial action; in The Lean Startup, they are exogenously
created. In creation theory, entrepreneurs operate under conditions of uncertainty; in The
Lean Startup, they operate under conditions of risk.”® The informational problem facing
entrepreneurs in creation theory is that information about an opportunity does not exist, ex
ante. The informational problem facing entrepreneurs in 7he Lean Startup is that information
about opportunities exist, but entreprencurs do not yet have this information.
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These, and other differences between creation theory and The Lean Startup method are
fairly obvious; however, these differences suggest that these two approaches to understanding
entrepreneurship may be complements, rather than competing substitutes, and may apply dur-
ing different stages of the entrepreneurial process. Creation theory focuses on the very earliest
stages of the opportunity formation process and as novel products and services that often
require the education of customers are developed (Gladwell, 2009). While Lean Startup
opportunities, by definition, are far enough developed and of a smaller scale to have objective,
testable information, most are commonly found in add-on products and services where there
is sufficient information to specify a hypothesis.

In the creation process, over time, as those associated with a potential opportunity develop
a common language and test the fruitfulness of this language with others, the decision
context of entreprencurship begins to morph. It shifts from almost entirely Knightian uncer-
tainty, to a setting where at least some decisions are risky in nature. As an opportunity evolves
in this way—that is, as it becomes more risky and less uncertain—then many of the tools and
methods of The Lean Startup seem more likely to be applicable. While Knightian uncertainty
never fully disappears, it can nevertheless be the case that endogenously created opportuni-
ties can evolve to the point that they can be treated as if they are objective, and collecting data
from possible customers can be useful in exploiting such an opportunity. Put differently, the
creation process can endogenously form opportunities that when they reach a certain point of
development, they may be seen as exogenous from the point of view of those applying The
Lean Startup method.

Of course, it can sometimes be difficult to know if an opportunity has evolved to the point
where it can be evaluated using The Lean Startup methods. Creation theory suggests several
possible indicators of this change in the nature of an opportunity—for example, when a new
language has been created and implemented for describing an opportunity, it may be possible
to use The Lean Startup methods for evaluating that opportunity.

The Structure of Entrepreneurship Theory

As has already been suggested, Blank and Eckhardt (2023) characterize the theoretical land-
scape in entrepreneurship as highly fragmented—with seven, or more, theories of entrepreneur-
ship competing with each other. The idea that creation theory and The Lean Startup method may
be complements but not substitutes suggests a different way of thinking about the current state
of entrepreneurship theory. Indeed, it may be possible to group many of the apparently “compet-
ing” theories of entrepreneurship into two complementary ““families” of theory (Table 1).°

Type One Entrepreneurship Theories

The first family of theories—call it Type One Entrepreneurship Theories—focuses on the
carliest stages of entrepreneurial action. Type One Theories—including creation theory, bri-
colage (Baker & Nelson, 2005), and effectuation (Sarasvathy, 2001)—focus on decision-
making under Knightian uncertainty. They tend to focus on how cognitive biases inform and
enable decision-making in these settings, and how random events can affect the evolution of
entrepreneurial endeavors. For example, in the creation theory of opportunity formation,
agents are cognitively biased. These biases help individuals think about events, contexts, and
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Dimensions

Type 2

Emergence of thought

Exogenous

Table 1
Type I and Type II Theories of Entrepreneurship
Type 1
Endogenous
Created

Entrepreneurial
opportunity with profit
potential

Lifecyle of
entrepreneurship

Behavioral tenants

Cognitive processes

Decision-making mode

Coalition building

Theories in the Same
family

Early phase of emergence

Effectuation, bricolage, enactment, information
sharing, leaning by doing

Stimulus-independent rational but subconscious
processes like intuition, “guesses,” biases, and
generative cognitive cognition (e.g., dreaming
and imagination) or

Stimulus-independent rational but conscious
processes like epistemic curiosity, generative
cognitive cognition (e.g., mental simulation,
mind-wandering).

Non-codifiable subjective certainty and
judgment under uncertainty

Consistent with assumptions of Knightian
Uncertainty

Process-based new language generation by
conversational experimentation adhering
to descriptive and analogical insights,
idiosyncrasies hindering replicability (e.g.,
open-system with undetermined boundary
conditions)

Creation Theory, Bricolage, and Effectuation

Discovered

Later phase of venturing

Information asymmetry, learning
races, herding, contagion,
learning existing knowledge

Stimulus dependent alertness,
awareness, pattern matching,
problem identification and
solving methods, efficiency in
learning and application

Codifiable objective decision
making and optimization
under risk

Consistent with assumptions risk

Evidence-based communication
adhering to (quasi) scientific
experimentation outcomes
and results, replicability (e.g.,
closed-system with boundary
conditions)

Discovery Theory, Lean Start-
up, Scientific Method

so forth, in a different manner than others in the population. Cognitive biases and generative
cognition, creativity, curiosity, judgement, and imagination assist individuals making deci-
sions when there is a lack of information and knowledge, when the information is complex,
or competing information needs to be processed (Nordgren, Bos, & Dijksterhuis, 2011).
Creation theory posits that cognition and cognitive biases are useful when the process
requires an individual to consider multiple and uncertain alternatives as well as unknown
means—end connections, and to integrate remotely associated cognitive material (Campbell,
1988; Miron-Spektor, Efrat-Treister, Rafaeli, & Schwarz-Cohen, 2011).

This family of theories acknowledges that conversational experiments such as interacting
with potential stakeholders can be important in helping entrepreneurs to give meaning to and
understand their emerging opportunities, but they also recognize that entrepreneurs’ assump-
tions about who their potential customers are, and what questions they should ask, can be
deeply wrong. Finally, they also recognize that not only can opportunities be endogenously
created, but that the context within which an entrepreneurial endeavor competes is also
socially constructed. In other words, these entrepreneurs shape their contexts.
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None of these Type One Theories provide an algorithm or framework that individuals can
use to create and exploit opportunities. But this does not mean that these theories do not have
important implications for practicing entrepreneurs. Indeed, the pitching of ideas is a way to
have conversational experiments that are geared primarily at understanding the idea.
Sarasvathy’s (2001) “five principles” of effectuation provide a framework for teaching and
practice that is broadly consistent with both bricolage theory and creation theory as it has
been reviewed here. Similar to The Lean Startup that provides a framework for certain entre-
preneurship theories, Effectuations’ Five Principles and the pitching of ideas can provide a
framework for theories consistent with creation theory.

Of course, none of this suggests that there are not important differences among different
Type One Entrepreneurship Theories; it only suggests that these theories actually have much
in common and, in particular, are fundamentally different from Type Two Entrepreneurship
Theories.

Type Two Entrepreneurship Theories

The second family of theories—Type Two Entrepreneurship Theories—focuses on later
stages of entrepreneurial action where information is sufficient to build experiments, such
as add-on products and services. Type Two Theories—including The Lean Startup method,
discovery theory (Shane, 2003), and recent applications of the scientific method to entrepre-
neurship (Zellweger & Zenger, 2023)—characterize the entrepreneurial process as unfold-
ing under conditions of risk, where actors use experiments to search for information and
eliminate information asymmetries that help them to exploit opportunities that are objec-
tive, in the sense that they exist independent of human perception.

The first assumption of The Lean Startup and models consistent with this approach, is that
information asymmetries between entreprencurs and customers need to be reduced by the
entrepreneurs through their actions to discover demand. The process The Lean Startup sug-
gests using is “a quasi-scientific approach that emphasizes testable hypotheses and empirical
data to generate knowledge regarding market feasibility” (Blank & Eckhard, 2023: 10).
Experiments and application of the scientific method are important in most of these theories,
for this is how entrepreneurs can come to understand the nature of the opportunities they seek
to exploit; and, of course, both opportunities and the landscapes within which they are
embedded are exogenously formed.

These theories also have important implications for entrepreneurs, especially for entrepre-
neurs operating under conditions of risk. Many of these implications are presented in The
Lean Startup. In these Type Two Theories, an entrepreneur has a pre-existing theory. A for-
mal theory is a set of principles upon which the practice of an activity is based and is falsifi-
able. A non-formal theory is an idea used to account for a situation or to justify a course of
action. In these Type Two Theories a theory is no more than an idea, and this method does
not account for how the idea came about in the first place. This notion of an idea, however,
would have its origins in the myopic variations theorized in the creation process.

Research on applying the scientific method in entrepreneurial settings explicitly examines
whether or not training entrepreneurs in these skills improves their economic outcomes.!?
However, in order to have a testable hypothesis as suggested in these theories, the researcher
needs to have both an independent and dependent variable that is provable or disprovable; it
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has to be reproducible, and require enough data gathered to draw a credible result. The infor-
mation requirement of the Type Two Theories suggests that the types of opportunities con-
sidered are connected to abundant data and are likely to be well defined, perhaps limiting
their wealth-creating potential.

Of course, none of this suggests that there are not important differences among different
Type Two Entrepreneurship Theories. It only suggests that these theories actually have much
in common and, in particular, that they are all different from Type One Entrepreneurship
Theories.

Are These Theory Families Complements or Substitutes?

Based on the logic presented earlier on the relationship between creation theory and The
Lead Startup method, it follows that it is likely to be more fruitful to think of Type One and
Type Two Entreprencurship Theories as complements, but not substitutes. They are clearly
both theories of entreprencurial action, but seem to apply in different settings. Creation Type
One theories apply during the initial phase of the opportunity formation process and when
developing novel products and services where customers need to be educated before the
opportunity becomes viable (Alvarez et al., 2015). Type Two theories apply when there is
sufficient data and product/service knowledge developed that experiments can be designed
and tested. In this sense, it is probably unreasonable for theorists in one family or the other to
claim to have “the” theory of entrepreneurship.

In the last 25 to 30 years, several authors, including but not limited to Alvarez and Barney
(2007), Alvarez and Sachs (2023), Blank (2012), Eckhardt and Shane (2003), Sarasvathy
(2001), Shane (2003), Venkataraman (1997), and so forth, have made significant theoretical
contributions in the modern field of entrepreneurship. As these theories of entrepreneurship
have become more specified, it becomes clear that they apply under different conditions of
the entrepreneurial process. The important challenge going forward is to empirically test
these different theories to better understand the boundary conditions of these theories. In
other words, under what conditions do they apply and when they do not apply? After all, if a
theory can explain everything, it is a theory of nothing.

Boundary conditions in theories are the set of conditions or constraints that indicate the
edges of the theory and have to be specified for a theory to be valid (DiMaggio & Powell,
1983). Indeed, specifying boundary conditions is critical for a theory to be both understood
and developed (Bacharach, 1989). Boundary conditions improve precision and are important
to advance all theories and constitute the core foundation from which methods to explore the
theory are used and developed (Gonzalez-Mulé & Aguinis, 2018).

Going forward, probably the most critical theoretical issue for the field is to spend time
and energy identifying and empirically testing the boundary conditions that identify when
these two theory families do and do not apply. The extreme cases are already reasonably
clear: Type One theories apply in the early stages of entreprencurship, where decision-mak-
ing takes place under Knightian uncertainty, and so forth; Type Two theories apply in later
stages of entrepreneurship, where decision-making takes place under conditions of risk, and
so forth.

However, identifying when an entrepreneurial endeavor evolves from a Type One to a
Type Two condition is likely to be a difficult problem. For example, different functions in an
entrepreneurial venture may evolve from Type One to Type Two conditions at different rates.
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There may be, for example, considerable uncertainty about what a customer’s final product
preferences will be, but much less certainty—although some important risk—regarding how
a venture’s products should be produced. Therefore, a single endeavor may be operating,
simultaneously, under conditions of uncertainty and under conditions of risk. The practical
implications of this kind of “organizational schizophrenia” deserve further attention.

Implications for Practice

The field of entrepreneurship has grappled for the last four decades for a theory of entre-
prencurship. There have been papers suggesting it is not about the person, papers suggesting
it is about the context, papers suggesting it is about how a person thinks, and papers that
suggest it is about how a person feels. As each paper has become part of the entrepreneurship
research lexicon, the debate has been about whether the different theory was wrong and
whether any one theory is the grand theory of entreprencurship. In all probability, there is no
one theory that is the grand theory of entreprencurship but theories that together give a more
complete view of entrepreneurship than each does alone. The boundary conditions of each
theory, and when each theory applies, help us understand entrepreneurship more clearly
today than probably at any other time in our history.

In the end, Blank and Eckhardt’s (2023) effort to identify the relationship between the
entrepreneurship model in The Lean Startup and current theories in the field of entreprencur-
ship has led to a surprising outcome: It may be that theories in the field can be grouped into
two relatively homogenous and complementary families. Recognizing these two sets of theo-
ries, and when they are and are not applicable, is likely to have profound effects on entrepre-
neurial practice. Instead of assuming that all entrepreneurial endeavors should implement the
idea that pitches can be developed into opportunities, or apply the Lean Startup method, the
analysis here suggests that entreprencurs should first seek to understand the context within
which they are operating. Applying Type Two Theories in conditions of uncertainty that are
more consistent with Type One Theories is likely to be no more successful than applying
Type One Theories in conditions of risk that are more consistent with Type Two Theories.

In turn, while some entrepreneurship scholars will prefer to continue to elaborate impor-
tant differences among the theories within these different family groups, and still others will
elaborate still more new theories that can fit within these groups, the analyses in this paper
suggests that understanding the boundary conditions when these different theory families do
and do not apply is an important scholarly endeavor and an endeavor that can have important
practical implications for all kinds of entrepreneurs.
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Notes

1. There are also several approaches being advanced, consistent with The Lean Startup assumptions, that
opportunities are pre-existing and can be discovered through systematic searches. These include Discovery Theory
(Shane, 2003), I0 Nexus (Eckhardt, Houston, Jiang, Lamberton, Rindfleisch, & Zervas, 2019), Entrepreneur-as-
Scientist Method (Zellweger & Zenger, 2023), and entrepreneurship as theory (Felin, Gambardella, Stern, & Zenger,
2020). This paper considers these theories to be Type Two Theories.
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2. Creation Theory and theories in entrepreneurship of Effectuation (Sarasvathy, 2001) and Bricolage
(Baker & Nelson, 2005) are considered Type One Theories.
3. Path-dependent processes also play an important role in other social science theories, including resource-

based theory in strategic management (Barney, 1991; Dierickx & Cool, 1989). In a sense, these theories emphasize
the importance of information and knowledge generated from the process of enacting an opportunity. It is not sur-
prising that Apple’s competitors criticized Apple when Steve Jobs was alive by suggesting that they—the competi-
tors—lived outside of Jobs’ inner circle. By not being part of the process of constructing a new social reality—or,
as Barney (1995) would suggest, a socially complex process—Apple’s competitors were unable to imitate Apple’s
products. As the process of enacting an opportunity evolves differently for different entrepreneurs, the opportunities
that result may be heterogeneous in costly-to-copy, and costly-to-reverse ways (Barney, 1995).

4. The creation process may begin before we have a language; the development of language is not theologi-
cal. When language and action are related, and language is used to coordinate cooperative activity, then you have
teleology—because the action and coordination involve teleological reasoning. If language is absent action, how-
ever, it is not teleological. Creation can be teleological when action becomes purposeful, but it does not necessarily
start there.

5. A market may consist of two individuals.
6. A debate best left to philosophers and not to business scholars.
7. Information asymmetries occur when one party to an economic transaction possesses greater knowledge

than the other party (Akerlof, 1970). These asymmetries in transactions represent a seller knowing more than a
buyer or a buyer knowing more than a seller. This fundamental assumption of information asymmetries underpins
the assumption of the Lean Startup design suggesting a quasi-scientific approach with its testable hypotheses (Blank
& Eckhardt, 2023). The Lean Startup posits that there is sufficient information in the discovery process to formulate
a hypothesis to clear up the information asymmetry. This is consistent with conditions of risk—those of information
asymmetries—not conditions of uncertainty, where knowledge does not yet exist.

8. The Lean Startup suggests the use of testable hypotheses but then specifies conditions of uncertainty.
A testable hypothesis is a statement that proposes a possible explanation to a phenomena or event and includes a
prediction about the outcome (Helmenstine, 2023). In order to have a testable hypothesis, the researcher needs to
have both an independent and dependent variable that is provable or disprovable, it has to be reproducible, and
have enough data gathered to draw a credible result. This is not internally consistent with the Lean Startup defini-
tion of uncertainty taken from (Pearce, 1992), “that uncertainty is an event where no probability distribution can
be assigned to the likelihood of an event occurring” (Blank & Eckhardt, 2023: 10). Testable hypotheses cannot be
derived in conditions of uncertainty, as defined by Blank and Eckhardt.

9. Notall the theories mentioned in Blank and Eckhardt (2023) neatly fit into the two “theory families” that
are discussed here. Some seem relatively tangential to entrepreneurship as a field, and others (e.g., the Individual/
Opportunity Nexus Model; Eckhardt, 2014) seem more like broader organizing frameworks than specific theory of
entrepreneurial action.

10.  This kind of training does improve entrepreneurial outcomes, but has little to say about how entre-
preneurs form their initial ideas about what opportunities they might want to exploit—a topic more successfully
addressed by Type One Entrepreneurship Theories.
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How can innovative solutions to address societal grand challenges be cultivated in a pragmatic
and impactful way? In this article, we propose the “lean impact start-up” framework, which
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stakeholder theory—and specifically, stakeholder governance. The lean impact start-up frame-
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Management scholars have long debated—sometimes heatedly—how to enhance practi-
cal relevance in academic research and theory (Baldridge, Floyd, & Markdczy, 2004;
Newman, Cherney, & Head, 2016; Shepherd & Gruber, 2021). One potential solution is to
integrate academic theories with practitioner-focused theories derived from and validated by
practitioners’ experiences. For example, Blank and Eckhardt (in press) demonstrate ways to
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integrate the lean start-up approach, one of the most impactful practitioner-oriented frame-
works (Cordova, 2019; Satell, 2017), with selected academic theories of entrepreneurship
(e.g., structure view, opportunity creation, effectuation, bricolage, organization learning, and
corporate innovation).

Inspired by Blank and Eckhardt’s (in press) work, we propose the lean impact start-up
framework, which merges the lean start-up approach that emphasizes experimentation, itera-
tive learning, and customer-centric innovation (Blank, 2013; Lizarelli et al., 2022; Shepherd
& Gruber, 2021) with principles of new stakeholder theory (e.g., McGahan, 2023).
Specifically, we extend recent foundational work on stakeholder governance (Amis, Barney,
Mahoney, & Wang, 2020; Bacq & Aguilera, 2022; Bridoux & Stoelhorst, 2022) and provide
practice-oriented insights into delivering innovation to solve societal grand challenges, such
as climate change, water pollution, systemic poverty and inequality, and global health
crises.

Societal grand challenges are complex, systemic issues with multifaceted unclear causes
and effects; tackling them requires collaborative and long-term efforts between multiple
societal sectors (Aguilera, Aragon-Correa, & Marano, 2022; Berrone, Gelabert, Massa-
Saluzzo, & Rousseau, 2016; Ferraro, Etzion, & Gehman, 2015). Organizations face obstacles
in addressing societal grand challenges, such as the large scope and complexity of issues, the
lack of clear cause-and-effect relationships, limited resources, and the need for coordinated
action among multiple entities. Thus, effective decision-making and problem-solving strate-
gies to address such challenges are not only valuable but also timely (Markman, Waldron,
Gianiodis, & Espina, 2019; Wright & Nyberg, 2017). In particular, start-ups may provide an
essential and distinctive avenue for navigating societal grand challenges as they are nimbler
and often closer to local manifestations of these challenges than large corporations (Bacq &
Lumpkin, 2021; Dean & McMullen, 2007; Markman et al., 2019). Start-ups also have a dis-
tinct advantage in driving transformative innovations because they are less bound by estab-
lished norms and can explore new approaches to solving grand challenges. However, it is
worth noting that start-ups may encounter limitations in rapidly achieving scale, a concern
amplified by the urgency associated with addressing many pressing grand challenges.
Consequently, the lean impact start-up framework responds to the need for problem-oriented,
impact-focused approaches to solve grand challenges based on pragmatism, active experi-
mentation, and iterative testing (Ferraro et al., 2015).

By merging insights from new stakeholder theory—and specifically, stakeholder gover-
nance—we extend the conventional lean start-up framework in three ways. First, we provide
an expanded lean start-up model that can be applied to address intractable social and environ-
mental issues. Second, building on the recent inclusion of the Market Opportunity Navigator
(“where to play”) in the lean start-up tool sets (Gruber & Tal, 2017, 2024), we emphasize the
importance of accounting for the priorities of multiple primary stakeholders (i.e., individuals
or groups with a direct stake in the start-up’s business model), encompassing diverse inter-
ests, values, and perspectives. Third, our lean impact start-up framework complements
extensions of the traditional lean start-up approach (Gruber & Tal, 2024) and leverages recent
theory to systematically account for multiple outcomes, including economic, social, and
environmental impacts. By illuminating the processes and activities associated with lean
impact start-ups, we strive to help create more effective strategies for start-ups and larger
organizations in their efforts to address grand challenges, thereby enhancing the relevance of
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scholarly research to practitioners.! In the following sections, we first summarize the barriers
entrepreneurs and organizations face in addressing societal grand challenges. Next, we
explore how the lean start-up approach, as a pragmatic applied theory, can provide valuable
insights and practical tools for developing innovation that brings about positive societal
change and draw links to stakeholder governance. We then propose key mechanisms for
cultivating innovative solutions to societal grand challenges and set forth the lean impact
start-up framework, which we compare with the conventional lean start-up framework. We
conclude by discussing future research directions in this domain.

Obstacles to Addressing Societal Grand Challenges

Societal grand challenges are complex, dynamic, seemingly intractable issues, character-
ized by interlocking system-based root causes that resist easy fixes (Berrone et al., 2016;
Ferraro et al., 2015). George, Howard-Grenville, Joshi, and Tihanyi (2016: 1881) suggest
that solving grand challenges “require[s] coordinated and sustained effort from multiple and
diverse stakeholders toward a clearly articulated problem or goal.” In a similar vein, Aguilera
et al. (2022) call for more collaborative arrangements that integrate a broader set of interests.
However, despite the growing recognition of the importance of addressing societal grand
challenges, organizations face significant obstacles in innovating to address them.

One major obstacle is the large scope and multiple sides from which actors can view soci-
etal grand challenges (Wijen, 2014; Wijen & Flowers, 2023). Different actors may have dif-
ferent perspectives on what constitutes a societal grand challenge, which makes it difficult to
identify and prioritize specific problems to address. For instance, for the issue of water scar-
city, a nonprofit organization might emphasize the human right to clean water and advocate
for direct resource allocation to affected communities. Conversely, a multinational beverage
company might focus on improving efficiency in water usage during production to reduce its
costs. Meanwhile, a local government might prioritize building and upgrading infrastructure,
such as water delivery systems. Consequently, differing perspectives may complicate priori-
tization and collaborative problem-solving efforts.

A second obstacle is the lack of clear cause-and-effect relationships between different
aspects of societal grand challenges. This makes it difficult, on the one hand, to identify and
deliver innovative solutions (because the feedback loop is imperfect) and, on the other hand,
to achieve the desired outcomes. As a result, many societal grand challenges require signifi-
cant investments in research and development, technology, and infrastructure, which may be
beyond the financial capacity of many organizations (George et al., 2016; Olsen, Sofka, &
Grimpe, 2016). Additionally, some of these challenges likely require long-term commit-
ments and collaborations that extend beyond the typical time horizon of business planning
and executive leadership cycles.

A third obstacle is the complexity and interconnectedness of societal grand challenges.
Accordingly, the outcomes of potential solutions are multifaceted; they might be beneficial
to some but have adverse effects on others. Because of this, solutions to societal grand chal-
lenges can be shaped by the interrelationships and interactions of multiple actors, including
governments, businesses, civil society organizations, intermediaries, and individuals, across
sectors and countries (Liu, Wang, & Li, 2022; Maksimov, Wang, & Yan, 2022; Wang & Li,
2019). Nevertheless, coordinating and aligning the interests and actions of diverse actors is
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challenging, particularly when there are divergent views on the consequences of tackling
these challenges.

Recognizing these obstacles to addressing societal grand challenges, scholars have dis-
cussed how new ventures might be better suited to innovating or commercializing solutions
to these challenges (Dean & McMullen, 2007; Markman et al., 2019). Complex and systemic
grand challenge problems require fresh perspectives and creative solutions that start-ups are
uniquely positioned to deliver. Characterized by agility, innovation, and an entrepreneurial
mindset, start-ups can also provide a vital avenue for navigating grand challenges by disrupt-
ing existing norms (Battilana, Leca, & Boxenbaum, 2009). In particular, some scholars have
advocated for “problem-oriented and impact-focused approaches” by drawing insights from
“pragmatism that emphasizes a situated, distributed, and processual approach to problem
solving” (Ferraro et al., 2015: 364). This pragmatic approach entails identifying multiple
opportunities to solve the problems, assessing these opportunities, and subsequently focusing
on the most promising one while keeping other viable options accessible. To accomplish this,
start-ups need to actively experiment, test, revise, and retest their hypotheses pertaining to
the problems and opportunities at hand while engaging a broad stakeholder net. Thus, in the
following section, we first introduce the lean start-up approach as a pragmatic applied theory
before explaining how it can provide valuable insights and practical strategies for addressing
societal grand challenges and bringing about positive societal change.

Lean Start-Up Contributions to Innovation for Positive Societal Change

As an applied theory, the groundbreaking lean start-up approach is widely used in modern
entrepreneurship (Coérdova, 2019; Satell, 2017). Traditionally, it emphasizes the importance
of rapid experimentation, customer feedback, and iteration to develop innovative solutions
that meet customer needs while minimizing waste and maximizing resource efficiency
(Blank, 2013; Lizarelli et al., 2022). We propose that the lean start-up approach can be
extended to societal grand challenges by leveraging its widely recognized strengths: speed,
user focus, process management, flexibility, and waste elimination.

First, in the problem definition phase, the lean start-up approach emphasizes the importance
of identifying and prioritizing customer needs and pain points—in other words, “where to play”
(Gruber & Tal, 2017). This phase—which we refer to as the value search step in our frame-
work—is critical in assessing whether or not an entrepreneur is pursuing a worthy opportunity,
given both their ambitions and customer needs. While value search as an activity is not fully
captured in the traditional lean start-up approach, Gruber and Tal’s (2017) Market Opportunity
Navigator complements the gap in the original framework.2 Using the Market Opportunity
Navigator allows an entrepreneur to identify various market opportunities that align with their
distinctive capabilities, assess the potential and challenges of each before honing in on the most
promising one(s), and, finally, rank the opportunities so that the lean experimentation takes
place within set boundaries. We apply the Market Opportunity Navigator’s principles in our
conceptualization of value search.

Addressing societal grand challenges requires a deeper understanding of their root causes
and systemic drivers. As the initial step in our framework, value search entails assessing the
abilities and priorities of a wide range of stakeholders, including those most affected by the
societal grand challenge. This broader and more inclusive understanding can inform the
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development of more targeted and effective solutions that address the specific needs and
concerns of key stakeholders (Lumpkin & Bacq, 2019).

The second way the lean start-up approach can be extended to societal grand challenges is
in the solution development phase. It emphasizes rapid experimentation and iteration to
develop and refine solutions that are effective, efficient, and scalable—thus, “how to play.”
This involves testing and validating assumptions about the feasibility, viability, and desir-
ability of different solutions and applying user feedback to refine and improve these solutions
over time (Ramoglou, Zyglidopoulos, & Papadopoulou, 2023). Since the solutions to soci-
etal grand challenges are largely unknown, this hypothesis-driven approach embedded in
community engagement is critical to decreasing both implementation costs and resource
waste through timely pivoting. We call these steps “value creation” and “value distribution”
in our framework.

By proposing the lean impact start-up framework, we aim to make three major theoretical
extensions. First, we expand the application of the lean start-up approach to societal grand
challenges by elaborating on the “execute” step in the process. Doing so requires adopting a
multistakeholder view to initiative building, anchored in longer time horizons. Second, we
extend the lean start-up approach’s traditional emphasis on one stakeholder, the customer
(Ramoglou et al., 2023). While it is primordial to identify customer needs and develop solu-
tions that meet those needs, customers alone are likely not sufficient to address societal grand
challenges that require the involvement of a broader range of stakeholders in the decision-
making process. In reality, for solutions targeting basic needs, the customers frequently differ
from the actual users who are most impacted by these needs. Customers and actual users typi-
cally possess varying interests, values, and viewpoints. We use the term “primary stakehold-
ers” to refer to the individuals or groups that have a direct stake in the start-up’s business
model. We argue that effectively engaging primary stakeholders requires more than just mar-
ket validation. Finally, we extend the lean start-up approach by exploring how it can priori-
tize social and environmental outcomes as much as economic outcomes. While the addition
of the Market Opportunity Navigator to the lean start-up methodology (Blank, 2019; Blank
& Eckhardt, in press; Gruber & Tal, 2017) expands the horizons of start-up thinking and
facilitates a broader market exploration, the multifaceted complexities of societal grand chal-
lenges are not fully fleshed out. They require an innovation and inclusion mindset that tran-
scends traditional market dynamics to actively engage different stakeholders in creating and
distributing value based on social and environmental needs.

Linking Stakeholder Governance to the Lean Start-Up Approach

Organizations dedicated to advancing positive societal change aim to develop a business
model that creates both economic and noneconomic value. In this section we link stakeholder
governance with the nature of value and the process of creating and distributing value.

Primary Stakeholder Multiplicity and Noneconomic Interests

To begin this journey, entreprencurs need to grapple with an initial set of questions: What
value to create, and what does noneconomic value mean? Does the goal refer to enhancing
the well-being and quality of life of an underprivileged group? Or does it refer to reducing
climate harm or preserving natural resources?
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The question of value is inherently subjective: It is contingent on who perceives the value
(Young, 2006). That is, a lean impact entrepreneur may have a clear idea of what it means to
enhance well-being of an underprivileged group, but that idea may not match what those who
are most affected by the grand challenge deem as valuable or, indeed, necessary. By contrast,
economic value is easier to define—and to measure, using monetary values that consist of a
single metric. A certain amount of money (e.g., sales, return on assets) typically represents
the success—or failure—of a start-up, and key actors, including the entrepreneur, funders,
and employees, quickly come to align around this metric. In the context of societal grand
challenges, the lean impact start-up framework demands a theoretical lens that can accom-
modate a wide variety of stakeholders whose interests are diverse and for whom value may
go well beyond narrow economic concerns (Aguilera et al., 2022; Bingham, Dyer, Smith, &
Adams, 2011; Cuypers, Koh, & Wang, 2016; Sharma & Henriques, 2005).

New stakeholder theory is a descriptive academic theory that focuses on explaining varia-
tions between stakeholder management and experience, on the one hand, and a broad range
of organizational outcomes, on the other hand (McGahan, 2023). Indeed, this new theory
aims at offering a variety of mechanisms for reconciling the conflicting economic and non-
economic interests of multiple stakeholders (Bacq & Aguilera, 2022; McGahan & Pongeluppe,
2023). Reflecting Donaldson and Preston’s (1995) notion of instrumentalism, new stake-
holder theory withholds normative judgment on the desirability of the goals, objectives, or
practices of stakeholders (McGahan, 2023).

Whereas conventional stakeholder theory primarily focuses on stakeholder management
from the perspective of a focal organization and within existing governance structures, new
stakeholder theory conceives of an organization as a team production function through which
stakeholders with a common goal decide on (a) what value to create, (b) for whom, and (c)
which governance principles should guide the allocation of that value (Bacq & Aguilera,
2022). As such, it aims to transform governance practices to give stakeholders a more active
role in decision-making and to hold organizations accountable to a wider range of interests.
New stakeholder theory rests on two canonical questions (McGahan, 2023):

1. Which stakeholders to create value for—that is, “who is in and who is out”—and what do they
value?
2. How to distribute the value once created?

Applying new stakeholder theory principles of stakeholder governance to product and ser-
vice innovation for addressing societal grand challenges, we see that the group of primary
stakeholders goes well beyond customers (those who engage in a commercial transaction
with the business) as in the conventional lean start-up approach. Put differently, addressing
societal grand challenges with a lean start-up approach rests on acknowledging the multiplic-
ity of primary stakeholders.

In the lean impact start-up framework, primary stakeholders include the beneficiaries as
target users of the solution, the suppliers, the funders, and the supporters writ large. Each of
these stakeholders may weigh different elements of the value proposition differently. For
example, in the case of a social enterprise in a developing country that aims to improve water
and sanitation in a slum by means of franchised, portable, safe, and clean toilets, the slum
inhabitants are the enterprise’s primary stakeholders as the target users of the solution. The
value they perceive is both noneconomic—that is, access to clean and safe sanitation
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facilities, which prevents the groundwater from being polluted and enhances the health of the
entire community—and economic—that is, the franchisees make a living by claiming a small
fee for each toilet use. Yet, the slum inhabitants are not the only primary stakeholders. To
generate earned income, this enterprise has developed an innovative treatment for the human
waste collected from its toilets that it transforms into fertilizer. Surrounding farmers thus
constitute another primary stakeholder group, since their purchase of the fertilizer is critical
to the venture’s financial viability. In other words, it is imperative that the farmers see value
in the fertilize—without their support, the enterprise cannot survive. Importantly, this enter-
prise would never have been founded without the seed capital provided by early-stage funders
and supporters.

By identifying stakeholders and their priorities, stakeholder governance helps design the
participatory rights and responsibilities assigned to the multiple primary stakeholders of an
organization (e.g., sharcholders, employees, suppliers, consumers, beneficiaries), which then
guide their interactions with the organization (Bacq & Aguilera, 2022). It provides clarity on
what primary stakeholders value (i.e., value search) and how to prioritize stakeholders’ pos-
sibly competing demands. To shed light on these issues, next we unpack the process of stake-
holder governance in the context of the lean impact start-up framework.

A Dual Process of Stakeholder Governance: Value Creation and Value
Distribution

Recent developments of new stakeholder theory emphasize the incorporation of value
creation and value distribution into organizations’ overall strategy (Amis et al., 2020; Bacq
& Aguilera, 2022).3 Value creation (Step 2a) focuses on the process of generating or adding
value to a solution (e.g., product, process, or service). The key is to build on the learnings
from value search (Step 1) to then develop and deliver an innovative and satisfying solution
that simultaneously recognizes primary stakeholders’ needs and preferences and taps into the
entrepreneur’s capabilities and strengths. In other words, the goal is to create value that is
appreciated jointly by the entrepreneur and by the set of primary stakeholders.

Value distribution (Step 2b) focuses on allocating the value created among the multiple
primary stakeholders. To do so, the entreprencur differentiates between different kinds of
primary stakeholders: entitled and enfranchised (Bacq & Aguilera, 2022). Entitled stakehold-
ers are the group of individuals or communities “for whom” a lean impact entrepreneur has
decided to create value—and declared this in the mission statement. Typically, they are the
nonpaying (but possibly contributing in nonmonetary ways) beneficiaries of the positive
change created by the start-up. They are the users of the aforementioned portable toilet and,
as such, entitled stakeholders; the lean impact entreprencur intends to create value for and
distribute value to them. Enfranchised stakeholders, by contrast, are the individuals or groups
that contribute resources and capital to the venture. These include customers (contribute pay-
ment), suppliers (contribute resources and materials), funders (contribute financial capital),
and volunteers (contribute time), among others.

Since they aim to produce positive societal change, lean impact entreprencurs will use
these different categories of stakeholders as guideposts to prioritize different kinds of value
creation and to make decisions on how to redistribute the value once created. We outline next
how they do so by means of the lean impact start-up framework.
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Figure 1
The Lean Impact Start-Up Framework: Steps and Mechanisms
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The Lean Impact Start-Up Framework

The lean impact start-up framework contributes to deepening our understanding of the
stakeholder governance mechanisms that enable the creation of value for the start-up’s mul-
tiple primary stakeholders and the distribution of value among all intended stakeholders.

The conventional lean start-up process is divided into two steps, named search and exe-
cute, each based on two underlying phases: customer discovery and customer validation in
“search” for a market opportunity, and customer creation and company building to “execute”
(Blank & Eckhardt, in press). In the context of societal grand challenges, we propose three
steps to the lean impact start-up framework (see Figure 1). We outline them next.

Step 1: Value Search Through Empathizing

We break down the first step, value search, into the phases of stakeholder discovery and
stakeholder validation. The goal is similar to the traditional lean start-up model with the addi-
tion of the Market Opportunity Navigator, that is, to achieve a fit between the product or
service offered by the start-up and its primary stakeholders’ needs and demands. Yet, value
search in our framework is much broader than focusing on an already identified customer
who needs to get known better (i.e., “how to play,” not “where to play”). Value search in the
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lean impact start-up framework entails identifying all types of stakeholders concerned by the
societal issue. Metrics in this first step consist of knowledge that the lean impact start-up has
accrued about two questions, which match the two phases: “Who are the primary stakehold-
ers?” (stakeholder discovery) and “What are their pains and gains, in other words, their
understanding of the problem and or a desirable solution?” (stakeholder validation). A criti-
cally unique aspect of lean impact start-ups is the multiplicity and heterogeneity of primary
stakeholders. The lean impact entrepreneur thus needs first to engage in stakeholder map-
ping, “the process of identifying primary stakeholders (i.e., individuals or groups with a
vested interest in [their] product or project) and understanding their relationships with each
other.” Once the entrepreneur has iterated a few times to identify the start-up’s primary
stakeholders, they can engage in empathy mapping, a process intended to gain a deep under-
standing of the impact problem from the perspective of the individuals, communities, and
stakeholders it affects (Bacq, 2017).

Rooted in design thinking principles, the lean impact start-up framework provides entre-
preneurs with an opportunity to potentially have and sustain a meaningful impact on indi-
viduals and communities in need by addressing a social or environmental problem that affects
them. There is ample evidence that empathy is a critical driver of social entrepreneurial
action (Bacq & Alt, 2018; Mair & Noboa, 2006). It is therefore critical for lean impact entre-
preneurs to describe every facet of the problem from the perspective of the people affected
by it—or “users” of the designed solution.

