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ENTREPRENEURIAL EXIT 
 

1. INTRODUCTION 

Much popular management literature discusses ‘exit’ as a successful outcome of 

entrepreneurship, stressing the importance for firm founders to have an ‘exit strategy’. 

Research within the fields of organization studies, industrial organization economics and 

strategic management has often considered exit as the ‘failure’ of a firm, but little attention 

has been given to the role of individual owner-managers in these firms. This is somewhat 

remarkable because the simple truth is that eventually, the exit of entrepreneurs from the firms 

they initiated is an inevitable outcome of entrepreneurship. In Sweden alone, recent surveys 

indicate that the founder in as many as 60 percent of all privately held firms will exit in the 

coming decade (Nutek, 2004). These founders’ decision to leave entrepreneurship often leads 

to changes or even the exit of the firm itself (Carroll, 1984; Haveman, 1993). Despite the 

obvious societal and economic ramifications of such large-scale changes among entrepreneurs 

and the firms they initiated, much of the extant work in entrepreneurship and organization 

studies assumes that exit is a sign of failure (Bates, 1990; Sorensen & Audia, 2000; Brüderl, 

Preisendörfer, & Ziegler, 1992). Yet, we know that many new and ongoing firms are not 

necessarily successful in terms of operating at a profit (van Witteloostuijn, 1998) and that 

many entrepreneurial exits are in fact not perceived as failures (Bates, 2005; McGrath, 2006).  

 

In this dissertation I argue that exit may be the outcome of both failing and successful 

venturing and that research should investigate what factors lead entrepreneurs to exit, and if 

so, what type of exit takes place. Using advanced research designs and high-quality data that 

match individual entrepreneurs with their firms, I show that while the resources and skills of 

entrepreneurs affect their possibilities to stay in business, exit is to a considerable extent a 

voluntary decision that they take if the performance of their venture is less than what they 

aspired to. These aspirations are formed by entrepreneurs comparing themselves to 

individuals with similar social background and education. The empirical evidence presented 

in this dissertation indicates that the high failure rates among new firms reported in both the 

academic and popular press may be, at least partially, misinterpreted positive exit decisions 

rather than failures. Further, I show that the factors leading to one type of exit – such as exit 

by the sale of a profitable firm – clearly differ from factors leading to another type – such as 

exit by the liquidation or sale of a firm in financial distress. The prevalence and distinctive 

patterns of these different exit routes highlight the limitation of previous theoretical models in 
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explaining exit. A key reason for experienced entrepreneurs to re-enter may thus not be that 

their new firms are more likely to outlive those of less experienced founders, but rather that 

the chances to build a profitable firm that is sold rather than closed will be much higher. 

 

The dissertation contains a critical review of prior research on exit in entrepreneurship and the 

overarching fields of economics, sociology, and organization studies. Five empirical studies 

are presented that investigate exit from the perspectives of both the individual entrepreneur 

and the firm that he or she creates. To take account of the multi-level1 nature and conceptual 

complexity of exit, the five papers explicitly focus on distinct levels of analysis and slightly 

different definitions of exit. The studies provide theoretical and empirical contributions to the 

fields of entrepreneurship and organization studies. Taken together, this dissertation 

represents a comprehensive picture of entrepreneurial exit that highlights the importance of 

internal factors such as the skills and experiences among individual entrepreneur(s) and 

external factors such as industry structure, geography, and the performance of other 

entrepreneurs, for exit. I discuss some implications for research on entrepreneurship and 

organization studies, entrepreneurship pedagogy, and public policy. 

 

����  Exit and its role in the entrepreneurial process 

Most studies of new firm’s exit in the fields of organization studies, industrial organization 

economics and strategic management have used exit to approximate the ‘failure’ of a firm. 

Yet, there are clear indications that exit from entrepreneurship is not the same as failure. Bates 

(2005) and Headd (2003) found that among a representative sample of U.S. entrepreneurs, 

about one-third characterized their firms as successful at the time of liquidation. Similarly, 

Ucbasaran, Westhead and Wright (2006) found that in a representative sample of U.K. 

entrepreneurs, more than a third of those that exited considered their firm “a success”. These 

studies show that in the eyes of entrepreneurs, exit and failure are two distinct concepts.2 

 

We know from prior research that many entrepreneurs start a firm without much thought to 

the eventual outcome, while others maintain a fairly explicit exit strategy already from the 

                                                 
1 “Multi-level” is a term used in the social sciences to describe a phenomenon that unfolds or is under influence 
from different levels of analysis (i.e. individual, group, region, and nation, etc). This is distinct from “multi-level 
model” which refer to a formal statistical model which parameters vary at more than one of these levels. 
2 The point of departure in this dissertation is that exit is an individual decision to leave the management and 
majority ownership of a firm that he or she created. In section 1.2. I elaborate on this definition and how I use the 
concept in this dissertation. In section 3.2. I also discuss how exit operates at different levels of analysis and 
what implications this have for the empirical analyses in the dissertation. 



 3 

start (DeTienne & Cardon, 2006). While it is possible to imagine a variety of specific exit 

routes used by entrepreneurs (family succession, sell-off, IPO, liquidation, etc.), empirical 

research seems to converge on a conclusion that there are two broadly distinct exit routes that 

are comparable across a variety of studies and contexts: exit by liquidation/closure3 and exit 

by sell-off (e.g. Gimeno et al., 1997; Mitchell, 1994). In this dissertation I therefore suggest – 

and empirically substantiate – that exit may be the result of financial failure as well as 

success. I argue that research should identify which specific route of exit is utilized and why 

this is so, rather than assuming that exit equals either failure or success. 

 

1.1.1. Exit of individual entrepreneurs and exit of new firms 

Most empirical research on entrepreneurial exit has focused on individuals exit from self-

employment or the exit of firms from the market. The research on individual exit has revealed 

that financial performance as well as individual characteristics such as education, skills, and 

psychological make-up affect the probability of remaining self-employed, as do external 

factors such as economic conditions and outside job options (Burke, Fitzroy & Nolan, 2008; 

Evans & Leighton, 1989). However, a weakness with the individual-level focus is a tendency 

to disaggregate the exit choice to individual decisions, ignoring the importance of other 

stakeholders in the entrepreneur’s firm. The type of career choice models most commonly 

used in individual-level studies is built on the logic that entrepreneurs compare the utility or 

relative attractiveness of competing alternatives, commonly in a discrete choice framework 

which assumes that the decision maker is an individual with sole control over the decision at 

hand (Ben-Akiva & Lerman, 1985). Recent evidence indicates that such conceptualizations of 

career choices are undersocialized by not taking into account the strong social influences on 

an individual’s career choices. Studies show that people are more than 500 percent more 

likely to engage in entrepreneurship if they have been working at a very small firm compared 

to a larger firm (Parker, 2009; Sørensen, 2007a) and up to 60 percent more likely to enter if 

any of their colleagues are ex-entrepreneurs (Nanda & Sørensen, 2007). This suggests that 

activities such as entry and exit are not socially isolated. Entrepreneurship is a process that 

should be viewed in dynamic terms where vital events are shaped by the entrepreneur’s own 

volition as well as his or her interaction with other actors (Van de Ven & Engleman, 2004). 
                                                 
3 In this dissertation I use the term “exit by liquidation” rather than “exit by closure”. Liquidation refers to the 
firm being dissolved and its debts repaid, with remaining assets distributed to the owner(s). If debts exceed 
assets, the firm might be declared bankrupt. Clearly, bankruptcy is a distinct form of low-performing exit but as I 
expand on in study 2, the degree of volition in a bankruptcy is in fact quite ‘fuzzy’ with a substantial number of 
bankruptcies initiated by the entrepreneur him- or herself, while other entrepreneurs choose to sell off remaining 
assets, pay their debts and liquidate their firm, perhaps to avoid some stigma attached to bankruptcy. 
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Hence, theoretical models of entrepreneurial exit require linkages between key components of 

this process and social influences on the exit decision (Aldrich & Zimmer, 1986). 

 

Firm exit has been thoroughly examined in the areas of industrial organization economics and 

organization studies. These two literatures have focused on widely different aspects of exit. 

Economics research has highlighted the roles of the economic cycle, the industry’s specific 

characteristics and the innovation rate in the exit of new firms (e.g. Audretsch, 1995). 

Organization studies have focused on how a broader set of economic and social factors shape 

the exit of new firms. In particular, a large number of studies in the area of organization 

ecology have investigated exit through the theory of density dependence. According to this 

theory, entry and exit of organizations are shaped primarily by the dual roles of competition 

for resources and a need for social legitimacy – i.e. the acceptance or taken-for-grantedness of 

a product offering, business model, or organizational form that the entrepreneur is trying to 

implement (Carroll & Hannan, 2000; Sorenson & Audia, 2000). For example, the 

entrepreneurs that started the first automobile companies were generally seen with great 

skepticism when they started a hundred years ago – ‘who will ever pay for something like 

that?’ (Rao, 2004; Rao, 2008). Most of these early entrants exited the automobile industry, but 

once the survivors started to receive public awareness they were able to attract more 

customers, encouraging other entrepreneurs to launch competing ventures. Accordingly, the 

theory of density dependence predicts that new firms have to struggle to gain legitimacy in 

order to survive when there are few firms in a specific field. As the number of entrants 

increase, legitimacy spreads which makes it easier for new firms to survive. However, these 

new entrants also generate increased competition which at some point decreases the 

probability of firm survival. 