Empathy comprises both a cognitive and an affective aspect. On the one hand, cognitive
empathy, also known as perspective taking, refers to an individual’s disposition to under-
standing others’ points of view. On the other hand, affective empathy, also known as empathic
concern, refers to someone’s ability to experience feelings of warmth and compassion for
others (Davis, 1980). Empathy with the target users comes from insights gathered from sec-
ondary sources or—even better—from primary sources, such as interviews with the con-
cerned parties or, if this is not possible because of geographical distance or a sensitive
context, with individuals who are close to users, such as a local nongovernmental organiza-
tion (NGO).

As such, empathizing aims to verify assumptions about who the primary stakeholders are
(and, relatedly, gaining clarity on what value they long for). Indeed, as in traditional business
and marketing, identifying the key decision-maker (not so much in terms of willingness to
pay as in terms of what change in society is deemed of value) is essential. For instance, when
targeting children’s vaccination, entreprencurs need to talk to and gather information from
the children’s parents. In this regard, economists from Massachusetts Institute of Technology’s
Abdul Latif Jameel Poverty Action Lab found that small incentives have large positive
impacts on the uptake of immunization services in resource-poor areas and are more cost-
effective than merely improving supply (Banerjee, Duflo, Glennerster, & Kothari, 2010). In
Banerjee et al.’s (2010) study, small incentives, such as a kilogram of lentils, gave mothers
and caregivers a reason to act today, as opposed to delaying a child’s immunization with
detrimental and potentially fatal health outcomes. Such innovation, an outcome of the empa-
thizing process, can help address the societal grand challenge of high child mortality.

By contrast, positive societal-change initiatives based on unverified assumptions risk
doing no good at all and can even be harmful. For instance, Haugh and Talwar (2016) provide
evidence of the social harm that well-intentioned women empowerment initiatives can cause
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in the short term to women in cultures that value and stress female compliance with tradi-
tional rules and norms. Therefore, entrepreneurs intending to bring about positive societal
change need to test their assumptions with target users (as a primary stakeholder group) to
gauge their reality and experience of the problem. Combining desk research and interviews
with primary stakeholders, entrepreneurs are invited to ask and answer the following ques-
tions about their target users’ daily life experiences (Bacq, 2017):

e What do they hear? What do friends and family say? Who influences them and how? What com-
munication channels are most reliable or useful?

e What do they think and feel? What is really important to them? What drives them? What wor-
ries them?

e What do they see? What does it look like around them? Whom do they see? Who are their
friends? What problems do they have?

e What do they say and do? What is their attitude? What do they say to others? What do they show
in public?

A good practice is to start forming a persona that encapsulates the characteristics of the target
users and to choose a contextually adequate name (Ferreira, Silva, Oliveira, & Conte, 2015).
Then, the lean impact entrepreneur can summarize the most salient pains for their target per-
sona as well as the gains that they could most benefit from. By carefully studying the prob-
lem from the perspective of those experiencing it, the entrepreneur is well positioned to start
framing it as an opportunity in line with the five dimensions of social entrepreneurship
opportunities as proposed by Zahra, Rawhouser, Bhawe, Neubaum, and Hayton (2008):
prevalence, relevance, accessibility, urgency, and radicalness.

At this initial stage, the lean impact entrepreneur aims to identify two crucial aspects: first,
to determine the key stakeholders for whom value will be created through stakeholder map-
ping; second, to understand what constitutes value for these stakeholders, achieved through
empathizing. Although identifying the primary stakeholders is a critical starting point, it is
also essential to consider alternative targets for value creation. This involves a comprehen-
sive assessment of the potential for creating diverse social or environmental impacts, each
varying in terms of its scale, reach, and significance. Consequently, entreprencurs may evalu-
ate the multifaceted consequences that their value creation efforts might yield, considering
how these impacts can manifest at different levels within society. This process is akin to
developing the “Attractiveness Map” in the Market Opportunity Navigator (Gruber & Tal,
2024), where the entrepreneur evaluates preferences and needs to determine the most prom-
ising avenues for value creation.

It is important to emphasize that in the lean impact start-up framework, value-based deci-
sions are not made primarily from an organizational perspective. Indeed, the raison d’étre of
the start-up is primarily to address a human-centered or environmental societal grand chal-
lenge and that the value created effectively reaches its target users.

Step 2a: Value Creation Through Integrating

This second step, value creation (Step 2a), consists of two iterative phases. The first phase
consists of creating value for primary stakeholders, likely a mix of economic, social (e.g.,
giving an underprivileged population access to regular nutritious food, housing, or market
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reentry activities), and/or environmental value (e.g., preserving water resources and the local
natural environment). By engaging iteratively with the set of primary stakeholders, in the
first phase the entrepreneur addresses the following question: What value mix to create?

The second phase consists of a focused business model development process to design a
scalable, replicable business model that can support the creation of value—both social/envi-
ronmental and economic. The entrepreneur will thus need to ensure that the start-up is set up
to, for example, deliver cleaner water systems, remove long-standing inequalities, and pro-
vide opportunities to those living in poverty. Yet, beyond its main mandate of bringing about
positive societal change, the start-up needs to generate revenue by selling products and ser-
vices, whether related to the core mission or not. For instance, a work integration social
enterprise creates social value for those excluded from the employment market, such as ex-
convicts or people with a disability, and generates economic value by selling products and
services. Such activities could leverage the skills of those previously excluded from job
opportunities. For instance, workers with autism could be employed to perform tasks that
require a lot of attention to detail. In the case of an impact start-up aiming to alleviate marine
pollution, revenue-generating activities could be selling tote bags or flip-flops made out of
plastic retrieved from the ocean. In the lean impact start-up framework, we call the mecha-
nism underlying value creation (Step 2a) integrating.

In this context, value creation thus relies on the ability to harmonize various aspects of a
lean impact start-up’s operations to achieve its dual objectives by creating both societal and
economic value. It involves seamlessly integrating the social, environmental, and economic
dimensions of a start-up’s mission and activities to maximize positive impact. For instance,
when building the minimum viable product (MVP), lean impact entrepreneurs ensure that
their product or service aligns with the start-up’s dual mission. Similarly, when seeking feed-
back, lean impact entrepreneurs track not only traditional metrics, like revenue and customer
acquisition, but also metrics related to their mission, such as the number of lives improved or
environmental benefits achieved.

Step 2b: Value Distribution Through Balancing

Value distribution (Step 2b) also consists of two iterative phases. The first phase consists
of finding a balance between multiple stakeholders’ interests in such a way that it is possible
to prioritize which stakeholders to distribute the value to. Take the example of a lean impact
entrepreneur who has designed a business that produces nutritious insect-based food with
both social (i.e., providing nutritious food at an affordable price to underserved communities)
and environmental value (i.e., reducing meat consumption and CO, emissions) as well as
economic value (i.e., gaining part of the sizable market share for such products). Value dis-
tribution in this example begs the following questions: Who should get the value first: the
communities or the financial supporters? Can some food be distributed first and the investors
paid later? What is the appropriate balance? The answer likely lies in balancing blended
goals, as vastly discussed in the literature on social entrepreneurship and hybrid organiza-
tions (see Battilana & Lee, 2014; Vedula et al., 2022). Such a balancing act requires that the
lean impact entrepreneur (a) does not lose sight of their mission, which serves as a compass,
and (b) keeps generating enough revenues to support sustained execution for all intended
stakeholders. In the lean impact start-up framework, we call the mechanism that underlies
value distribution (Step 2b) balancing.
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The goal of balancing is to adjust or manage the value distribution process, ensuring
the stability and viability of relationships with primary stakeholders. If they do not effec-
tively balance value distribution among primary stakeholders, lean impact start-ups are
more likely to fail. For instance, the One Laptop per Child program aimed to provide low-
cost laptops to the poorest elementary school children in developing countries to bridge
the digital divide. Although the project initially succeeded in earning targeted advertising
and corporate in-kind support (one enfranchised stakeholder), it failed to deliver the
learning outcomes and have the desired educational impact for the students (one entitled
stakeholder group). The reason is that U.S.-centric laptops were not appropriate for the
target countries and lacked customization to local cultures and traditions (Colombant,
2011). The project also ignored one important stakeholder: information technology sup-
port for the deployed laptops (another enfranchised stakeholder). Without the engagement
of that key stakeholder, technical issues and malfunctioning laptops resulted in reduced
laptop usability and, therefore, impact.

It is important to note that the later steps value creation (Step 2a) and value distribution
(Step 2b) are not entirely sequential or strictly linear. Although value creation needs to hap-
pen before value can be distributed, there are feedback loops from value distribution back to
value creation. This interconnectedness emphasizes the dynamism and experimentation
inherent in the lean start-up approach, which fosters a responsive and evolving model of
entrepreneurship for positive societal change. Next, we provide a fuller picture of the simi-
larities and differences between the conventional lean start-up approach and our lean impact
start-up framework.

Comparing the Conventional Lean Start-Up Approach and the Lean
Impact Start-Up Framework

We have explained how the lean impact start-up framework uniquely extends the lean
start-up approach by incorporating insights from new stakeholder theory—and specifically,
stakeholder governance. In our framework, we propose three mechanisms—empathizing,
integrating, and balancing—that underpin each step and provide lean impact start-up entre-
preneurs with an actionable tool set to effectively create positive societal change through
establishing viable businesses.

A notable distinction between the two approaches is that the lean impact start-up frame-
work includes an additional step: value distribution. At the core of this additional step is the
principle of fairness. It ensures that all stakeholders, not just a select few, benefit from the
value created by the lean impact start-up. Value distribution ensures that the benefits are
directed to the intended beneficiaries, reinforcing the venture’s impact goals to address a
societal grand challenge. During the process, ventures need first to map out entitled stake-
holders (“for whom” a venture creates value) and enfranchised stakeholders (i.e., individuals
or groups that contribute resources and capital to the venture) (Figure 2). More importantly,
they need to ensure that entitled stakeholders comprise target beneficiaries or recipients of
the value while recognizing the contributions of enfranchised stakeholders and rewarding
them accordingly. As a result of this third step, a lean impact start-up can efficiently create
solutions that genuinely address a grand challenge. Table 1 provides a snapshot of the lean
impact start-up framework.
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Figure 2
Value Distribution Navigator

Entitled stakeholders Yes
(individuals or groups
“for whom” a venture has
decided, and outlined in
its mission statement, to
create value for) No

No Yes

Enfranchised stakeholders
(individuals or groups that contribute
resources and capital to the venture)

We systematically summarize the convergent and divergent foci between the conventional
lean start-up approach and our lean impact start-up framework in Table 2. In terms of conver-
gent foci, both approaches employ a scientific method centered on generating a set of market
opportunities, experimentation, and feedback-driven learning processes to minimize uncer-
tainty and waste. They both prioritize the swift development and iteration of an MVP to
deliver innovative solutions more efficiently. These methodologies underscore the impor-
tance of a rapid launch, followed by iterative adjustments that harness the “build-measure-
learn” feedback cycle for expedited market entry and growth. Essentially, we are able to
extend the conventional lean start-up approach to better accommodate business model inno-
vation focused on addressing societal grand challenges.

There are some key distinctions between the two frameworks in terms of context, motiva-
tion, innovative activities, stakeholder governance focus, metrics of success, and local and
global market dynamics. Conventional lean start-ups primarily focus on improving their
chances of success through efficiency and profitability in competitive markets, targeting one
primary stakeholder (customers) and prioritizing value creation and appropriation (Leatherbee
& Katila, 2020; Shepherd & Gruber, 2021). Although they tend to pursue innovative solu-
tions, conventional lean start-ups operate with an unwavering focus on carving out a niche in
competitive markets by focusing on economic outcomes. By contrast, lean impact start-ups
diverge by addressing societal grand challenges, emphasizing social impact and environmen-
tal sustainability over economic outcomes, engaging with multiple primary stakeholders,
prioritizing value creation and distribution, and developing breakthrough innovations to
solve complex problems. Finally, conventional lean start-ups often focus on developing
products that can easily be transferred to various countries or markets. This emphasis on
transferability is driven by the goal of scaling rapidly and achieving widespread market pen-
etration (Blank, 2003; Blank & Dorf, 2012). For this reason, conventional lean start-ups
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typically face higher levels of competition across different countries as they aim to capture
market share and outperform competitors in multiple markets. Conversely, lean impact start-
ups, which prioritize creating social or environmental impact alongside economic returns,
often deal with products that are less readily transferable to different geographies. This is due
to the unique contextual factors and specific needs of the target beneficiaries or communities
they aim to serve. In addition, lean impact start-ups place stronger emphasis on understand-
ing and addressing local needs, cultural sensitivities, and socioeconomic factors. Because of
this, lean impact start-ups typically collaborate with local organizations, NGOs, govern-
ments, or international partners to leverage collective knowledge and resources (Lumpkin &
Bacq, 2019).

Discussion

By introducing the lean impact start-up framework, we seek to make the following contri-
butions to the related literature.

First, we provide an expanded lean start-up model that can be applied to grand challenges.
Researchers are increasingly interested in innovation as a way to address societal grand chal-
lenges (e.g., Bacq & Aguilera, 2022; Voegtlin, Scherer, Stahl, & Hawn, 2022). We extend
these studies by offering a practical framework. Specifically, we propose viewing start-ups
as initiatives where a more inclusive approach to engaging primary stakeholders as active
participants in the value creation and value distribution steps can be adopted. We explain why
the conventional lean start-up model, although valuable, may not fully cover the broader
considerations required for grand challenges. We encourage start-up entreprencurs and advi-
sors to understand and integrate multiple stakeholder views. Conceptually, the lean impact
start-up framework maps out a continuous and interactive experimentation process that
involves stakeholders throughout—from the means to the ends. Practically, the lean impact
start-up framework is essential because it enhances the likelihood of creating impactful solu-
tions and promotes efficient and adaptive approaches to complex problems.

Second, we emphasize that the core of the lean impact start-up framework lies in the pur-
suit of both economic and noneconomic value creation. This process involves continuous
feedback and adjustment, reflecting the dynamic negotiation between competing demands
highlighted in existing research (Moss, Short, Payne, & Lumpkin, 2011). Indeed, such nego-
tiation tends to reduce uncertainty and promote collective learning at a relatively low cost.
Thus, instead of seeing value distribution as a zero-sum game, our lean impact framework
views it as a collaborative process, involving active stakeholder engagement over the long
run. Lean impact start-ups are thus encouraged to co-create solutions with their multiple
primary stakeholders, ensuring that the resulting value is not only generated fairly, as a just
representation of the interests of all primary stakeholders involved, but also distributed equi-
tably. The iterative, feedback-driven nature of the framework ensures that this value distribu-
tion is continuously refined based on stakeholder input, striking a balance between the needs
of the community and the expectations of the other stakeholders.

Finally, the lean impact start-up framework also contributes to the broader stakeholder
participation and stakeholder governance literature (Bacq & Aguilera, 2022; Filatotchev &
Nakajima, 2014). We extend the existing literature that focuses on the tensions arising from
the involvement of stakeholders in legitimating and accepting innovation (e.g., McGahan,
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2021, 2023; Scherer, Palazzo, & Seidl, 2013). Specifically, we look at ways for organizations
to involve stakeholders in the generation of ideas and facilitation of their implementation. By
doing so, our framework bridges existing knowledge to a higher-level question: How is value
created for and distributed among stakeholders in order to drive positive societal change?
Thus, our lean impact start-up framework goes beyond simply acknowledging the complexi-
ties of stakeholder involvement; instead, we delve into actionable steps for harnessing stake-
holders’ interests and capabilities to create and distribute meaningful and positive societal
innovation.

Future Research Directions

We hope that the lean impact start-up framework will inspire scholars to explore further
to advance this research agenda. In Table 3, we suggest future research questions regarding
the lean impact start-up framework, organized according to the three mechanisms underpin-
ning this framework. By addressing these questions, researchers can advance the understand-
ing of how these mechanisms influence stakeholder dynamics and contribute to the
effectiveness and societal impact of the lean start-up approach.

The future research directions we have proposed center on gaining a deeper understanding
of the mechanism introduced in each step of our framework. In the case of the first mecha-
nism, empathizing, future research is encouraged to explore its potential in discovering dif-
ferent stakeholders’ expectations and needs. Scholars can delve into innovative methodologies
and emotional processes that elicit empathy (Cuff, Brown, Taylor, & Howat, 2016; Packard
& Burnham, 2021; Shepherd, Seyb, & Williams, 2023). For instance, scholars can investi-
gate how the depth and type of empathy (e.g., hedonic vs. counterhedonic; Shepherd et al.,
2023) correlate with effectiveness in understanding stakeholder needs. A related question
that warrants more examination is how stakeholders, including beneficiaries, perceive and
react to different empathy orientations in lean impact start-ups. Another research area is to
explore how cultural, socioeconomic, and technological factors influence the effectiveness
of different empathy orientations. In particular, researchers could look at how lean start-ups
can leverage emerging technologies, such as artificial intelligence—driven chatbots or senti-
ment analysis tools, to engage various stakeholders. The potential of technology to mediate
empathy and enhance stakeholder understanding is another promising area. Finally, we sug-
gest future researchers pay attention to the potential unintended consequences or risks associ-
ated with empathetic stakeholder discovery and how to mitigate them.

For the second mechanism, integrating, future research can explore novel strategies
and methodologies through which lean impact start-ups integrate resources to create
value. In the context of societal grand challenges, reaching and engaging different stake-
holders across countries becomes more critical, and future research could identify effec-
tive channels to achieve this as well as integrate resources for different contexts across the
globe. In particular, scholars can study effective strategies for mobilizing and allocating
the necessary resources, including funding, human capital, and technology, so that lean
impact start-ups achieve their social mission. For instance, future research can investigate
location-bounded and non-location-bounded comparative advantages and disadvantages
of lean impact entrepreneurs integrating stakeholders and their resources across countries
as well as consider the unique needs, contexts, and priorities of different regions. Scholars
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are also encouraged to study mechanisms for lean impact start-ups to support the cross-
border pooling of funds, expertise, and infrastructure, enabling more substantial coordi-
nated efforts to tackle societal grand challenges at scale. Another promising research
direction in this regard is to investigate the role of digital technologies in supporting
stakeholder interaction and collaboration (Popkova, De Bernardi, Tyurina, & Sergi, 2022;
Wang, 2023). For instance, scholars can explore how lean impact start-ups foster co-cre-
ation and collaboration with stakeholders through digital technologies, enabling them to
become active participants in the value creation process. Specifically, studies could inves-
tigate the benefits and limitations of utilizing data-driven approaches, such as blockchain,
artificial intelligence, and the internet of things, by integrating qualitative and quantita-
tive research approaches.

Finally, with regard to the third mechanism, balancing, it will be fruitful for future studies
to uncover novel ways for lean impact start-ups to distribute value effectively and equitably.
It is important to note that when tackling global grand challenges, lean impact start-ups might
need to gather resources to counter existing institutional norms while facing opposition from
stakeholders who prefer to maintain the status quo (Mair & Marti, 2009). Another potential
research direction is to investigate how lean impact entrepreneurs, together with global
stakeholders, can amplify their voices and advocate for policy changes at the national,
regional, and international levels. This would contribute a more nuanced, context-sensitive
understanding of the interplay between start-ups and institutions (Zahra, Ireland, & Hitt,
2000) and the role of lean impact entrepreneurship. It is also crucial to consider potential
unintended consequences or risks associated with lean impact start-ups. In particular, future
research is encouraged to study ecthical dilemmas that may arise in situations of conflicting
priorities and how lean impact entrepreneurs can navigate these challenges responsibly while
maximizing impact.

Conclusion

Organizations face significant obstacles to developing innovations that address soci-
etal grand challenges. By integrating lean start-up principles with insights from new
stakeholder theory and stakeholder governance, we propose the lean impact start-up
framework as an experimentation-based approach involving a wide array of primary
stakeholders in a concerted effort to search for, create, and distribute innovative solutions
to societal grand challenges. Specifically, the process we set forth involves three steps—
value search, value creation, and value distribution—for each of which we propose a key
underlying mechanism—empathizing, integrating, and balancing, respectively. Our lean
impact start-up framework builds on the conventional lean start-up approach to answer
the call for problem-oriented, impact-focused approaches based on pragmatism to solve
societal grand challenges. We hope that our suggestions for future research will inspire
scholars to delve more deeply into the unique challenges and opportunities that lean
impact start-ups present. By making an academic theory more practitioner-friendly and
extending the application of the lean start-up approach to a new setting, we hope to foster
mutually beneficial two-way exchanges between academic theory and real-world prac-
tice. This, we believe, can accelerate the development of innovative solutions to the grand
challenges that our society currently faces.
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Notes

1. Our article mainly focuses on start-ups. Yet the insights our approach yields also apply to entrepreneurial
activity in large organizations, that is, corporate entrepreneurship, or intrapreneurship. We use the term “entrepre-
neurs” generically in a way that encompasses corporate entrepreneurs who act within established organizations.

2. Steve Blank’s website provides further information on this issue, available at https:/steveblank.
com/2019/05/07/how-to-stop-playing-target-market-roulette-a-new-addition-to-the-lean-toolset/.
3. These are the first and third stages in what Bacq and Aguilera (2022) describe as value allocation, which

consists of creation, appropriation, and distribution. In this article we do not deal with value appropriation, since it
applies to stakeholders who can affect the success (or failure) of an organization because of their power (coercive
or utilitarian)—for example, competitors—which is less directly relevant to our argument of creating and delivering
value to intended beneficiaries of such value.

4. See https://www.mural.co/blog/stakeholder-mapping#:~:text=Stakeholder%20mapping%20is%20the%20
process,throughout%20the%20product%20development%20process.
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Academic theories of entrepreneurship and applied theories of entrepreneurship have histori-
cally been siloed. In this article, we connect the Lean Startup, a widely used and applied
approach toward entrepreneurship, with selected academic theories of entrepreneurship. In
doing so, we clarify the assumptions and terminology within the Lean Startup. We observe
that while the Lean Startup and selected theories of entrepreneurship are compatible in assump-
tions and central challenges, scholarship and the practice of entrepreneurship are likely to
benefit from a closer connection between the academic literature and the Lean Startup. We
propose several areas of potential integration between the Lean Startup and the academic liter-
ature and suggest potential areas of future research.
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The Lean Startup, a practitioner-oriented method of establishing new business ventures,
was developed by Steve Blank (an author of this article) and his student Eric Ries. At its
core, the Lean Startup is a decision framework that favors interaction with customers and pro-
totyping over extensive planning before taking action. The latter method was long taught in
business schools and had the costly, adverse impact of leading many entrepreneurs to develop
organizations ill-suited to actual market needs. The Lean Startup flips the old paradigm on its
head and recommends that nascent entrepreneurs and investors get to know their customers
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and iterate on products before investing in building the organization; it favors rapid informa-
tion gathering over investing large sums of money shipping products that customers might not
want. Several books describe the Lean Startup method in detail, including The Four Steps to
the Epiphany (Blank, 2003), The Startup Owner’s Manual (Blank & Dorf, 2012), and The
Lean Startup (Ries, 2011). The Lean Startup has inspired related works, such as Bill
Aulet’s (2013) Disciplined Entrepreneurship, and is similar in concept to Mullins and
Komisar’s Getting to Plan B (2009). A more recent addition to the Lean Startup method is
Gruber and Tal’s (2017) Where to Play.

Since the original publication of Blank’s customer discovery model (hereafter, the Lean
Startup), the methodology has been widely adopted by practitioners. For example, General
Electric hired Ries to help integrate the Lean Startup into its global organization (Egusa,
2013). In 2015, the Obama administration called for incorporating the Lean Startup
methodology to improve how government services are delivered (National Economic
Council 2015). In 2017, Congress passed the American Innovation and Competitiveness
Act, which expanded the initiative now known as the National Science Foundation
Innovation Corps program, currently in use at >99 universities in the United States as a
means to expedite the commercialization of new technologies (Cordova, 2019). Despite
its prevalence in applied settings, the Lean Startup has not been integrated into the theo-
retical literature in entrepreneurship. This is surprising for several reasons. First, there
are strong parallels between the Lean Startup methodology and how scholars approach sci-
entific investigation. The Lean Startup might be best viewed as an application of the sci-
entific method to entreprencurship; the Lean Startup emphasizes building a theory of a
business and empirically testing the validity of hypotheses derived from the theory.
Second, the Lean Startup is synergistic with opportunity-centric approaches toward entre-
preneurship, which, despite its critiques (Davidsson, 2015; Foss & Klein, 2020; Garud &
Giuliani, 2013), has provided a foundation for the academic study of entrepreneurship
(Alvarez & Barney, 2007; Eckhardt, 2019; Short, Ketchen, Shook, & Ireland, 2009;
Venkataraman, 1997). Third, there are potential links between the Lean Startup and
other theories of entreprenecurship and innovation, such as bricolage, effectuation, and
organizational learning.

In this article, we connect the Lean Startup to central academic theories in entrepreneurship
for the purpose of advancing theory, hoping to encourage empirical research in entrepreneur-
ship and narrow the research-practice divide. The focus of our review is on two types of the-
ories in the entrepreneurship literature. First, we examine the opportunity literature because of
its centrality to entrepreneurship theory and the similar assumptions and mechanisms between
the Lean Startup and theory about opportunity. Second, because the Lean Startup is action-
oriented and innovation-focused, we also examine how it relates to selected actionable
theories of entrepreneurship and innovation, such as bricolage, effectuation, organizational
learning, and corporate innovation. When we refer to actionable theory, we refer to manage-
ment theories that can be easily applied to guide managerial action, such as effectuation
(Sarasvathy, 2009), in addition to helping to advance our scholarly understanding of
entrepreneurship.

We start with a concise summary of the Lean Startup as a management theory. Our
summary of the Lean Startup includes minor improvements, such as the identification of
assumptions behind the approach and clarification of key constructs and mechanisms.
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The Lean Startup: A Theory of Entrepreneurial Innovation

The core of the Lean Startup is based primarily on the initial contributions of Steve Blank,
Eric Ries, and Alex Osterwalder (Blank, 2021), and a more recent extension, the Market
Opportunity Navigator, was introduced by Marc Gruber and Sharon Tal (2017). The devel-
opment of the Lean Startup was influenced by works produced by academic scholars, includ-
ing McGrath and MacMillan (2000), Christensen (1997), and von Hippel (1988).

Blank’s initial inference, based on decades of experience as an entrepreneur and a review
of the scholarly literature, was that while the business and academic literature had long rec-
ognized startups as vehicles of creative destruction that drive innovation in the economy (Acs
& Audretsch, 1988; Davidow, 1986; Haltiwanger, Jarmin, & Miranda, 2013; Moore, 1991;
Schumpeter, 1934), the literature lacked a theory of innovation for startups. Instead, the lit-
erature, management frameworks, and courses focused on teaching entrepreneurs how to
build organizations. Topics covered in entrepreneurship courses included intellectual prop-
erty management, business planning, venture financing, entity selection, and hiring.

Despite important deviations such as effectuation (Sarasvathy, 2009) and debate in the
academic literature on the usefulness of business planning for startups (Brinckmann,
Grichnik, & Kapsa, 2010; Kirsch, Goldfarb, & Gera, 2009; e.g., Shane & Delmar, 2004),
the dominant intellectual framework taught in business schools to manage the startup
process was the business plan. As a management framework, the business plan describes a
business model as if it exists with known customer segments, channels, resources, activities,
costs, revenue sources, staffing, and structure. Entrepreneurs raise funds based on the plan and
learn whether the business model is viable only after the business has been built. The problem
with the business plan-focused approach is that it emphasizes organization building over cus-
tomer discovery. In doing so, this approach implicitly assumes either that the business model
for a venture is known at the time a startup was formed or that the right way to test the validity
of the business insights of the founding team is to form a company and execute on the idea
until it works or fails. By building an organization before resolving key unknowns, the busi-
ness plan-focused approach guides entrepreneurs and inventors to risk more capital than nec-
essary in the early stages of business development. Entrepreneurs following this approach
have often built organizations ill-suited to meet the needs of markets that were not anticipated
in the original business plan. In contrast, the Lean Startup emphasizes minimizing organiza-
tion building to the extent possible until central business model questions are resolved (Blank,
2012).

From the perspective of organizational theory, the business plan approach toward startup
development does not fully leverage the advantages of startup companies as vehicles of learn-
ing and innovation (Freeman & Engel, 2007; Murrary & Tripsas, 2004; Zenger & Lazzarini,
2004). For example, organizational learning theory emphasizes the need for managers to be
responsive to the dynamic nature of industries and markets and the potential performance
benefits of closely coupling planning and action to a greater extent than what is generally
practiced in the business plan-focused entrepreneurship approach (Baker & Nelson, 2005;
Ciuchta, O’Toole, & Miner, 2021). While scholars had long recognized the benefit of high-
powered incentives to enable learning in startup organizations, such as equity (Zenger &
Lazzarini, 2004), the literature lacked theory and frameworks to guide innovation in
startup companies from inception through organization building.
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Blank aspired to develop a theoretical framework to guide entrepreneurs on how to best
operate startup companies as vehicles of innovation. In his approach, customer discovery
and business model development are just as important as technology and product develop-
ment. This insight was based on a belief that most startup companies fail not because of tech-
nical issues but because entrepreneurs do not discover a viable business model before running
out of funds. Blank’s view is consistent with the works of Felin, Zenger, Lazzarini, and others
(Felin & Zenger, 2009; Kamien & Schwartz, 1982; Zenger & Lazzarini, 2004). For example,
Zenger and Lazzarini (2004) find that startup companies are able to provide high-powered
incentives to innovators that encourage risk-taking in ways that larger companies cannot.
The Lean Startup was also inspired by prior research in entrepreneurship and innovation,
including McGrath and MacMillan’s (2000) Entrepreneurial Mindset, Christensen’s (2013)
The Innovator’s Dilemma, Vesper’s (1993) New Venture Mechanics, von Hippel’s (1988)
Sources of Innovation, and other work (Blank, 2013). Blank took this work further by build-
ing a normative theory of how high-performing startups should innovate and, in particular,
how innovation conducted within new companies might differ from innovation conducted
in large firms.

Blank first taught an entrepreneurship decision framework in a course called Customer
Development at the University of California, Berkeley in 2003. He started by treating a busi-
ness model as a theory to be tested and the startup as a vehicle to test the theory. Eric Ries and
Alex Osterwalder built on Blank’s initial framework. Eric Ries, now an entrepreneur and
management consultant, was a student in Blank’s Berkeley Customer Development course
in 2004. In his bestselling book The Lean Startup, Ries named and popularized the approach
and drew on concepts from agile software development to improve upon the methodology.
Alex Osterwalder, a PhD student in Switzerland, developed the Business Model Canvas
(BMC; Osterwalder & Pigneur, 2010). The BMC, an important decision tool in the Lean
Startup (Blank, 2013), helps entrepreneurs develop a testable theory of the core customer-
product hypothesis underlying the business model. Gruber and Tal (2017) extend the Lean
Startup in their book Where to Play. Their framework, developed through original scholarship
informed in part by the IO Nexus (ION; Dencker & Gruber, 2015; Gruber, MacMillan, &
Thompson, 2008, 2012, 2013), contributes to the Lean Startup by providing a framework
to help entrepreneurs assess the best industries, markets, or situations to start a new business
(Blank, 2019).

The works of Blank, Ries, Osterwalder, Gruber, and Tal form the foundation of the Lean
Startup approach of startup management. This canon consists of a common language, set of
principles, and tools that have gained widespread adoption among practicing entrepreneurs.
In congruence with the authors’ aspiration to build an actionable theory, the Lean Startup is
much more detailed about the process of entrepreneurship than academic theories, which tend
to focus on describing the process of entrepreneurship.

Overview of the Model

According to the Lean Startup, the primary task for the entrepreneur is knowledge gener-
ation. Entrepreneurs are advised on (1) how to uncover knowledge that helps them determine
if a market exists that they can serve profitably by introducing a product or service and (2)
how to build an organization to serve a market, if discovered. Entrepreneurs generate
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knowledge on demand feasibility and organization design by following a process that
includes theory development, hypothesis generation, and testing—pillars of empirical
science with close ties to specific models of organizational learning.

The Lean Startup assumes that the primary constraints that cause startup companies to fail
are investing time and resources in building a product or service that customers do not want or
discovering viable opportunities only after equity financing runs out. While entrepreneurs
often need to create demand for novel products and services (Blank, 2003: 121), the Lean
Startup argues that entrepreneurs cannot create demand for every product that they want to
sell. The characteristics of customer preferences and resources, or latent market demand,
place a constraint on entrepreneurs’ ability to succeed. The Lean Startup focuses on reducing
information asymmetries between entrepreneurs and customers. This includes taking actions
to discover ways to create demand in situations where customers may not know that they
might have an interest in a new product or service. In this case, the information asymmetries
between entrepreneurs and customers include a belief in the mind of the entrepreneur that a
customer might be excited about purchasing a product, even products that customers might
not yet be able to imagine or understand.

Importantly, the Lean Startup does not emphasize reducing information asymmetries
between entrepreneurs and investors, which the finance literature tends to emphasize as
perhaps the most important problem for entrepreneurs to solve (e.g., Amit, Glosten, &
Muller, 1990). Practically, the goal of the Lean Startup methodology is to efficiently discover
a market for a new product or service.

The Lean Startup is a process theory in which outcomes are determined by not only activ-
ities but also the ordering of these activities (Mohr, 1982). For example, within the Lean
Startup, building organizational capabilities before determining the characteristics of cus-
tomer demand, the nature of customer relationships, and the best channels to reach customers
dramatically increases the chance of failure. Organizational resources and capabilities are
context—and process—dependent—they should be customized to serve the needs of specific
customer segments, distribution channels, and production processes. Investments made to
build capabilities before customers are known can be costly if these investments must be
reconfigured later to serve new customer segments (Blank, 2003; Butter & Pogue, 2002).
At times, the Lean Startup has been described as a learning-by-doing methodology, in con-
trast to a learning-by-thinking method. This is likely an oversimplification given the
model’s focus on generating theory and testable predictions before taking action and in
light of empirical research indicating that a strength of the model may be activities undertaken
before the doing phase occurs (Leatherbee & Katila, 2020). We discuss the Lean Startup’s
conception of the entrepreneurship process in detail in the next section.

Assumptions and Model

The assumptions of the Lean Startup are centered on the idea that entrepreneurs are agents
who can use decision-making processes to navigate an uncertain decision-making environ-
ment (Blank, 2021). Prior to this article, the core assumptions of the Lean Startup were
implied.

Information. The Lean Startup assumes that prices alone do not provide sufficient infor-
mation to guide the actions of entrepreneurs and that information is not evenly distributed
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in the economy. Information asymmetries between entrepreneurs and customers are just as
important to manage in the startup process as asymmetries between founders and investors.

Agents. Individual agents, such as entrepreneurs, investors, customers, and employees, are
imperfect decision makers who suffer from biases in decision-making (Kahneman, 2011;
Kahneman & Tversky, 2012; Simon, 1955). With appropriate training and discipline,
agents can at best become boundedly rational decision agents, meaning that entrepreneurs
can be trained to practically optimize within the information set that they cultivate.
Entrepreneurs can increase their performance by systematically developing information
about the feasibility of proposed products and services.

Uncertainty. Uncertainty is defined as an event where no probability distribution can be
assigned to the likelihood of an event occurring (Pearce, 1992). In the Lean Startup, uncer-
tainty is driven by the likely gap between an entrepreneur’s vision for a product or service
and realizable customer demand as described by the Three Horizon Framework (Baghai,
Coley, & White, 1999). Horizon 1 businesses are launched to serve existing customers
in existing product or service markets. Horizon 2 businesses are emerging opportunities
where markets do not exist or are in the process of forming. Horizon 3 businesses are
ideas for new products and services where the technology to support products or services
is nascent or nonexistent. Uncertainty increases from horizon 1 through horizon 3.

Market types. In the Lean Startup, startups are classified into one of four market types
(Blank, 2012: 38). Startups can offer a new product in an existing market (existing), offer
a new product in a new market (new market), create a new market segment at the bottom
of the price point (cost-differentiated resegmentation), or target a niche group of customers
within an existing market that may prefer a product targeted at a narrow set of needs (existing
niche resegmentation). Market type influences all aspects of the implementation of the Lean
Startup, including company positioning, product positioning, launch communications,
demand creation activities, and goals.

The Lean Startup Process

The Lean Startup begins with the premise that, at inception, most startups are best con-
ceived as a bundle of untested ideas and assumptions about a business model. The goal is
to transform these ideas from unknowns to knowns such that the startup can then turn activ-
ities into profits. Ultimately, the Lean Startup is a learning theory where activities at certain
stages are often focused on knowledge development (as opposed to profits) and, importantly,
failure is embedded as a necessary, expected part of the process. Being open to fundamentally
changing major objectives or processes (termed pivots), including restarting the process, is
essential (Blank, 2003, 2012).

After the domain of search is determined, such as a specific industry or problem space, the
Lean Startup process is divided into two steps: search and execution' (Figure 1). Tools to deter-
mine the best domain of search include Gruber and Tal’s (2017) Market Opportunity Navigator.

Search

The purpose of the search step is to achieve product-market fit. This step is divided into
two phases: customer discovery and customer validation. A central premise of the search
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Figure 1
The Lean Startup process is divided into search and execution steps
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Source: Modified from Blank and Dorf (2012: 53).

step is that the task of the entrepreneur is to discover previously unknown latent demand for a
product or service. The metrics of success in the search phases are learning metrics, not finan-
cial metrics.

Customer discovery. Customer discovery starts with theory building, during which
the goals of the management team are to develop a theory of the business, including testable
hypotheses. Theory building is guided, codified, and tracked by using the BMC (Osterwalder
& Pigneur, 2010). Testable hypotheses are derived from the BMC and represent key
unknowns in the business model, such as the existence of demand, the fit between the pro-
posed solution and potential demand, and how to effectively reach customers (e.g., customer
relationships and channels). Theorizing can include the development of business models that
might support first-to-market, extremely novel products and services.

An element that scholars often overlook is that the Lean Startup is theory-driven and cus-
tomer tested, as the theory of a potential business is developed before customer testing occurs
(Felin, Gambardella, Stern, & Zenger, 2019). Within the framework, entrepreneurs start with
a theory—one that can be quite innovative or disruptive—before testing its feasibility.

Once theory building is complete, the entrepreneur transitions to problem testing. Problem
testing starts with ethnographic interviews of those with potential insight into aspects of the
business theory articulated in the BMC, such as potential customers or suppliers. In some
cases, founders resolve unknowns through experimentation, testing the validity of hypotheses
by creating prototypes, market testing, and observing results. Unknowns can also be resolved
through data collection efforts, such as interviewing suppliers to examine the feasibility of
producing products in a cost-effective manner.

Entrepreneurs are advised to test theory and assumptions by developing and selling pro-
totypes with limited features and reliability, termed the minimum viable product (MVP).
The purpose of the MVP is to reduce information asymmetries between the entrepreneur
and customers. The MVP is sold to customers most interested in a solution, termed early-
vangelists. Interactions with earlyvangelists provide information to entrepreneurs regarding
important features, potential distribution channels, and value propositions. The customer dis-
covery phase is complete once entrepreneurs have established product-market fit, identified
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specific customer segments and a means to sell and market to them, and developed a predict-
able and repeatable sales process. In short, customer discovery is complete when the entrepre-
neur knows who will buy (customers), what they will buy (product), why they will buy (value
propositions), how they will buy (channels), and at what price they will buy.

The idea that entrepreneurs can reduce risk in their startups by working with early adopters
to guide product development builds on the work of Moore (1991) and is similar in concept,
in some cases, to von Hippel’s (1978, 1986) research on how customers with the most acute
need for a specific solution can be an important source of information to guide product
innovation.

Customer validation. The goal of customer validation is to convert initial insights from the
customer discovery process into a scalable, repeatable sales process. Important questions
include the following (Blank, 2012: 281): Who are the key decision makers? How long
and costly is the sales cycle? What is the selling strategy? What value propositions should
be used in marketing? What is the generic profile of earlyvangelists? Developing a sales
process includes taking the answers to these questions and developing positioning statements,
refining the MVP, refining the positioning and marketing materials, selling, and developing
metrics to manage the sales process.

Execution

The execution step consists of two core activities: customer creation and company build-
ing. Customer creation focuses on building organizational sales and marketing processes to
support growth. Company building focuses on building the internal organization to fit the spe-
cific sales and marketing strategy.

Customer creation. Customer creation is the process that a startup uses to systematically
acquire new customers through marketing after completing customer validation. Like all
aspects of a new business in the Lean Startup, a startup’s customer creation process must be
designed in response to interacting with the intended customers. If the marketing business func-
tion is created before management has learned how to best market the firm’s product, manage-
ment runs the risk of building a marketing function that is not tailored to the best-fit value
propositions and customer segments, thus increasing the chances that the organization will fail.

In this stage of the process, work is focused on the development of essential marketing
activities necessary to help customers learn about a product or service—and to foster
demand (Blank, 2003). Creation is used to describe the fact that, within each startup, these
activities are occurring for the first time.? This means that a marketing strategy, marketing
materials, and marketing processes must be created from scratch to reach the specific custom-
ers targeted via specific channels. According to Blank (2012), copying marketing strategies
and marketing routines mostly adopted from other organizations will likely lead to failure.

Company building. In the fourth and final phase of the Lean Startup, startups create
fast-response, mission-centric functional departments. The marketing department is the first
mission-centric functional department created. The company-building stage transitions the
customer base from earlyvangelists to other customers (e.g., “pragmatists” and “conserva-
tives”’) who will benefit from the value proposition (Moore, 1991). Other activities included
in the company-building stage are developing processes to reach mainstream customers and
developing an organization-wide mission and culture (Table 1).
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Table 1
Lean Startup: Key Concepts and Constructs
Item Type Concise Description Source
Entrepreneur Construct Manager of a startup. Blank (2003)
Startup Construct Temporary organization designed to search for a Blank and Dorf (2012)
repeatable and scalable business model.
Customer Construct  Individual or business who purchases a product or Blank (2003)
service produced by the startup.
Investors Construct  Individuals or firms that provide financial resources to  Blank (2003)
support the startup.
Customer discovery  Process Process to discover who customers are and if the Blank (2003)
problem entrepreneurs are trying to solve is
important to them.
Customer validation Process Process of discovering and building a repeatable sales Blank (2003)
process.
Company building ~ Process Internally focused process of building formal Blank (2003)
departments and roles.
Customer Process Process of discovering and building a business model.  Blank and Dorf (2012)
development
Customer validation Concept A four-phase process to determine if there is a Blank (2003) and
strong-enough product-market fit to justify scaling Blank and Dorf
sales and marketing spending. (2012)
Business model Concept  How an organization creates, delivers, and captures Osterwalder and
value. Pigneur (2010)
Value propositions ~ Construct Why a customer segment purchases a bundle of Osterwalder and
products and services. Pigneur (2010)
Minimum viable Construct  An initial version of a product or service, with a Blank (2003) Ries
product (MVP) minimal feature set, provided to customers to (2011)
generate information to help find product-market fit.
MVP was coined by Frank Robinson of SyncDev
and was originally referred to as the minimal feature
set by Blank (2003).
Customer Construct  The types of relationship that a company has with each ~ Osterwalder and
relationships customer segment. Pigneur (2010)
Channels Construct How a company communicates with and reaches its ~ Osterwalder and
customer segments Pigneur (2010)
Customer segments ~ Construct  Groups of people that a company aims to serve, Osterwalder and
defined by common needs, behaviors, or other Pigneur (2010)
attributes.
Revenue streams Construct  Cash generated by serving each customer segment. Osterwalder and
Pigneur (2010)
Key partners Construct  Suppliers and partners required to operate the business ~ Osterwalder and
model. Pigneur (2010)
Key activities Construct What a company does to operate the business model.  Osterwalder and
Pigneur (2010)
Key resources Construct  The financial, physical, intellectual, or human Osterwalder and
resources to operate the business model. Pigneur (2010)
Cost structure Construct  Fixed and variable costs in currency to operate a Osterwalder and
business model. Pigneur (2010)
Concept  Framework used to measure progress of alignment Ries (2011)

(continued)
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Table 1 (continued)

Item Type Concise Description Source
Innovation between the MVP and customer demand in the

accounting customer discovery process.
Pivot Construct  Returning to step 1 of customer discovery or changing Blank, (2003)

major aspects of the business in response to
knowledge acquired.
Actionable metrics ~ Concept  Learning milestones used to judge a business. Ries (2011)
Validated learning Concept  Knowledge acquired scientifically by running frequent Ries (2011)
experiments designed to enable entrepreneurs to test
each element of their vision.

Shortcomings

The Lean Startup was novel at the time of its introduction and is now in widespread use as
the doctrine of modern applied entrepreneurship. However, the Lean Startup is not without its
critics, including those who say that the framework is constrained in imaginative scope by its
iterative approach and may limit or even misguide entrepreneurs through its emphasis on cus-
tomer feedback—an issue addressed in part by the Market Opportunity Navigator (Gruber &
Tal, 2017). Despite such criticism, the Lean Startup has the potential to improve scholarship
on entrepreneurship and innovation. In the section that follows, we discuss connections to the
academic literature while taking the opportunity to highlight some potential shortcomings.

Connection to Academic Theories of Entrepreneurship

The primary goal of most academic theories of entrepreneurship is to understand and
describe entrepreneurship as a human endeavor with the hope that such knowledge has impli-
cations for practice (Eckhardt, 2019; Venkataraman, 1997). In contrast, the Lean Startup is an
applied framework for entrepreneurs and innovators to use in practice with the goal of
increasing the effectiveness of entrepreneurs. While these goals are different, they are
synergistic.

Importantly, the Lean Startup has several attributes that warrant the attention of scholars.
First, the Lean Startup has many parallels to the existing scientific literature. The Lean Startup
describes entrepreneurship as a process driven by individuals interacting with their environ-
ment, with a goal of reducing uncertainty through the purposeful production and analysis of
knowledge. In this regard, the Lean Startup is a quasi-scientific approach that emphasizes test-
able hypotheses and empirical data to generate knowledge regarding market feasibility. The
scientific approach toward entrepreneurship that is central to the Lean Startup is compatible
with many theoretical approaches toward entrepreneurship in the academic literature.

Second, due to its widespread use in practice, the Lean Startup provides academics with a
conduit to rapidly implement research findings into practice by facilitating communication
with practicing entrepreneurs. Incorporating the Lean Startup into academic entrepreneurship
research provides academics and practitioners with common terminology, frameworks, and
knowledge to guide and facilitate the communication of research insights. One successful
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example of how research can be integrated into practice through the Lean Startup is Gruber
and Tal’s (2017) Market Opportunity Navigator framework, which integrates concepts from
entrepreneurship and strategy scholarship into the Lean Startup.

Third, there appear to be strong conceptual linkages between the Lean Startup and entre-
preneurship theory. In the Lean Startup and opportunity-centric theories of entrepreneurship,
entrepreneurs will not succeed if they create products or services that customers do not wish
to purchase or cannot be convinced to purchase (Alvarez & Barney, 2007; Blank, 2003;
Eckhardt & Shane, 2003; Ries, 2011; Sarason, Dean, & Dillard, 2006; Shane, 2003).
Furthermore, academic theories stress the existence of information gaps and knowledge gen-
eration as central to the process of entrepreneurship (Casson, 1982; Eckhardt & Shane, 2003;
Sarason et al., 2006; Venkataraman, 1997), which are fundamentally similar to the Lean
Startup’s emphasis on customer interviews and prototyping to generate knowledge. We
discuss the Lean Startup’s conception of the entrepreneurship process in detail in the next
section.

In this section, we examine how selected academic theories of entrepreneurship relate to
the Lean Startup. We organize our summary around two themes. First, we focus on how the
Lean Startup as a framework relates to the opportunity-focused literature in entrepreneurship
and the possible ways that the Lean Startup might fill in gaps in academic frameworks and
vice versa. Second, we examine how the Lean Startup relates to actionable theories of entre-
preneurship and innovation, such as bricolage, effectuation, organizational learning, and cor-
porate innovation. Our review complements Shepherd and Gruber’s (2020) description of
research ideas based on the Lean Startup. Our goal is not to be comprehensive—we
suspect that our review omits important theories in entrepreneurship that might be closely
related to the Lean Startup. Instead, we provide a concise summary for the purpose of
further stimulating inquiry.

10 Nexus

The primary purpose of the ION literature is to provide an intellectual framework to explain
entrepreneurship and guide scholarly research (Eckhardt, 2019; Venkataraman, 1997). The central
construct is an entrepreneurial opportunity—often shortened to opportunity—which is defined
as a situation in which new goods, services, raw materials, and organizing methods can be
introduced and sold at a price greater than their cost of production (Casson, 1982; Shane
& Venkataraman, 2000). Opportunities are bounded by what is technically and demand
feasible. Technical feasibility describes the set of all means—ends relationships known
(Klevorick, Levin, Nelson, & Winter, 1995), and demand feasibility is defined as the set of
all products and services that potential customers can be convinced to purchase at a given
point in time (Priem, Li, & Carr, 2012).

The discovery and exploitation of opportunities are driven by entrepreneurs and occur in
an almost infinite number of ways and sequences, at times driven by purposeful actions and at
other times not. Individual insight is termed a conjecture, defined as a conception that exists in
the mind of an agent based on one’s understanding of the characteristics of a technology at a
specific point in time (Eckhardt & Ciuchta, 2008; Felin & Zenger, 2009; Kaish & Gilad,
1991). This understanding includes insights into a technology’s potential commercial viabil-
ity (Eckhardt, Ciuchta, & Carpenter, 2018). Conjectures can lead to action. The formation of a
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conjecture is theorized to be driven by the nexus of three individual-level factors: an individ-
ual’s retained stock of prior knowledge, the receipt of new information, and an individual’s
intention to act on that information. A more complete summary of the ION, which continues
to be refined and extended, is described in several works, including those by Shane (2003),
Eckhardt and Shane (2003), and McMullen and Shepherd (2006).

If the focus of interest is narrowed to individuals purposefully pursuing entrepreneurship,
the ION and the Lean Startup represent compatible approaches. First, the assumptions of the
two frameworks are aligned. Both frameworks assume that prices do not provide sufficient
information to guide the actions of entrepreneurs; that individuals are imperfect, biased deci-
sion makers; and that entrepreneurship is a risky and uncertain endeavor. Importantly, success
in both approaches is determined by a need to generate revenue and profits. Second, knowl-
edge gathering is central to both approaches. In the language of the ION, entrepreneurs must
develop means-ends frameworks that connect what is possible (technology) to what custom-
ers want (demand). In the terminology of the Lean Startup, means-ends frameworks are busi-
ness models (Osterwalder & Pigneur, 2010), and knowledge production is focused on the
search for demand with technology taken as given (Blank, 2012). Third, the Lean Startup
is built on a scientific approach with testable hypotheses and the collection and analysis of
data. The scientific approach toward entrepreneurship that is central to the Lean Startup is
compatible with the scientific approach and empirical research that has developed in the
opportunity literature. The basic model of the ION has been extended by various scholars,
and these extensions have important implications for the Lean Startup. We turn to each of
these before addressing potential areas of future research.

Structuration View and Opportunity Creation View

The Structuration View (Sarason et al., 2006) and the Opportunity Creation View (Alvarez
& Barney, 2007) seek to improve on the ION by emphasizing situations where entrepreneurs
fundamentally alter their context instead of searching for an alignment between technology
and potential demand. In other words, they postulate that the ION underemphasizes the
ability of entrepreneurs to drive fundamental change. Similar observations have been made
about the Lean Startup. For example, in a critique of the Lean Startup, Felin et al. (2019)
note that with an emphasis on observable feedback and short-term validated learning, the
Lean Startup may bias entrepreneurs toward developing businesses that focus on incremental
improvements and hence incremental value instead of novel ideas that might yield greater
value.

These critiques overlook the fact that the ION explicitly incorporates Schumpeter’s disrup-
tive model of innovation and Kirzner’s more incremental approach (Eckhardt & Shane, 2003;
Venkataraman, 1997) and that the Lean Startup has been adopted by the National Science
Foundation to guide the commercialization of novel and potentially disruptive scientific tech-
nologies (Satell, 2017). Zahra’s (2008) framework, which balances different search perspec-
tives within the opportunity literature, may provide a helpful foundation for integration.

Another conceptualization of this discussion empirically examined by Gruber, MacMillan,
and Thompson (2013) is to theoretically frame the issue as attributes of search. In this
framing, the question is which factors drive entreprencurs to expand their conceptual
choice set of new business models. Factors may include characteristics of startup teams,
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such as their technical experience (Gruber et al., 2013), or the types of information that entre-
preneurs might respond to even if they are not necessarily engaged in purposeful search
(Eckhardt et al., 2018).

New Firm Formation Versus Opportunities

Scholars writing from different perspectives have focused on shifting the emphasis away
from opportunities as the primary unit of analysis. Two notable examples are the works of
Foss and Klein (2012, 2020) and Davidsson (2015). Foss and Klein, in their theory of entre-
preneurial judgment, focus on integrating entrepreneurship with the theory of the firm.
Central to their approach is the entrepreneur, a residual claimant who creates opportunities,
evaluates opportunities, and makes decisions regarding resource assembly with the goal of
creating a new organization. Foss and Klein (2012) provide a framework to more fully con-
sider all aspects of entrepreneurial decision making and firm formation—such as raising
funds, hiring, and contracting—which are not directly addressed by the Lean Startup. In con-
trast, when it comes to the ordering of key activities and the specifics of how to pursue market
discovery—both important aspects of entrepreneurial judgment—the Lean Startup can help
provide a path toward adding precision to the theory of entrepreneurial judgment. As it
stands, entrepreneurial judgment theory is, in many instances, probably not sufficiently
precise in mechanisms or activities to help guide either practicing entrepreneurs or empirical
researchers. In contrast, the Lean Startup is quite precise regarding the relative benefits of
investing in market discovery activities versus firm creation activities at different stages in
the process.

Davidsson’s (2015) approach replaces the opportunity construct with new venture ideas,
opportunity confidence, and external enablers—all of which are relevant to the Lean Startup.
New venture ideas, similar to conjectures, represent an individual’s perception of new means
and ends that might be combined to produce a product or service. Opportunity confidence rep-
resents an individual’s subjective confidence that a situation may support new venture creation.
Both constructs have implications for how knowledge is created and interpreted within the Lean
Startup, an important issue carefully examined by Shepherd and Gruber (2020).

Importantly, Davidsson treats new venture ideas as objective, codifiable inferences. This is
consistent with the Lean Startup, which includes process documents and worksheets that are
used to codify the business model, attributes of the MVP, and customer discovery activities.
However, it appears as if the Lean Startup could be used to add greater specificity, causal
mechanisms, and testable hypotheses to the model proposed by Davidsson (2015), including
when specific organization-building activities should occur. In contrast, an aspect of the Lean
Startup that could benefit from Davidsson’s work is further development of theoretical and
empirical considerations of external factors that create circumstances favorable to entrepre-
neurship and the implications of different circumstances. Davidsson’s external enablers con-
struct provides a foundation to develop this aspect of the Lean Startup.

Effectuation

Effectuation is a five-principle theory of entrepreneurial action derived from research and
personal experience (Sarasvathy, Simon, & Lave, 1998; Sarasvathy, 2009). Mansoori and
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Lackéus (2020) provide an excellent integration and comparison of effectuation with the Lean
Startup that we will not repeat here. However, there is a fundamental difference between the
approaches that is often overlooked. Effectuation and the Lean Startup have very different
starting positions and hence approaches toward the entrepreneurial process. Effectuation’s
Bird in the Hand principle advises entrepreneurs to start with available means, or what the
entrepreneur can do. In contrast, the Lean Startup presents a logic that advises entrepreneurs
first to use a process to discover market demand and, once market demand is discovered, to
develop the means to meet the demand. The Lean Startup guides entrepreneurs toward under-
standing what needs to be done, instead of what is proximate and most possible for an entre-
preneur to accomplish. An unknown at this point is which approach leads to superior
outcomes or whether the relative performance of each approach is context or resource depen-
dent. This tension suggests a fruitful area of research that would likely advance both
approaches.

Bricolage

Bricolage is an academic theory of entrepreneurship with clear practical implications for
entrepreneurs. Similar to effectuation, bricolage views the starting position of entrepreneur-
ship as the existing resource base instead of customer problems (Baker & Nelson, 2005).
Hence, the same conceptual and empirical tension that exists between the Lean Startup and
Effectuation exists for the Lean Startup. However, with its focus on existing resources and
how they can be deployed to address new problems, bricolage provides an evidenced-based
approach for how to link existing resources to entrepreneurial success, an aspect of the entre-
preneurial process that is not addressed by the Lean Startup. Because bricolage appears to be
associated with superior performance, especially for nascent ventures (Steffens, Baker,
Davidsson, & Senyard, 2022), bricolage research may provide a means to incorporate entre-
preneurs’ initial resource endowments more formally into the Lean Startup approach. For
example, the Lean Startup does not provide entrepreneurs with a framework to assess the rel-
ative favorability of two opportunities with very different resource requirements. Developing
work on bricolage, if integrated into the Lean Startup framework, might provide useful
insights regarding how to incorporate resource endowments into the framework.

Organizational Learning

Central to the Lean Startup is a normative theory of organizational learning that advocates
that innovators and entrepreneurs test theories about demand feasibility of new products and
services. The framework is not a theory of improvisation or reactive bricolage. It is a theory of
purposeful learning that embraces learning from knowledge generated from controlled exper-
imentation (Miner, Bassof, & Moorman, 2001).

The literature on organizational learning is mostly descriptive and, according to Bingham
and Davis (2012), focused on three types of learning: experiential, trial-and-error, and impro-
visational. Much of the research is focused on knowledge produced by organizational pro-
cesses that are not guided by explicit experimentation, termed wunintentional variation, and
the potential benefits to organizations that learn from the unexpected. The organizational
learning literature does include research on purposeful learning, but the connection to the
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scientific process of hypothesis generation and testing is often obfuscated, in part because
scholars working in this area often use different terminologies, such as probing (Ozcan &
Eisenhardt, 2009), instead of the language of theory development, hypothesis testing, and
experimentation.

The Lean Startup provides an opportunity to guide organizational learning scholarship
through the theory-driven customer discovery framework. Perhaps one opportunity to
make the connection is Dimov’s (2003) framework that links opportunity theory to learning
during opportunity discovery through individuals’ experiential knowledge. In contrast, with
its strong theoretical foundations, especially in the area of interorganizational learning
(Miner, Gong, Ciuchta, & Sadler, 2012; Miner & Haunschild, 1995), the organizational learn-
ing literature has the opportunity to broaden the mechanisms and sources of information used
by the Lean Startup beyond customers. One potential area of potential synergy may be to inte-
grate Lean Startup methods with learning structures within large organizations, such as skunk
works projects (Michael, Renee, & James, 2002; Yayavaram & Ahuja, 2008), to provide
metrics and management frameworks that might enhance the performance of these units.

Corporate Innovation

The literature on the benefits of working with customers to guide innovation has received
mixed support in the corporate innovation literature. Research suggests that customers (von
Hippel, 1976, 1986, 1988) or even hobbyist users (Franke & Shah, 2003; Shah & Tripsas,
2007) provide important insights regarding the future needs of customers that are likely valuable
to firms. The compatibility between this research and the customer-focused Lean Startup is clear.

Some scholars have warned of potential pitfalls of relying on the preferences of customers
to guide the direction of innovation (Christensen, 2013; Christensen & Bower, 1996). This
observation is similar to concerns raised by Sarason et al. (2006) and Alvarez and Barney
(2007), who propose that the most innovative forms of entrepreneurship start with ideas gen-
erated by entrepreneurs that are not guided by expectations of demand. Despite methodolog-
ical critiques by King (2017) and King and Baatartogtokh (2015), Christensen’s viewpoint
has gained a large following among the practitioner community. Yet it is often overlooked
that the Lean Startup process does not start with experimentation. Instead, the Lean Startup
starts with entrepreneurs developing a theory of their business, including a potentially here-
tofore unimagined technology, which is then tested for validity by interacting with potential
customers. Hence, the Lean Startup may provide a means of building theory to better under-
stand when customers or managers should guide innovation. Alternatively, perhaps the Lean
Startup suffers from the same challenges faced by other customer-centric theories of innova-
tion. This tension suggests a fruitful area for additional research.

Advancing the Lean Startup

The Lean Startup is a relatively new theory. There are opportunities to deploy research as a
means to test and strengthen the Lean Startup as a practitioner-focused theory of entrepreneur-
ship. Scholars have begun to conduct research that compares the effectiveness of the Lean
Startup approach to alternatives, including planning and agile models for guiding entrepre-
neurs (Camuffo, Cordova, & Gambardella, 2020; Koning, Hasan, & Chatterji, 2022;
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Leatherbee & Katila, 2020; Sonta-Draczkowska & Mrozewski, 2020). In addition to conduct-
ing research to test the relative effectiveness of the Lean Startup, there are opportunities for
scholars to improve the Lean Startup. We touch on potential areas of development.

Improvements to Theorizing

The development of theory and hypothesis testing within the Lean Startup is guided
by Osterwalder and Pigneur’s (2010) BMC. The framework has two important attributes.
First, it provides a way of building a complete, falsifiable theory of a business that helps
the entrepreneur avoid omitting an activity essential to new business formation. This is par-
ticularly helpful for first-time entrepreneurs or for entrepreneurs who are entering an unfamil-
iar market. Second, the BMC emphasizes the importance of building a strategy that meets the
needs of identifiable groups of customers that can support a business.

The BMC is not a framework that forces internal consistency in theorizing. It is perfectly
possible within the BMC to propose a business and a series of hypotheses that, while all inde-
pendently logical, are incompatible when combined. Without evidence produced by costly
experimentation and other activities, the BMC does not help entrepreneurs avoid potentially
costly mistakes caused by inconsistent theorizing. As a contrasting example, many entrepre-
neurs use financial spreadsheets to build business theory, and financial spreadsheets do reveal
internal inconsistencies in logic. If a particular marketing strategy is too expensive based on
the economics of the marketed product, financial spreadsheets will predict losses. In this case,
financial spreadsheets would guide the entrepreneur to adjust one’s theorizing by either reduc-
ing marketing costs or increasing prices. In addition, unlike financial spreadsheets, the BMC
does not lend itself well as a means of communicating a theoretical business model to poten-
tial partners such as investors and customers. For example, the BMC is rarely used in startup
pitches. Researchers may find ways to improve the BMC or produce superior frameworks for
startup theorizing that could increase the effectiveness of the Lean Startup.

Business Models

The Lean Startup has the potential to improve management theory on entrepreneurship, as
observed by others (Shepherd & Gruber, 2020). One such example is academic research on
business models.

A business model shows how an enterprise earns profits by delivering value to its customers
(Teece, 2010). Given that the purpose of the Lean Startup is to provide entrepreneurs with an
actionable framework to develop, discover, and build business models, there seems to be a
natural connection between scholarly research on business models and the applied literature.
While these connections are already forming, there continue to be opportunities for further devel-
opment by integrating the applied and scholarly literature on business models. For example,
Osterwalder, Pigneur, and Tucci (2005) observed that research on business models has grown
rapidly in recent years, despite the lack of consistent terminology, constructs, and purpose.
They connect business models as a concept to the academic literature through transaction costs
economics, which remains a potential area for additional conceptual and empirical development.

Most scholarship on business models is not integrated with the Lean Startup, which creates
barriers between important academic research and practice. For example, in their review of
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research on business models, Wirtz, Gottel, and Daiser (2016) mostly overlook the applied
literature on the topic, which in some dimensions is more advanced than the academic liter-
ature. An integration with George and Bock’s (2012) insights on the interrelatedness of busi-
ness model development and narratives with the Lean Startup is likely to yield benefits for
entrepreneurs and scholars alike. Similarly, Foss and Saebi (2018) provide great conceptual
rigor and clarity to scholarly research on business models—an approach that would have
likely been more impactful if constructs and concepts from the Lean Startup had been inte-
grated into their insightful work. Overlooked in much of the academic literature on business
models is the claim by Blank (2003) and others that the development of new business models
is fundamentally different in startups than in established firms. Not surprising, much of the
empirical scholarly research on business models has been on established companies (Zott
& Amit, 2008), which suggests that this tenet of the Lean Startup remains an untested
claim and perhaps an opportunity for future research.

Competitive Strategy

The Lean Startup framework is universally applicable to many forms of entrepreneurship
—from entrepreneurs with modest business aspirations to those attempting to start high-
growth companies that might ultimately secure millions of dollars in investment capital
and earn billions of dollars in annual revenue. Because of this inclusive focus, the Lean
Startup is mostly silent on how competitive strategy can drive enterprise value. This might
limit the effectiveness of the Lean Startup for entrepreneurs who seek to build large high-
growth companies. For example, a fundamental insight from competitive strategy is that eco-
nomic uniqueness—whether it be driven by selecting markets with favorable characteristics
(Porter, 1980), internal capabilities (Barney, 1991), intellectual property protections such as
patents (Hsu & Ziedonis, 2013), or adaptability (Teece, Peteraf, & Leih, 2016)—is likely
essential in developing high-value enterprises. Felin et al. (2019) observe that the Lean
Startup framework does not guide entrepreneurs to build economic uniqueness, especially
in the early experimentation stages where opportunities to build unique value may be more
prevalent than emphasized by the Lean Startup. There are likely opportunities for scholars
to enhance the Lean Startup framework by integrating work from the fields of competitive
strategy and innovation management to guide entrepreneurs toward building enterprise
value (Abernathy & Clark, 1985; Teece, 1986, 2018). Gruber and Tal’s (2017) Market
Opportunity Navigator is one example of a beneficial contribution to the applied literature.

Boundary Conditions of the Lean Startup

Scholars have noted that it may not be appropriate to apply the Lean Startup to manage all
types of opportunities (Felin et al., 2019). For example, is the Lean Startup applicable to sit-
uations that are not able to be classified into one of the four market types defined in the Lean
Startup? The boundary conditions of the Lean Startup have not been sufficiently researched.

Teece et al. (2016) suggests that the Lean Startup may be best applied to opportunities
where product development costs are low and product adjustments can be made quickly.
Felin et al. (2019) postulate that the Lean Startup may not be an appropriate approach for
exploiting opportunities that are more novel, less incremental, and perhaps more contrarian
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than other opportunities. Perhaps the Lean Startup might not be the best framework for an
entrepreneur building a business based on an application of biotechnology. This viewpoint
is an open question, in part because the National Science Foundation uses the Lean Startup
to manage the commercialization of technical, science-based ideas that are novel, less incre-
mental, and perhaps more contrarian than other opportunities (Batova, Clark, & Card, 2016;
Satell, 2017). Hence, it appears that additional research is warranted to test the boundary con-
ditions of the Lean Startup and how the characteristics of specific opportunities may influence
how the Lean Startup is applied (Felin et al., 2019).

Improvements to Methodology

The Lean Startup encourages entrepreneurs and innovators to approach entrepreneurship
as an exercise to build and test theory. While other methods of experimentation are not explic-
itly excluded, the primary methods of testing business theory in the Lean Startup are the use of
interviews with potential customers and experts, product testing with an MVP, and customer
surveys (Blank, 2003; Miinch et al., 2013). However, because systematic learning is central to
the Lean Startup, research design is important and will likely affect the performance of the
Lean Startup as a decision framework in practice. Scholars know that a well-designed exper-
iment will produce reliable information, while a poorly designed experiment has the potential
to produce information that may appear useful but ultimately misguides. Importantly, atheo-
retical experimentation can lead to scientific apophenia—the belief that a false pattern
detected in a sample does in fact exist in the population (Goldfarb & King, 2016).

Empirical scholars are highly trained in the use and interpretation of methods of inference,
including interviews, focus groups, experimentation, asymptotic statistics, and data science.
There are likely opportunities for scholars to increase the positive outcomes in the Lean
Startup by translating research methods, through teaching or the creation of training materials,
to practitioners of the Lean Startup.® Importantly, this suggests that the curriculum of under-
graduate and graduate entrepreneurship programs might be enhanced by the inclusion of
courses in research methods.

A potential area of tension in the Lean Startup, as well as an opportunity for further research,
is striking an appropriate balance between speed and the quality of research design. Developing
and conducting a single high-quality scholarly study can take years. In contrast, entrepreneurs
believe that speed is beneficial to startups (Altman, 2013; Wheelwright & Clark, 1992). By
working with entrepreneurs, scholars may be able to develop research processes that are reliable
and fast. Scholars may be able to identify situations where simultaneous experimentation may
be superior to the sequential learning framework, which is often an attribute of the MVP meth-
odology (Andries, Debackere, & Van Looy, 2013).

Conclusion

In this article, we make the case for integrating the Lean Startup with the scholarly liter-
ature on entrepreneurship. This integration indicates that the Lean Startup is a framework that
can be developed by entrepreneurship scholars in directions that are of use to practicing entre-
preneurs and academics. In addition, the Lean Startup has the opportunity to focus and extend
scholarly theories on entrepreneurship, strategy, and organizational theory.
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We propose a new domain of inquiry in management scholarship focused on the develop-
ment of the Lean Startup and the integration of the Lean Startup into the scholarly literature in
business, for two purposes. First, this literature should be focused on improving the Lean
Startup to increase the success of entrepreneurs and innovators. Second, this body of research
has the potential to yield new discoveries that might enhance entrepreneurship theory. In par-
ticular, empirical research guided by the Lean Startup has the opportunity to increase the
prevalence of research on the process of entrepreneurship into the academic literature.

We are not the first to observe the potential for practical theory to improve our scholarly
understanding of entrepreneurship. For example, Sarasvathy and Venkataraman (2011) draw
a strong link between the power and usefulness of the scientific method and the potential to
refine the entrepreneurial method. The scientific method transformed knowledge develop-
ment from something often described as magical, mysterious, and dangerous to institutions
into a profession. Today, even elementary school students are taught the once-magical
powers of the scientific method (Sarasvathy & Venkataraman, 2011). The development of
an entrepreneurial method, well-researched and widely taught, would give many tools to
manage an uncertain process effectively. Doing so has potentially large benefits to society
through the more rapid development and dissemination of solutions to problems, large and
small, facing humanity. Research on the Lean Startup may provide a path toward building
a practically relevant, effective, evidence-based method of entrepreneurship.
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Notes

1. The terminology in the Lean Startup literature can at times be confusing due to inconsistent use of terms. For
example, Blank and Dorf (2003) often used the term customer discovery interchangeably to refer to the first step of the
search process and at other times refer to both steps of the search process (customer discovery and customer valida-
tion). In this article, we start with the terminology articulated in the figure that appears on page 53 of Blank and Dorf’s
(2003) work, as this figure contains distinct terms for each part of the model. An updated version of this figure appears
as Figure 1 in this article.

2. The term customer creation should not be confused with the creation opportunity concept described by
Alvarez and Barney (2007). The creation opportunity concept refers to business ideas conceived and contained in
the minds of individual entrepreneurs, while customer creation within the Lean Startup refers to marketing processes
within organizations designed to build demand for products and services after customer validation is completed
(Blank, 2003).

3. We thank the editor for the observation that improving inference in the Lean Startup is likely to be more
about the translation of research methods to practice than the development of new research methods.
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Lean start-up is a concept that draws from a book written in 201 1 by Eric Ries, who describes it as
an “application of the scientific method to entrepreneurship” (Blank & Eckhardt, 2023: 1). The
potential of lean start-up in boosting entrepreneurs’ performance and advancing the theoretical
understanding of entrepreneurship (Camuffo, Cordova, Gambardella, & Spina, 2020; Contigiani
& Young-Hyman, 2022; Harms & Schwery, 2020) has led to its broad adoption by business educa-
tors and public and private organizations in pursuit of innovation (Shepherd & Gruber, 2021).
Entrepreneurs who deploy lean start-up emphasize the concepts of experimentation, the acquisition
of customer feedback, adaptation, and rapid prototyping (Blank, 2013; Bocken & Snihur, 2020) as
an alternative to lengthier planning and development processes (Mansoori & Lackeus, 2020). Lean
start-up continues to grow in popularity, and it has also begun to receive more critical attention from
scholars related to assumptions and boundary conditions within which the method applies (i.e., Felin,
Gambardella, Stern, & Zenger, 2020; Leatherbee & Katila, 2020). However, lean start-up research
remains largely contextualized within a set of Western assumptions appropriate for mature econo-
mies, as does most management scholarship, which means entrepreneurs might not be able to
apply the proscriptions of lean start-up outside Western institutional contexts with abundant
resources (Filatotchev, Ireland, & Stahl, 2022). Given recognition that theories might benefit from
recontextualization outside Western mature economies (i.e., Bruton, Zahra, Van de Ven, & Hitt,
2022; Newbert, Kher, & Yang, 2022), we focus on the implications inherent in impoverished
non-Western contexts for lean start-up and how entrepreneurs in these contexts might adapt lean
start-up to successfully develop businesses.

In 2022, 23% of the world’s population lived in poverty, earning less than $3.65 per day (Schoch,
Baah, Lakner, & Friedman, 2022), and virtually none of this population lived in North America or
Europe. We focus on two characteristics of highly impoverished non-Western contexts noted in
research—institutional differences and resource constraints (Bruton, Ketchen, & Ireland, 2013;
Bruton, Sutter, & Lenz, 2021; Gao, Zuzul, Jones, & Khanna, 2017; Sutter, Bruton, & Chen,
2019)—and describe how these characteristics may affect entrepreneurs’ use of lean start-up.'
Institutional differences between Western and non-Western settings often mean that non-Western
economies do not have established institutions that support market transactions, such as functioning
capital markets, legal systems, and property rights (Webb, Khoury, & Hitt, 2020). Resource con-
straints, particularly, entrepreneurs’ lack of financial capital, exacerbate the risks entrepreneurs
bear in settings of impoverishment (Hota, Mitra, & Qureshi, 2019), which can hamper entrepreneurs’
ability to engage in the kinds of deliberate experimentation and adaptation described by lean start-up.

This article provides two contributions. First, we explore how impoverished entrepreneurs in
non-Western contexts can widely practice (or not) lean start-up principles, and we suggest adap-
tations to lean start-up principles to better accommodate the institutional and resource condi-
tions that these entrepreneurs face. In so doing, we argue that impoverished entrepreneurs
often rely on lean start-up practices, to a degree, and that possibilities exist to further adapt
lean start-up to address the challenges entrepreneurs face in these contexts. Second, we contrib-
ute to research that has encouraged a greater contextualization of management theories and
practices in non-Western contexts (Newbert et al., 2022; Verwaal, Klein, & La Falce, 2022).

Lean Start-Up Method

The lean start-up method outlines a set of practices related to the start-up creation process
that emphasize experimentation, entrepreneurs’ early and frequent reliance on customer
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feedback to acquire validated learning, adaptation, and the rapid development of prototypes
(Ries, 2011). Lean start-up also helps entrepreneurs identify market opportunities to pursue
on the basis of market conditions and entrepreneurs’ strengths (Gruber, MacMillan, &
Thompson, 2008, 2012). In describing lean start-up practices and explaining how impoverish-
ment may influence how non-Western entrepreneurs enact lean start-up, we rely on the work of
Shepherd and Gruber (2021), who highlighted as practices of lean start-up (a) the search for
opportunities, (b) business modeling, (c) validated learning, (d) the use of minimum viable
products (MVP), and (e) the decision to persevere or pivot. Next, we briefly discuss how entre-
preneurs in mature Western economies understand and employ each element.

The Search for Opportunities

The Market Opportunity Navigator is a tool in lean start-up that enables entrepreneurs to eval-
uate a range of potential opportunities based on the desirability and difficulty of exploitation
(Gruber & Tal, 2017). Opportunities emerge from specific markets, industries, technologies, and
resource providers, and entrepreneurs who target infeasible opportunities experience reduced per-
formance or costly adaptations if they target new opportunities (Blank, 2019; Gruber, MacMillan,
& Thompson, 2013). Alternatively, entrepreneurs who can uncover and evaluate a range of oppor-
tunities before dedicating resources to building a start-up might be able to mitigate uncertainty,
learn about customer needs more fully and more quickly, and adjust their resource deployments
more effectively (Shepherd & Gruber, 2021). Entrepreneurs can also use the Market
Opportunity Navigator to evaluate the potential of opportunities they uncover during the start-up
process and whether they need to make adjustments or pivots (Gruber & Tal, 2017).