 

Taken together, the individual perspective suggests that personal skills and job options are 

vital for entrepreneurial exit, but that social influences might be important as well. The firm 

perspective suggests that exit is shaped by competition for resources and the need for 

legitimization. While firm-level research in economics and organization studies alike has 

yielded considerable insights into processes of firm exit, this research tends not to consider 

the role of the individual firm founders. This is problematic since we know that most firms in 

any industry are quite small (Carroll & Hannan, 2000) and thus the exclusion of individuals 

from firm-level studies means that perhaps that largest source of variation among these small 

firms is disregarded. As Pennings, Lee and Van Witteloostujin (1998) showed in their 
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longitudinal study of the Dutch accounting industry, disregarding the characteristics and skills 

of individual firm founders leads to underspecified models, resulting in possibly erroneous 

conclusions regarding firm-level processes of exit such as in the density dependence model. 

Hence, to understand the evolution and survival of new firms one must also take into account 

the skills, aspirations and career goals of individual entrepreneurs (Boone & Witteloostuijn, 

1996; Shane & Khurana, 2003). This indicates a need for research on exit to pay closer 

attention to the role of these individual founders.  

  

1.1.2. Entrepreneurship research  and the individual-firm relationship 

Research in the field of entrepreneurship has constructed a line of theories and empirical 

studies addressing the firm-individual interface (Shane, 2003). Entrepreneurship is here 

viewed as individuals pursuing opportunities, often by the creation of new organizations 

(Gartner & Carter, 2003). For new ventures, the firm can in fact be considered as ‘an 

extension’ of the founder (Chandler & Hanks, 1994; Churchill & Lewis, 1983). Studies in this 

vein have investigated both individual firm founders, teams of founders, and the evolution of 

firms that they start. Unique questions addressed by research in entrepreneurship include how 

goals and motivation at the time of founding affect the attractiveness of various exit routes 

(DeTienne & Cardon, 2006), how planning and ties to external investors affects the likelihood 

of exit (Delmar & Shane, 2003; Shane & Stuart, 2002) and how individual dispositions or 

societal institutions shape the willingness to exit (Stam, Thurik, & van der Zwan, 2008). This 

research has yielded many important findings, but interpretations of various studies are 

complicated by the fact that individual entrepreneurs and the firms that they found are very 

heterogeneous, even more so than established firms (Davidsson, 2007; Shane, 2003). Not all 

entrepreneurs have a clear goal of what they want to achieve. Some seek to exploit a valuable 

invention or discovery and to earn money. Some others value the freedom to decide how and 

when they work (Carter et al., 2003). These differences affect how entrepreneurs’ consider the 

possibility of exit, as well as the relative attractiveness of different exit routes.  

 

The entrepreneurial process has been considered as beginning with the moment when an idea 

is born or an individual initiates activities to start a new firm. However, there are some 

disagreements in the literature as to when the entrepreneurial process ends. Reynolds and 

White (1997) suggest that the entrepreneurial process begins with the conception of potential 

entrepreneurs (all individual), gestation of a new firm (nascent entrepreneurs) and infancy 

(fledging new firms), and end with adolescence (new firms that are firmly established). 
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Korunka and colleagues (2003) make a distinction between the individual founder(s) and the 

new firm in their view that the entrepreneurial process “…begins with the first actions of the 

nascent entrepreneur…and ends with the first activities of the new venture”. Bygrave (1994) 

extends the view of the entrepreneurial process by considering also growth in the early stages 

of the firm as the end point of the process, while Davidsson, Delmar and Wiklund (2002) 

view growth per se as an important entrepreneurial event. What these perspectives have in 

common is the assumption that the entrepreneurial process consists of activities that lead to 

the creation of a new firm and that the end of the process is the establishment or growth of the 

firm, whereupon the role of the founder diminishes. Yet, the role of the founding entrepreneur 

can still loom large in established firms (Holmquist, 2004) and his or her departure might 

even endanger the survival of the firm (Carroll, 1984; Haveman, 1993). 

 

Delmar (2005) takes a broader view of the entrepreneurial process, inspired by Aldrich (1999) 

he presents an evolutionary development where variation among entrepreneurs and the firms 

they start leads to differences in growth and survival among firms, whereby firms that are ill-

adapted to the current environment are selected for exit. From this perspective, variation is an 

essential condition for efficient selection which is required for entrepreneurs to learn and, on 

an aggregate level, for the overall economy to progress (Audretsch, Houweling, & Thurik, 

2004). The idea of entry and exit as a source of learning supports the research indicating that 

having previously exited increases the chances of future entrepreneurial success (e.g. 

Samuelsson, 2004). Hence, exit might not be an altogether negative outcome for the 

individual entrepreneur, or for society as a whole. This motivates the integration of exit as a 

vital component of the entrepreneurial process.  