Business Modeling

Business modeling is a tool that entrepreneurs use to transform implicit assumptions about
their businesses into explicit assumptions (Leatherbee & Kitila, 2020). The Business Model
Canvas, a popular template used in lean start-up (Osterwalder & Pigneur, 2010), describes the
various dimensions by which businesses create and capture value, including firms’ value
propositions, customer relationships, channels, and key activities. Business modeling helps
entrepreneurs develop a cohesive theory of their business ideas and formulate hypotheses
that they can use to test their ideas with customers. Because business models provide a
simple and tangible representation of a business, entrepreneurs can devise business models
that allow them to emphasize the key component of the business (Sarooghi, Sunny,
Hornsby, & Fernhaber, 2019; You, 2022). Scholars have also noted, however, potential draw-
backs in that business modeling produces a simplified understanding of the businesses and
does not take into account external competitive dynamics facing a start-up (Becker &
Brocker, 2021). Additionally, business modeling may lead to excessive testing and iteration,
which can ultimately harm start-up performance (Ladd, 2016).

Validated Learning

Equipped with hypotheses derived from a business model, the next common lean start-up
practice is validated learning. Entrepreneurs employ the practice to interact with potential or
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early customers to understand their problems, obtain feedback on their businesses, and vali-
date their assumptions (Blank, 2013). Through interactions with customers, the entrepreneur
tests hypotheses and learns enough to turn their assumptions into verified facts (Blank &
Dorf, 2012). Frequent, intensive interactions with customers and constant efforts to under-
stand customer needs and behaviors are strong themes in lean start-up. In a lecture video,
Blank (2020) encourages entrepreneurs to aggressively pursue customer feedback, saying
that “in almost every country in the world now, entrepreneurs almost have a special pass
of being crazy. . . . If you’re breaking some cultural norm, just remind them you’re an entre-
preneur.” In another video, Blank stresses being aggressive in gathering data from customers:
“One of the other things you ought to think about, before you leave the building, is whether
you can make bail. . . . In customer discovery, founders need to be aggressive, at least in the
U.S.” (Blank, 2012).

MVP

Lean start-up encourages entrepreneurs to frequently iterate their products and services
based on their changing understanding of their customers’ needs through validated learning
(Blank, 2013). Opposed to longer, labor- and capital-intensive development cycles, lean
start-up urges entrepreneurs to launch their products quickly as a tool to learn about customers
(Ghezzi & Cavallo, 2020). A key practice that flows from this principle is the use of MVPs to
test hypotheses. Instead of using fully developed beta tests with products that have received
significant development attention, lean start-up encourages entrepreneurs to devote a
“minimum amount of effort” to produce the sketch of an idea or the simplest possible solution
to customers’ problems (Ries, 2011). The MVP is the version of a new product that allows a
team to collect the maximum amount of validated learning about customers with the least
effort, enabling entrepreneurs to test hypotheses quickly.

Persevering/Pivoting

Through validated learning and the use of MVPs, entrepreneurs come to discover how to
reach customers and understand what they want (Ries, 2009). When customer feedback val-
idates entrepreneurs’ assumptions, they might gain the confidence to persevere in their pur-
suits. Other times, when customer feedback suggests that an assumption of the business
model might be invalid, entrepreneurs may consider pivoting, which is an “especially
radical type of organizational change” (Hampel, Tracey, & Weber, 2020; Ries, 2011). A
pivot represents an action greater than the incremental development obtained through vali-
dated learning (Shepherd & Gruber, 2021) and occurs when entrepreneurs make fundamental
changes to their business model (Ries, 2011). Given the scale of change implied in a pivot,
entrepreneurs can resist making them due to sunk costs or other personal biases (Burnell,
Stevenson, & Fisher, 2023).

Overview of Lean Start-Up

Lean start-up offers an alternative to the traditional planning-heavy entrepreneurial
approach often taught in business schools and utilized by many companies. As Blank



3124 Journal of Management / November 2024

(2013: 5) notes, “Business plans rarely survive first contact with customers.” Therefore, entre-
preneurs who invest significant resources into business product or service development
without first speaking with customers and learning about their needs can ultimately lose
these investments. Another key difference between the classic planning-heavy approach
and lean start-up lies in the understanding of a start-up’s purpose. In the classic view, accord-
ing to Blank, start-ups are small versions of large companies, and they aim to successfully
execute plans. In lean start-up, the purpose of a start-up is to search for customer needs, a
product or service that meets those needs, and a scalable business (Blank, 2013). Overall,
studies have shown that the tools from lean start-up are very useful to entrepreneurs in
mature economies since they help them avoid costly failures and excessive sunk costs
(Camuffo et al., 2020).

Settings of Poverty

As noted earlier, we focus on the 23% of the world’s population whose income is $3.65 per
day who live outside developed Western contexts (Schoch et al., 2022), where entrepreneurs
and their customers experience extreme poverty and limited financial resources. The $3.65
level includes both those living close to starvation and those still severely resource con-
strained in their entrepreneurship efforts but not necessarily confronted with a daily struggle
for survival. The populations at this level of poverty are not evenly distributed across the
globe but instead concentrated in sub-Saharan Africa and East Asia (Pakistan, India,
Bangladesh, Nepal). A high proportion of people living in sub-Saharan Africa falls under
the $3.65 threshold. Even in an economically developed nation like South Africa, approxi-
mately 40% of the population lives on less than $3.65 per day, while the same is true of
about 83% of the population of Mozambique (Oxford University, 2023). This level of impov-
erishment is almost nonexistent in North America and Europe. For instance, approximately
1% of the population in the United States and about 0.25% of the population in Germany
experience this level of poverty (Oxford University, 2023). Therefore, scholars from North
America and Europe who study these contexts are almost always encountering a phenomenon
that they have not personally experienced or witnessed in depth. As a result, scholars often
lack the contextual understanding of such settings and, when applying concepts like lean
start-up, may not adapt their arguments to fit settings outside developed Western contexts.

We focus on how characteristics common to impoverished non-Western contexts—insti-
tutional differences and resource constraints—might affect and require the adaptation of lean
start-up. Institutional differences found in contexts of impoverishment result in inefficient
market transactions, and they consist of both formal differences and informal differences
(Khanna & Palepu, 1997; Webb, Khoury, & Hitt, 2020). In practical terms, formal institu-
tional differences that characterize settings of impoverishment commonly consist of weak
property rights, arbitrary court or police actions, and the lack of developed and dependable
infrastructure, such as roads, electricity, and water (Khoury & Prasad, 2016; Mair & Marti,
2009; Pryor, Zahra, & Bruton, 2023). Informal institutional differences in such settings can
have severe impacts on specific groups, such as women, when a setting prohibits women
from owning property, transacting with men, or conducting business outside the home
(Cleaver, 2005). Also, informal institutional differences, relative to Western contexts, can
include the influence of tribes or clans that promote doing business only within that tribe
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or clan (Webb et al., 2020). Similarly, businesses in such settings also place a strong emphasis
on community because entrepreneurs need to rely more extensively on other actors in their
community to overcome the challenges that arise from weaker formal institutions (Peredo
& Chrisman, 2006). Their communities can include families, religious and tribal figures,
and even suppliers and competitors (Bruton, Khavul, Siegel, & Wright, 2015; Mitchell,
Wu, Bruton, & Gautam, 2022). Community members can provide information, supplies,
financial support, and family support, and this support tends to be a mutual exchange
(Bhuiyan & Ivlevs, 2019). As a result, a spirit of cooperation, rather than a Western emphasis
on competition, often predominates within impoverished communities.

The second key characteristic of impoverished non-Western contexts is resource con-
straints. People who live on $3.65 per day or less have up to about $1,333 a year to
survive. The scarcity of financial resources in these contexts drives entrepreneurs to rely
on low-risk behaviors and pursue low-risk businesses (Julian & Ofori-Dankwa, 2013;
Linna, 2013). In addition to supporting their businesses, entrepreneurs must also purchase
goods, support households, and educate their children; thus, business failure can have
broad, harmful consequences for entrepreneurs and those who depend upon them
(Amankwah-Amoah, Boso, & Antwi-Agyei, 2018). Resource constraints also affect entrepre-
neurs’ customers, who are often driven by subsistence-related needs (Martin & Hill, 2012).
Scholars have noted the difficulty of introducing innovative products to such customers,
given the unfamiliarity they might have with an innovation, inability to understand how an
innovation may benefit them, and deficiencies in human capital or information sources to
understand an innovation (Nakata & Weidner, 2012). For entrepreneurs, introducing innova-
tive products may not be fruitful, given customers’ unwillingness to pay (e.g., Wanyama,
Godecke, Jager, & Qaim, 2019). As a consequence, in non-Western contexts, impoverished
entrepreneurs serving impoverished consumers often avoid innovative products and rely on
imitation as a way to reduce customers’ uncertainty (e.g., Peprah, Giachetti, Larsen, &
Rajwani, 2022).

Lean Start-Up in Settings of Poverty

In this section, we explore how institutional differences and resource constraints in settings
of impoverishment in non-Western contexts affect the usefulness of lean start-up practices
and how entrepreneurs might adapt these practices. We will in turn initially discuss the
five aspects of lean start-up and how the setting of impoverishment impacts that aspect of
lean start-up. Immediately following the discussion of each lean start-up practice, we will
show how that aspect of lean start-up might be adapted for settings of impoverishment.
Table 1 provides a summary of this discussion.

The Search for Opportunities

Institutional differences in impoverished non-Western settings raise a number of chal-
lenges for entrepreneurs searching for and evaluating opportunities. Generally, entrepreneurs’
possession of unique information about customer demands and means for addressing those
demands enables them to recognize opportunities (Lanivich et al., 2022; Vaghely & Julien,
2010). However, search costs, including the time and resources people spend to understand



3126 Journal of Management / November 2024

Table 1

Summary of the Effects of Institutional Differences and Resource Constraints: Lean

Start-Up Adaptations

Lean Start-Up

Key Institutional or Resource

Practices Impediments Outcome Adaptation
Search for High search costs Difficult for Reliance on locally
opportunities Poor infrastructure entrepreneurs to available information
Underdeveloped educational search for Use family members to test
systems market-related alternatives, such as market
Financial constraints drive information location or times of
need for revenue Homogeneous operation
customer demands
Lack of human
capital to discover
and evaluate
opportunities
Urgency to exploit
opportunities
Business Financial constraints drive Development of Observation of local
modeling need for low-risk revenue imitative business entrepreneurs
generation models Incremental tests with
familiar product offerings
Validated Socially disadvantaged Narrower scope of Develop business models
learning groups (i.e., gender-, clan-, information available and products that are
and ethnicity-based Hesitation to test desired by entrepreneurs’
limitations to operating a options that might be identity group, which
business) unfamiliar to makes information
Financial constraints limit customers gathered from group
entrepreneurs’ willingness to members relevant
conduct extensive testing Conduct low-risk tests
based on well-understood
needs of existing customers
Minimum Underdeveloped financial Entrepreneurs rely on Reliance on bricolage, or
viable markets restrict capital MVP as primary means at hand, to develop
products available for financing product offering products customers want
(MVP) extensive development
Underdeveloped educational
systems
Financial constraints limit
extensiveness of product
testing
Persevering/ Social pressures that Reluctance to pivot Entrepreneurs may shift
pivoting discourage failure alternative resources (i.e.,

Stigma

Financial resources
committed to a business may
not be recoverable in the
event of a pivot

labor) to other
income-generating
activities in the household.
These alternative activities
may generate additional
revenue, which
entrepreneurs can use to
adjust or pivot
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market conditions, represent a hurdle in impoverished non-Western contexts as entrepreneurs
seek to obtain information about customer demands (Aker & Mbiti, 2010). For example,
unlike in mature Western economies, impoverished entrepreneurs in non-Western settings
often cannot access rich sets of web-based information on existing businesses, market anal-
yses of consumer demands, competitors’ pricing, or other kinds of information that may
enable them to discover gaps in the market. The resulting higher search costs, along with
undependable infrastructure that makes travel difficult, can lead to high homogeneity of entre-
preneurs’ offerings and consumer demands, as entrepreneurs and consumers rely on existing,
known solutions rather than innovative solutions. The lack of educational infrastructure,
common in these contexts, can further hamper entrepreneurs’ ability to discover and evaluate
opportunities (Brixiova, Ncube, & Bicaba, 2015). Resource constraints may, in turn, force
entrepreneurs to rapidly exploit the opportunities they identify due to the urgent need for
revenue. Therefore, resource-constrained entrepreneurs often limit their exploration of alter-
native opportunities and select the most immediate option.

Adaptation for impoverished non-Western contexts. Despite these challenges, entrepre-
neurs in impoverished non-Western contexts may be able to successfully rely on lean
start-up tools, such as the Market Opportunity Navigator, and adapt them to their
needs. Thus, despite high search costs and homogeneous market conditions where entre-
preneurs largely sell the same products as their competitors, entrepreneurs can rely on
locally available information to find opportunities related to varying their locations in
markets or the times they sell in the markets. Although conducting simultaneous
product or market tests may be difficult, especially if entrepreneurs are simultaneously
operating a small business, such as a stall or stand in a market, entrepreneurs may be
able to ascertain the viability of time or location variations by using their family
members or children to test-operate temporary outposts throughout a market or markets
at different times of day. Entrepreneurs in these contexts frequently deploy such practices
(e.g., Koomson & Asongu, 2016), which enable them to conduct, to a limited extent,
market opportunity exploration.

Business Modeling

Resource constraints constitute a key obstacle for entrepreneurs in impoverished
non-Western contexts to the practice of business modeling as conceptualized in lean
start-up. In lean start-up, business modeling implies the development of innovative forms
of value creation and capture (Ghezzi & Cavallo, 2020; Shepherd & Gruber, 2021) and fre-
quent experimentation (Blank & Dorf, 2012; Osterwalder & Euchner, 2019). However, in
impoverished non-Western contexts, entrepreneurs more frequently rely on imitative business
models to achieve greater performance (e.g., Adomako, Amankwah-Amoah, & Ahsan, 2023;
Peprah et al., 2022). This imitation is the result of resource constraints that push the entrepre-
neur to generate revenue quickly, thus lowering their risk. Customers’ resource constraints,
too, limit the extent to which entrepreneurs in these contexts may attempt business model
innovation, as customers are reluctant to pay for innovative products and tend to focus on
the basic needs of their daily life.
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Adaptation for impoverished non-Western contexts. Given that imitative business models
are often more appropriate in conditions of severe resource constraints, entrepreneurs may
engage in practices to rapidly align their business models with similar businesses. In these
contexts, entrepreneurs frequently are in large markets, where there may be hundreds of
other vendors selling similar products. For example, in the Kantamano market in Accra,
Ghana, more than 1,000 vendors sell used clothing. Entrepreneurs looking to enter this
market may easily observe the practices of their neighbors and determine how much to
charge for clothing, given that these transactions take place in open-air markets.
Entrepreneurs can also observe how customers interact with other vendors, which can help
them adjust their product offerings for that day or for individual customers who frequent
the markets. However, in conditions like these, entrepreneurs may be able to practice very
incremental business model innovations by observing the deliberate and inadvertent trials
and successes of other vendors in the market. Given the volume of customers that pass
through these markets, entrepreneurs may (or may not) rapidly validate trials, and observant
entrepreneurs might find success in adopting successful variations.

Validated Learning

Institutional differences in impoverished non-Western contexts, such as those that favor one
group of people over another or that disadvantage certain people, like women (Webb et al.,
2020), make the kind of aggressive validated learning advocated by lean start-up more challeng-
ing. In some circumstances, women or members of a particular tribe or clan are unable to inter-
act openly with others who can help them validate a product idea or a business model (e.g.,
Amine & Staub, 2009). In these cases, the scope of information entrepreneurs can obtain is sig-
nificantly narrower than for entrepreneurs in conditions relatively unmarked by such social
norms. Resource constraints might lead entrepreneurs to forego extensive validated learning
before attempting to generate revenue. Additionally, the sort of scientific hypothesis testing
advocated in lean start-up (Shepherd & Gruber, 2021), which leads entrepreneurs to validate
the truthfulness of assumptions, might be limited in impoverished non-Western settings,
where entrepreneurs are more comfortable selling what works than testing an alternative that
might not work and might also alienate innovation-resistant customers.

Adaptation for impoverished non-Western context. Prior research has found that, in impov-
erished non-Western contexts, women and other disadvantaged groups rely on each other as busi-
ness partners or on family members to support their business operations (Khavul, Bruton, &
Wood, 2009; Pryor, Bruton, & Zahra, 2019). Therefore, entrepreneurs disadvantaged in these
contexts can rely on their kinship networks to validate their ideas concerning products or business
models. Although this approach might constrain the amount of information they obtain (Khavul
etal., 2009), such feedback can be useful given that women-led businesses in these contexts tend
to rely more deeply on their networks of family and friends (Ngoasong & Kimbu, 2019; Xeneti,
Thapa-Kharki, & Madden, 2018). Additionally, in lieu of expensive experimentation, these
entrepreneurs may practice frequent and low-cost adjustments based on their day-to-day interac-
tions with customers. For instance, a clothing entrepreneur in the Kantamano market who sells
sports jerseys might use revenue generated by the business to purchase related inventory, such
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as athletic shoes, because of an assumption that their customers might buy the related product.
Entrepreneurs who have become familiar with their regular customers can even text customers
to let them know shoes are available. By taking such iterative, low-risk approaches and focusing
on the information validated by the interactions with customers, entrepreneurs can experiment
and successfully develop business models.

MVP

Institutional differences, such as those that have fostered underdeveloped financial
markets and educational infrastructure in impoverished economies, make it challenging
to develop innovative products in impoverished non-Western contexts because entrepre-
neurs encounter difficulties in financing product development, and lower human capital
levels make it harder for entrepreneurs to innovate and for customers to understand the ben-
efits of innovation (Castellacci, 2015; Danquah & Amankwah-Amoah, 2017). The resource
constraints entrepreneurs face in these contexts can also reduce the scope of innovation pos-
sible (Woschke, Haase, & Kratzer, 2017). Entrepreneurs rely on MVP to evaluate market
demand in lieu of engaging in longer and more resource-intensive product development
cycles, which may result in offering products that customers do not buy (Ries, 2011).
Therefore, the use of MVPs suits impoverished non-Western entrepreneurs, given the insti-
tutional and resource hurdles they face.

Adaptation for impoverished non-Western context. Extensive research on innovation in
developing economies and among impoverished entrepreneurs has found evidence that entre-
preneurs rely on bricolage, which involves “making do by applying combinations of the
resources’” (Baker & Nelson, 2005: 333). Using means at hand helps entrepreneurs overcome
the lack of financial availability to support extensive product development (Yu, Li, Su, Tao,
Nguyen, & Xia, 2020), and while human capital and personal resource constraints can limit
the extensiveness of entrepreneurs’ innovation, relying on means at hand can also increase the
familiarity of products for customers, which can help entrepreneurs overcome information
asymmetries (e.g., Da Silveira, 2001; Magruder, 2018). When contrasting the use of MVP
in developed settings, where practitioners might assume large differences exist between prod-
ucts’ minimal and final developed states, these differences are, themselves, likely to be
minimal in impoverished contexts as a consequence of using bricolage. The adaptation by
the clothing entrepreneur in Ghana who began to sell athletic shoes to complement their exist-
ing products might constitute an MVP, by which the entrepreneur gleans information about
their customer while also generating needed revenue. However, the degree to which the entre-
preneur might iterate beyond this minimum level is uncertain.

Persevering/Pivoting

Institutional differences, particularly, weak formal institutions, which increase the impor-
tance of community relationships, constitute serious challenges for pivoting. Pivots, insofar as
they represent major changes to entrepreneurs’ business models and product offerings (Ries,
2011), occur when entrepreneurs fail to validate their assumptions regarding customers. In
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impoverished non-Western contexts, communities will likely perceive pivots as failures and
even wasteful of community resources and support (Khavul et al., 2009). Therefore, the aban-
donment of a business is traumatic for entrepreneurs and their families, which often leads
such entrepreneurs to continue to adhere to their existing businesses (e.g., Ukaegbu, 2003)
lest they experience debilitating stigma (Amankwah-Amoah, 2018). Resource constraints,
too, limit entrepreneurs’ ability to pivot. For instance, a clothing seller in the Kantamano
market who had been successfully selling used women’s apparel finds that, with the recent
introduction of cheaply made new women’s apparel, customers are less desirous of their
goods. This entrepreneur has made significant investments in an inventory they can no
longer reliably sell to customers. Pivoting to new women’s clothing is difficult, given their
current inventory investments and inability to purchase new goods. Therefore, these entrepre-
neurs often become trapped.

Adaptation for impoverished non-Western context. One practice common in impoverished
non-Western contexts that can enable entrepreneurs to practice pivoting is income diver-
sification of families’ business efforts. Households in contexts with weak or unstable
institutional environments, frequent political or environmental shocks, and underdevel-
oped labor markets will often attempt to diversify their income sources by involving
family members in multiple income-generating activities (Reardon, Delgado, &
Matlon, 1992; Wouterse & Taylor, 2008). Men or older children may provide goods
and services in local markets, women may produce homemade goods for sale in
markets or tend household plots of land, and younger children may provide smaller ser-
vices, such as scavenging or providing labor to others in a community (Canagarajah &
Nielsen, 2001; Perez, Bilsborrow, & Torres, 2015). This practice constitutes a form of
indigenous real-options strategy, by which households mitigate risks related to any one
income stream while also being able to reallocate resources to income streams that are
more valuable, given changing local conditions. This practice may also enable a form
of household-level pivoting: While an entrepreneur may be reluctant to make large
changes to one business, given prior resource investments, they might be more willing
to reallocate resources, especially their labor, to support more successful income-
generating activities. Entrepreneurs may use the increased income derived from these
alternative activities to, eventually, enhance their primary business in ways they could
not otherwise afford.

Discussion

Lean start-up is both an important set of practical tools for entrepreneurs and an increas-
ingly vibrant research stream (Shepherd & Gruber, 2021). Our article describes how condi-
tions in impoverished non-Western contexts—in particular, institutional differences and
resource constraints—can affect entrepreneurs’ use of lean start-up practices. We also
describe how, despite these conditions, entrepreneurs might adapt these practices to derive
the most benefit in their circumstances. In this section, we will discuss the contributions
and related future research directions concerning lean start-up and management theory and
practice more broadly. We include additional research questions in Table 2, and we close
with a discussion of the practical implications of this article.
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Table 2
Research Questions Concerning Impoverished Entrepreneurs in Non-Western Contexts

Search for Opportunities

How do entrepreneurs come to understand the best products, locations, or times to sell within markets?

How does impoverishment affect the extensiveness of entrepreneurs’ search for opportunities?

What are the challenges entrepreneurs face in evaluating the potential or challenge of opportunities, given higher
search costs?

Business Modeling

What factors might influence the degree to which entrepreneurs attempt to imitate existing business models?

What factors lead entrepreneurs to experiment with unique business model configurations?

To what extent are entrepreneurs observing other market actors and replicating their business models?

Are there elements of the business model that entrepreneurs may be more willing to innovate (imitate), and why?

Validated Learning

What are the social norms that prevent entrepreneurs from aggressively pursuing validated learning?

How do entrepreneurs overcome their social disadvantages to obtain feedback related to their opportunity,
minimum viable products (MVP), or business model?

Are entrepreneurs subject to social disadvantages more or less likely to develop imitative or innovative business
models, and why?

MVP

What constitutes “minimum” for entrepreneurs’ MVPs?

What factors determine the potential “maximum” of entrepreneurs’ MVPs?

How might entrepreneurs overcome homogeneous customer preferences to introduce innovative products?

How might loosening entrepreneurs’ resource constraints encourage them to pursue innovative products?

What tactics do entrepreneurs rely on to liken product innovations with well-known existing products?

Persevering/Pivoting

How does the diversity of household income facilitate entrepreneurs’ ability to pivot their business?

What tactics do entrepreneurs use to avoid sunk costs?

What factors account for differences between entrepreneurs who successfully pivot and those who resist pivoting?

Why might some entrepreneurs, relative to others, be more sensitive to social sanction related to failure?

Under what circumstances might social actors perceive a pivot to be a successful outcome or a failure?

Institutional Differences

In contrast with developed Western contexts, what formal institutional differences might enable (hinder)
entrepreneurs’ practice of lean start-up?

In contrast with developed Western contexts, what informal institutional differences might enable (hinder)
entrepreneurs’ practice of lean start-up?

What challenges (advantages) do businesses indigenous to the West encounter when attempting to practice lean
start-up in impoverished non-Western contexts?

What challenges (advantages) do entrepreneurs who have immigrated from impoverished non-Western contexts
to developed Western contexts encounter when attempting to practice lean start-up?

Resource Constraints

How do entrepreneurs use resources at hand to overcome financial resource constraints to practice lean start-up?

How do resource constraints constrain (enable) entrepreneurs to develop creative solutions?

Contributions and Future Research Directions

Our article suggests that a number of differences exist between how entrepreneurs concep-
tualize and practice lean start-up in developed Western settings and how entrepreneurs con-
ceive and practice it in impoverished non-Western settings. While research has presented lean
start-up as a more effective and efficient means to produce innovative products and business
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models, certain institutional differences exist outside the West that often render this objective
infeasible for impoverished entrepreneurs. Increased search costs, for entrepreneurs and for
their customers, along with infrastructure weaknesses, make the obtainment and diffusion
of unique information more difficult, which can stymie entrepreneurs’ search for opportuni-
ties and lead them to create imitative businesses and lead their customers to demand imitative
products (Acs & Virgill, 2010). Nevertheless, these entrepreneurs likely have some choice
available to them regarding “where to play,” such as their locations in particular markets
or the product categories they intend to enter. Research focusing on how impoverished
non-Western entrepreneurs make these choices and the extent to which they might use
factors captured by the Market Opportunity Navigator, such as the potential scale represented
by an opportunity or the challenges related to pursuing an opportunity (Gruber & Tal, 2017),
could lead to further insights. Additionally, institutional differences that create social disad-
vantages for certain populations present difficulties for entrepreneurs who use aggressive val-
idated learning. While Blank (2012) acknowledges that entrepreneurs in the West might be so
aggressive they could need bail money, the kinds of informal enforcement mechanisms that
exist in certain non-Western impoverished contexts, such as social ostracism or worse (e.g.,
Hayami, 2009), limit the sources of information some entrepreneurs can gather. Conversely,
research suggests that in some non-Western contexts, entrepreneurs already occupy outcast
status, especially when forms of employment are available (e.g., Markowska & Abebe,
2021), which might free them to practice validated learning. Future research is necessary
to further understand how the potential for ostracism or outcast status might shape the infor-
mation sources or depth obtained by entreprencurs in these contexts.

Lean start-up practice in the developed West and impoverished non-Western contexts may
also share several similarities that warrant further scholarly exploration. Perhaps the most
notable similarity is the reliance on MVPs in both contexts. We describe how both institu-
tional differences and resource constraints can compel impoverished entrepreneurs to
deploy MVPs; however, unlike entrepreneurs in the developed West, questions remain con-
cerning the difference between the actual minimal and potential maximum product. While
scholars in the West have called for further research into what constitutes “minimum”
(e.g., Shepherd & Gruber, 2021), scholars from a non-Western orientation may also seek
greater understanding related to what caps the maximum potential of impoverished entrepre-
neurs’ end products. Second, impoverished entrepreneurs might possibly practice a form of
validated learning unique to that in the West, given that many impoverished non-Western
entrepreneurs conduct their business in close proximity to other entrepreneurs, who, very
often, are selling imitative goods to the same customers in the same location. This possibility
raises questions related to how entrepreneurs’ market location (i.e., where to play) can facil-
itate vicarious learning (e.g., Foo, Vissa, & Wu, 2020).

We also intend for this work to join prior research that has called for a greater sensitivity in
applying theories and practices derived in the West to non-Western contexts (e.g., Bothello
et al., 2019; Bruton et al., 2018, 2022). We hope to encourage practitioners and scholars to
examine other models developed in Western settings and seek to understand how those
models work in settings where Western institutional assumptions do not necessarily apply.
For instance, scholars in the West assume lean start-up is an effective and efficient method-
ology to innovative outcomes; however, to the extent that impoverished entrepreneurs outside
the West practice lean start-up, it seems to be less about innovation and more about surviving



Bruton et al. / Lean Start-Up in Settings of Impoverishment 3133

in fragile and resource-scarce environments. Other theoretical perspectives, too, may find that
their foundations are radically different when applied to non-Western contexts, and we
encourage researchers not just to embrace these differences but also to consider deriving the-
ories based on the indigenous practices of vast swaths of the world that are only now attract-
ing increasing scholarly attention.

Finally, we recognize that entrepreneurs in different settings may not experience poverty in
the same way or that poverty will have the same effects on their business practices, given that
institutions and the nature or resource constraints differ across societies. Among many other
factors, colonial legacies, traditional social norms, migration patterns, the availability of envi-
ronmental resources, civil strife, and the degree to which some populations experience disad-
vantages or oppression, can affect the institutional differences faced by entrepreneurs and the
possibility for entrepreneurs to accumulate personal resources (e.g., Afolayan, 2001;
Joireman, 2001; Namatovu, Dawa, Adewale, & Mulira, 2018; Ploeg, 2011). Additionally,
impoverished non-Western entrepreneurs constitute almost the entirety of a population,
while impoverished entrepreneurs in the West constitute a much smaller proportion of a pop-
ulation. Further research could help researchers understand how these differences might affect
entrepreneurs’ practices and how lean start-up might best be adapted to fit each unique
context.

Practical Implications

Many of the efforts to encourage entrepreneurship among the impoverished to help address
their poverty have failed (Kim & Kim, 2022). Even a widely promoted innovation in devel-
oping economies, microfinancing, has not significantly improved entrepreneurship outcomes
(although it has improved people’s nutrition; Chen, Chang, & Bruton, 2017). Thus, we
encourage scholars not to view our work as a critique of impoverished non-Western contexts
but rather as a set of descriptions grounded in reality. With that in mind, researchers can use
this article to enhance entrepreneurial training in impoverished non-Western contexts. For
instance, entrepreneurs could be trained to see their local markets as playing fields, in
which they can deliberately test, very incrementally, new locations, products, and times of
operation in order to better understand the most favorable market conditions. Additionally,
for entrepreneurs who face social disadvantages due to their gender or ethnicity, rather
than seeing these conditions as constraints, perhaps they could learn to see their gender or
ethnic groups as potentially tight-knit user groups, which, from a certain perspective, consti-
tute potential markets (cf. Shah & Tripsas, 2007).

Can the practices of the entrepreneurs we examine inform the lean start-up practices of
entrepreneurs in the West? One possibility noted by scholars is that entrepreneurs in the
West can pivot too much (Chen, Elfenbein, Posen, & Wang, 2022; Ladd, 2016) or that
entrepreneurs may have picked up the jargon of lean start-up without understanding or
practicing it (e.g., Seibel, 2020). In contrast, impoverished entrepreneurs, who are not
aware they are practicing lean start-up principles but do so out of necessity, place a
great emphasis on generating revenue quickly (similar to experienced entrepreneurs in
the West; e.g., Baron & Ensley, 2006). Therefore, entrepreneurship educators in the
West may consider incentivizing students to strive more strongly to make sales much
earlier in the start-up process.
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Conclusion

Researchers have recognized that businesses cannot ignore the problems of poverty (Tang,
2018). The practices that make up lean start-up have the potential to help impoverished entre-
preneurs overcome the constraints of their contexts. Establishing a clear understanding of
how entrepreneurs can best adapt lean start-up to the circumstances of impoverishment is
important, yet unfinished, work. In the areas of the world in which people survive on less
than $3.65 a day, entrepreneurship is often a necessity—operating a business is often the
only means a person must support themselves and their families. Scholars can help both
new and established businesses to be more successful and to help address the pressing
issues of poverty that these individuals face. This goal requires consciously and purposefully
contextualizing the theories we study in order to provide new knowledge that fits adequately
to the challenges entrepreneurs face.

Note

1. The authors consciously use the term “institutional differences” rather than “institutional voids.” The term
“institutional voids” indicates an absence of institutions. However, our experience in settings of poverty is not an
absence of institutions but the presence of alternative institutions that do not align with the expectations of scholars
from mature Western contexts (Bothello, Nason, & Schnyder, 2019).
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academics think about new venture creation. The first three special issue papers following
Eckhardt and Blank’s (2024) summary of Lean Startup, written by Sarasvathy; Alvarez,
Barney, Arikan, and Arikan; and Felin, Gambardella, Novelli and Zenger, directly challenge
the Lean Startup methodology by offering competing descriptions of how new ventures are
or should be created. We therefore thought it appropriate to clarify similarities and differ-
ences between the Lean Startup and these alternatives and offer some thoughts about how
they might be used in tandem or how different approaches might be preferred in different
contexts and about how scholars can move forward from here.

While each set of authors describes their approach in their special-issue paper and in
other publications (e.g., Alvarez & Barney, 2007; Sarasvathy, 2009; Wuebker, Zenger, &
Felin, 2023), a direct comparison of approaches, including the Lean Startup, is lacking.
Indeed, a careful reading of these three special issue papers shows that authors some-
times deemphasize elements of Lean Startup in their efforts to draw contrasts with their
own work. To bring greater clarity and objectivity to the debate, we begin by summariz-
ing our best interpretation of each approach. We then describe key dimensions upon
which they differ, offer some thoughts about how the approaches might be viewed as
complementary, and conclude with some unanswered questions that researchers might
pursue to advance understanding of how entreprencurs should best proceed under differ-
ent conditions.

Four Approaches to New Venture Creation

Lean Startup. Eckhardt and Blank’s (2024) description of Lean Startup is largely con-
sistent with our interpretation. It is a normative theory wherein entrepreneurs start with an
assessment of their resources and capabilities, which often includes a newly developed prod-
uct, service, or technology. The Where to Play tools help entreprencurs evaluate alternative
markets where the entreprencurs’ resources and capabilities might be productively deployed
(Gruber & Tal, 2017). Once a set of potential customers is selected, the business model
canvas (BMC) is used to build a theoretical sketch of what a successful business might look
like (Osterwalder & Pigneur, 2010). The business theory as described by the BMC includes
a description of the proposed product or service, the customers the venture will target and
the plan for reaching and relating to them, the value proposition (i.e., a description of why
the entrepreneur thinks customers will want the product and/or service), the resources and
partnerships necessary to deliver it, and a description of the financial model in terms of rev-
enues and costs. Once the theory of the business is articulated, entrepreneurs “get out of the
building” (Blank & Dorf, 2012) to talk to customers and other stakeholders (e.g., potential
funders or suppliers) and run experiments (often using minimum viable products [MVPs])
to test the viability of each aspect of the BMC, starting with the most critical aspects of the
theory that must be true. When collected data fails to support some aspect of the business
model, the entrepreneur “pivots” by reimagining those aspects of the business model that
did not receive support. When the unsupported elements are central to the business model
(e.g., the value proposition), pivoting might involve returning to Where to Play to find a
second-choice market where the entrepreneur’s specific resources and capabilities might be
successfully leveraged.
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Creation Theory. Whereas the Lean Startup framework is decidedly normative, creation
theory is descriptive in its attempt to explain how novel business ideas emerge (Alvarez &
Barney, 2007; Alvarez, Barney, Arikan, & Arikan, 2024). Under the assumption of Knightian
uncertainty, where neither customers nor entrepreneurs know what might work, people share
their ideas with one another about what they believe is needed or what they would like to
create. Some of these “conversational experiments” gain traction because they appeal to a
group of people with real interest in the ideas. Successful new ventures are born when excit-
ing and appealing conversations converge with people who, because of their unique (path-
dependent) knowledge, social connections, and life experiences, are willing and able to take
actions that create the opportunity described in the conversations (Alvarez et al., 2024).

In addition to being more descriptive than Lean Startup, creation theory operates at a dif-
ferent level of analysis and describes the emergence of only a subset of the most novel new
ventures. Whereas Lean Startup describes what individual (and teams of) entrepreneurs
should do, creation theory draws on evolutionary theory’s variation, selection, and retention
model (i.e., Nelson & Winter, 1982) to offer an economy-wide account of how uncertain
environments select and retain successful new ventures that create previously unseen oppor-
tunities from a wide variety of potential ideas. It also differs from Lean Startup in that it
focuses on explaining how highly novel business models involving new market categories
come into being. While most conversational experiments fizzle out (perhaps after some
investment), those that survive are often highly novel businesses that sometimes have signifi-
cant social and economic impact. Lean Startup, in contrast, claims to be applicable for dis-
covering both highly uncertain opportunities and small variations of previously successful
business models (Blank & Dorf, 2012), though its efficacy in different contexts remains an
empirical question.

Effectuation. As described by Sarasvathy (2001, 2024), effectuation is both descriptive
and normative. It describes the behavior of experienced entreprencurs who have learned
through practice how to develop new ventures, and it is normative in that it offers principles
that less experienced entrepreneurs can learn and apply. Rather than developing a theory
of the business, effectuators simply take action based on what they have (i.e., bird-in-hand
principle) by building a product or service, or just an idea, and talking to people (i.e., crazy
quilt principle), changing direction when confronting inevitable road blocks (i.e., lemonade
principle), and co-creating with anyone interested in committing resources (i.e., pilot-the-
plane principle). All this is done while minimizing downside potential (i.e., affordable loss
principle).

Effectuation is about control. It emphasizes taking actions using expendable resources
under the entrepreneur’s control. It deemphasizes the need to build a predictive theory of the
business, even if such an exercise is done knowing that the theory is likely wrong as in Lean
Startup. Without a predictive theory, the concept of pivoting doesn’t make much sense; there
isn’t much to pivot from. Potential stakeholders might love and commit to the entrepreneur’s
initial idea, but more likely, the venture will change in unpredictable ways based on whom
the entrepreneur talks to and what potential stakeholders are willing to commit to. Finally,
unlike Lean Startup (and the theory-based view: Felin, Gambardella, Novelli, & Zenger,
2024), effectuation does not promise to increase the probability that any one effort will yield
a scalable new venture. Many effectuation efforts fail. The promise instead is that through
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effectuation, the entrepreneur increases the odds that one of their potentially many efforts
will pay off; what that successful venture might look like is unpredictable a priori.

Theory-based view. The theory-based view is a relative newcomer, first articulated in
2017 (Felin & Zenger, 2017). In their special issue paper, Felin et al. (2024) focus on describ-
ing differences between the theory-based view and Lean Startup. Like Lean Startup, their
view is normative and begins with a theory of the business. It also embraces data collection
and experimentation. The similarities end there, however. Whereas the theory of the busi-
ness in Lean Startup is relatively complete, addressing each box in the BMC, the theory in
the theory-based view is centrally about what is contrarian. The entrepreneur must theorize
something that does not exist and might appear surprising and contradict what is normative
or thought possible. In a Knightian uncertain world where customers do not know what
they want and other stakeholders do not know what customers might buy, the entrepreneur
proceeds as if their theory is correct. They begin by articulating the theory’s core assump-
tions and beliefs that must be proven true for the theory to be validated. Core assumptions
present problems or sets of subproblems that must be solved to validate the theory. Solutions
are identified and data are collected and/or experiments performed to assess the effective-
ness of proposed solutions. When data from experiments reject the efficacy of one proposed
solution, the entrepreneur searches for alternatives. Only when no viable solutions to core
problems can be found do entrepreneurs abandon the theory and begin the theory-building
process anew.

Like creation theory, the theory-based view restricts itself to the domain of Knightian
uncertainty, where potential customers, funding sources, suppliers, and other stakeholders
have no more useful information than do entreprencurs. The difference is that rather than
engaging in conversations to see what emerges (as in creation theory and effectuation), the
entrepreneur assumes they know best and takes action to validate their contrarian theory,
which makes the approach both prediction-oriented like Lean Startup and control-oriented
like effectuation. As the process unfolds, the entreprencur might identify and test different
potential solutions to core problems and subproblems, but these changes do not meet the
definition of a pivot (see Allen et al., 2024). Major changes in strategic direction (i.e., pivots)
come only after the entrepreneur gives up on their theory and begins to formulate a new one.
Although still an open empirical question, when solutions are found to core problems and the
theory is validated, Felin et al. (2024) argue that their approach to new venture creation is
more likely to generate novel breakthrough ventures that create significant economic value.

Differences Among Approaches

Table 1 summarizes core differences we identify among the approaches along the follow-
ing dimensions: type of theory, place in the prediction-control space, assumptions about the
environment, assumptions about entrepreneurs, new venture process, pivoting, and new ven-
ture success.

Type of theory. Creation theory stands apart with its focus on description. Alvarez et al.
(2024) are less interested in telling entrepreneurs how to go about establishing successful
new ventures than providing an academic explanation for how new ventures come into being.
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Differences Among Approaches
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Lean Startup

Effectuation

Creation Theory

Theory-based view

Type of Theory

Place in the
Prediction-
Control Space

Assumptions
About the
Environment

Assumptions
About
Entrepreneurs

New Venture
Process

Pivoting

New Venture
Success

Normative

Moderately high
prediction, moderately
low control

Information asymmetries
between what
customers want and
what entrepreneurs
know or think

Entrepreneurs are biased
decision makers
and boundedly
rational information
processors.

Convert theory to
testable hypotheses
and gather low-cost
data. Use results to
refine, revise, or reject
the theory of the
business

When tests of some part
of the BMC reveal that
the business theory
won’t work as stated,
especially product-
market “fit”

Success follows finding
evidence of product-
market fit supported
by a business model
(with its multiple
elements) that
generates revenues and
profits in a repeatable
manner.

Normative &
descriptive of
experienced
entrepreneurs

Low prediction, high
control

None. Works under
all conditions.

Entrepreneurs are
action takers.

Create something
affordable and
talk to people.
Find self-selected
stakeholders who
will commit to
and co-create what
they want/need.

When a stakeholder
identifies
something they
want to do/have
and are willing to
commit resources

No promise of a best
path for any one
effectuation effort,
but repeated acts
of effectuation
increase the odds
that one effort will
succeed

Descriptive

Low prediction,
moderately low
control

Knightian
uncertainty
makes prediction
meaningless.

Small path
dependent
differences lead
to large outcome
differences.

Evolutionary
process in which
many variations
of conversational
experiments take
place, but most
are selected out.

When nothing
comes of a
conversational
experiment and a
new conversation
begins

Conversational
experiments
improve
odds, but the
environment
selects and
retains creations
that resonate with
stakeholders.

Normative

High prediction,
high control

Knightian
uncertainty
makes one’s
generative theory
the only thing to
base actions on.

Entrepreneurs
are generative
actors who create
internally rational
systems of
thought.

Contrarian theory
guides search for
core obstacles.
Its validity is
established by
hypothesizing
and testing
solutions.

When an (sub)
problem
necessary
for proving
the theory is
unsolvable

Success follows
finding evidence
that proposed
solutions to
problems posed
by contrarian
beliefs are
effective.

Though they describe actions entrepreneurs can and probably should take to increase their
odds of success, the primary causal mechanism is environmental. Entrepreneurs create under
uncertainty; the environment selects and retains those creations that resonate with customers
and interested stakeholders. While Sarasvathy’s (2001) effectuation theory also describes the
behavior of experienced entreprencurs, it joins Lean Startup and the theory-based view in
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Figure 1
The Four Theories of New Venture Creation in the Prediction-Control Matrix

Traditional Business
Planning

High Lean Start Up .
. Theory-based View

Prediction

Low Creation Theory Effectuation
Low High
Control

Source: Our adaptation of Sarasvathy’s (2024) adaptation (in her Figure 2) of Wiltbank et al. (2006).

offering normative actions all entrepreneurs can take to reduce the negative consequences of
uncertainty and thereby improve chances for success.

Place in the prediction-control space. Sarasvathy’s (2024) contribution to the Special
Issue provides another important way to distinguish among the approaches. Drawing on
Wiltbank, Dew, Read, and Sarasvathy (2006), she places several approaches to new venture
development in a 2 X 2 matrix based on the approach’s reliance on predicting what might
work versus controlling what one has; we offer a modified version (of her Figure 2) as our
Figure 1. We follow her lead by placing effectuation in the lower right-hand quadrant defined
by high control and low prediction and placing Lean Startup in the upper left-hand quadrant
depicting high prediction and low control. However, we placed Lean Startup in the lower-
right corner of the high-prediction low-control quadrant because, by advocating talking to
customers and other stakeholders, conducting experiments, and pivoting frequently, entre-
preneurs applying the Lean Startup framework are action (or control) oriented and taught not
to get too tied to their predictions (though it happens: see Grimes, 2018). Reading the special
issue contributions by Alvarez et al., and Felin et al., we believe that they can also be use-
fully distinguished in Figure 1 by placing creation theory in the lower left-hand low control-
low prediction quadrant and placing the theory-based view in the upper right-hand quadrant
of high control and high prediction. As with Lean Startup, we place creation theory more
toward the control side of the quadrant because it involves taking action through conversa-
tional experiments. Indeed, research shows that successful entrepreneurship involves taking
action under risk and/or uncertainty (McMullen & Shepherd, 2006), leaving only the practice
of constructing full business plans (far out) on the low-control side of Sarasvathy’s (2024)
framework. We placed the theory-based view in the middle of the high-prediction high-con-
trol quadrant because while it involves fewer predictions/hypotheses than Lean Startup or a
traditional business plan, the (visionary) contrarian theory is a strong-form prediction that the
entrepreneur attempts to prove through control-oriented action to identify obstacles, generate
solutions, and establish their efficacy.
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Assumptions about the environment. Creation theory and the theory-based view assume
Knightian uncertainty, an extreme version of uncertainty where any predictions are irrel-
evant and where no information can be trusted as a basis for action. For creation theory, such
uncertainty suggests engaging in conversations until a direction or set of actions starts to gain
traction and uncertainty around select courses of action subsides. For the theory-based view,
it means that entrepreneurs’ theories are as good as anybody else’s, so they should move for-
ward with their own internally consistent theory. Effectuation appears agnostic to uncertainty.
The principles should increase entreprencurs’ probability of success under both uncertainty
and risk. Lean Startup accepts variation in uncertainty: introducing new products based on
new technologies in new markets involves significant uncertainty; there is less uncertainty
when new products are introduced to existing markets or existing products are carried over
to new markets; and even less uncertainty, perhaps low enough to be called risk, exists when
new variations of existing products are introduced to existing markets (Blank & Dorf, 2012;
Gruber & Tal, 2017). However, grounded in the individual-opportunity nexus (ION) view
that opportunities exist, at least in latent form (e.g., Shane, 2003; Shane & Venkataraman,
2000), Lean Startup assumes a less extreme version of uncertainty. Some useful information
is assumed to exist, suggesting an information asymmetry between entrepreneurs and the
environment that can be reduced to point entrepreneurs in potentially successful directions.
Creation theory and the theory-based view are less confident about such an assertion.

Assumptions about entrepreneurs. Creation theory is agnostic about entrepreneurs, sug-
gesting that small differences in path-dependent life-experiences can cause some people to
create opportunities while others who start in a similar place or reside in a similar con-
text fail to pursue, or unsuccessfully pursue, the creation process. For effectuation, taking
entrepreneurial action while avoiding unaffordable loss is what defines an entreprencur; an
entrepreneur is someone who engages in effectuation. The theory-based view sees people as
generative actors who maintain internally consistent theories of how the world works. Given
Knightian uncertainty, entrepreneurs have only their theories of what is possible to guide
action, leading to a view of entrepreneurs as visionaries who work to prove to others that
their theory is right. Lean Startup, in contrast, focuses on bounded rationality in decision-
making, especially under conditions of incomplete information, and uses fast and rough ver-
sions of scientific data collection methods and experimentation to improve decision-making.
As in effectuation, an entrepreneur or innovator is anyone who takes action to reduce infor-
mation asymmetries in pursuit of sustainable business models.

New Venture Process. Given their different purposes and assumptions, it should not be
surprising that the four approaches advocate different processes for creating successful new
ventures. Lean Startup and the theory-based view both start with a theory of the business,
but the nature of the theory and the next steps are different. In Lean Startup, the theory is
relatively complete as articulated in the BMC, and initial steps involve interviewing critical
stakeholders about the viability of different aspects of the BMC, often by testing potential
customers’ response to a minimum viable product (MVP). The Lean Startup therefore places
an important emphasis on the viability of the new venture under the assumption that the
venture’s revenue and profit generating ability is critical to survival. The theory in the theory-
based view, in contrast, involves a less-complete theory of the business that focuses narrowly
on those beliefs the entrepreneur has about a potential business that contradict and potentially
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challenge what currently exists. Once the entrepreneur articulates a contrarian belief that
must be true for the business theory to work, they set to work solving core problem(s) that
challenge their beliefs. Data gathering and experiments revolve around testing whether pro-
posed solutions resolve the core problems.

Rather than developing theoretical (and predictive) beliefs, effectuation and creation theo-
ries start with taking action. In the case of creation theory, the action is conversations, a few
of which will resonate with people and spark efforts by would-be entreprencurs who are
uniquely poised because of their path-dependent experiences to create the opportunity
described in the emerging conversation. As a normative theory, effectuation offers more con-
crete advice: make/sell something—anything—from what you have (bird-in-hand) without
risking too much (affordable loss) and look for people who are interested in what you are
doing (crazy quilt). If they don’t like what you were doing, ask what they would be interested
in (lemonade) and what they would commit to and work with you on (pilot the plane).

Pivoting. The different approaches offer different advice for when to change direction or
“pivot.” In creation theory and effectuation, changing direction is quick, constant, and natu-
ral as conversations fade and restart in creation theory and entrepreneurs co-create with self-
selected committed stakeholders in effectuation. Pivoting is more systematic in Lean Startup
and the theory-based view. In Lean Startup, the entreprencur “pivots” when interviews and/
or tests do not support the viability of key aspects of the BMC. Just like a basketball player
who pivots on one stationary foot by changing direction with the other (Ries, 2011), some
aspects of the business model remain (e.g., the entrepreneur’s unique technology) but much
of the BMC is reimagined and the testing process restarts (Allen et al., 2024). In the theory-
based view, early and frequent change is common as the entreprencur proposes and tests
different solutions to core problems, but the big changes in strategic direction that define a
pivot come only after the entrepreneur acknowledges that core challenges to their contrarian
theory cannot be overcome with current technology. At this point, the entrepreneur pivots by
imagining a new theory with new contrarian beliefs (Felin et al., 2024).

New Venture Success. Finally, the approaches differ in their predictions about new ven-
tures success. Though it might involve multiple pivots and restarts, only Lean Startup prom-
ises a process designed to identify a sustainable business model, one that introduces a product
or service that customers want and will pay for above production costs. Effectuation comes
close to such a promise by suggesting that engaging and repeated acts of effectuation increases
the probability that once such act will result in a successful new venture. Because of their
assumptions about Knightian uncertainty, creation theory and the theory-based view require a
bit of luck (cf. Barney, 1986). In the theory-based view, the entrepreneur’s contrarian theory
must ultimately prove correct in a context where no one knows for sure; conventional wis-
dom must be proven wrong. In those potentially rare cases where the entrepreneur is correct
and conventional wisdom wrong, the theory-based view provides a roadmap for revealing
the truth and overcoming doubts found in conventional wisdom. Creation theory similarly
requires luck. The creator-entrepreneur must participate in a conversational experiment that
gains momentum under conditions where it is unknowable a priori which among many con-
versations will do so. Then the entrepreneur needs to have the correct path-dependent life
experiences and resulting capabilities and access to resources needed to create something that
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is selected and retained by the environment. Others attempting to create similar products and
services based on similar conversational experiments are unsuccessful because they lack the
unique path-dependent life experiences necessary to precisely match what the environmental
demands for retention, which is also unknowable a priori.

Complementarities Among Approaches

Reading the first four papers of the special issue and our description of their different
assumptions and approaches might lead one to the conclusion that there are (at least) four
irreconcilable approaches to starting new ventures, and entrepreneurs must guess which
approach might work best for them. Only Alvarez et al. (2024) take meaningful steps toward
reconciliation by suggesting that less prediction-oriented approaches like creation theory and
effectuation can be grouped as a “family” of compatible approaches they call Type I
Entrepreneurship Theories. These theories assume (or embrace) Knightian uncertainty and
suggest that opportunities are endogenously created through entrepreneurial actions. These
are contrasted with Type Il Entrepreneurial Theories, such as Lean Startup and the ION,
wherein opportunities are assumed to exist and entrepreneurs take actions to find and exploit
them. They suggest that one way to reconcile the different theoretical families is based on the
level of Knightian uncertainty versus risk. When Knightian uncertainty is so high that no one
has trustworthy information about what approach might work, engaging in low-cost conver-
sational experiments or creating acceptable loss products/services based on bird-in-hand
resources are the only logical ways to proceed. When one of these experiments begins to gain
traction and uncertainty recedes, refining the ideas through stakeholder feedback, as in Lean
Startup, makes more sense. Stated differently, Type I Entrepreneurship theories explain the
earliest stages of new venture creation and the formation of high-risk ventures that were
difficult-to-imagine prior to their coming into existence. Type Il Entrepreneurship Theories
explain later stages of the venture creation process and the establishment of ventures that
involve extensions of existing markets, products, and technologies (Alvarez et al., 2024).

We note that while Alvarez et al. (2024) describe the theory-based view as a Type II
Entrepreneurship Theory because it assumes the exogeneous existence of the opportunity
within the entrepreneur’s theory of the business, it also assumes Knightian uncertainty like
Type 1 Entrepreneurship Theories. However, unlike creation and effectuation, where the
response to uncertainty is to make small bets to see what emerges, the entrepreneur assumes
their internally consistent theory is as good as anybody else’s (because nobody really knows
under Knightian uncertainty), and thus works to prove their theory correct. In some ways, the
theory-based view is like the old business plan approach except that rather than flushing out
an entire business plan as if it is correct, the entrepreneur identifies only the most critical and
contrarian elements and works to prove these first, which suggests that it too can be used
sequentially with other approaches. Once solutions to contrarian aspects of the theory are
established, for example, entrepreneurs might turn toward Lean Startup or effectuation to
make sure customers will actually pay for the entrepreneur’s new solution and to flesh out
other aspects of the business model that will be needed to bring the solution to market.

While we agree with Alvarez et al. (2024) and believe that their reconciliation based on
uncertainty versus risk both makes sense and is worthy of empirical scrutiny, we think there
might be other complementarities among the four approaches. In particular, it seems worth
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investigating the extent to which the four approaches are using different language to talk
about the same fundamental processes. For example, Southwest Airlines famously got its
start as a 1966 back-of-a-cocktail-napkin drawing by Herb Kelleher at the St. Anthony’s Club
in San Antonio, Texas (Southwest Airlines, 2024). Is a sketch on the back of a cocktail napkin
a conversational experiment (creation theory), a theory of the business (theory-based view),
or a first-draft BMC (Lean Startup)? Since the BMC is simply a piece of paper, one could
suggest that it is not a large intellectual or resource step-up from a conversation, and it can be
viewed as an affordable-to-lose bird-in-hand paper to start crazy quilt conversations with
stakeholders (i.e., effectuation). Also, the MVP described in Lean Startup seems akin to an
affordable loss product/service created with bird-in-hand resources. The key difference
appears to be that the business model/conversation starter is more methodically thought
through and data gathered more systematically in Lean Startup. This difference, however,
should not matter under Knightian uncertainty where knowing who the right person to talk to
is impossible. Under such uncertainty, either approach has an equally random chance of find-
ing the “right” stakeholder, assuming that such a stakeholder exists (which is also unknown).

It appears to us that even those aspects of the different approaches that seem most in con-
flict might be reconcilable. One such difference under Knightian uncertainty is what the entre-
preneur should do when talking to potential stakeholders (whether systematically or in random
conversations) yields insights that point the entrepreneur away from their initial idea, whether
fully described on a BMC, a product or service created from bird-in-hand availability, or sim-
ply articulated through conversation. Creation theory suggests starting a new conversation and
repeatedly doing so until something resonates; effectuation suggests asking what the stake-
holder wants and will commit to and doing that; the theory-based view suggests finding
another solution to proving the theory correct; and Lean Startup suggests “pivoting” those
aspects of the proposed model that do not resonate well with the stakeholders in question.

These seemingly large differences regarding how to respond to information that contra-
dicts a proposed business idea might shrink when the nature and source of uncertainty is
taken into consideration. As Alvarez et al. (2024) correctly point out, different parts of the
business model might confront different levels of uncertainty as the business develops. We
agree but point out that full Knightian uncertainty is rare, even in the earliest stages of what
eventually emerge as highly innovative business models. Southwest Airlines, for example,
looks retrospectively like it introduced a revolutionary new business model, but it was ini-
tially modeled on existing intrastate carriers in California. AirBNB’s founders are often cred-
ited with revolutionizing short-term rentals, but the idea of short-term rentals from private
owners was not new; VRBO (vacation rental by owner) was founded 12 years earlier. Tesla
is credited for introducing and popularizing electric vehicles, but electric vehicles have been
around since the 1830s and General Motors and Toyota had previously mass-produced com-
mercial models. Thus, even businesses that scholars often point to as having emerged from
Knightian uncertainty were based on existing ideas and available technology. Further reduc-
ing uncertainty, entrepreneurs often start with unique path dependent experiences and knowl-
edge that provide a foundation for identifying and acquiring the missing element(s) needed
to successfully commercialize what, in retrospect, look like impossible-to-anticipate busi-
ness models (e.g., Shane, 2000).

Once the source and nature of uncertainty is defined, complementarities among the four
approaches become apparent. For example, abandoning a conversational experiment makes
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sense when there is uncertainty about what products and services can be created and who
might buy them. However, it might not be the best approach when the entrepreneur has little
uncertainty that a new technology works but is uncertain only about how to commercialize
it. In such a mixed uncertainty situation, Lean Startup and effectuation’s emphasis on taking
what you have (MVP in Lean Startup and bird-in-hand in effectuation) and listening to and
responding to stakeholders (pivoting in Lean Startup and co-creating in effectuation) seems
reasonable. When an entrepreneur has a clear theory about what customers want (even if
customers do not know it) but is unsure how to deliver a solution that meets theorized cus-
tomer needs, experimenting with different solutions as described by the theory-based view
makes sense. In sum, while Alvarez et al. (2024) suggest broad categories of uncertainty and
risk that might determine broadly when Type I or Type Il Entrepreneurship Theories work
best, we think uncertainty is a bit more nuanced. Such a possibility suggests future work that
describes which tools entrepreneurs use to respond to different sources (and kinds?) of uncer-
tainty and to investigate which responses work best and under what conditions.

Toward a Best-Practice Research Agenda

We believe that the four papers describing four unique approaches to starting a new ven-
ture, along with our efforts to clarify their distinctions and commonalities, offer a starting
point for future researchers interested in testing the comparative efficacy of these approaches.
For such efforts to be successful, however, it will be critical to further theoretically define
and then empirically isolate where the approaches are different. For example, the treatment
groups in Camuffo, Cordova, Gambardella, and Spina (2020) and Camuffo, Gambardella,
Messinese, Novelli, Paolucci, and Spina (2021), cited by Felin et al. (2024) as support for the
theory-based view over Lean Startup, were given additional training in how to develop and
test hypotheses more rigorously and scientifically. Not surprisingly, the treatment groups
using a more rigorous application of Lean Startup as described in papers urging entrepre-
neurs to act more like scientists (e.g., Zellweger & Zenger, 2023) performed better. However,
because both the control and treatment groups developed theory using the BMC and col-
lected data from potential customers as described by Lean Startup, there was no way to iso-
late unique effects from using the theory-based view. Such a test would require more subtle
distinctions between the nature of the theory, whether it is complete as in Lean Startup or
narrowly focused on contrarian beliefs as in the theory-based view, whether hypotheses cen-
ter on customer/stakeholder feedback (Lean Startup) or testing proposed solutions to core
problems/subproblems (theory-based view), and whether pivoting occurs when key elements
of the business model are not supported (Lean Startup) or when all possible avenues for solv-
ing key problems/subproblems are exhausted (theory-based view). These are subtle but
important distinctions that will require additional efforts to articulate clear differences that
allow more refined tests. As we have suggested, we believe Sarasvathy’s 2 X 2 matrix might
be one tool for defining such subtle distinctions.

We also agree with both Alvarez et al. (2024) and Felin et al. (2024) that steps towards a
contingency approach have merit. What the entrepreneurs starts with might be one example.
With its focus on finding solutions to problems/challenges that stand in the way of delivering
a theorized product/service, the theory-based view implies starting with the entrepreneur’s
contrarian theory about what customers want and will pay for. Like effectuation, Lean Startup
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often starts with a (bird-in-hand) solution or set of resources (e.g., new technology, the
founder’s skills) and looks for a set of customers (using the Market Navigator to prioritize
possibilities) who will pay for a product/service configured from those solutions/resources
(hence, the focus on “product-market fit”). Although the entrepreneur would still need to
make sure customers will pay for any solution they develop, this observation suggests there
might be advantages to adopting the theory-based view when entrepreneurs see a customer
need but have no idea how to address it and Lean Startup when they have potentially valuable
solutions/resources that can be configured in multiple ways and the goal is to find the right
product-market fit. Whether our speculation is correct is a question for future research.

Consistent with efforts to learn what works best under different conditions, we also see
value in describing what entrepreneurs actually do and explaining why. Among all new ven-
tures created each year, what percent adopt one or more of these approaches? Are there con-
tingencies that drive entrepreneurs toward one approach over another? Sarasvathy (2024)
suggests effectuation is descriptive of what experienced entrepreneurs do because they have
learned the approach through trial and error. It seems likely that there are other contingencies
besides experience. We previously used the example of Southwest Airline’s start on a cocktail
napkin as evidence of a minimalistic bird-in-hand BMC/business theory, but that was not the
first conversation Herb Kelleher and Rollin King had about starting an airline. Consistent with
Alvarez et al.’s (2024) hypotheses that Type I entrepreneurial processes take place earlier and
in more uncertain stages of new venture creation, perhaps their previous conversational exper-
iments did not resonate, and the napkin marked a transition from a creation theory conversa-
tional experiment to another startup processes. The nature and context of the entrepreneur or
entrepreneurial team might furnish another important contingency. Teams might, for example,
be more likely to adopt a confluence of approaches, and entrepreneurs/teams based in certain
locales (e.g., Silicon Valley) or with certain kinds of stakeholders (e.g., venture capital) might
be more likely to adopt certain approaches under normative institutional pressures.

Given the importance of uncertainty as a defining characteristic of entrepreneurial action,
it is important for scholars to define it more precisely, and perhaps describe gradations of
uncertainty, not unlike Milliken (1987), but in ways that are better suited for entreprencur-
ship. Doing so seems important given the degree to which different theories of new venture
creation rely on Knightian uncertainty as an assumption. It seems likely there might be varia-
tions of uncertainty between absolute uncertainty, where no one knows anything, and risk,
where probabilities can reasonably be assigned. Creation theory, in particular, seems most
appropriate for “no one knows anything” uncertainty where conversations are logically the
only avenue toward creating some sort of collective reality. The theory-based view similarly
requires a high level of uncertainty wherein only the entrepreneur and their team have any
confidence in what they theorize (Felin & Zenger, 2017). Effectuation and Lean Startup, in
contrast, require some knowledge about what the entrepreneur has available to them and, in
the case of effectuation, what they are willing to lose. These approaches also suggest that
some stakeholders have preexisting knowledge regarding what they would like and are will-
ing to support. Overall, while we believe that all four approaches have value under conditions
where probabilistic outcomes (i.¢., risk) are impossible to assign, the level and breath of reli-
able knowledge, and thus uncertainty, varies across people and situations, and such variation
might affect which approach to new venture creation entrepreneurs gravitate toward in dif-
ferent situations and which approach is normatively optimal.
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More research is needed to empirically connect (or differentiate) the four approaches. To
be impactful, this research should articulate the assumptions made about entrepreneurs, the
processes they undertake, expected outcomes, and relevant contingencies. Such research
would offer a more descriptive (and realistic) view of the entrepreneurial act and address at
least four areas of concern. First, this research would be helpful in delineating how the entre-
preneurial act unfolds under each approach and how (when) it is triggered. Unlike in prior
ION research where would-be entrepreneurs are immersed in the market and presumed to be
knowledgeable and motivated by a desire to make a profit, the four approaches appear silent
about entreprencurial motives and how they shape the actions entreprencurs undertake.

Second, all four approaches assume relatively rational behavior regarding how entrepre-
neurs respond to feedback, which contradicts research showing that entrepreneurs often erect
emotional, cognitive, and behavioral barriers that slow their learning and adaptation (e.g.,
Argote 2012; Huber 1991). How do such barriers affect their chosen path to new venture
creation? Do they “stick” to one approach throughout the process, or do they switch among
the four approaches, and if so when, how, and to what effect? For example, Lean Startup and
the theory-based view adopt a mechanistic view: If you fail, then you pivot! However, failure
might have paralyzing emotional and behavioral consequences; it might also lead to stub-
bornness and persistence along the same path (Grimes, 2018). Alternatively, as Sarasvathy
(2024) suggests is the case with effectuation, prior successes versus failures might shape
which approach entrepreneurs adopt in subsequent efforts. Potential differences in predic-
tions regarding the effects of feedback or failure across the four approaches therefore seem
worthy of study.

A third area of concern comparative research might address pertains to the role of the
entrepreneur. Research shows that many ventures (especially in high-tech) are created by two
or more individuals (Nikiforou, Zabara, Clarysse, & Gruber, 2018), which raises the ques-
tion: When entrepreneurs work in teams, does a collective approach develop? If so, when and
how? The four approaches seem to overlook team dynamics and how they might influence
decisions. For example, conflicts and power differentials within entrepreneurial teams could
shape individual and collective learning, reaching agreement, and pivoting. In fact, some of
the entreprencurial activities (e.g., pivoting and scaling up) may induce conflicts and frag-
ment the team’s vision for the venture.

A final area of concern that might be addressed pertains to generalizability across time and
location. Longitudinal studies, especially in different international and thus institutional set-
tings are needed to establish the usefulness of the four approaches across contexts. With
globalization and the proliferation of born global and born digital new ventures, we need
cross-national field and archival studies. Rigorous empirical examinations are needed, for
instance, via randomized control trials, that take into consideration the full scope of the Lean
Startup toolset and offer an unbiased comparison between approaches.

Conclusion

The first four papers of the special issue present different and, at times, seemingly conflict-
ing descriptions of new venture processes, descriptions that conjure the proverbial parable of
blind men and the elephant. We juxtaposed several assumptions, predictions, and normative
claims among these competing approaches to help clarify their differences. We also high-
lighted ways these competing approaches might describe the same phenomenon—the same
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proverbial elephant—using different language. Our discussion illustrates the growing richness
of theoretical views but also shows the need for continued dialogue among scholars. Finally,
we presented some ideas for moving forward toward further reconciliation and toward empiri-
cal research that might help researchers better understand the efficacy of competing approaches
under different conditions. Our hope is that by juxtaposing competing approaches described
thus far in the special issue, we further the conversation describing what entrepreneurs do
under different circumstances and normatively should do to maximize their chances of
success.
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Recent scholarship has sought to develop a “scientific method” for startups. In this paper we
contrast two approaches: lean startup and the theory-based view of startups. The lean startup
movement has served an important function in calling for a normative and scientific approach
to startups and venture creation. The theory-based view shares this agenda. But there are dif-
ferences in the underlying theoretical mechanisms and practical prescriptions suggested by
each approach. We highlight these differences and their implications for both research and
practice. For example, we contrast lean startup’s emphasis on bounded rationality and entre-
preneur—customer information asymmetry with the theory-based view s emphasis on generative
rationality and belief asymmetry. The theory-based view focuses on contrarian beliefs, associ-
ated problem formulation, and the development of a startup-specific causal logic for experimen-
tation, resource acquisition, and problem solving. The right mix of entrepreneurial actions is
contingent and startup-specific—guided by a startup s unique theory. After pointing out differ-
ences between the lean and theory-based view of startups, we discuss opportunities for partial
reconciliation, as well as opportunities for empirically comparing perspectives. Overall, we
emphasize that a scientific method for startups needs to recognize the importance of contingent,
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discriminating alignment between entrepreneurial theories and the actions they prescribe
(including different types of experimentation and validation, search, and forms of organization).

Keywords: entrepreneurship theory; macro topics, knowledge management, entrepreneurial/
new venture strategy

Introduction: Entrepreneurs as Scientists

Lean startup—as developed by Blank (2013), Blank and Dorf (2012), Ries (2011), and
Osterwalder and Pigneur (2010)—has had a significant influence on how entrepreneurs
approach startups and new ventures. Lean startup has also begun to shape how academics
study and teach entreprencurship (e.g., Leatherbee & Katila, 2020; Shepherd & Gruber,
2021), offering a framework and practical tool that also captures some of the insights of
longer-standing academic literatures—including the literatures on technology evolution,
organizational learning, product development, and strategic management (Contigiani &
Levinthal, 2019).

We strongly endorse the normative message of lean startup, namely, that entreprencurs
can optimize their odds of success when they adopt a “scientific approach to the creation of
startups” (Ries, 2011). The idea that entreprencurs should act like scientists—and utilize the
scientific method—is the central premise of the theory-based view (Felin & Zenger, 2009,
2016, 2017; Felin, Gambardella, & Zenger, 2021; Zellweger & Zenger, 2023). This approach
has been formally modeled (Ehrig & Schmidt, 2022; Camuffo, Gambardella, & Pignataro,
2023a) and empirically tested through randomized control trials (e.g., Agarwal et al., 2023;
Camuffo, Cordova, Gambardella, & Spina, 2020; Novelli & Spina, 2024). The theory-based
view of startups concurs with lean startup’s emphasis on the scientific method and its focus
on practical action and hypothesis-driven experimentation. Both lean startup and the theory-
based view can be seen as part of an important normative movement within strategy and
entrepreneurship that seeks to identify practical “interventions,” treatments and forms of
training that might enable startups and companies to be more scientific and evidence-based
about their decision making (e.g., Chatterji, Delecourt, Hasan, & Koning, 2019; Heshmati
& Csaszar, 2023; Kotha, Vissa, Lin, & Corboz, 2023). But we argue that these interventions
need to be theory-guided, both at the level of their scientific investigation and at the level of
startups and firms themselves.

In this article, we take Blank and Eckhardt’s (2023) recent contribution as a reference
point and offer contrasts between the theory-based view of startups and lean startup. We do
so particularly in terms of the central mechanisms and the prescriptive “method” suggested
by each approach. While some of these differences have briefly been discussed before (Felin,
Gambardella, Stern, & Zenger, 2020), we go well beyond this work by addressing the central
and novel points raised by Blank and Eckhardt (2023) in their target article. We recognize
that lean startup has been further developed since its original conception—adding new
frameworks and tools (e.g., Shepherd & Gruber, 2021), empirical tests (e.g., Burnell,
Stevenson, & Fisher, 2023; Leatherbee & Katila, 2020), and links to adjacent disciplines
(e.g., Ramoglou, Zyglidopoulos, & Papadopoulou, 2023). Some of these extensions suggest
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that the gap between the lean and theory-based approach to startups might be narrowing.
However, the need to point to differences is made evident by Blank and Eckhardt’s (2023: 4)
suggestion that the theory-based view is “consistent” with lean startup—a conclusion we do
not fully endorse. While both approaches can broadly be “viewed as an application of the
scientific method to entrepreneurship” (Blank & Eckhardt, 2023: 2), the specific mecha-
nisms, assumptions, interventions, and practical prescriptions for startups and entrepreneurs
are substantially different. We carefully point out these differences and offer possible com-
plementary future directions that could further the development of a “scientific method” for
startups. Some of the differences between the theory-based and lean view of startups can be
reconciled by a “contingent” approach to entrepreneurship—an approach that recognizes the
contextual and situational factors that shape which method or practice should be utilized
(when and why), depending on the startup-specific theories held by an entreprencur. We
conclude by pointing out the need for those architecting startups to pursue a discriminating
alignment between the type of theory entrepreneurs seek to explore and the downstream
actions or choices related to different forms of experimentation and organization.

Lean Versus Theory-Based Startup

Blank and Eckhardt (2023) offer an extensive summary of lean startup, including a dis-
cussion of key concepts and tools such as Business Model Canvas and Market Opportunity
Navigator (cf. Gruber & Tal, 2017, 2024; Osterwalder & Pigneur, 2010). Their paper pro-
vides a highly useful articulation of the current state of the lean startup approach, including
links to recent developments (building on Shepherd & Gruber, 2021; cf. McGrath &
Macmillan, 2000). Blank and Eckhardt’s paper also points to links between lean startup and
adjacent theories and approaches, such as effectuation, bricolage, and discovery-creation. To
their credit, their paper is inclusive and far-ranging. However, given space considerations, in
this paper we focus largely on contrasting lean startup’s core assumptions and arguments
with those of the theory-based view of startups.

Lean Startup.: Foundations and Model Assumptions

As argued by Blank and Eckhardt (2023), the “core” premise of lean startup is that entre-
preneurs and startups need to forego excessive planning and quickly engage with customers,
for example by developing a minimum viable product. While attention is given to other
stakeholders through tools like Business Model Canvas, Blank and Eckhardt specifically
emphasize the need to “[reduce] information asymmetries between entrepreneurs and cus-
tomers” (2023: 5, italics added). The assumption behind this information asymmetry is that
customers have vital information or knowledge that a startup needs to somehow elicit, access,
or incorporate into their nascent product, service, or value offering. The sooner the entrepre-
neur engages with the customer, the quicker this information asymmetry can be reduced. In
short, lean startup’s primary emphasis is on “early and frequent customer feedback”™—“quick
rounds of experimentation and feedback”—to enable startups to “continually learn from cus-
tomers” (Blank, 2013: 5-7). Notice that, according to lean startup, this asymmetry of infor-
mation is one-sided, where the key information and knowledge is held by the customer and
needs to be accessed by the startup.
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Consistent with the concept of information asymmetry, lean startup builds on the idea of
bounded rationality. As discussed by Blank and Eckhardt, entrepreneurs “are imperfect deci-
sion makers who suffer from biases in decision-making” (2023: 6). The argument is that
bounded rationality is reduced or lessened if startups use the lean method—again, by garner-
ing information and knowledge through various forms of customer interaction and valida-
tion. Lean startup recognizes that entrepreneurs cannot somehow access “all” customers, but
they need to satisfice by securing frequent, “good enough data” from them (Blank, 2013).
Customer interaction and feedback is meant to offer much-needed, ongoing scientific valida-
tion and evidence to ensure the venture is moving in the right direction—rather than wasting
resources.

Several questions emerge from the emphasis that lean startup puts on information asym-
metry between customers (or even other stakeholders) and the startup, as well as the strong
emphasis placed on bounded rationality as an underlying assumption. For example, is cus-
tomer interaction indeed the best way to validate a startup’s product idea, value offering, or
strategy, relative to many other alternatives? Can customer interaction reliably offer a signal
about what a startup should do? Is the emphasis on bounded rationality the right way to think
about entreprencurial cognition and startup learning? We discuss these questions in turn.

While customer feedback undoubtedly can be useful in some situations, there are several
problems with focusing on customer feedback as the central mechanism for learning and
validation. The immediate, practical problem with customer feedback is that it is likely to be
extremely heterogeneous. One customer might like a particular product feature while another
might not. Feedback might be highly idiosyncratic depending on the customers the startup
happens to sample and interact with, and efforts to avoid the problem of idiosyncratic feed-
back—for example by sampling an even larger set of customers—only compound the prob-
lem. Customers might offer indefinite thoughts on how a particular product should evolve
and what features ought to be added, improved, or completely removed. Lean startup offers
no coherent mechanism for arbitrating between all this information, to recognize which bits
of information might actually validate an idea or product and which might lead a startup
astray. Interestingly, this problem was recognized in early work related to business models.
As noted by Osterwalder and Pigneur, “another challenge lies in knowing which customers
to heed and which customers to ignore” (2010: 129). To foreshadow our argument, we think
theories are fundamental to the process of knowing who to listen to (or which customers or
stakeholders to even solicit feedback from). In short, with heterogeneous customer feedback,
it is hard to separate the signal from the noise.!

Of course, in principle, there is nothing wrong with sampling and interacting with custom-
ers. As we discuss below, in some situations, the right form of customer interaction and
experimentation can be useful; however, our central point here is that customer interaction is
not a panacea for validation, and there is no clear reason to make information asymmetry
between customers and startups—and the bounded rationality of the latter—the central prob-
lem that needs to be solved.