 

����  Definitions of exit 

Various studies of entrepreneurial exit have operationalized it as: the exit of firms from a 

particular market (Anderson & Tushman, 2001; Mitchell, 1994), exit as firm discontinuance 

(Gimeno et al., 1997) or exit as an individual’s decision to leave self-employment (Evans & 

Leighton, 1989; Van Praag, 2003). These studies have spurred a variety of empirical insights 

but none of them take into account that an individual might concurrently run several firms as 

a “portfolio entrepreneur” (Davidsson, 1989) or successively move from one firm to another 

as a “serial entrepreneur” (Westhead & Wright, 1998). In a theoretical paper, DeTienne 

(2008) defines entrepreneurial exit as “the process by which the founders of privately held 

firms leave the firm they helped to create; thereby removing themselves, in varying degree, 
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from the primary ownership and decision-making structure of the firm” (DeTienne, 2008). 

This definition focuses on entrepreneurs’ decision to leave a firm. Conversely, Stam and 

colleagues (2008) define entrepreneurial exit as “the decision to quit an entrepreneurial 

career”, implying that the decision to exit can be quite permanent, or at least that it represents 

a major shift in labor market identity. In this dissertation I follow DeTienne (2008) by 

viewing entrepreneurial exit as when an individual leaves the primary ownership and stops 

working in the firm that he or she initiated. Compared to Stam et al.’s definition, the focus on 

(i) ownership and (ii) workplace activity includes exit events when an individual liquidates or 

sells a firm and shortly thereafter starts another. This is important since while exit might be 

quite permanent for one person, for another person it might be a trigger to re-enter by starting a 

new venture. Compared to DeTienne’s definition, the focus on workplace activity instead of 

management is intended to accommodate the fact that boundaries between managers and 

employees, and the influence on decision making among these, is quite blurry during the early 

life course of a firm (Samuelsson, 2004; Sørensen, 2007a). Finally, my definition also 

includes exit events when an individual liquidates or sells a firm and shortly thereafter starts 

another.4 

 

By considering exit and the possibility of re-entry as part of the entrepreneurial process, this 

dissertation challenges current definitions which implicitly suggest that the process ends with 

the exploitation of opportunities (Shane & Venkataraman, 2000) or with the new firm 

reaching a stable growth (Bygrave, 1994). The observation that firm exit might not be a 

concluding event has been noted in the literature on geographic ‘spillovers’ of entrepreneurial 

resources and skills such as in “Death Hurts but it is Not Fatal” (Hoetker & Agarwal, 2007;  

see also Mason & Harrison, 2006). My dissertation adds to this literature by highlighting the 

personal experiences and decision-making of individual founders as an essential and under-

researched component of exit. The focal point is the recognition that the individual 

entrepreneur or the starting team of entrepreneurs is central to processes of exit and re-entry 

(Sarasvathy, 2004). Figure 1 shows a simple sketch of this process from the viewpoint of the 

individual entrepreneur.5 Here, the entrepreneurial process is considered as consisting of three 

main stages: first the start-up process where the entrepreneur strives to assemble resources 

                                                 
4 See study 1 where I delineate between immediate and more distant  re-starts to measure an individual’s 
experience from different “spells” in entrepreneurship during his or her career. 
5 Or the founding group of entrepreneurs, see the empirical study 3. 



 8 

and reach potential customers and supporters.6 The second stage consists of the activities and 

processes involved when entrepreneurs try to organize and grow their firm.7 The third stage is 

the focus of this dissertation. Yet thinking of entrepreneurship as a multi-stage process helps 

us to understand how conditions during the start-up or organizing/growth stages influence 

entrepreneurs’ exit processes (Eckhardt, Shane, & Delmar, 2006). 

 
 
 

 

 
 

     
 
 
 
 
 
 
 

Figure 1: The entrepreneurial process 
   

 

����  Purpose 

Research has shown that people engage in entrepreneurship for a wide variety of reasons such 

as self-realization, generating wealth, to fulfill some social expectation, or to see one’s idea 

become reality (Carter et al., 2003). It is similarly reasonable to assume that there are several 

motives for people to leave entrepreneurship (Storey, Parker & van Witteloostuijn, 2005), 

suggesting that exit is a multidimensional phenomenon. Yet little attention has been paid to 

motives for exit, the different methods people use for exiting their ventures, or what factors 

contribute to their choice of exit route. This dissertation addresses these questions with a 

specific focus on behavioral decision-making, differences in exit routes used, and how 

individual competencies affect exit. The overall research question is: 
 

Why do entrepreneurs exit? 

 

                                                 
6 This process is in itself very complex and fluctuating, as highlighted by the many studies of “nascent 
entrepreneurs’ (e.g. Davidsson & Honig, 2004; Delmar & Shane, 2004: Samuelsson, 2004) 
7 The most heterogeneous stage that (i) can last anywhere from a brief period to when the founding entrepreneur 
departs or decease, (ii) involves bringing in external actors, often spreading ownership and control of the firm, 
and (iii) most entrepreneurs do not try to grow their firms at all (Wiklund, Davidsson, & Delmar, 2003). 

Organizing and 
growing the 
firm 

Closing or 
selling the 
firm 

Start-up 
process 

Environmental forces 
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This question can be broken down into three separate issues. The first focuses on the role of 

financial performance for exit. The second addresses distinctive routes of exit. The third 

pertains to the decision-making leading to exit. I address each of these in the following 

paragraphs. 