Customer feedback is but one of many tools and forms of experimentation and intermedi-
ate validation that a startup can use to guide its actions. When it comes to startup activity,
there are no one-size-fits-all tools. Of course, whether customers buy a product is the ulti-
mate market test and (eventual) source of validation. But it is not clear why customers might
have better information than startup founders themselves when developing the startup’s
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product or value offering that is offered to customers. Customers might not even have a
proper awareness of their own needs. Thus, much-needed validation might come from prob-
lem solving, experimentation, and exploration that do not initially involve customers at all.
This could involve searching for a critical technology, exploring key assumptions, or con-
versing with potential resource providers. Validation might also come through efforts to elicit
the engagement and buy-in of co-founders, early employees, and investors—actors who have
far more riding on the possible success of the startup than customers. In fact, in some cases,
founders and early employees are essentially customers themselves. They can be seen as lead
users whose opinions and tastes shape how a product offering or technology evolves (as
historically has been the case with Apple). These employees create the products they would
like to see exist, rather than asking customers what they think is needed.

Importantly, customer feedback is of less value in situations where startups seek to develop
radically discontinuous, novel product offerings and new sources of value. Customers might
offer useful, incremental improvements on products that they are already habitually aware of
and familiar with, but novel product offerings often demand more than casual responses to a
mocked-up product. As we will discuss, the most valuable product and business ideas ema-
nate from theories involving “what-if” forms of causal logic, that is, what if the following
assumptions are true or the following problems can be solved? Obtaining quick customer
feedback on such forms of novelty requires customers to imagine and embrace the underly-
ing causal logic, which may be extraordinarily difficult to achieve without first demonstrat-
ing the accuracy of assumptions or the solvability of subproblems. This is aptly captured by
Henry Ford’s famous quip: “If I had asked customers what they wanted, they would have said
a faster horse.” It is also not clear that Henry Ford would have generated highly useful feed-
back from a rapidly developed crude prototype of the Model T.

Bounded rationality—an idea closely linked to information asymmetry—forms a second
central assumption of lean startup, as discussed by Blank and Eckhardt (2023: 6). Boundedly
rational models of search and decision-making essentially build on the idea of an information
asymmetry between the searching actor and the environment (Simon, 1956). Searching
actors cannot process or compute information omnisciently, and they therefore need to selec-
tively sample and satisfice. In the context of lean startup, this sampling and information
gathering is done by interacting with customers and by soliciting feedback on minimum
viable products.

Lean startup’s focus on bounded rationality is aptly captured by Leatherbee and Katila in
their work. They emphasize how “bounded rationality—finite information, finite minds, and
finite time—makes young firms imperfect decision-makers” (2020: 571). Essentially, start-
ups need to access information, advice, and feedback from customers to “mitigate” against
bounded rationality. The logic of mitigating against bounded rationality—by seeking exter-
nal advice and feedback (or “opening the aperture”)—has been discussed more broadly in
entrepreneurship, in contexts such as incubators and entreprencurial strategy (e.g., Cohen,
Bingham, & Hallen, 2019; Miller, O’Mahony, & Cohen, 2024). Bounded rationality is also
the underlying assumption of the literature in entrepreneurship that highlights the role of
heuristics and information processing in uncertain environments (e.g., Artinger, Petersen,
Gigerenzer, & Weibler, 2015). Bounded rationality of course is a central concept not just in
entrepreneurship but also in organization economics, management, and strategy more broadly
(e.g., Puranam, Stieglitz, Osman, & Pillutla, 2015).
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When applied to startups and entrepreneurs, however, the concept of bounded rationality—
particularly when operationalized as the one-sided information asymmetry between startups
and customers—comes with some unhelpful baggage, in terms of what is assumed about
human cognitive capacities and the organism-environment relationship. The focus on informa-
tion processing—and associated bounded rationality—places emphasis on the cognitive task of
seeing or “reading” the environment correctly (Chater et al., 2018). This makes entreprencurial
judgment and decision-making into a computational or representational task where the relevant
data is “out there”—in the environment (for example, information held by customers)—and
needs to somehow be appropriately mirrored, sampled, or processed. Applied to lean startup,
the idea here is that entrepreneurs should focus on quickly learning from their environments—
customers and other stakeholders—and apply these lessons to their products and strategy.

However, from a theory-based perspective, entrepreneurs do not want to accurately mirror
their environments in the sense suggested by the idea of information processing.
Entreprencurial decision-making necessarily aspires to be generative. Startups are essen-
tially trying to render something true that currently is untrue. Startups are seeking to create
and essentially present sources of value rather than represent their environments. This creates
a mismatch with the focus on bounded rationality and information processing. The idea of
bounded rationality is focused on a representation of environments (in whole or in part;
Chater et al., 2018), and it is usually applied to tasks with an objective answer, as is illus-
trated by popular experiments where subjects are asked to identify which of two cities has a
larger population (Gigerenzer & Goldstein, 1996; for a review, see Felin & Koenderink,
2022). Search tasks like this, however, hardly capture the essence of entrepreneurial deci-
sion-making, which is focused on forward-looking beliefs and novelty. In entrepreneurial
decision-making—unlike situations where bounded rationality is the relevant constraint—
there is no “lookup table” for the right answer. Yet, lean startup essentially treats customer
feedback as a form of lookup table for validated truth. In the uncertain environments which
characterize most startup activity, however, there is no such table—and even if there were,
the lookup table would only match current realities rather than the future ones that entrepre-
neurs are attempting to create.

Another problem with anchoring on bounded rationality in entrepreneurial decision-mak-
ing—specifically in terms of the focus on human bias and error—is readily evident in a par-
ticular comment made by Blank and Eckhardt. They argue that “with appropriate training
and discipline, agents can at best become boundedly rational decision agents” (Blank &
Eckhardt, 2023, emphasis added). Lean startup essentially positions itself as a method for
mitigating against human mistakes and errors by the entrepreneur (cf. Kahneman, 2011).
Error-avoidance in decision-making is, of course, important, but by focusing on error-avoid-
ance and bounded rationality—which provides the central logic for why lean startups should
quickly validate ideas, products, and value offerings with customers—one is likely to only
consider conservative options (including ones that can be more immediately validated),
rather than options that go beyond the incremental. The very mechanism of pushing for early
interaction with customers reinforces this conservatism. As a new lean startup tool to combat
this tendency, the Market Opportunity Navigator invites a “more distant or global search for
where to play” (Shepherd & Gruber, 2021: 971).

The emphasis of the theory-based view of startups is different from lean startup. This is
not to say that lean startup is completely wrong, but simply to point out that there are substan-
tive differences in what is prescribed to entrepreneurs. As we discuss below, the theory-based
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view argues that the most valuable forms of entrepreneurship emerge from contrarian beliefs
and theories involving what-if forms of causal logic—logic that requires entrepreneurs and
those evaluating what they propose, to essentially imagine an unseen state of the world, one
in which a currently unsolved problem is solved. In many cases, rapid customer feedback is
not the optimal place to start developing or testing such a theory. With such novel forms of
entrepreneurship, the adage that “you cannot observe the counterfactual” has particular
meaning. With these most valuable forms of entrepreneurship, you simply cannot observe the
relevant facts or evidence, or even elicit them from customers or other stakeholders.

Theory-Based Startup: Different Foundations and Model Assumptions

The theory-based view of startups begins with different foundations and underlying
assumptions from those of lean startup. The theory-based view of startups sees information,
knowledge, and rationality through a very different lens. It sees humans—including eco-
nomic actors like entreprencurs—as generative agents rather than boundedly rational infor-
mation processors, a critical distinction (Felin, Koenderink, & Krueger, 2017; also see Chater
et al., 2018). Generative rationality means that rationality is not about asymmetric informa-
tion processing—that is, the processing of data from customers, other stakeholders, or the
environment—rather, rationality is highly proactive, shaped, and directed by the economic
actor itself. The overly abstract notion of an environment, as traditionally understood in man-
agement, is not a meaningful construct within the theory-based view, nor is the idea of infor-
mation asymmetry, as traditionally understood. Rather, the theory-based view emphasizes
the role that beliefs, hypotheses, and theories play in directing awareness and attention
toward highly specific, possible things in one’s surroundings (again, rather than the computa-
tion of information somehow received from the outside).

The central premise of the theory-based view is that humans do not strictly (or directly)
learn from the environment. Rather, observation and learning are necessarily theory-laden. It
is only when armed with a theory that something in the environment becomes salient and
meaningful. Humans learn as their theories and hypotheses direct their perception, attention,
and awareness toward specific things. Humans are endowed with a natural capacity for theo-
rizing and hypothesizing about their surroundings, and it is this activity that is behind the
emergence of novelty. Thus, entrepreneurs with different theories learn different things from
the same environment (or customers, for that matter). Environments and environmental
learning are therefore theory-specific. This mirrors the process of learning and knowledge
acquisition in human development (Gopnik, Meltzoff, & Kuhl, 1999; Spelke, Breinlinger,
Macomber, & Jacobson, 1992), evolutionary biology (Felin & Kauffman, 2023), as well as
science (Popper, 1969). Environments “teem” with possible things that an agent might focus
on and become aware of. But much of this remains latent, outside awareness (Felin &
Koenderink, 2022). Things—any type of data or information—only become salient or visible
in light of the hypotheses and theories that agents possess. This logic is aptly captured by
Einstein who argued that “whether you can observe a thing or not depends on the theory
which you use. It is the theory which decides what can be observed” (Polanyi, 1974: 64).
This is the central starting point of the theory-based view.

This emphasis on theory might at first glance be seen as broadly consistent with lean
startup. In fact, in the target article Blank and Eckhardt (2023) emphasize the importance of
theory. Citing some of our recent work (specifically Felin, Gambardella, Stern, & Zenger,
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2020), Blank and Eckhardt argue that “an element that scholars often overlook is that the lean
startup is theory-driven and customer tested, as the theory of a potential business is devel-
oped before customer testing occurs” (2023: 7).

The emphasis on first developing a theory is welcomed by us.2 However, while the empha-
sis on theory is welcome, we suggest there is work that remains in composing this integra-
tion. While perhaps an accidental oversight, the word “theory” or “hypothesis”—or any
derivation of either word—is not even mentioned by Blank and Eckhardt in their table, which
lists 24 different “key concepts and constructs” for lean startup (2023: 9-10). The authors
certainly do discuss theories and theorizing in other parts of their article, but we think this
omission from the summary of lean startup may simply highlight how hard it is to reconcile
the idea of proactive theorizing with Blank and Eckhardt’s heavy emphasis on bounded ratio-
nality and a one-way information asymmetry between entreprencurs and customers (and the
need for the former to learn from the latter). If information asymmetry between entrepreneurs
and customers is indeed the central problem—as they argue—then lean startup is logically
consistent in placing its primary emphasis on reducing that asymmetry by “[favoring] rapid
information gathering” (Blank & Eckhardt, 2023: 2).

The theory-based view does not make information asymmetry between entrepreneurs and
customers (or other stakeholders)—or even the cognitive boundedness of entreprencurs—its
centerpiece. This is because relevant information is not necessarily held by customers (although
it can be). Rather, the theories that entrepreneurs develop can be seen as having informational
content themselves—thus, if anything, the asymmetry might in fact run in the other direction
where startups need to educate customers rather than the other way around. Importantly, how-
ever, information and associated insights are theory-dependent. Put differently, theories encap-
sulate knowledge. Theories guide entreprencurs to look for and observe specific things. The
central assumption behind this approach is that all humans—including scientists and economic
actors like entrepreneurs—engage in a quasi- or proto-scientific activity of hypothesizing and
theorizing when engaging with their surroundings. Granted, just like in science, this process is
not without its errors (Zellweger & Zenger, 2023). Critically, however, entrepreneurial theories
might in fact go against existing data, information and even scientific (or customer) opinion and
lead to—as pointed out by the Einstein quote above—the identification of novel data and infor-
mation. Lean startup’s emphasis on “rapid information gathering” from customers (Blank &
Eckhardt, 2023: 2) might lead to the premature invalidation of the most valuable theories.

To further contrast lean and the theory-based view of startups, while lean startup focuses
on the asymmetry between entrepreneurs and customers in terms of information, the theory-
based view focuses instead on heterogeneity and asymmetry in beliefs. Contrarian, discrep-
ant or unique beliefs are the raw material of hypotheses and theories (Felin et al., 2021).
Startups can be seen as a unique point of view, conjecture, or hypothesis about the future.
Contrarian beliefs enable startups to see the world differently and to “hack” seemingly effi-
cient, strategic factor markets (cf. Barney, 1986; Felin, Kauffman, & Zenger, 2023).
Contrarian or divergent beliefs represent a point of view that by definition is not widely
shared—which is the source of their value—and precisely because of their uniqueness, those
holding such beliefs may find it hard to secure funding or other forms of intermediate valida-
tion (from customers or other stakeholders; Benner & Zenger, 2016).

One way that this idea of a startup-specific “point of view” manifests itself specifically is
in how it sees the process of search. To offer a contrast, the aforementioned Market
Opportunity Navigator—a tool that is part of lean startup—is a framework that enables
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startups to engage in “distant or global search.” The goal of distant or global search is to find
and “identify a portfolio of market opportunities,” assess their “relative attractiveness” and
to “choose the most promising option” (Shepherd & Gruber, 2021: 971-973; building on the
work of McGrath & Macmillan, 2000). This form of general or global search—delineating
options, comparing them, and choosing the best one—is certainly valuable and offers a plau-
sible tool for startups to identify valuable opportunities. However, the theory-based approach
to search is quite different. Search within the theory-based view is seen as a highly targeted
process, where contrarian beliefs and theories provide startups with a “search image” that
enables the recognition of value that is not evident to others (Felin et al., 2023). This might
sound like a mere semantic distinction, but the distinction is in fact quite fundamental.
Namely, with distant or global search there is a focus on information processing, that is, a
focus on listing and amassing promising options or opportunities, comparing them, and
choosing the best one (Shepherd & Gruber, 2021). The theory-based view, on the other hand,
emphasizes that the salience or recognition of a valuable option is theory-dependent in the
first place. Thus, the theory-based view does not focus on traditional forms of search (for
example, on landscapes or other types of environments) but sees the process as a far more
targeted one—a process of searching-for rather than searching-through. The distinction
between global (or local-distant) versus theory-specific search has not only been discussed in
the context of value creation (Felin et al., 2023), but it also has foundations in the cognitive
sciences and research in the field of perception (see Chater et al., 2018).

Another reason that asymmetric, heterogeneous beliefs are emphasized by the theory-
based view—over one-sided information asymmetry and bounded rationality—is because
valuable beliefs may initially appear delusional to others—not just to customers, but also to
other market actors or potential stakeholders, like investors. Beliefs that may turn out to be
true (eventually), may go against existing data, evidence, and understandings, as is readily
evident in the history of science. In fact, the more breakthrough or revolutionary the theory,
the more likely it is to go against existing data and therefore lack access to immediate valida-
tion. To illustrate, Galileo had a contrarian and (at the time) unorthodox belief that the Earth
orbited around the sun. The data, observations, and scientific consensus at the time were all
against Galileo’s theory (Wootton, 2010). Existing scientific observations, data, and facts
invalidated him. Therefore, he resorted to alternative sources of validation and evidence for
his contrarian belief—new sources of data and experimentation illuminated by the theory.
Eventually Galileo was proven correct. Startups similarly may possess contrarian beliefs and
be in pursuit of realities that presently lack validation, data, and evidence. Startups of course
are not providing validation or evidence for the laws of nature, but, rather, for the possible
value of future products, strategies, and sources of value. This requires startups and firms to
develop their own, underlying causal logic for “intervening” in the world and uniquely creat-
ing value (Felin & Zenger, 2017; cf. Heckman & Pinto, 2023; Pearl & Mackenzie, 2018).

If—as we suggest—customers (or even existing data) are not a reliable source of valida-
tion for a startup, then what is? The theory-based view recognizes any number of different
mechanisms and intermediate sources of experimentation and validation for the realization
of value. Notice that the mechanisms of validation advocated by lean startup—various forms
of customer interaction and feedback—are but one of many ways for a startup to be more
evidence-based and scientific. The choice of mechanism and scientific method depends on
what a startup seeks to do and the type of theory the startup hopes to realize (Wuebker,
Zenger, & Felin, 2023). The method of validation is theory-dependent. The theory-based
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view sees the realization of a contrarian belief about value as a process of problem formula-
tion and problem solving. Intermediate “validation” (of a sort)}—and the eventual realization
of a value offering—here comes from searching for and finding a solution to a problem
(Hsieh, Nickerson, & Zenger, 2007) or solutions to a structured set of subproblems (Felin
et al., 2021) that, if collectively solved, solve the larger problem. That is, a startup’s contrar-
ian or discrepant belief provides the impetus for carefully thinking about and formulating the
set of assumptions that must be true, or the set of subproblems that must be solved in order
to make a belief true. Once formulated, startups can then search for feasible solutions to these
subproblems, or seck out evidence to validate assumptions. Failure to validate an assumption
or solve a subproblem prompt early pivots—pivots that, when possible, preserve the remain-
der of the theory (Ehrig & Schmidt, 2022). Importantly, these early pivots can occur long
before customer feedback on a complete solution is possible.

To offer a practical example of this process, consider Steve Jobs’s contrarian belief of the
mid to late 1970s that computers would be a mass-market product—a belief that led Steve Jobs
and Apple to engage in a process of problem formulation and problem solving. The contrarian
belief was central for initiating the process of value creation. At this point in time, it was by no
means obvious that personal computers would become a mass-market product, as existing
applications of computing were focused on industrial and research settings or large-scale, spe-
cialized office applications. Even the first microcomputer, the Altair 8800, sold less than
10,000 units globally, which certainly did not suggest a basis for widespread consumer demand.
The data at the time seemed to suggest that Jobs’s belief in the possibility of personal computers
was wrong, if not delusional. Undeterred, Jobs’s contrarian belief led to the formulation of a
theory and the articulation of central subproblems that stood in the way of solving the broader
problem of rendering personal computers a mass consumer product. These subproblems
included that computer use at the time required highly specialized skills, that computers were
prohibitively expensive, that computer interfaces were hard if not impossible for lay people to
interact with, that computers lacked aesthetic appeal and that the extant applications had no
resonance with the average consumer. Once formulated, such problems enabled Jobs and Apple
to search in a very direct way, to be guided toward and recognize subproblem solutions that
enabled the development of a persuasive final product—the personal computer.? We suspect
that an early effort to quickly roll out a clunky minimum viable product would merely have
frustrated consumers and producers, rather than provide productive feedback.

We recognize that Blank and Eckhardt discuss various opportunities to advance and
strengthen the lean startup approach—from its original conceptualizations—and specifically
highlight the need to include “improvements to theorizing” (2023: 15-16). They argue that
Osterwalder and Pigneur’s Business Model Canvas (BMC) “provides a way of building a
complete, falsifiable theory of a business that helps the entreprencur avoid omitting an activity
essential to new business formation” (Blank & Eckhardt, 2023: 16). We concur that the BMC
indeed features many important issues that a startup should consider: key partners, activities,
resources, cost structure, value propositions, customer relationships, channels, revenue
streams, and customer segments. As we discuss next, however, we see hypotheses and theories
as something that originates from contrarian beliefs about how to solve problems, rather than
an exercise in mapping business models across categories like key partners or cost structure.
In our minds, the elements featured in BMC represent important downstream questions to
consider once a contrarian view and theory of value has been articulated. Specifically, a theory
enables the formulation of a problem and subproblems and guides the subsequent search for
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solutions to these problems. Many of the formulated problems can then in fact be addressed
by considering BMC-related elements like key partners or resources—but it is the overall
theory that enables the startup to recognize and see any of these possibilities (for example, in
terms of how/which key partners might help or what particular resources might be needed).

Beyond theory, Blank and Eckhardt also recognize the importance of the construct of a
problem and, particularly, what they call “problem testing.” However, problem testing,
according to Blank and Eckhardt, “starts with ethnographic interviews” of customers and
others that might have insights into various aspects of the BMC (2023: 7, emphasis added).
From the perspective of the theory-based view, problems are not “tested” per se (although
certainly some aspects might be). Rather, startups should first formulate a problem and rel-
evant subproblems, compose a theory, and then engage in a process of solving subproblems
by acquiring relevant resources, finding relevant technologies, or partnering with particular
stakeholder or actors. We discuss the logic behind this argument next, and link it to the practi-
cal tool—called Value Lab—that originates from the theory-based view.

Practical Framework and Examples: Lean Versus Theory-Based
Approach

Since both the theory-based view and lean startup are normative, it is important to delineate the
“steps” and advice that each approach respectively offers for startups and entrepreneurs. In many
ways, lean startup’s great virtue is that it has offered a set of practical tools for startups (Shepherd
& Gruber, 2021). This research is in line with extant work that has sought to specify different
types of “interventions,” treatments, and normative prescriptions that might enable startups and
companies to be more effective in their decision-making (e.g., Chatterji et al., 2019; Heshmati &
Csaszar, 2023; Kotha et al., 2023; Morris, Carlos, Kistruck, Lount, & Thomas, 2023). This work
is in stark contrast to much academic research in entrepreneurship, which focuses on empirical
description or theoretical abstraction, and therefore tends to be less accessible and useful to prac-
titioners. The theory-based approach shares the desire to offer a normative framework for inter-
vening in the world—even a pragmatic tool to help entrepreneurs be more effective (Felin et al.,
2021). The theory-based view asks startups to envision how they might counterfactually “inter-
vene” in the world—emphasizing causal analysis and causal inference (Frisch, 2013; Heckman &
Pinto, 2023; Pearl & Mackenzie, 2018)*—and further asks startups to develop their own, unique,
forward-looking “causal logic” for how to create value. The more general premise of the theory-
based view is that theories inherently are (or should be) practical or pragmatic. Any intervention
made by startups should be theory-guided. Thus, we strongly concur with Lewin who argued that
“there is nothing so practical as a good theory” (1943: 118).

Value Lab as Practical Tool: Causal Logic for Theory Building and Testing

Blank and Eckhardt (2023) discuss and highlight some of the key practical frameworks of
lean startup in their article, such as the Market Opportunity Navigator and Business Model
Canvas. To offer a contrast to these frameworks, we discuss below a practical framework
based on the theory-based view, called the Value Lab (see Figure 1, building on Felin et al.,
2021). Contrasting the prescriptions of lean startup and the theory-based view is useful as it
highlights what is practically emphasized and normatively suggested to entrepreneurs.
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Figure 1
Value Lab

Theory Actions (to solve subproblems)
Beliefs Core Problem Run Experiments

Subproblems

Secure Resources
Causal Logic
IF Search for Solutions
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Source. Adapted from Felin, Gambardella, and Zenger (2021: 70).

At a high level, Value Lab invites entrepreneurs and their collaborators to engage in three
conversations to develop their theories and underlying causal logic for value creation. The
first is a conversation about beliefs. Here entreprencurs are pushed to articulate what they
believe—specifically, what they believe that is in some form distinct, different, or contrarian
from what others believe in relation to a space they seek to enter or a problem they seek to
solve. Beliefs are the essential “raw material” of hypotheses and theories. The reason valu-
able beliefs need to be distinct, contrarian, or discrepant is because this enables startups to
attend to potential sources of value that are not evident to others. Beliefs that are contrar-
ian—somehow unique and different—enable entrepreneurs to “hack” competitive factor
markets and create value (Barney, 1986; Felin et al., 2023). After all, value creation happens
in a competitive context where obvious sources of value are likely to be competed away, thus
placing a premium on unique and different ways of seeing the world.

As highlighted by Value Lab (see the first column), one way to elicit contrarian or hetero-
geneous beliefs is to first articulate the common beliefs or “orthodoxies” that others hold.
These are deeply held beliefs or unquestioned assumptions about such things as customer
taste or behavior, technology, or any number of other domains: supply chains or structure,
governance, the evolution of markets, or future societal trends. Articulating the commonly
held beliefs within an industry or market space can help entrepreneurs consider and sharpen
what is truly unique or different about what they believe. To offer some brief examples, Steve
Jobs famously held the unique belief that personal computers could become a mass market
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product; Howard Schultz believed coffee could be sold at a substantial premium; and, in the
1970s, the management of Luxottica—now the world’s largest eyewear conglomerate—
believed eyewear could be transformed into a fashion item.

Of course, contrarian beliefs are just “talk” unless they lead to some form of practical
problem solving and action. Therefore, the second conversation (see the second column of
Figure 1) invites entrepreneurs to transform their unique beliefs into well framed problems
that need to be solved (cf. Baer, Dirks, & Nickerson, 2013). Put differently, problems can be
seen as the obstacles that stand in the way of realizing the contrarian or heterogeneous belief
of the startup. Value creation in the theory-based view is fundamentally about finding, for-
mulating, and solving problems (Nickerson & Zenger, 2004)—a process that is initiated by
contrarian or heterogeneous beliefs (Felin et al., 2021). This enables the firm to develop a
unique causal logic for how to create value. This involves formulating and solving problems
unseen by others or solving widely recognized problems in new and novel ways. Again, this
conversation involves more than restating a contrarian beliefas a problem, but rather demands
articulating the central obstacles that stand in the way of making a contrarian belief true.

An alternative framing asks, what must be true—or made to be true—for the entrepreneur
to solve the central problem at hand. Often the factors that must be made true are a set of
subproblems that need to be solved. To illustrate, Airbnb’s initial contrarian belief was that
vacant rooms or apartments could be utilized as “hotel” accommodations—a belief that ini-
tially was seen as ludicrous (Felin & Zenger, 2017). The core problem for Airbnb was to
broker safe, easy, and reliable access to the idle capacity found in privately owned housing.
To solve this problem, the founders needed to address several key subproblems: develop an
efficient and accessible matching mechanism (matching those seeking accommodation with
those willing to offer it), facilitate secure payment, develop trust between complete strangers,
and develop an efficient and effective vehicle for onboarding and listing properties that accu-
rately signal the level of quality.

Notice that the process of assembling value is, more often than not, multistage, where dif-
ferent aspects of the theory are tested through different means. Put differently, composing
value demands that different actions are used to solve different subproblems which collec-
tively solve some larger problem. Thus, there is no one-size-fits-all approach to how a startup
might solve problems or validate a particular solution. Rather, what the startup needs to do is
theory-dependent (Wuebker et al., 2023). For example, Airbnb founders—as suggested by
lean startup—in fact created what some might term a minimum viable product by renting out
their own apartment (Gallagher, 2017).5 Other aspects of their theory were addressed through
different means, for example, by searching for subproblem solutions—Ilike how to promote
trust among strangers—which they solved by incorporating an eBay-like rating system.
Thus, the eventual test of a theory, and the resulting product or service offering, emerges
from different experiments, tests, and solutions linked to individual subproblems with the
overall causal logic providing the glue that integrates across subproblems and assembles the
actions and resulting value. To offer other examples: for Jobs and Apple, the core problem of
generating a mass market personal computer required solving problems related to elegance,
case of use, and reliability; for Luxottica, launching eyeglasses as fashion items required
developing a competence in fashion design, composing an ability to market eyeglasses in
different countries, and developing a capacity to access and control their retail distribution
(Camuffo, 2003). In all, in Column 2 of Value Lab (Figure 1), the aim is to structure the larger
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problem by articulating the set of subproblems that the entrepreneur believes must be solved
to solve the larger problem. The problem and constellation of subproblems—and their over-
all causal structure—then becomes both the scaffolding around which a theory is built, and
the guidance for actions to test various components of the theory.

The third conversation invites entrepreneurs to transform this articulation of an overarching
problem with subsidiary subproblems into an expression of the firm’s theory of value. This
expression seeks to capture the overall causal reasoning and structure of how value will be cre-
ated—representing an exercise in causal logic (Pearl, 2009; Pearl & MacKenzie, 2018; also see
Heckman & Pinto, 2023). The startup essentially is asked to think about how they might practi-
cally “intervene” in the world to create the conditions that enable the creation of the contrarian
value that they foresee. Value Lab pushes the startup to create a logical causal diagram that goes
from startup-specific beliefs to associated problems (and subproblems) and associated actions
(including various forms of experimentation). As highlighted at the bottom of Column 2 in Figure
1, the overall logic of the theory can be summarized as a causal if-then statement that captures the
overarching problem and subproblems. To illustrate, this might take the following form in the
context of a company like Airbnb: “Airbnb believes that it can broker safe, reliable access to pri-
vate hotel capacity, if it can generate trust between strangers renting and offering private hotel
space, offer secure payment, and provide an effective vehicle for onboarding new properties while
accurately signaling the quality of properties.” Clearly this expression is not necessarily a version
crafted for public consumption, but it lays out what Airbnb believes it needs to make true to solve
the problems it seeks to resolve, and thereby compose novel value.

The first two columns of Value Lab—focused on contrarian beliefs and problem solving
(and establishing an underlying causal logic of the theory—offer the central foundations of
the theory-based view and thus provide a useful contrast with lean startup. Economic value
from the theory-based perspective originates from contrarian beliefs—and their pursuit along
with associated problem framing and solving—while lean startup primarily emphasizes the
rapid feedback from customers. In the third column of Value Lab, entrepreneurs are invited
to consider alternative actions to take—actions that test, experiment, and explore solutions to
the set of subproblems that must be resolved to solve the larger problem and generate the
value that the entrepreneur foresees. This may involve conversations with customers, but
also conversations with potential suppliers, resource providers, or other stakeholders
(Wuebker et al., 2023). This process also involves identifying resources or technologies that
need to be acquired for the hypothesized value to be created, where the theory guides startups
to see and recognize solutions to the problems that have been formulated. As we discuss
below, part of what the theory-based view of startups reveals is a way to accelerate learning
about a theory even before obtaining customer feedback, by effectively matching entrepre-
neurial actions—including experiments—to the theories entrepreneurs propose. In all, the
unique, startup-specific mix of actions (see Column 3 of Figure 1)—types of experiments,
identification and securing of resources, and search for solutions—is guided by the cognitive
work and theorizing that is done by addressing the previous two columns.

Discriminating Alignment Versus One-Size-Fits-All

The theory-based view of startups is a form of “meta”-theory that does not prescribe or
emphasize any one way of validation, experimentation, team building, or governance. Rather,
the theory-based view—and a tool like Value Lab—provides entrepreneurs with the
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scaffolding to come up with their own theory and startup-specific causal logic, and then to
align or “match” the right activities and practices to validate and compose value with that
theory (Wuebker et al., 2023). The theory-based view thus takes a page from transaction cost
economics (Williamson, 1998)¢ and argues that entrepreneurial actions (including experi-
ments) should be contingent on the type of theory and value that an entrepreneur envisions
and explores. Our focus on contingency is broadly echoed by Zahra who argues that entre-
preneurship research has “overlooked the importance of the contextual variables that stimu-
late, shape, and define the entreprencurial act” (2008: 243). In our case, these contextual
variables have to do with the heterogeneous beliefs and theories of startups and how different
forms of experimentation, testing, and acting enable their realization and the creation of
value.

By way of contrast, lean startup tends to push toward one-size-fits-all solutions, at the
expense of a more contingent perspective. Lean startup’s strong emphasis on customer vali-
dation—due to information asymmetry between startup and customer—and the associated
prescription of MVPs provides but one example (Blank & Eckhardt, 2023). Other examples
can be highlighted. For example, lean startup argues that the idea that startups should engage
in “stealth mode” has been made obsolete by the power of quick and transparent customer
interaction. As put by Blank, “the lean startup methodology makes [stealth mode] obsolete
because it holds that in most industries customer feedback matters more than secrecy and that
constant feedback yields better results than cadenced unveilings” (2013: 6). We disagree.
From a theory-based perspective, whether a startup should engage in secrecy or not—or any
other practice (including the development of an MVP)—is dependent on the nature of the
product or value offering that the startup is envisioning. Stealth and secrecy, in some situa-
tions, can be vitally important to the ultimate success of a startup, and therefore critical to
maintain as a theory is explored and realized (Wuebker et al., 2023; also see Bryan, Ryall, &
Schipper, 2022).

The prescriptions of the theory-based view—which experiments to conduct, or which
actions to take—are contingent. To illustrate the contingent actions prescribed by the theory-
based view, we might return to Value Lab (Figure 1). Specifically, the third column points
toward various types of actions that a firm might take to validate, experiment with, execute,
and realize various aspects of their theory of value. In other words, once a contrarian or dis-
crepant belief has been developed (see Column 1) a problem (with subproblems) identified,
and a theory composed, then startups can engage in a structured process of experimentation,
resource identification, or acquisition, focused on solving the problem and subproblems. For
example, a multitude of validation methods might be utilized in the realization of a given
theory of value. The fashion eye glass firm Luxottica engaged in various forms of preliminary
experimentation and actions—before interacting with customers—by observing the success
of specific market players (essentially vicariously learning) and acquiring them (Camuffo
etal., 2023a). The learning and activities of Luxottica were driven by the firm’s overall theory
about “fashionable” glasses and the downstream problems—many of them related to vertical
integration and different forms of licensing arrangements—which they needed to solve to cre-
ate value from that theory.

The difference between a lean versus theory-based approach to startups is that the latter
does not prescribe a primary method of validation, experimentation, or entrepreneurial
action. This contrasts with lean startup. Lean startup argues that “while other methods of
experimentation are not explicitly excluded, the primary methods of testing business theory
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in the lean startup” are focused on three ways of interacting with customers, namely: the “use
of interviews with potential customers and experts, product testing with an MVP, and cus-
tomer surveys (Blank & Eckhardt, 2023: 18, emphasis added). The primary methods for
testing a theory from a theory-based perspective are more far-ranging and depend on the
nature of the theory itself, specifically the subproblems that need to be solved, or the prem-
ises that need to be made true. From a theory-based perspective there is no primary method
of experimentation, but rather a multitude of methods, including talking with potential sup-
pliers, analyzing relevant technology, thought experimentation, persuading various stake-
holders, searching for subproblem solutions (perhaps in other industries), and of course
eventually obtaining customer feedback. From a theory-based perspective, the method of
experimentation that is utilized depends on what the startup hopes to accomplish and the
nature of the subproblems the startup needs to solve.

The problem is that rapidly developed customer-oriented MVPs only cover—and provide
seeming validation for—a small and (often) incremental set of products that startups could
feasibly create. In terms of creating significant value, startup products and value offerings are
more likely to reflect theories involving multiplicative or combinatorial “packages” or bun-
dles of features and unresolved subproblems that cannot meaningfully be validated by cus-
tomers all at once upfront. The imagined end product often results from a “multi-step”
process and overall causal structure that involves formulating problems and subproblems,
then searching for solutions, engaging in experimentation, and acquiring the relevant solu-
tions and resources. Some technology solutions might be readily incorporated off-the-shelf,
while others require further development and integration. Some aspects of the product or
value offering might be validated by a sequence of experiments, for example through A/B
testing (aspects that lend themselves to comparing more desirable features: like what color a
product should be) or some other form of interaction with customers or other stakeholders.

An entrepreneur’s theory guides the orchestration of an overall process of value creation,
including the mix of activities and types of experiments that the startup should engage in.
Thus, with many startup products and value offerings—particularly ones that are truly dis-
ruptive and not merely incremental—there is no immediate MVP or prototype that can be
created to enable quick feedback or easy customer validation. In some cases, this might be
possible—particularly for a specific aspect of a startup’s overall theory—but, in many cases,
customers may in fact provide misleading signals rather than useful validation, particularly
for products that they simply cannot (yet) imagine using.

All that said, lean startup’s emphasis on the need for startups to “learn” is certainly echoed
from a theory-based perspective. However, the mechanisms of learning from a theory-based
view include a larger menu of options. Rather than jumping by default to quickly develop and
test an MVP (or a sequence of MVPs) and thereafter calibrating product market fit, here the
learning exercise—as pointed to in the last column of Value Lab—typically involves testing
assumptions, searching for subproblem solutions, and evaluating relevant technology or
resources that might enable solving critical subproblems. In this sense initial experimentation,
search, and learning is not about product market fit, but about determining whether a path to
substantiating the contrarian belief—and a path to solving the corresponding problems—is
feasible. Again, some aspects of the startup’s value offering might be tested with an MVP,
amongst a host of other forms of experimentation, solution search, and resource acquisition.

The central point here is that startups need to appropriately “match” their actions with the
type of theory they are pursuing, rather than relying on one-size-fits-all solutions. Here we
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might think of the entreprencur as a Coasean (Coase, 1937) “entrepreneur-co-ordinator” who
judges what activities to pursue and how and with whom to pursue them. The theory-based
view similarly argues that these various activities and practices—whether to engage in them
or not, and how—depend on the type of theory the entrepreneur is pursuing. In some
instances, targeted feedback from (some) customers might indeed offer a valuable informa-
tional signal about a particular aspect of a prospective product or value offering. In other
instances, however, customers might merely lead a startup astray. This type of discriminant
nuance is essential. In all, the real power of generating a well formulated theory through a
tool like Value Lab lies in accelerating the pace at which an entrepreneur learns about a the-
ory’s value. A theory provides the roadmap for actions that accelerate learning. In this effort,
the theory-based view is not wedded to any particular action or form of experimentation—
like the need to focus on immediate customer validation. Of course, these approaches are not
ruled out, but their use depends on the nature of the theory a startup is pursuing.

Pivots, Structured Theories, and Revised Beliefs

As emphasized by Blank and Eckhardt (2023), lean startup highlights not just learning
from customers but also the need for startups to pivot. A pivot is broadly defined as a change
in the direction, strategy, product or value offering of a startup or firm (also see Kirtley &
O’Mahony, 2023, Burnell et al., 2023, and Leatherbee & Katila, 2020). Lean startup argues
that if early and frequent interactions with customers do not offer validation for a particular
product or strategy, then startups need to learn and change, that is, pivot toward something
else. The central idea is that faster failure leads to faster pivots—a quicker shift to a more
productive path. As put by Blank, startups “that ultimately succeed go quickly from failure to
failure, all while adapting, iterating on, and improving their initial ideas as they continually
learn from customers” (2013: 5, emphasis added).

From a theory-based perspective, learning, changing, and pivoting are also important;
however, the central question for lean startup is, how should a startup decide what to pivot
toward (or what aspect of the value offering to change, and how)? What does a startup learn
from the process of interacting with customers? Might a startup have learned the wrong
things from a particular customer interaction? Or, what should happen if a startup’s MVP
does not receive validation from customers? When responding with a pivot, should the focus
be on changes in the customer segment targeted, in the product attributes or mix, in the pric-
ing, distribution, or perhaps the entire business model? Without a theory, a startup is left to
the whims of customer feedback or aimless trial and error. From a theory-based perspective,
any feedback is informed by a startup-specific theory, thereby providing greater precision for
when and what to pivot toward.’