 

While research has noted that entrepreneurs may have many unique motivations for new 

venture creation, individual wealth creation is often viewed as a defining objective for 

entrepreneurship (Schumpeter, 1934). “That the entrepreneur aims at maximizing his profits is 

one of the most fundamental assumptions of economic theory” (Scitovszky, 1943:57). Most 

economic theories of firm dynamics consequently assume that entrepreneurs with firms 

exhibiting low ‘fitness’ with the environment should close down following a process of 

natural selection (Jovanovic, 1982; Lippman & Rumelt, 1982). This centrality of financial 

performance in economic models of exit stands in stark contrast to prevalent empirical 

accounts of entrepreneurs persisting for years in spite of continuous losses (Delmar et al., 

2005; Gimeno et al., 1997). Although financial performance is not always a primary motive 

for entrepreneurs, a certain performance level is necessary in order to keep a business afloat. 

The first sub-question is therefore aimed at disentangling the role of performance for 

entrepreneurial exit: 
 

Sub-question 1: What is the relationship between entrepreneurial performance and exit 
from entrepreneurship? 
 

Even if the entrepreneur in a young firm strives to pursue profitability, erratic performance is 

common: initial high performance can quickly turn into losses or bankruptcy because young 

firms generally have few reserves to withstand sudden environmental shifts (Cooper, Gimeno-

Gascon, & Woo, 1994). In lieu of measuring success by traditional financial performance 

measures, entrepreneurship research has therefore tended to use approximations such as 

survival or growth (Van de Ven, Hudson, & Schroeder, 1984). This approach conflates two 

distinct concepts: financial result and firm status. Firm status (e.g. to continue, sell, or exit) is 

a choice made by the entrepreneur and is not an inevitable consequence of financial 

performance (Pavone & Banerjee, 2005). A central argument in this dissertation is therefore 

that instead of viewing exit as either a failure or a successful outcome, research should 

identify which specific route of exit is utilized and what drives entrepreneurs to choose one 

route instead of another. This leads to a second research question: 
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Sub-question 2: What are the different routes of entrepreneurial exit? 

 

As suggested by the first two sub-questions, financial performance is a key component in the 

decision to exit but it does not seem to have a simple linear relationship with exit (Gimeno et 

al., 1997). To untangle the effects of financial performance on the decision to exit, it becomes 

interesting to consider the entrepreneur’s subjective reaction to such performance and how 

this reaction is socially influenced. Research on the social influences on labor market 

behavior has found that interaction in the workplace is a very strong mechanism by which 

people are influenced to become entrepreneurs (Nanda & Sørensen, 2007). I argue that these 

social mechanisms also influence the level at which entrepreneurs compare their performance 

with that of similar individuals. Instead of considering that insufficient performance triggers a 

rational exit decision, the choice to exit likely depends on whether the entrepreneur reaches 

his or her own subjective goals or not. This subjective goal fulfillment, and its social 

component, is the final topic of this dissertation. The literature on aspiration level 

performance (Greve, 2003a) holds that goal satisfaction is a function of comparison with a 

peer group. Performance relative to an aspiration here acts as an approximation of perceived 

success or failure for an individual (Lopes, 1987), i.e. “the smallest outcome that would be 

deemed satisfactory” (Schneider, 1992: 1053). A third sub-question to address therefore is: 

 

Sub-question 3: How does performance relative to an aspiration level affect entrepreneurial 
exit? 
 
 
 
����  Delimitations 

The general topic of entrepreneurial exit is indeed broad, and it would not be feasible to 

investigate all possible reasons for exit in a single dissertation. The focus of investigation in 

this dissertation is how individual’s human capital, their behavioral decision-making and 

economic factors affect entrepreneurial exit. This focus necessitates that I make some 

delimitations and also that I try to control for other factors that we know might be important 

for exit. The economic cycle and industry life-cycle are two such areas (Audretsch, 1995). By 

using longitudinal research designs looking at multiple cohorts of entrepreneurs in the 

empirical studies, I hope to control for those issues. Another important factor for 

entrepreneurial exit is individual life-course dynamics (Carroll & Mosakowski, 1987). We 

know that the processes of entrepreneurial entry and exit are affected by people’s aging, 
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geographic moves, switching careers and partners – “entrepreneurship happens when people 

are on their way to somewhere else” (Aldrich & Kenworthy, 1994). Life-course dynamics of 

entrepreneurship is an area worthy of inquiry in its own right but does not constitute a primary 

topic in this dissertation. To delineate between the topics of investigation and such life-course 

dynamics I use a large number of control variables in the analyses of individual entrepreneurs, 

including age, gender, social background and family situation. Finally, a strand of research 

suggests that institutional factors such as legitimation-enhancing actors, norms, and culture, 

might have substantial implications for entrepreneurial entry and exit. Investigating such 

institutional effects requires a research design focusing on variation in institutional setting – 

for example by comparing different countries (Autio & Acs, 2007; Stam et al., 2008) or to 

look for potential access to public institutions among individual entrepreneurs (Baum & 

Oliver, 1991). These two approaches are difficult to combine with a research design focusing 

on following individual entrepreneurs and their firms simultaneously over time. The role of 

institutions and culture for entrepreneurial exit are therefore left outside the scope of this 

dissertation. 