A virtue of the theory-based view of startups is that it provides greater precision around
what motivates (or should motivate) an entrepreneur’s decision to pivot, including an early
pivot before a minimum viable product can even be composed. In the theory-based view,
early pivots are motivated by an observation that a subproblem is unsolvable or a critical
assumption is false. By contrast, lean startup focuses on pivots stemming from failure to
achieve product market fit. While the theory-based view acknowledges this important source
of pivots, the need to change a theory may become salient long before obtaining product
market feedback, because, for example, the entrepreneur realizes that some of the subprob-
lems are unsolvable or some of the assumptions are unsupported. In an important sense, a
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well composed theory permits even faster pivoting—pivoting in advance of obtaining market
feedback on a product offering or a full MVP. Well-developed theories also enable more
informed pivots—or, put differently, more informed revisions to beliefs. By exploring spe-
cific assumptions or seeking out solutions to critical subproblems, entrepreneurs examine the
causal links or assumptions of their theories (Ehrig & Schmidt, 2022). This form of testing
may occur in different ways for different aspects of a product or value offering. For example,
Steve Jobs explored possible solutions to the subproblem of ease-of-use and eventually
encountered the graphical user interface. Airbnb founders sought out solutions to elevating
trust between strangers or arranging for secure payments, and found a useful approach in
how eBay and other companies had dealt with similar problems. Luxottica explored different
solutions for getting control of the retail network. The identification of these solutions—that
is, what made these solutions salient to the entrepreneurs—was only possible given the initial
contrarian belief and the formulation of a core problem which motivated the search for these
solutions.

In a valuable extension of the theory-based view, Ehrig and Schmidt (2022) argue that
entrepreneurs should order their assumptions—those things that must be true or must be
made true— based on strength, and then test the weakest premise. When premises or assump-
tions are unsupported, entrepreneurs must revise their beliefs, ideally by replacing the unsup-
ported assumption with an alternative that preserves the remainder of the causal theory. Only
when an alternative cannot be found does the entreprencur abandon a theory and take up a
major pivot.

Within the framework of Value Lab, we view premises and assumptions as frequently tak-
ing the form of subproblems to be solved, and thereby made true. For instance, Airbnb’s
theory is only as strong as its weakest premise—that is, its ability to solve its most intractable
subproblem. In other words, the theory falls apart if Airbnb cannot find a mechanism to build
trust among strangers who seek to offer or rent private hotel space. Airbnb’s theory hypoth-
esizes a path to solving this subproblem. But if the hypothesized approach fails, Airbnb must
either find an alternative way to resolve it (a sub-pivot of sorts) and thereby make this
assumption true, or Airbnb must revise the theory, finding a new premise or set of premises
that will support the overarching conjecture (Ehrig & Schmidt, 2022). As outlined in Value
Lab, experiments, data gathering, and resource search all focus on solving subproblems, in
support of validating a theory, or facilitating its revision.

Camuffo et al. (2023a) and Camuffo, Gambardella, and Pignataro (2023b) provide a
closely related framing. They argue that entrepreneurship necessarily involves making “low-
frequency high-impact” decisions—decisions that, because they are rare, cannot rely on past
data to guide choice. They argue that theory formation begins with problem framing that
includes defining relevant attributes and the relationships that connect them. For example,
Luxottica realized that it could move into fashion eyewear from its standard business of eye-
wear solutions for vision correction. The theory of the standard business was to focus on
lowering costs, which lowered prices, raised demand, and generated economies of scale—
thereby generating a virtuous cycle of low costs, low prices, and high demand. Since the
product was standard, relations with customers could be delegated to carefully managed
retail stores. However, the idea of transforming eyewear into a fashion item reflected a new
theory. From a potentially wide array of alternative framings about how to create this trans-
formation, Luxottica focused on initiating alliances with fashion brand companies. The
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theory was that Luxottica could leverage the competence and brand of these companies
rather than compose their own capability. The theory was that these fashion brands could
apply their craft to a new domain—eyewear—and create truly original styles. In turn, this
implied that Luxottica had to develop direct relations with customers, and this would thus
demand integrating forward into retail. Luxottica tested this theory by monitoring small com-
panies in the fashion glass business and by striking an early alliance with Armani. These
experiments corroborated that there was a potential demand and mass appeal for higher-end
eyewear that was fashionable, and that by building on the style and market of Armani, it
could generate demand for Luxottica’s new products.

Overall, the theory-based view provides a distinctly different approach to learning—one
less reliant on customer feedback and simple product market fit. The theory-based view is
informed by experiments that test assumptions and search for subproblem solutions. Through
this process, startups revise their beliefs as they learn—guided in the varied actions they take
to facilitate learning by a startup-specific theory that points toward testing assumptions,
searching for solutions to problems that have been formulated, or discovering critical
resources.

Corroborating Evidence and Empirical Research Opportunities

The real validation for any normative theory is whether it works. Specifically, does a par-
ticular “treatment”—the advice or set of steps suggested by the theory or approach—actually
enable startups to create more value, to engage in better pivots, and lead to better perfor-
mance outcomes? Thus, next we briefly report on the current and ongoing empirical findings
related to the theory-based view of startups, including one study that also directly compares
lean startup with the theory-based view.

In a randomized control trial (RCT), Camuffo et al. (2020) randomly allocated 116 Italian
startups to a treatment and a control group. Both groups underwent business-related training
(eight sessions, every other week). The treatment group was trained to think scientifically by
asking entrepreneurs to formulate theories and test them. (Note that this study followed the
broad contours suggested by Value Lab, although the study was done prior to the full articula-
tion of the framework.) By contrast, the control group was introduced to standard entrepre-
neurial tools and logic, such as external market analysis. This same design—with the same
treatment and control groups—was replicated with additional RCTs totaling 759 randomly
allocated startups (Camuffo, Gambardella, Messinese, Novelli, Paolucci, & Spina, 2024).

These initial RCTs produced three main findings. First, treated startups were more likely
to terminate the pursuit of their entrepreneurial idea and were more likely to terminate them
earlier. This termination result is intriguing. Treated entrepreneurs recognized earlier, and to
a greater extent, that their ideas were in fact not valuable. This saves entrepreneurs—as well
as investors and other stakeholders—precious resources and time. Anecdotal evidence from
the startups in the training program corroborates this conjecture. Treated entrepreneurs rec-
ognized, based on good logical reasoning, why their ideas were not worth pursuing, and they
recognized it earlier. Second, treated entrepreneurs pivoted once or twice, whereas entrepre-
neurs in the control condition did not pivot at all or pivoted many times. This pivoting result
is consistent with the idea that when entrepreneurs see that their idea does not work, they
know where to pivot, in line with the idea that theory-based entrepreneurs make more
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informed revisions to their beliefs. Conversely, entrepreneurs in the control group were more
inclined not to change their idea, or to pivot rather “indefinitely,” in an aimless search for an
alternative path to creating value. Without an underlying logic—or theory—that explains
why their idea is not successful, they do not see how to remedy it by pivoting to a revised,
better theory. Third, and finally, treated entrepreneurs obtained larger revenues and per-
formed better, conditional on remaining active. This is consistent with the idea that a tighter
theoretical focus can support a superior ability to discard false positives, and that more
informed pivots improve performance results.

Further corroboration has come from the work of Novelli and Spina (2022). Their
study included both new firms as well as more established, small organizations (with less
than 10 employees) in a randomized control trial. Firms in the treatment group were
encouraged to develop a theory with hypotheses that solved a problem. The control group,
on the other hand, was simply exposed to generic strategy frameworks and testing tech-
niques. Treated firms grew more quickly (in terms of revenue) than the control group, but
the effect was more pronounced for more established small firms relative to newer start-
ups. Qualitative evidence suggested that the treated group better understood when some
of their beliefs were unsupported or that some of the problems (or subproblems) could not
be solved, and therefore necessitated a pivot. While not a direct comparison of normative
guidance from the theory-based view versus lean startup, the findings are nonetheless
consistent with the importance of firm-specific theories when exploring and realizing new
and contrarian ideas.

Finally, Agarwal et al. (2023) adopt a more elaborate research design that aims to explore
the impact of a theory-guided approach versus a purely evidence-based approach, more con-
sistent with lean startup. They studied 150 Tanzanian entrepreneurs randomly allocated to
two training programs (six sessions, every other week). In one training program entrepre-
neurs were trained to formulate theories about their business based on causal links (identify-
ing causes and effects) and test them via hypothesis development. In the other training
program entrepreneurs were trained to find evidence for hypotheses, focusing on creating a
minimum viable product and receiving feedback from customers. This study thus offers a
relatively direct test—though preliminary—of the theory-based approach versus lean startup.
The entrepreneurial firms treated with the theory-based approach attained significantly
higher performance metrics, including higher revenues and higher profits, compared to the
firms in the control condition which received the lean startup treatment (which was included
in the control condition). The RCT also found that when the theory-guided entrepreneurs
choose to pivot, they change more elements at the same time. That is, they adopt a more
holistic approach to the business reflecting a broader, theory-informed perspective of what
they need to do and test, and what they should aim at (and pivot toward). Entreprencurs in the
purely evidence-based training only changed single elements.

Most of the empirical work within the domain of “entreprencur as scientist” is relatively
recent. Some of the above RCTs offer early evidence that teaching entrepreneurs to be the-
ory- and science-based improves performance outcomes (above and beyond basic business
training) and leads to better performance as well as more informed experimentation and more
focused pivots (Camuffo et al., 2021). However, Lean startup has of course also received
empirical support from RCTs (Kotha et al., 2023). Our hope is that the varied approaches that
focus on introducing the scientific method to startups can be studied comparatively, side-by-
side, to understand the respective virtues and limitations of each approach.
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Various entrepreneurial frameworks—such as the theory-based view, lean startup, effectua-
tion, and discovery-creation—can each offer and put forward their respective treatments and
methods for comparison. Various RCTs and empirical studies have suggested different types of
treatments for startups, highlighting how interventions such as formal advice from peers (e.g.,
Chatterji et al., 2019) and specific types of business training (Kotha et al., 2023; also sce
Santamaria, Abolfathi, & Mahmood, 2023) can improve decision making and startup perfor-
mance. While different forms of intervention are feasible, we argue that a theory-based approach
to these interventions—that is, training startups to develop their own theory of value—will yield
the best results. This of course is an empirical question, and thus further work is needed to cor-
roborate this claim. More generally, we hope that future work can design and run explicit “horse
races” between the varied proposed treatments and methods—Ilike the theory-based view and lean
startup (among others)—to discover their relative virtues and comparative implications for startup
performance and value creation. Since intervention-oriented work (like RCTs) are a relatively
new method within the domain of entrepreneurship and strategy, these types of comparisons have
yet to be performed, although this certainly offers an important direction for future work.

In comparing different theories of startups and entrepreneurship, it is important to rec-
ognize the issue of contingency. That is, it might be that the value of different prescriptions
and normative interventions is a function of the types of settings, types of outcomes, and
types of startups that a given theory is focused on. Lean startup’s focus on customers cer-
tainly lends itself to value creation in settings where rapid learning from customers makes
sense; but, in other situations—for example, where products are more complex or require
substantial investment—customer feedback might not be as effective as other forms of
validation. Thus, we see a need to develop contingent arguments that outline different
theory types or forms of value creation, in order to explore which are best matched with
varied types of validation, experimentation, and forms of governance (Wuebker et al.,
2023). Importantly, comparative work like this can begin to establish the respective bound-
aries and contingencies of various approaches to entreprencurship, delineating when and
why certain approaches work. This type of research would offer extremely valuable
insights and inform what is taught at universities, various training programs, accelerators,
and incubators across the world. Furthermore, it would enable scholars to establish the
boundary conditions of each approach, and enable the development of a more nuanced,
contingent approach to entreprencurship.

Before concluding, we offer some conciliatory, integrative thoughts. While we have high-
lighted a number of differences between lean startup and the theory-based view, there is
certainly room for a heterogeneity of approaches when it comes to understanding something
as complex as startups, strategy, and value creation. After all, a theory, by definition, cannot
explain everything. Like maps, theories and models aim to provide focused representations
of complex phenomena, rather than fully mirroring reality. Each theory provides a map of
what it sees as important—simplifying and distilling key patterns rather than incorporating
every detail. Different camps and schools of thought—within the domain of entrepreneurship
and strategy—make different things salient, each offering a unique “lens” that focuses aware-
ness and attention on certain phenomena. This is why we think there is power in moving
toward a “contingent” approach with regard to a more scientific approach to startups, where
contingencies and boundaries of different tools and approaches are recognized and appropri-
ately utilized.
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Conclusion

In this paper, we contrast the theory-based view with lean startup, in an effort to point
toward a “scientific method” for entrepreneurship. We laud lean startup for its normative
engagement with entrepreneurial practice and its call for a more scientific approach to startup
activity. The theory-based view shares this agenda. However, while both approaches argue
for a scientific approach to venture creation, they diverge in their underlying mechanisms
and practical guidelines. In this paper we question the strong emphasis that lean startup—as
outlined by Blank and Eckhardt (2023)—places on the information asymmetry between
entrepreneurs and customers, bounded rationality, and the associated emphasis on customer
validation (through MVPs and rapid, frequent feedback from customers). While customer
feedback can be important in some situations, we highlight how it is far from a panacea. By
way of contrast, the theory-based view emphasizes the role that contrarian or heterogeneous
beliefs and theories play in shaping startup-specific experimentation, resource acquisition,
and problem solving. We emphasize the need for discriminating alignment when it comes to
entrepreneurial action, where one-size-fits-all tools yield to a recognition of the importance
of contingently matching different activities, forms of experimentation, and practices with
what entrepreneurs seek to accomplish. Our hope is that further theoretical and empirical
work on the respective similarities and differences across different approaches to entrepre-
neurship will enable scholars to develop normative models that help startups improve their
decision-making and performance outcomes.
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Notes

1. Even if large-scale customer feedback and data is secured or is somehow available, it is unclear how a
startup might (statistically or otherwise) aggregate all this information and use it for scientific validation. Should
startups utilize and focus on the modal, average, or some other form of aggregate customer response? For example,
if many customers say that a particular feature is needed, does this provide the evidence, informational signal, and
scientific validation needed to include that feature? It may or may not. It is easy to mistake frequency with valida-
tion and evidence. It could be that just one customer, amongst dozens or even hundreds, offers a much-needed
insight for the development of the product offering or a certain feature. But there would be no way to identify this
particular customer insight, as startups might naturally focus on more-frequently mentioned points of feedback. In
other words, some mechanism is needed to identify or recognize—amongst a vast set of possible responses—those
insights that might be most valuable. This is why it is critically important to correctly specify the right form of
experimentation and validation upfront.

2. We do not mean to imply that lean startup is “playing catch-up” to the theory-based view. Rather, the
emphasis of each approach simply has been on different issues—which provides the focus of this article. These two
literatures were developed roughly contemporaneously and independently. Early work on the theory-based view was
published in 2009 (Felin & Zenger, 2009), including links to the problem-solving perspective (Nickerson & Zenger,
2004). Ries’s influential and widely-used book Lean Startup was published in 2011. And Steve Blank of course did
important, earlier work on customer development and lean startup.

3. Of course, one of Jobs’s most famous subproblem solutions involved leveraging technology being devel-
oped at Xerox Parc. While the common narrative is that this was a rather serendipitous solution discovery, in truth
Apple engineers were well aware of many details of the technology being developed at Xerox, and Jobs’s visit to
Xerox Parc was preceded by Xerox being granted the right to purchase an equity position in Apple in exchange


https://orcid.org/0000-0002-9830-4066

3102 Journal of Management / November 2024

for revealing its technology (see https://web.stanford.edu/dept/SUL/sites/mac/parc.html#:~:text=Finally%2C%20
as%20several%20authors%20have,already%20going%200n%20at%20Apple).

4. We recognize that there are extant debates about the right econometric, statistical, and computational
tools for understanding causality (Heckman & Pinto, 2023; Pearl & Mackenzie, 2018). Our emphasis is on the need
for startups to develop their own, firm-specific and unique causal logic for how they imagine creating value—which,
in turn, can then guide their downstream choices for potential measurement, experimentation, and evidence-gather-
ing. We suspect that managerial practice will offer unique insights and tools to also address questions of causality
within the domain of economics and management science.

S. Thanks to one of our editors for pointing this out.

6. The idea of discriminating alignment is aptly captured by Williamson as follows: “transactions, which
differ in their attributes, are aligned with governance structures, which differ in their cost and competence, so to
effect a (mainly) transaction cost economizing result” (1998: 37). The central variable of discriminant alignment
within the theory-based view is focused on heterogeneous beliefs and theories. That is, the theory-based view of
startups starts with the premise of heterogeneity in beliefs or theories and the need to appropriately “match” (or
discriminately align) them with the right forms of experimentation, funding, governance structure, team building
and human capital, and so forth (Wuebker et al., 2023).

7. Precision pertains to the idea that actions have to do with whether particular solutions, experiments, or
resources in fact solve a formulated problem or not. Actions ultimately originate from beliefs which shape the formu-
lation of problems, and if the right solutions cannot be identified, then startups can update their beliefs accordingly.

References

Agarwal, R., Bacco, F., Camuffo, A., Coali, A., Gambardella, A., Msangi, H., Sonka, S. T., Temu, A., Waized,
B., & Wormald, A. 2023. Does a theory-of-value add value? Evidence from a randomized control trial with
Tanzanian entrepreneurs. SSRN Electronic Journal. doi:10.2139/ssr.4412041

Artinger, F., Petersen, M., Gigerenzer, G., & Weibler, J. 2015. Heuristics as adaptive decision strategies in manage-
ment. Journal of Organizational Behavior, 36: S33-S52.

Baer, M., Dirks, K. T., & Nickerson, J. A. 2013. Microfoundations of strategic problem formulation. Strategic
Management Journal, 34: 197-214.

Barney, J. B. 1986. Strategic factor markets: Expectations, luck, and business strategy. Management Science, 32:
1231-1241.

Benner, M. J., & Zenger, T. 2016. The lemons problem in markets for strategy. Strategy Science, 1: 71-89.

Blank, S. 2013. Why the lean start-up changes everything. Harvard Business Review, 91: 64-72.

Blank, S., & Dorf, B. 2012. Startup owner’s manual: The step-by-step guide for building a great company.
Pescadero, CA: K&S Ranch, Inc.

Blank, S., & Eckhardt, J. T. 2023. The lean Startup as an actionable theory of entrepreneurship. Journal of
Management.

Bryan, K. A., Ryall, M. D., & Schipper, B. C. 2022. Value capture in the face of known and unknown unknowns.
Strategy Science, 7: 157-189.

Burnell, D., Stevenson, R., & Fisher, G. 2023. Early-stage business model experimentation and pivoting. Journal of’
Business Venturing, 38: Article 106314.

Camuffo, A. 2003. Transforming industrial districts: Large firms and small business networks in the Italian eyewear
industry. Industry and Innovation, 10: 377-401.

Camuffo, A., Cordova, A., Gambardella, A., & Spina, C. 2020. A scientific approach to entrepreneurial decision
making: Evidence from a randomized control trial. Management Science, 66: 564-586.

Camuffo, A., Gambardella, A., Messinese, D., Novelli, E., Paolucci, E., & Spina, C. 2024. A scientific approach
to entrepreneurial decision-making: Large scale replication and extension. Strategic Management Journal.
(forthcoming). doi:10.1002/sm;j.3580.

Camuffo, A., Gambardella, A., & Pignataro, A. 2023a. Theory-driven strategic management decisions. Discussion
paper no. DP17664v2, CEPR, London.

Camuffo, A., Gambardella, A., & Pignataro, A. 2023b. Framing strategic decisions in the digital world. Strategic
Management Review, 4: 127-160.


https://web.stanford.edu/dept/SUL/sites/mac/parc.html#:~:text=Finally%2C%20as%20several%20authors%20have,already%20going%20on%20at%20Apple
https://web.stanford.edu/dept/SUL/sites/mac/parc.html#:~:text=Finally%2C%20as%20several%20authors%20have,already%20going%20on%20at%20Apple

Felin et al. / A Scientific Method for Startups 3103

Chater, N., Felin, T., Funder, D. C., Gigerenzer, G., Koenderink, J. J., Krueger, J. L., Noble, D., Schwartz, B.,
& Todd, P. M. 2018. Mind, rationality, and cognition: An interdisciplinary debate. Psychonomic Bulletin &
Review, 25: 793-826.

Chatterji, A., Delecourt, S., Hasan, S., & Koning, R. 2019. When does advice impact startup performance? Strategic
Management Journal, 40: 331-356.

Coase, R. H. 1937. The nature of the firm. Economica, 4: 386-405.

Cohen, S. L., Bingham, C. B., & Hallen, B. L. 2019. The role of accelerator designs in mitigating bounded rational-
ity in new ventures. Administrative Science Quarterly, 64: 810-854.

Contigiani, A., & Levinthal, D. A. 2019. Situating the construct of lean start-up: Adjacent conversations and pos-
sible future directions. Industrial and Corporate Change, 28: 551-564.

Ehrig, T., & Schmidt, J. 2022. Theory-based learning and experimentation: How strategists can systematically
generate knowledge at the edge between the known and the unknown. Strategic Management Journal, 43:
1287-1318.

Felin, T., Gambardella, A., Stern, S., & Zenger, T. 2020. Lean startup and the business model: Experimentation
revisited. Long Range Planning, 53(4): 1-20.

Felin, T., Gambardella, A., & Zenger, T. 2021. Value lab: A tool for entrepreneurial strategy. Management and
Business Review, 1: 68-77.

Felin, T., & Kauffman, S. 2023. Disruptive evolution: Harnessing functional excess, experimentation, and science
as tool. Industrial and Corporate Change, 32: 1372-1392.

Felin, T., Kauffman, S., & Zenger, T. 2023. Resource origins and search. Strategic Management Journal, 44: 1514-
1533.

Felin, T., & Koenderink, J. 2022. A generative view of rationality and growing awareness. Frontiers in Psychology,
13: Article 807261.

Felin, T., Koenderink, J., & Krueger, J. I. 2017. Rationality, perception, and the all-seeing eye. Psychonomic
Bulletin & Review, 24(4): 1040-1059.

Felin, T., & Zenger, T. R. 2009. Entrepreneurs as theorists: On the origins of collective beliefs and novel strategies.
Strategic Entrepreneurship Journal, 3: 127-146.

Felin, T., & Zenger, T. R. 2016. Strategy, problems, and a theory for the firm. Organization Science, 27: 222-231.

Felin, T., & Zenger, T. R. 2017. The theory-based view: Economic actors as theorists. Strategy Science, 2: 258-271.

Frisch, R. 2013. 4 dynamic approach to economic theory: The Yale lectures of Ragnar Frisch. New York: Routledge.

Gallagher, L. 2017. The Airbnb story. New York, NY: Random House.

Gigerenzer, G., & Goldstein, D. G. 1996. Reasoning the fast and frugal Way. Psychological Review, 103: 650-669.

Gopnik, A., Meltzoff, A. N., & Kuhl, P. K. 1999. The scientist in the crib: Minds, brains, and how children learn.
New York, NY: W. Morrow.

Gruber, M., & Tal, S. 2017. Where to play: Three steps for discovering your most valuable market opportunities.
London: Pearson.

Gruber, M., & Tal, S. 2024. Reflecting on the creation of the Market Opportunity Navigator (4™ tool in the Lean
Startup). Journal of Business Venturing Design, 3: Article 100017.

Heckman, J. J., & Pinto, R. 2023. Econometric causality: The central role of thought experiments. NBER working
paper no. 31945, National Bureau of Economic Research, Cambridge, MA.

Heshmati, M., & Csaszar, F. A. 2023. Learning strategic representations: Exploring the effects of taking a strategy
course. Organization Science, 0(0). doi:10.1287/orsc.2023.1676.

Hsieh, C., Nickerson, J., & Zenger, T. 2007. Opportunity discovery, problem solving and a theory of the entrepre-
neurial firm. Journal of Management Studies, 444: 1255-1277.

Kahneman, D. 2011. Thinking, fast and slow. New York, NY: Macmillan.

Kirtley, J., & O’Mahony, S. 2023. What is a pivot? Explaining when and how entrepreneurial firms decide to make
strategic change and pivot. Strategic Management Journal, 44: 197-230.

Kotha, R., Vissa, B., Lin, Y., & Corboz, A. V. 2023. Do ambitious entrepreneurs benefit more from training?
Strategic Management Journal, 44: 549-575.

Leatherbee, M., & Katila, R. 2020. The lean startup method: Early-stage teams and hypothesis-based probing of
business ideas. Strategic Entrepreneurship Journal, 14: 570-593.

Lewin, K. 1943. Psychology and the process of group living. Journal of Social Psychology, 17: 113-131.

McGrath, R. G., & MacMillan, 1. C. 2000. The entrepreneurial mindset: Strategies for continuously creating oppor-
tunity in an age of uncertainty. Brighton, MA: Harvard Business Press.



3104 Journal of Management / November 2024

Miller, A., O’Mahony, S., & Cohen, S. L. 2024. Opening the aperture: Explaining the complementary roles of
advice and testing when forming entrepreneurial strategy. Organization Science, 35(1): 1-26.

Morris, S., Carlos, C., Kistruck, G. M., Lount, R. B., Jr., & Thomas, T. E. 2023. The impact of growth mindset
training on entrepreneurial action among necessity entrepreneurs: Evidence from a randomized control trial.
Strategic Entrepreneurship Journal, 17: 671-692.

Nickerson, J. A., & Zenger, T. R. 2004. A knowledge-based theory of the firm—The problem-solving perspective.
Organization Science, 15: 617-632.

Novelli, E., & Spina, C. 2024. When do entrepreneurs benefit from acting like scientists? A Field Experiment in the
UK. SSRN Electronic Journal. doi:10.2139/ssrn.3894831

Osterwalder, A., & Pigneur, Y. 2010. Business model generation: A handbook for visionaries, game changers, and
challengers (Vol. 1). Hoboken, New Jersey: John Wiley & Sons.

Pearl, J. 2009. Causality. New York, NY: Cambridge University Press.

Pearl, J., & Mackenzie, D. 2018. The book of why: The new science of cause and effect. New York, NY: Basic
Books.

Polanyi, M. 1974. Genius in science. In R. S. Cohen & M. W. Wartofsky (Eds.), Methodological and historical
essays in the natural and social science. Boston Studies in the Philosophy of Science, vol. 14: 57-71. Dordrecht,
Netherlands: Springer.

Popper, K. R. 1969. Objective knowledge: An evolutionary approach. Oxford: Clarendon Press.

Puranam, P., Stieglitz, N., Osman, M., & Pillutla, M. M. 2015. Modelling bounded rationality in organizations:
Progress and prospects. The Academy of Management Annals, 9: 337-392.

Ramoglou, S., Zyglidopoulos, S., & Papadopoulou, F. 2023. Is there opportunity without stakeholders? A stake-
holder theory critique and development of opportunity-actualization. Entrepreneurship Theory and Practice,
47: 113-141.

Ries, E. 2011. The lean startup: How today’s entrepreneurs use continuous innovation to create radically successful
businesses. New York, NY: Crown Books.

Santamaria, S., Abolfathi, N., & Mahmood, I. P. 2023. Demand pull versus resource push training approaches to
entrepreneurship: A field experiment. Strategic Management Journal, 45(3): 564-587.

Shepherd, D. A., & Gruber, M. 2021. The lean startup framework: Closing the academic—practitioner divide.
Entrepreneurship Theory and Practice, 45: 967-998.

Simon, H. A. 1956. Rational choice and the structure of the environment. Psychological Review, 63: 129-138.

Spelke, E. S., Breinlinger, K., Macomber, J., & Jacobson, K. 1992. Origins of knowledge. Psychological Review,
99: 605.

Williamson, O. E. 1998. Transaction cost economics: How it works: Where it is headed. De Economist (Netherlands),
146: 23-58.

Wootton, D. 2010. Galileo: Watcher of the skies. New Haven, CT: Yale University Press.

Wuebker, R., Zenger, T., & Felin, T. 2023. The theory-based view: Entrepreneurial microfoundations, resources,
and choices. Strategic Management Journal, 44: 2922-2949.

Zahra, S. A. 2008. The virtuous cycle of discovery and creation of entrepreneurial opportunities. Strategic
Entrepreneurship Journal, 2: 243-257.

Zellweger, T. M., & Zenger, T. R. 2023. Entrepreneurs as scientists: A pragmatist approach to producing value out
of uncertainty. The Academy of Management Review, 48(3): 371-592.



‘l) Check for updates

Journal of Management

Vol. 50 No. 8 November 2024 3162-3182
DOI: 10.1177/01492063231204870

© The Author(s) 2023

Article reuse guidelines:
sagepub.com/journals-permissions

Who Learns Fastest, Wins: Lean Startup and
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Most entrepreneurial ventures fail. Most corporate ventures fail too, often more expensively.
Against this backdrop, Lean Startup and Discovery-Driven Growth (DDG) are methods that
emphasize rapid learning, resource parsimony, and an intense focus on validating assumptions
as ways of reducing the cost and risk of failure. Lean Startup had its roots in and makes a con-
tribution to entrepreneurship; Discovery-Driven Growth emerged instead from the study of cor-
porate innovation efforts. Both acknowledge that planning methods based on low-uncertainty
situations fall short when faced with high-uncertainty contexts. DDG suggests five design
steps that interact: defining success, checking for realism, defining operations, documenting
assumptions, and planning through checkpoints. Similar to Lean Startup, it emphasizes an exper-
imental approach to learning. Different than Lean Startup, it is less prescriptive about the
method and embraces wider uncertainties than Lean Startup’s focus on product-market fit. In
a context that has been described as an “innovation arms race,” both methods are a major
advance over traditional planning processes because they both emphasize rapid learning. As
is rapidly becoming clear, in more and more parts of the evolving digital economy, whoever
learns the fastest wins.

Keywords: corporate  venturing; entrepreneurial/new venture  strategy,  innovation
management, organizational learning; real options theory

Introduction

Economist William Baumol identified the defining feature of the “growth miracle” of
modern capitalism as the presence of a “ferocious innovation arms race” between firms in
which “the prime weapon of competition is not price, but innovation” (Baumol, 2002: ix).
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As he puts it, “what differentiates the prototype capitalist economy most sharply from all
other economic systems is free-market pressures that force firms into a continuing process
of innovation because it becomes a matter of life and death for many of them (viii, emphasis
in the original). In his view, entrepreneurs have a role to play in contributing to critical tech-
nical breakthroughs and other stimuli to growth, but to understand overall economic growth,
one needs to take into account both their activities and the activities of established firms who
seek to ensure their own well-being over the long run.

And yet, successfully leading innovation efforts is a fraught process. Success is rare. Most new
ventures fail. Most new ideas will not see commercial success in the marketplace (Stevens &
Burley, 1997). Startups fail when, as Blank and Eckhardt point out, they run out of money
before they have demonstrated valuable product-market fit. Corporate ventures, having no such
discipline imposed upon them, often fail far later in their development and cost vastly more
amounts of money (Blank & Eckhardt, 2023; Block, 1982; Cauley, 1999; Sykes, 1986).
Enthusiasm for internal corporate venturing waxes and wanes in a way that is difficult to
explain. This creates a fascinating tension. On the one hand, the importance of systematic inno-
vation for both societal and corporate well-being is understood. On the other, it seems devilishly
difficult to manage on a consistent basis (Burgelman & Valikangas, 2005).

A core reason for this difficulty is that pursuing new ventures inevitably involves navigating
through uncertainty, when the range of possible outcomes simply can’t be known in advance.
This in turn implies that learning is logically essential for success. And yet, the most widespread
practices for developing new ventures, whether they are corporate ventures or startups, do not
emphasize learning and discovery and presume a level of certainty that is unrealistic.

In the case of business school entrepreneurship classes, we have the centrality of the business
plan (Rich & Gumpert, 1985). As Blank and Eckhardt note, business plans often include not only
evidence of customer acceptance but also extensive emphasis on the organization that an entre-
preneur will be building, right at the inception of the venture. Rich and Gumpert, for instance,
suggest incorporating five-year forecasts of profitability in a plan. A similar pattern can be
observed in plans for corporate ventures in which every plan, on paper, overcomes some estab-
lished hurdle rate, offers to provide a return-on-investment calculation, and often incorporates
meticulously developed spreadsheets as back-up assurance to decision-makers that the innovators
have thought through exactly what the fledgling business will require.

Both Lean Startup and Discovery-Driven Growth methodologies are methods that empha-
size rapid learning, uncertainty reduction, and the minimization of cost and risk, particularly
at the earliest stages of a new venture. This essay will explore the similarities and differences
between the two approaches and suggest how the adoption of either (or both) can accelerate
the process of discovery that is so central to both innovation and entrepreneurship.

High-Certainty Methods Don’t Work in High-Uncertainty Situations:
The Flops File

Surprising Stories from the Corporate Graveyard

Discovery-Driven Growth was born out of a fascination with massive corporate failures
(Edmondson, 2011; McGrath, 1993a, 1999). Not the quiet, common-or-garden ones but
the major flops: the ones that, in addition to costing their parent companies a fortune, also
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embedded hubris, pride, bet-the-company swashbuckling, heedless risk-taking, and a drive
for breakneck growth at all costs; the ones promoted by otherwise well-managed and compe-
tent firms, such as Disney, Citigroup, and Federal Express. The behavior that drove those
expensive failures then continues to drive expensive failures today.

NewTV, a venture described as potentially not needing to use the Lean Startup methodol-
ogy by Blank because of its more-than-adequate funding (Blank, 2018) became Quibi, a
short-form video venture that ended disastrously despite having literally billions in resources
to spend. Drinkworks, a joint venture between Keurig and Anheuser-Busch, was unceremo-
niously discontinued in December 2021, despite management making big announcements
about a national rollout earlier that same year. Zillow’s executives learned, painfully, that
algorithms don’t offer a competitive advantage in the home-flipping business. Google aban-
doned its gaming venture, Stadia, after spending many millions. Disney announced that it
intended to shutter its effort to create an immersive Star Wars experience, the Galactic
Starcruiser hotel, mere months after its splashy post-pandemic opening.

At first, it seems quite astonishing that otherwise well-managed, profitable, successful
organizations would back massive projects that would turn out to be doomed. And yet,
when one compares them, there is an eerie similarity to the management and decision-making
approaches.

Planned as though they had facts rather than assumptions. Each of these ventures were
planned as though the venture leaders had a great deal more knowledge than they did about
what the future would hold. Zillow’s “risk-taking” CEO, for instance, wasn’t worried at all
that algorithms might not give it an edge in the home-flipping business, although the assump-
tions behind this confidence had never been tested (Rawlins, 2020).

Built a big organization before finding product-market fit. All these projects did what
Blank and Eckhardt suggest puts them on a glidepath to oblivion—building up an organiza-
tional structure (with accompanying investment) before achieving evidence of product-
market fit. Stadia, for instance, had a hugely expensive team of developers right from the
beginning. There were more than 150 whose jobs were suddenly axed when the project’s
closure was announced (Valentine, 2022).

Monolithic, single-path plans that did not incorporate learning. In each of these cases,
the plans for the offerings didn’t incorporate the possibility of a change in direction. Project
teams picked one path to success and built the plan as though the future they envisioned was
inevitably going to appear. Drinkworks, for example, made an early decision that their cock-
tail pods would include both flavor mixer and the alcohol that went with the drink. This choice
landed them in a massive regulatory and compliance tangle, as alcoholic beverages are reg-
ulated differently by different states, with many requiring strictly limited hours and access.
That choice not only severely limited how the product could be sold but vastly increased
the cost and complexity of distribution. A startup competitor with a similar concept,
Bartesian, instead sells only the flavoring agents, drastically simplifying its path to market.

Impossibly short or excessively long timeframes. Progress on virtually all of these pro-
jects was not judged on the basis of checkpoints or milestones but rather on projected launch
or market-facing dates, often those that were either too optimistic (usually to “sell” the project
internally) or too long. Offering unrealistically short times to achieve results is all too human,
but it can set a team up for failure when this becomes the expectation by which venture per-
formance is judged (Rogers & Christensen, 1997). Long timeframes are even worse. As Bent
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Flyvbjerg points out, the more time between beginning a project and completing it, the more time
for things to go wrong, or as he puts it, creating a big window for black swans to fly through
(Flyvbjerg & Gardner, 2023). Disney’s Galactic Starcruiser initiative spent reportedly over a
decade in development and cost the company some $400 million (Kelleher, 2023).

Leaders personally and publicly associated with a given project path. When a leader’s
ego is mixed up with the progress of a project, watch out! This is a key reason why projects
that are obviously off the rails are allowed to progress (Staw & Ross, 1987). Motorola’s epic
failed low-earth-orbit satellite venture, Iridium, for instance, was directly associated with
CEO Chris Galvin’s ambitions for it (Cauley, 1999). More recently, Mark Zuckerberg’s
drive for the company Meta to be a dominant force in the metaverse (a blend of digital
and reality-based experiences) has cost the company at least $34 billion, according to
some sources, with few signs that this situation is going to be turned around (Morris, 2023).

To answer Blank’s own 2018 question of whether having virtually unlimited resources
meant that the Lean Startup was unnecessary, the principles behind Discovery-Driven
Growth and the Lean Startup are not dead at all (Blank, 2018). In practice, whether it is cor-
porate ventures or well-funded startups, not very much has changed since McGrath started
writing about the phenomenon in the ’90s. Both Discovery-Driven Growth and Lean
Startup take a different approach, which, if followed appropriately, avoids these failure pat-
terns. Since Lean Startup is described in detail by Blank and Eckhardt, Discovery-Driven
Growth will be the focus here.

Discovery-Driven Growth Challenged Business Planning Assumptions

Discovery-Driven Growth (DDG) was introduced originally as “discovery-driven plan-
ning” in a Harvard Business Review article published in 1995 and was expanded upon in
the books The Entrepreneurial Mindset and Discovery Driven Growth (McGrath &
MacMillan, 1995, 2000, 2009). At the time, it was considered a novel, even radical, approach
to planning for new ventures. Clayton Christensen enthusiastically endorsed it as a key way
for organizations to manage innovation, calling it “one of the most important management
ideas, ever.” (McGrath & MacMillan, 2009). It was cited as a key methodological tool in
his influential 1997 book The Innovator’s Dilemma (Christensen, 1997). It is widely recog-
nized as a core concept in both the innovation and entrepreneurship literatures.