 

����  Structure of the dissertation 

Following this section is a literature review where I describe earlier studies and theories of 

exit and outline how they relate to the research problems posed. After this comes a methods 

section where I discuss levels of analyses and the overall research design of the five studies 

included in the dissertation. Then follow extended summaries of the five studies and a brief 

description of how they are related to each other. Finally, I sketch some conclusions and 

discuss what can be learned from this dissertation in research, entrepreneurship pedagogy and 

public policy on entrepreneurship. 
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2. LITERATURE ON EXIT 

The question why entrepreneurs exit has been investigated in various social science literatures 

such as economics, sociology, organization studies and entrepreneurship. These literatures all 

make distinct assumptions regarding economic and social embeddedness, on individual 

agency and rationality, as well as on level of analysis. Carroll and Mosakowski (1987) argue 

that since individuals’ entrepreneurship is episodic, dispositional arguments based on stable 

individual attributes common in entrepreneurship research are incomplete, as are sociological 

theories of class and career because they do not consider life-course dynamics. They suggest 

that ideas from different theoretical fields are needed for investigating the dynamics of exit. 

This is the case also for the questions posited in this dissertation. For example, studies in 

organizational ecology have touched upon different routes of exit but tend to equate exit and 

low performance. Conversely, studies in organization and strategic management have 

investigated the role of financial performance for the exit of new firms, but tend not to address 

the aspirations of founding entrepreneurs. To answer the research question I therefore find it 

necessary to combine some of the theoretical perspectives on exit. Given this eclectic 

approach, the literature review is organized topically and not by theoretical perspective.  
 

Table 1: Entrepreneurial exit in different disciplines 

Research area Level of 
analysis 

Key assumptions Integrative 
problems 

Key contributions 
for a theory of 

entrepreneurial exit 

Illustrative 
Reference 

ECONOMICS Individual Exit is a swift 
decision: labor can 
be employed 
elsewhere 
 

Utility 
maximizing 
leads to under-
socialized 
theory 

Entrepreneurship is a 
choice among 
several types of 
activities to make a 
living 

Taylor 
(1999) 
Johansson 
(2000) 

SOCIOLOGY Individual/ 
group 

Individuals are 
bound by their social 
background (class, 
gender and 
ethnicity) 

No financial 
performance 
focus  

Individual choice is 
formed in a social 
setting such as 
family, school, etc. 

Carroll and 
Mosakowski 
(1987) 
Sørensen  
(2007b) 

ORGANIZATIONAL 
ECOLOGY 

Firm Focus on exit as 
failure: organizations 
are resource 
dependent entities 

Equating exit 
with low 
performance 

Longitudinal studies 
covering populations 
to remedy 
unobserved 
heterogeneity 

Sorenson 
and Audia 
(2000) 
Phillips 
(2001) 

STRATEGY & 
ORGANIZATION 
STUDIES 

Firm Focus on exit as 
failure: organizations 
are resource 
dependent entities 

Little attention to 
the individuals 
who start 
organizations 

Exit is often preceded 
by Failure-avoiding 
strategies  

Mitchell 
(1994) 
Hoetker and 
Agarwal 
(2007) 

ENTREPRENEURSHIP Individual / 
Firm 

Firms are founded 
by individuals or 
teams with volitional 
control of their 
venture  

Disparate body 
of research  – 
lack of strong 
theory 

The individual-firm 
interface is important 
 

Davidsson 
and Honig 
(2003) 
Stearns et al. 
(1995) 
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Table 1 briefly summarizes the key points of five theoretical perspectives on exit, pointing out 

possible contributions and integrative problems for a theory of entrepreneurial exit. The table 

is not meant to be exhaustive, but includes what I perceive as the major theoretical areas 

discussing entrepreneurial exit, as well as some illustrative references for each perspective. 

 

To answer the research question I therefore find it necessary to combine some of the 

theoretical perspectives on exit. Given this eclectic approach, the literature review is 

organized topically and not by theoretical perspective. Table 1 briefly summarizes the key 

points of five theoretical perspectives on exit, pointing out possible contributions and 

integrative problems for building a model of entrepreneurial exit. The table is not meant to be 

exhaustive, but includes what I perceive as the major theoretical areas discussing 

entrepreneurial exit, as well as some illustrative references for each perspective. 

 

In order to research a phenomenon with clarity and precision, the researcher needs to satisfy 

four conditions (Chopra, 2005). First, a clearly defined object must be present on which the 

phenomenon acts. Second, the boundaries of the phenomenon must be distinct. Third, forces 

associated with the phenomenon – that affect or are affected by it – must be clear. Fourth, 

knowledge of the process by which the phenomenon unfolds over time must be clear. 

Looking at the accumulated knowledge on entrepreneurial exit on these dimensions, it 

becomes obvious that exit as a phenomenon needs better clarity and precision. The literature 

has made significant progress on the third element, and to some extent the fourth, identifying 

predictors and consequences of exit. Knowledge of exit processes as they unfold is also sparse 

(an excellent exception is Burgelman, 1994). However, research has made little progress on 

the first and second elements. Despite having looked at the individual, firm or population as 

the object on which the phenomenon acts, research has failed to distinguish between the role 

of individual, firm-level and population level elements of the exit decision. For example, 

population-level studies that do not include the characteristics and skills of individual firm 

founders lead to underspecified models and possibly erroneous conclusions regarding 

processes of exit (Pennings et al., 1998).  

 

A more critical problem is that the conceptual boundaries of exit have not been clearly 

defined or discussed. This has hampered theoretical progress since many empirical studies do 
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not distinguish between exit, failure, and liquidation of firms. In studies within the fields of 

industrial organization economics and population ecology, entrepreneurial exit has often been 

equated with ‘failure’ as a fundamental performance measure of new organizations. Yet there 

are clear indications that exit from entrepreneurship is distinct from ‘failure’. Bates (2005) 

and Headd (2003) investigated the U.S. Census Bureau’s 1996 survey Characteristics of 

Business Owners (CBO) which is based on a large representative sample of U.S. firms 

founded between 1989 and 1992. They found that about one-third of the exiting owners 

characterized their firms as successful during exit. Ucbasaran and colleagues (2006) surveyed 

a representative sample of 767 entrepreneurs in Great Britain and found that among the 

entrepreneurs who had closed a firm, more than a third considered their last firm to be “a 

success”. These studies indicate that at least in the eyes of entrepreneurs, exit and failure are 

two distinct concepts. 

 

2.1.1. Structure of the literature overview 

Since I posit that theoretical eclecticism is necessary to provide an encompassing framework 

for the study of entrepreneurial exit and to answer my research questions, the literature 

overview that here follows is organized topically and not according to a specific theoretical 

viewpoint. Each section reviews the theoretical rationale behind the section’s particular focus 

on exit – for example, why individual competencies, firm performance, and environmental 

factors are important in molding entrepreneurial exit. The sections are concluded with a table 

that summarizes the key factors found to impact exit in prior empirical studies. 

 

The five theory sections are organized to explain a specific part of the process model of 

entrepreneurial exit as shown below in Figure 2. To relate back to the first research question 

pertaining to the relationship between performance and exit, I start the literature review by 

discussing how the evolution and performance of a new firm are related to entrepreneurial 

exit. This perspective is indicated in the bottom grey section in Figure 2, and discussed in the 

theory section 2.1. Following the perspective on performance, I discuss the actual decision-

making preceding exit in the theory section 2.2. Here, I explain different theoretical models 

explaining how performance can be used as a source of information guiding the decision to 

exit. Specifically, I expand on the notion that performance relative to an aspiration level is a 

specific mechanism affecting exit, pertaining to my third research question. Finally, forces 

affecting exit can be related to initial conditions and individual competencies, which are 

discussed in the theory section 2.3. In the subsequent theory section 2.4., I outline how 
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environmental factors outside the power of the entrepreneur affect exit. In the final theory 

section 2.5., I discuss definitions of exit, specifically addressing how prior research has 

approached my research question related to different routes of entrepreneurial exit.  

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Figure 2: A schematic overview of entrepreneurial exit 

 
 
 
 
 
2.1. Performance and exit 

This section discusses how entrepreneurial exit is shaped by economic performance. A basic 

tenet in this dissertation is that financial performance has an important, but not necessarily a 

linear effect on entrepreneurial exit (Gimeno et al., 1997). Why so? One common answer is 

that performance is used as an information signal for entrepreneurs. Both the areas of 

industrial organization economics and organization studies view financial performance as an 

important source of information for entrepreneurs regarding the appropriateness of their 

actions and strategies – thus being a source of entrepreneurial learning. For example, 

Jovanovic’s (1982) economic model of industrial dynamics suggests that uncertainty 

characterizes the production and managerial abilities in new firms. According to the model, 

entrepreneurs enter an industry to pursue a perceived profit opportunity, but they cannot know 

beforehand if they will be successful or not. They therefore have to invest some time and 

money and enter to learn about their ability to manage as an entrepreneur. As time progresses, 

feedback from the most recent period of performance might lead to the decision to expand, to 

contract or to exit (Jovanovic, 1982: 650-653). 

  

Section2.1 
Performance and exit Section 2.5 

Defining Exit –  
boundary conditions? 