The concept challenged taken-for-granted assumptions about business planning at the
time. Conventional theories of strategy emphasized competitive positioning as a key to
success. DDG suggested instead coming up with a uniquely differentiated approach to the
market. Conventional plans were written as though they contained facts. DDG reminded plan-
ners that the best they had to work with were assumptions. The authors of conventional plans
tried to be right. DDG suggested that was simply foolish—instead, the objective of planning
in a novel context was learning. Conventional disciplines of business planning emphasized
discounted cash flow and net present value analysis. DDG suggested instead that option
value mattered more. Conventional plans calculated every step necessary for market introduc-
tion in advance. DDG proposed instead that planning should be done in short timeframes,
focused on the next step in a learning journey. In conventional plans, failure was a highly neg-
ative outcome. DDG instead insisted that failure was not only useful but could be conceived
of as a taken-for-granted and even necessary part of the entrepreneurial process. Conventional
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financial tools were “innovation killers.” DDG could be an antidote (Christensen, Kaufman,
& Shih, 2008; McGrath, 1999).

Discovery-Driven Growth: The Methodology

The basic methodology of discovery-driven planning, a key part of Discovery-Driven
Growth, shares key elements with the Lean Startup approach—specifically its emphasis on
learning, hypothesis testing, limiting investment in the early stages, engaging customers in
the learning process, and using models or prototypes to gauge customer interest in product
features. Discovery-driven planning is consistent with Sarasvathy’s 2001 notion of “effectu-
ation” as a crucial process for entrepreneurial action (Sarasvathy, 2001). The principles of
effectuation are to start with what means one has, to limit risk, to partner early with key stake-
holders, to be open to disconfirming information, and to use an emphasis on shaping out-
comes rather than simply reacting to them.

A discovery-driven plan goes through five design steps, all of which are interactive and
iterative. First is defining what success might look like and creating a reverse income state-
ment. Second is testing whether the plan is feasible, given these assumptions; this is called
imposing the discipline of the market. Third is specifying, operationally, what the business
would have to do to accomplish its goals. Fourth is documenting the assumptions underlying
the plan. Last, and this is where Discovery-Driven Growth and Lean Startup practices are very
similar, is planning to learn by structuring learning events around key checkpoints or milestones.
Unlike Lean Startup, a discovery-driven plan might continue to test assumptions well into the
“company-building” part of the process. Lean Startup is also more prescriptive about its check-
points—positing the sequence of customer discovery, customer validation, customer creation,
and company building as its overall approach. Discovery-driven plans might begin at a different
point of uncertainty and wander considerably from this prescribed course.

Step 1: Defining success (combating cognitive bias and fast, sloppy thinking).
Problems often begin with ventures right at the outset. Entrepreneurs or venture leaders
simply assume the existence of future revenue streams. This often takes the form of “the
market for product or service X is projected to grow by 3000% in the next 5 years, and all
we need to do is capture 2% of that market.” Unless one is as gifted as Jeff Bezos or Elon
Musk and has the talent to convert such a projection to action, such wishful thinking
assumes away what will be required to capture that revenue (Kirby & Stewart, 2007).

A further common issue is what Sahlman and Stevenson have called “capital market myopia”
in which the opportunity may well be an attractive one, but so many ventures chase it that their
projections of obtainable shares are completely unrealistic. They call this the inability to anticipate
the individual implications of collective action (Sahlman & Stevenson, 1985).

A third common problem is psychological. As Kahneman and Tversky have found, people
systematically understate how much time or resources given projects are going to take,
meaning that even a venture that shows promise is likely to be delivered late at far more
expense than was planned (Kahneman & Tversky, 1979). Bent Flyvbjerg has made the
same observations about the vast majority of mega-projects that go seriously wrong in deliv-
ering promised benefits on time and on budget (Flyvbjerg & Gardner, 2023).

Discovery-Driven Growth, in contrast, suggests that before even starting on a venture, it
makes sense to establish what success could be and work backward to see if this is even
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feasible. A venture’s goal, theoretically, is to achieve “entrepreneurial rents.” This means that
the profit from a new combination of things exceeds the cost of the resources necessary to
create it (Rumelt, 1987). What a discovery-driven plan asks the entrepreneur to do at the
very outset is to offer some quantification of this outcome. What must success for this idea
look like?

In other words, rather than vague notions of “really big” numbers, DDG asks that a specific
outcome—in terms of profit, new market creation, impact, or other—is articulated. The next
task is to identify a unit of business (or impact). Using these two variables, one can calculate
how many units of impact would be necessary to sell or fund to generate the required
outcome. For a for-profit business, this calculation is called a “reverse” income statement
in which the top-line input is required success and the resulting calculations spell out what
the implications of that success are.

Step 2: Impose the discipline of the market. The next step in the process is to
pressure-test the logic of the reverse income statement. Does it imply that one must capture an
unrealistic share of a market? Or that every single customer in a given geography must
become a customer? Or that every customer must be willing to spend 75% of their disposable
income on the offering? At this stage, a good many ideas are revealed to be wildly unrealistic.

This part of the method is core to avoiding the fundamental issue that contributes to the
disastrous flops that provided the inspiration for the technique. When uncertainty is high,
little is known, and much must be assumed. Doomed ventures proceed as though the assump-
tions made by their proponents are correct. Both Discovery-Driven Growth and Lean Startup
place a strong emphasis on testing hypotheses and validating assumptions (also central to the
discovery techniques in Business Model Generation [Osterwalder & Pigneur, 2006]). Many a
plan will be rejected as this stage as being unrealistic.

Creating and continuously updating a reverse income statement is a practice that is quite
different in DDG than in Lean Startup, as it continually works backward from a definition of
success to what the business must be able to deliver to be viable. To illustrate, let’s take the
example of the unfortunate Drinkworks project (McGrath, 2022). Briefly, Drinkworks was a
venture based on the assumption that there would be huge demand for an at-home cocktail
maker, with the presumed customer being someone who wanted to make fancy cocktails at
a party or other event without having to go out. The business model had two components:
the sale of a Drinkworks machine and the sale of single-use cocktail pods, which would be
ongoing. The venture launched in 2017 as a joint venture between Anheuser-Busch and
Keurig Dr. Pepper. It debuted in local stores in St. Louis in 2018.

Without knowing much more, one could see trouble brewing (no pun intended!). As their
CEO Nathanial Davis said, proudly, at the time the product was launched, “We’ve got scien-
tists, chemists, process engineers, and so on. . . . There’s lots of research and development,
lots of technology” (Shaw, 2018). In other words, a large team, expensive talent, a lot of
up-front investment, and no early validation of the business concept.

Let’s define a hypothetical statement of success, which implies required revenue, the start-
ing point for the reverse income statement. As of 2021, Anheuser Busch had revenue of about
$15.59 billion. Keurig Dr. Pepper’s revenue was $11.62 billion. Together, that adds up to
$27.21 billion. Here is the classic problem of large companies. For any internal venture to
be considered successful, it must add a meaningful chunk of revenue to the parents’
bottom line, and the larger the firm, the more difficult it is to find opportunities that large.
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Let’s say that the Drinkworks initiative, to be material to the two parent firms, must have
the potential to generate an increment of 5 percent of revenue. That translates into $1.36
billion. If we assume that 50% of that amount has to come from machine sales every year,
at $299 per machine, that implies sales of 2.3 million machines each year. If we further
assume that the other half of revenue has to come from pod sales, at a price of $17.99 for
a 4-pack, that means sales of 37.8 million packs, again, every year (or over 151 million indi-
vidual drinks).

A November 2021 article reported that the “cocktail platform” was selling 250,000 cock-
tails a month as of that time (Doering, 2021). That means 62,500 four-packs a month, or
750,000 per year. For the platform to deliver to the hypothetical target, they would have
had to see progress that could increase sales 30- to 40-fold! Someone must have finally
done the math. After 4 years, and one can only imagine how much investment, the companies
announced the immediate cessation of the business on December 1, 2021. Sadly, the very
website Drinkworks.com is now available for sale.

It is the disciplined, continuous testing of what is being learned in the venture and validat-
ing whether it can achieve its strategic objectives that DDG requires. Note that unlike Lean
Startup and business model canvas frameworks, DDG forces internal consistency across
various venture elements because they are all interconnected—a slipup in one element
shows how the overall model is affected. Further note that Drinkworks did discover product-
market fit, just not for a big enough market to deliver strategically relevant results for its
parent firms. It is also interesting that Bartesian, an entrepreneurial startup, is thriving and
growing rapidly. So too is a similar idea, the Bev, manufactured by Black & Decker. The
concept, in other words, demonstrated product-market fit but in insufficient quantities to
satisfy the growth needs of a large corporation, a factor that the Lean Startup does not address.

Lean Startup does not impose the requirement of defining success up front on a venture—
instead the vision of whether a venture will be worthwhile emerges somewhat later in the
process. It also does not check for the presence of factors such as capital market myopia—
after all, there are many sectors in which product/market fit is found, but there is so much
competitive entry that any chance of a profitable outcome evaporates. The travails of
mattress-in-a-box company Casper is a case in point (Cheng, 2019; Valinsky, 2020). By
the time the once high flying direct-to-consumer startup launched its ill-advised initial
public offering, there were 175 companies in the mattress-in-a-box business. As it’s belea-
guered CEO told a reporter in 2023, “We’re not in the business of not making money
anymore. VC money is not falling from the ceiling anymore; we need to be very specific
on what we’re working on. And so, moving from being a lifestyle brand—being sort of
the Nike of sleep, selling to everybody—to “We are a mattress retailer.” (James, 2023)

Steps 3 and 4: Defining the operations specification and documenting assumptions.
The next two steps are to work through, as best one can, what would need to be operationally
in place for the desired outcome to occur, as in what would have to be true for this idea to
work. What will the proposed business model look like? In this part of the process, DDG
draws on the idea of key metrics (often derived from Porter’s concept of a value chain;
Porter, 1985) to flesh out questions, such as “How many transactions per hour does this
imply?” or “How much warehouse space might be necessary?” This is summarized in a docu-
ment called an operations specification. These numbers can further be fed into the reverse
income statement and continuously checked for common sense.
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Just because the numbers are in some kind of spreadsheet does not magically turn them
into facts. They are, instead, still assumptions. The DDG methodology requires that the
assumptions be articulated and documented. This allows them to be made visible to the entre-
preneurial teams working on the venture, with the understanding that the job of the planning
process, in the early stages in particular, is to convert assumptions into facts as quickly and
cheaply as possible.

Step 5: Plan to checkpoints. The final step in creating a discovery-driven plan is to design
the plan not with a massive drive to some kind of finish line. Rather, one is pushing to the next
learning event, called a milestone or checkpoint (Block & MacMillan, 1985). At the checkpoint,
some activity occurs that will provide greater clarity about whether the assumptions in the plan,
the business equivalent of a hypothesis in a scientific experiment, appear to be supported. At each
juncture, the relations between what would have to be true to be successful and the emerging evi-
dence gathered are continuously tested. This provides the underpinning for understanding
whether one is indeed likely to be gaining access to rent streams from the activity.

To execute a discovery-driven plan, one proceeds from checkpoint to checkpoint, assess-
ing the plan’s validity at each one. At the conclusion of each checkpoint event, there is a
checkpoint review meeting, similar to an after-action-review (Sullivan & Harper, 1997). At
this review, the team evaluates whether the idea should be redirected (the famous “pivots”
of the Lean Startup), accelerated, simply continued, or stopped, leading the team to exit
the project and disengage from it. This opportunity to exit reflects the sensibility of real
options—having begun the plan does not mean that one will be necessarily bringing it all
the way to conclusion.

Why Humans Get Assumptions So Wrong—Heuristics, Biases, and More

One could, and many have, written treatises on how human bias, based on assumptions,
gets people into trouble. We turn assumptions into facts in our minds. We allow our prefer-
ences to cloud our objective judgment. We take in information that confirms what we already
believe to be true and fail to heed information that conflicts with our preexisting beliefs. We
over-rely on vivid and recent examples. The very way in which choices are presented to us
influences our decisions, even without any rational basis for this. We engage in “fast” think-
ing when what we want is what Kahneman calls “slow” thinking. We succumb to groupthink.
We provide unrealistic numbers in the hope that our projects will be approved, our investors
will invest, and our partners will agree to ally with us. We are totally unrealistic about how
long things will actually take. And the list goes on (Flyvbjerg & Gardner, 2023; Janis, 1972;
Johnson, 2022; Kahneman, Slovic, & Tversky, 1982; Tversky & Kahneman, 1986).

Both Discovery-Driven Growth and Lean Startup force teams to counter—to the extent
possible—these inevitable biases as they are formulating their plans. Several of the techniques
from the Lean Startup, including specifying assumptions and regularly testing them, are
similar, as is Blank’s famous admonition that “there are no answers in the building.”

In a discovery-driven plan, it is recognized that failure is not only inevitable but essential to
the learning required to create a new business. As Sim Sitkin lays out, what we are after here
are “intelligent” failures (Sitkin, 1992). These are failures taking place under conditions of
genuine uncertainty, in which “small losses” can be incurred to learn, and in which the
causal reasoning behind the failure can be worked out, so that the failure need not be repeated
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another time. What both techniques lead the entrepreneur to do is to prompt potential failures,
to pressure-test assumptions, and discover which are not valid as early and quickly as possi-
ble. An important aspect of both Lean Startup and Discovery-Driven techniques is that the
teams using these methods have high degrees of psychological safety (Edmondson, 1999,
2023). Once hiding failures, blaming others, or refusing to face reality enter the picture,
the quality of the planning process degrades.

The iterative, learning-oriented progress made on new ventures is central to both DDG and
to the Lean Startup. DDG further suggests that having identified what must be true, and
having worked backward, critical assumptions—absolutely with respect to product market
fit but also concerning other critical variables—should be tested. It is worth mentioning
also that while Lean Startup tends to be used primarily as an entreprencurial development
tool, DDG has been deployed in many other situations in which planning under uncertainty
is the primary challenge (MacMillan & Thompson, 2013).

The analysis of value creation in Discovery-Driven Growth draws directly from the theory
of real options (Dixit & Pindyck, 1994; Hamilton, 2000; Kester, 1984; Kogut & Kulatilaka,
2001; Luehrman, 1998; McGrath, 1997; McGrath & Nerkar, 2004). A real option, unlike a
financial one, is a small investment a firm makes in the present that allows it to make
future choices when more information is available. By making commitments and executing
plans only as far as existing knowledge suggests makes sense, a firm can accomplish several
things. First, it can limit risk, as the resource commitment required to address a checkpoint
event can be known and contained. Essentially, one can truncate the downside of a future
financial distribution of outcomes. Secondly, because inherent in the design of checkpoints
is the option to exit, a firm is not committed to the entire investment necessary to complete
a project; it can simply stop or redirect its efforts. Third, explicitly holding checkpoint
review meetings forces participants to document what they are learning, providing potentially
valuable insights for other projects. Finally, by acknowledging that a project may stop, real
options theory offers a way to limit downside exposure or risk. A final benefit of investing
with an options mindset rather than a conventional planning mindset is that research suggests
the highest return on investment in innovation stems from projects targeting the highest
uncertainty opportunities (Nagii & Tuff, 2012).

Discovery-Driven Growth shares with Lean Startup commonalities in addressing human
mental foibles and facilitating learning. Its origins, however, are quite different. Lean
Startup emerged from Steve Blank and Eric Reis’s struggles to find the right building
blocks for creating startups, with further integration into tools developed by Osterwalder,
Pigneur, Tal, and Gruber (Blank, 2013; Blank & Dorf, 2012; Gruber & Tal, 2017,
Osterwalder & Pigneur, 2006). Discovery-Driven Growth, in contrast, came from the
world of internal corporate venturing. Before comparing and contrasting the two approaches,
let’s have a look at the theoretical origins of Discovery-Driven Growth.

The Resource-Based View of Strategy and Discovery-Driven Growth

The “resource-based view” (RBV) of a firm, or the “dynamic capabilities” view of strategy
from which DDG emerged, has a different starting point from Lean Startup. The Lean Startup
model presumes that an organization does not yet exist, therefore the primary goal of the
process is to search for and identify a repeatable, scalable business model. As Blank
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himself has often observed, startups are not just smaller versions of an established business;
they are vehicles designed to search for product market fit. An established firm, in contrast,
has already built a reliable, sustainable business model, meaning that it has people, assets,
culture, processes, and other resources already engaged in the process of generating
profits. The presumed starting point of the two models is thus quite different. Nonetheless,
their goals are quite similar. Both types of firms need to find new, repeatable business
models, but established firms need to do so in the context of assets that are already deployed
to do other things.

The presence of existing capabilities means that, as Levitt and March point out, companies
can develop competence traps. Such a trap occurs when a firm or a group within an organi-
zation develops firm-specific competencies at using a particular methodology or competency.
A superior technology or method then requires people in an existing firm to give up on or lose
all of that capability in order to engage in a new learning curve to adopt a new one, leading to
understandable reluctance to adopt a new one (Levitt & March, 1988). This is why we’re still
using QWERTY keyboards, even on the supercomputers readily available in peoples’ pockets
(David, 1985).

A similar observation has been made about entrepreneurs engaging in the search for new
opportunities; they can be trapped by what Gruber, MacMillan, and Thompson have called
“prior knowledge corridors,” which can lead them to inadequately explore new opportunities
with which they have no previous experience. This academic research eventually led to the
development of the opportunity navigator, which became a central part of the Lean
Startup, guiding people to explore more attractive new opportunities than their prior under-
standing might have led them to (Gruber, MacMillan, & Thompson, 2013; Gruber & Tal,
2017). This is an attempt to counter a risk with exploratory techniques that learners settle
on locally satisfactory solutions rather than digging more deeply into alternatives that
might even be more attractive (Levinthal, 1997). This is why it is valuable to understand
how firms search for new opportunities for growth.

Edith Penrose’s description of the process through which established firms do this is one of
the best regarded frameworks for understanding internal corporate venturing and strategic growth
more broadly (Penrose, 1995). Briefly, she argued that firms comprise collections of resources,
bound together by an administrative function. The assets and resources of a firm could be iden-
tical, but the “services” they render in terms of what executives do with them might be quite dif-
ferent. A key function of executives is to serve as the internal entrepreneurs for their firms,
constantly seeking opportunities to deploy the resources under their control in new ways.
What executives do, therefore, is engage in what we would today call corporate venturing—
seeking new business opportunities where existing firm resources could be deployed.

Following Penrose, theorists in the resource-based tradition in strategy argued that rather
than being fungible collections of assets, firms were unique. They were shaped by their past
experiences. They gained advantage by offering (in her words) “services” that no other firm
would be able to duplicate, because the learning process that underlies the service was unique
and path dependent. She also presaged the idea of entrepreneurial rent by observing that even
resources purchased on open markets become unique within the confines of a particular firm,
giving it (for a time) the chance to occupy a monopoly position. Penrose was unabashedly
interested in the “insides” of firms and the managers who made decisions on behalf of
their organizations.
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Firms would grow, according to her theory, to the extent that their services, or unique capabil-
ities, were relevant in new opportunity spaces not currently being served by the firm.
Entrepreneurial managers, with deep knowledge of the firm’s capabilities, search for new areas
in which those capabilities might be useful. They would extend the resources of their firms into
these areas. If they were successful, they could establish a new advantage that was not immediately
copied by competition because no one else shared the learning underlying the new offering.

The resource-based view of strategy was highly influential to the concept of Discovery-Driven
Growth. The idea that a fundamental unit of competition was not a set of assets but the corporate
equivalent of a skill found expression in concepts such as an organization’s ““core competence” or
“capabilities” (Collis, 1994; Eisenhardt & Martin, 2000; Prahalad & Hamel, 1990; Stalk, Evans,
& Shulman, 1992). Unlike beginning with what an attractive industry looked like, this perspective
emphasized identifying what a firm’s unique capabilities were and finding places where they
might be profitably deployed. This is virtually identical to the “search” for product-market fit
described in the Lean Startup, with the difference that the mechanism in the resource-based
view is the desire to deploy firm resources to profitable markets, while the motivation for
search in the Lean Startup is the observation of a potential opportunity.

The Relationship Between Innovation and Competitive Advantage

In the resource-based or dynamic capabilities view, innovation cannot be separated from
strategy because it is the starting point for the creation of new capabilities. A corporation’s
competitive essence consisted of a series of “stocks and flows™ of capabilities that could
not be acquired from a strategic factor market (Barney, 1986; Dierickx & Cool, 1989).
What that meant, in turn, was that companies needed, over time, to build capabilities that
had competitive relevance—they could not just buy them. In other words, innovation, or
the creation of something new under conditions of uncertainty, was not just a process that
accompanied strategy, it was the heart of competitive advantage.

McGrath found that capability-building proceeds, just as the resource-based theory would
suggest, through a path-dependent and iterative process, as described in The Entrepreneurial
Mindset (McGrath, 1993b; McGrath & MacMillan, 2000). Blank and Eckhardt observe that one
of the limitations of the Lean Startup model is that it does not provide a clear connection
between the processes it invokes and a potentially enduring competitive advantage. McGrath’s
empirical research offers a bridge between Lean Startup principles and the capture of rents as a con-
sequence of successful venture formation (McGrath, MacMillan, & Venkataraman, 1995; McGrath,
Tsai, Venkataraman, & MacMillan, 1996; McGrath, Venkataraman & MacMillan, 1994).

Figure 1 outlines the relations among the variables associated with the increasing ability of
a project to access rents (McGrath et al., 1996).

The data for this study was drawn from surveys completed by team members from 58 inno-
vation projects underway in 40 different firms in 8 countries. An innovation was defined as the
development of a new offering, entry into a new market, or a significant attempt to improve or
restructure a process (such as the adoption of a new technology in a manufacturing firm or imple-
mentation of a major new operating system in a services firm). Each variable was derived from
these surveys. The surveys were administered repeatedly over time, and for many projects the
dependent variable (whether a new competence was increasing the potential for rents) was
gauged not by the project team members but by a separate group of senior team leaders.
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Causal Understanding: Incorporating Learning Into Planning

The first, and most significant, building block for a new competitive capability is whether a
team is increasingly able to understand the drivers of success for a business. In the initial
stages of a new business’s development, by definition, causal understanding is low. As a
team works on the project, their understanding of key elements of what the business needs
to accomplish will increase. The measures for this variable were obtained by asking team
members “to what extent does your team understand the following aspects of the project,”
where the response was scored on a 5-point Likert scale with one pole being “we have no
idea at this stage” and the other being “we know exactly.” The questions respondents
scored were the kinds of questions the Lean Startups propose entrepreneurs ask—consider-
ing, for instance, whether the respondent had a good understanding of the customer need
being satisfied.

Having the variable “causal understanding” as the first variable in the capability-building
process chain is entirely consistent with Blank and Eckhardt’s observation that “within the
Lean Startup, building organizational capabilities before determining the characteristics of
customer demand, the nature of customer relationships and the best channels to reach custom-
ers dramatically increases the chance of failure.” (Blank and Eckhardt, 2023: 9). Starting with
this building block is also entirely consistent with Discovery-Driven Growth, as the role of the
process is to create learning checkpoints through which greater knowledge of each of these
variables will be created.

Moving Toward Organizational Capability and Eventual Advantage

The second attribute measured in McGrath’s model is team “deftness.” This measures the
extent to which a team can work together fluidly. For this metric, responses were arrayed so

Figure 1
Relationship between variables leading to rents from innovation
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that a high level of a characteristic was on one side of the choice and a low level on the other.
Team members placed their opinions of how their teams were operating between the two state-
ments. Specific variables for team deftness measure whether the right people are in the right roles,
how committed those team members are to a common goal, whether information is flowing
freely, whether members trust one another, and whether the team is operating in a psychologically
safe way. These measures drew on Wernerfelt’s observation that proficient teams lead to inimi-
table deeply embedded routines and, of course, Edmondson’s observations about the critical
importance of psychological safety in teams (Edmondson, 1999; Wernerfelt, 1989).

As knowledge about the business grows, a team can behave more consistently and confi-
dently. Then, in a manner similar to Blank and Eckhardt’s emergent process of customer dis-
covery, customer validation, customer creation, and company building, this model measures
the traces of emergent competence. Competence is defined as the project team’s increasing (or
not) ability to consistently achieve its objectives, similar to how one might measure a skill in a
person. Creating new competence is a necessary but not sufficient condition to creating a
competitive advantage.

Of the competences being created, some are distinctive. That means that only the firm that
has engaged in the learning journey is likely to be able to utilize them. Of particular interest
are those that are likely to increase market attractiveness of the team’s offerings or to increase
the efficiency of what the team is working on (which is particularly relevant to the case of
teams working on process improvements or similar projects). At this point, we are connecting
the entrepreneurial journey of a particular team to the new capabilities that, in the resource-
based view, lead to competitive advantages that can endure.

Finally, we come to the question of how we might know that an innovating firm has the
potential to create a competitive advantage. This has been a thorny issue for researchers in the
resource-based tradition, because it almost willfully ignores the idea of competitive advantage
as defined by the positioning school in terms of variables such as market share. The RBV
instead posits unique connections between firms and customers that by definition are poten-
tially accessing different resource pools. Indeed, this is one of the major criticisms of the
RBYV, as one can very quickly end up with a circular argument, leading to charges that it
is tautological (Priem & Butler, 2001).

This necessitated coming up with a concept that represented the potential for rent-
generating capabilities. There are three essential factors, McGrath’s research suggests. The
first is marketplace enthusiasm for the offering, a variable that was called “market worth.”
This represented the belief on the part of target customers that the offering would either
provide greater value to them or save them costs. The second is the extent to which the
parent corporation would be supportive (and remain supportive) about the venture. This,
by the way, is not a given—one of the realities of the corporate venturing process is that it
is entirely possible for an offering that is embraced by the market to be rejected by its
parent company (Burgelman & Valikangas, 2005). Finally, we have the question of compet-
itive insulation. This variable seeks to understand whether there are barriers to entry, patents,
or other ways in which the outputs of the venture can be protected from easy competitive imi-
tation or matching. Of these three variables, Lean Startup tests only for market acceptance and
not explicitly for the other two.

One of the more interesting aspects of the model is that the development of each variable
proceeded in a path-dependent and sequential way. Causal understanding had the most direct
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effect on teamwork, but high levels of causal understanding unaccompanied by increased
levels of team deftness did not result in higher levels of competence. Similarly, higher
levels of competence without distinctiveness did not result in a greater likelihood of establish-
ing competitive advantage (McGrath, 2001; McGrath, Venkataraman & MacMillan, 1994;
McGrath et al., 1995, 1996).

Exploration, Exploitation, and Learning

McGrath also measured, following March’s seminal idea of exploration and exploitation in
organizational learning, the extent to which the level of uncertainty in a project changed over
time (March, 1991). One of the more interesting discoveries was that the relationship between
organizational structure thought to foster innovation was not as straightforward as preexisting
theory would suggest. As far back as the work of Burns and Stalker, it has long been believed
that “organic,” loosely coupled structures were more suited to innovation tasks while “mech-
anistic,” more programmatic structures were suitable for executing against routine and known
activities (Burns & Stalker, 1966).

Her work found—not so fast! Organic organizational structures were only positively
related to increases in competence when group deftness was high, when causal understanding
was rich, and when the level of newness (or exploration) of the project was low. This is the
key insight behind the discovery-driven approach. One can only build a rent-creating valuable
new capability when teams are operating effectively, when enough learning has taken place to
know what drives what in the business, and when one has built a basis of knowledge to move
forward. In other words, to create valuable new capabilities one has to reduce the level of
exploration in a project, meaning one needs to convert assumptions into knowledge in
order to make progress. Only then does a loosely knit, self-managing structure add value.

Comparing Lean Startup and Discovery-Driven Growth

We can now consider the ways in which the Lean Startup approach and the discovery-
driven one align, and where they may diverge Table 1.

The Perilous Practice of Innovation: Further Research Welcome!

Both Discovery-Driven Growth and Lean Startup emphasize the importance of learning by
taking exploratory actions that cause project team members to interact with their environ-
ments rather than emphasize extensive planning under high levels of uncertainty.
Discovery-Driven Growth, or more specifically, the empirical research that preceded its pub-
lication, draws a connection between the learning and organization-building activities of
teams and the potential for rent-generating competitive advantage by firms. While Blank
and Eckardt’s paper is focused on the contributions and potential of Lean Startup to the entre-
preneurship literature, here the focus has been on large organizations and how entrepreneurial
behavior is theoretically and empirically connected to strategic advantage. Both have enor-
mous potential value to future entrepreneurs and corporate leaders. Nonetheless, we are
still grappling with issues having to do with learning, innovation, and venturing that
remain unresolved. These offer fruitful areas for future work.
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Table 1

A Comparison of Lean Startup and Discovery-Driven Growth Approaches

Theoretical Elements

Approach Taken

Starting point

Emphasis on scientific method and
hypothesis testing

Learning design

Underlying financial logic

Treatment of heuristics and biases

Market emphasis

Definition of competitive advantage

Treatment of financial viability

Applicability

Strategic Focus

Lean Startup begins with the perception of an opportunity based on an
entrepreneurial idea, without clearly specifying what would allow an idea to
cross an acceptability threshold. DDG begins with the perception of an
opportunity, and then tests whether it is likely to be able to deliver to a
specified level of success.

Both DDG and the Lean Startup emphasize the importance of creating
testable hypotheses, conducting tests, and proceeding in an iterative
manner. Lean Startup has a prescribed four-step process while DDG offers
a range of points of possible learning paths.

Lean Startup explicitly includes a build-measure-learn loop in which startups
build a minimum viable product (MVP), measure its performance, and
learn from the data to inform the next step. DDG instead uses
experimentation and testing at checkpoints, which might involve building
something or which might not. DDG is also explicit about which variables
require testing that don’t relate to customers.

DDG explicitly builds on the idea of option value—making small
investments to access a potentially valuable upside without the
commitment to invest to complete an entire project. Lean Startup implicitly
assumes profit-motivated entrepreneurs building models as they move
through the process, but the underlying mechanism is not specified.

Both methods explicitly attempt to counteract heuristics and biases in
decision-making; Lean Startup through iteration and pivots; DDG through
checkpoints and checkpoint review meetings.

Lean Startup places central emphasis on the emerging interactions between
customers and the firm. DDG covers a broader range of potential concerns,
including support by the parent firm, ecosystem considerations, and
competitive interactions. DDG suggests that entrepreneurs also need to
think about financial markets and markets for human capital as they plan
their businesses. A concern with Lean Startup is that it focuses on early
adopters, risking a business being unable to appeal to more mainstream
markets.

Lean Startup assumes that once a venture has discovered product-market fit
that this will lead to a competitive advantage. It does not address the
problem of excessive entry or of protection from competitive imitation.
DDG looks explicitly at whether an offering can create competitive
insulation in addition to firm and market acceptance.

Lean Startup relies on the business model canvas to understand the profit
implications of a potential business but does not incorporate a mechanism
to ensure consistency among the elements. The reverse income statement
incorporated in DDG enables users to continuously test the financials in a
potential business for consistency and realism.

The Lean Startup approach lends itself well to software and
technology-based products where creating MVPs and testing them is low
cost and can be done quickly. DDG has been used for a broader variety of
ventures, including not for profit and technology-first efforts.

The Lean Startup emphasizes rapid experimentation and quick pivots. A risk
is that an entrepreneur may well settle on the first acceptable solution rather
than pushing for one that could be even better. DDG emphasizes strategic

(continued)
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Table 1 (continued)

Theoretical Elements Approach Taken

fit up front by specifying what success must look like, then having teams
avoid making decisions that do not show the promise of delivering to this
outcome, established in advance.

Approach to risk Both methodologies reduce the risks associated with new ventures by testing
assumptions early and frequently, limiting the expense of building actual
products or organizations until assumptions about viability are validated.

Centuries ago, Machiavelli made the following trenchant observation:

There is nothing more difficult to take in hand, more perilous to conduct, or more uncertain in its
success, than to take the lead in the introduction of a new order of things. For the reformer has
enemies in all those who profit by the old order, and only lukewarm defenders in all those who
would profit by the new order, this lukewarmness arising partly from fear of their adversaries . . .
and partly from the incredulity of mankind, who do not truly believe in anything new until they
have had actual experience of it. (Machiavelli, 1532, reprinted 1981)

Machiavelli’s observation remains a reality for the corporate innovation function and
reflects its central tensions. As Baumol pointed out, we are simultaneously in an innovation
arms race, which forces firms to innovate while at the same time decision-makers in most
large organizations are beholden to the rhythms and processes of their existing businesses.
A reality of the innovation function is that relative to the rest of an established organization,
it is often tiny, lacks power, and is easy to ignore in the near term. Innovation happens, but it is
often unplanned, haphazard, and poorly connected to a firm’s strategy (Burgelman &
Valikangas, 2005). An enduringly interesting question then is why this is. There is wide-
spread agreement that techniques such as Lean Startup and Discovery-Driven Growth offer
a roadmap for innovating quickly with relatively low risk. We also know that the investing
community rewards companies that have a good growth story and tell it well (McGrath,
van Putten, & Pierantozzi, 2018). Understanding why firms struggle so much to build a con-
sistent mechanism for innovation and how to create a balance between the organization of
today and the potential organization of tomorrow remains a rich area for exploration.

The nature of the relationship between enjoying success and nurturing the ambition to search
for new opportunities is also complicated. Firms that have enjoyed tremendous success often
seem to lose their appetite for growth and innovation. Microsoft, for instance, required a
massive transformation to wean itself from the rich profits it earned through its dominance in soft-
ware for personal computers. Nokia, similarly, ended up exiting its highly successful handset
business entirely and indeed pulled out of the consumer-facing business. Earlier on, Xerox strug-
gled once it was forced to give up its patents on a near-monopoly in plain paper copying (despite
having virtually created the office of the future in the form of the Palo Alto Research Center). In
each case, the structure of incentives went from active search for growth to defending an advan-
tage that had been established in the past. We know relatively little about how ambition fades in a
highly successful organization and what it would take to rekindle it.
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In the literature on learning, innovation, and change, a classic distinction is that of explo-
ration versus exploitation. March characterized this as the difference between the “exploration
of new possibilities and the exploitation of old certainties” (March, 1991). As he points out,
there are characteristics in organizations that tend to favor exploitation over exploration—
namely that the returns to exploitation are proximate, certain, and easily understood. In an
environment in which teams can learn rapidly at low cost and risk, however, such a distinction
may well be becoming blurred. If a team is learning quickly in short bursts and continuously
upgrading the capability it operates with, exploration and exploitation happen contemporane-
ously. This calls into question the conventional distinction and suggests that adoption of tech-
niques such as Lean Startup and Discovery-Driven Growth might change the traditional
tradeoffs of investing time in the here and now and building for the future.

Both Lean Startup and Discovery-Driven Growth imply that many conventional metrics
used in business offer very little that is useful for early-stage innovations. Typical measures
such as return on investment are lagging indicators and of very little help with respect to
guiding innovation efforts in a fruitful direction. Further, the structure of corporate reporting
practices, particularly for public companies, often fails to properly account for some of the
most important assets a firm may have, such as its ability to consistently introduce innova-
tions. Timing mismatches are particularly difficult to deal with—business reporting often
takes place in quarters and years, while innovations are a multiyear process that requires sus-
tained effort. Most corporate budgeting processes are completely unfit for purpose and work
to create better systems is still at an early stage (Bogsnes, 2016).

It is also true that modern digital workplaces have evolved in such a way that innovation is
potentially far more democratic than was possible in an analog world. Practices that were
once cutting edge have become commonplace. To name just a few, consider digital transfor-
mation, transformations in general, flat organizations, the rising emphasis on corporate
purpose, the importance of ecosystems, increasing respect for learning through failure, the
RenDanHeYi Model made famous by Chinese appliance giant Haier, the rise of crowdsourc-
ing, and even decentralized autonomous organizations (or DAOs). Such practices further blur
the lines between the operating parts of an organization and the innovating parts, making the
questions of metrics and performance measurement quite complex.

In an innovation arms race, those who unilaterally disarm will be at a major disadvantage,
given enough time for competitive dynamics to play out. In effect, argues economist William
Lazonick, that is what policy incentives that allow resources for innovation to be siphoned off
to reward shareholders and executives accomplishes. He has for many years pointed out that inno-
vation requires a retain-and-reinvest mindset (in other words, retain profits within the firm and
reinvest those profits in discovering the next-generation innovations). Nonetheless, corporate
decision makers are often richly rewarded, both personally and professionally in engaging in
what he calls “predatory value extraction.”

Executed primarily through stock price manipulation in the form of open market share buybacks,
this behavior essentially extracts value created from previous successful innovations and rewards only
one of the key stakeholders of a corporation—its shareholders. Citing examples such as Boeing
(whose faulty software killed people), Intel (whose failure to invest in chips for mobile devices
led it to cede its primacy to Asian manufacturers and plead for a government bailout), and Cisco
(which is in the process of missing out on critical next-generation technologies), he concludes that
the current policy framework does too little to incent companies to innovate (Lazonick, 2023).
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The results have not been pretty—low wages for massive numbers of people, extreme
inequality, hundreds of thousands of layoffs, and the risk of losing out to international com-
petitors whose executives are not rewarded for making such decisions. Edith Penrose would
similarly have warned of the dangers of destroying the growth processes led by entrepreneur-
ial managers when their primary interest became individual self-enrichment (Penrose, 1995).
While neither Discovery-Driven Growth nor Lean Startup are going to solve the problem of
the potential misallocation of resources in the current capitalist system, they are part of a
robust theory of what it does require if we are going to have innovating firms and an innovat-
ing, entrepreneurial economy (Henderson, 2021). Making the case that we would all be better
off if we stopped rewarding predatory behavior and better favored innovative behavior would
be a worthy project, indeed.

Rich Kaarlgard, a columnist with Forbes, has declared that an appropriate motto for the
age of Al is “who learns fastest, wins.” He points to the astonishing progress that truly cre-
ative entrepreneurial endeavors make, even when compared with well-resourced and
entrenched incumbents. As he says, the real story of economic progress is not about
supply and demand or capital and resources. “The real story is about human creativity, curi-
osity, surprise, experimentation. It is chiefly about learning curves. Who learns fastest, wins”
(Kaarlgard, 2023). With Discovery-Driven Growth and Lean Startup principles at the ready,
rapid learning at low risk can be marshalled by those organizations willing to adopt these
techniques. Those who fail to do so are likely to be left far behind.
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Recently, there is increasing interest in building theories that offer actionable guidance to the
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