Section 2.3 
Initial conditions and 
individual predictors of 
exit 

Section 2.4 
The role of the 
environment for exit 

Section 2.2 
Decision-making  
leading to exit? 
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Frank (1988) suggested a modified economic model of exit, in which entrepreneurs are 

conceptualized as overconfident about their own abilities and therefore “…a longer series of 

bad results will be required to induce exit” (Frank, 1988: 334). This is related to the idea that 

entrepreneurs sometimes are driven by “hubris”, leading to excessive entries of entrepreneurs 

who are forced out of business when they realize they cannot attain the financial performance 

necessary to stay in business (Camerer & Lovallo, 1999; Hayward, Shepherd, & Griffin, 

2006).  Interestingly, entrepreneurs are not predicted to react to declining performance in any 

proactive way in these models: “declining firms will have increasingly lazy entrepreneurs. 

This laziness is a reaction to, rather than the cause of, the decline. Past good performance 

never guarantees continuation” (Frank, 1988: 343). The models of exit presented by 

Jovanovic and Frank are consequently characterized as ‘passive’ models of entrepreneurial 

learning (Pakes & Ericson, 1998) in that they assume that no improvement in productivity8 

takes place once an entrepreneur enters but rather that the venturing process consists of 

entrepreneurs ‘learning’ about their own production function – i.e. entrepreneurial ability is 

more or less fixed. Hence, there are quite strong assumptions of economic rationality in these 

economic models of exit. 

 

Schary (1991) developed a related economic model of how firms exit through liquidation, 

merger or bankruptcy. Testing the model empirically on a sample of 61 textile firms active in 

New England from 1924 to 1940, she found that the form of exit was not related to 

profitability in any clear-cut way. Hence, different types of exit might be considered in a 

sequential decision process in which each form of exit is considered in turn. Schary also 

argues that firm-level characteristics alone are not sufficient to predict all forms of exit.  

 

A model explaining the role of profitability and exit using theories from both economics and 

organization studies that include firm-level as well as individual-level characteristics is the 

threshold model of entrepreneurial continuation (Gimeno et al., 1997). According to this 

model, entrepreneurs choose to terminate their firm when it performs below a critical 

threshold. Gimeno and colleagues suggested that this threshold is shaped by an individual’s 

general human capital providing him or her with other employment opportunities, together 

with occupational switching cost and the perceived psychological value associated with 
                                                 
8 The literature on entrepreneurial learning in I/O economics often discuss “entrepreneurial productivity” in the 
sense of the production function of the new firm (Jovanovic, 1982; Pakes & Ericson, 1998) while the labor 
economics literature discuss “entrepreneurial productivity” as an individual’s ability. The two can be thought of 
as identical if we assume that the firm is small and decision-making power comes from a single owner-manager. 
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entrepreneurship. Testing their model on a sample of 1,547 entrepreneurs belonging to the 

U.S. National Federation of Independent Businesses, they found that exit was affected by 

individual-specific, firm-specific, and environmental factors that simultaneously affected 

entrepreneurial income, such as education and management experience, but also by factors 

that did not affect income, such as age and parental background. Gimeno and colleagues 

(1997) also found that financial buffers in the form of the founders’ wealth lowered the 

probability of exit (see e.g. Holtz-Eakin, Joulfaian, & Rosen, 1994 for similar evidence). 

However, potential buffers in the form of financial slack in the firm seemingly did not affect 

entrepreneurial exit in Bates’s (1990) study of 4,429 U.S. entrepreneurs between 1976 and 

1982, despite the evidence that slack strongly affects risk-taking and performance in larger 

firms (Bromiley, 1991). A potential explanation is that while financial slack allows firms to 

weather times of low profitability, exit of new entrepreneurial-run firms is to a large extent a 

voluntary decision taken by the owner-manager entrepreneur and financial buffers in the firm 

is not necessarily closely connected with this decision. 

 

Table 2: Economic performance and entrepreneurial exit 

Increasing probability of Exit N/S Decreasing probability of Exit 
Individual level Financial variables   

Income drawn from 
entrepreneurship 

 

  Holtz-Eakin et al.(1994)  
Gimeno et al (1997) * 
Jørgensen (2005) * 
Andersson (2006) 

Entrepreneurs’ wealth  Van Praag (2003) Gimeno et al (1997) * 
Holtz-Eakin et al.(1994)  

Firm level Financial variables   
Net income   Kalleberg and Leicht (1991) *♂ 
Slack   (debt/equity ratio)  Bates (1990) *  

Market Strategy   

Specialist (market niche) focus  Brüderl et al. (1992)* 
Carter et al. (1997) * 

 Stearns et al. (1995) * 
 Sorenson and Audia (2000) * 

Generalist (mass market) focus Gimeno et al (1997)*  Brüderl et al. (1992) * 
Number of product offerings   Kalleberg and Leicht (1991) ♀ * 
Innovative activities Kalleberg and Leicht 

 (1991) *♀ 
  

Note: All studies based on the 5% significance level or above. * = firm exit.  ♂ = men only. ♀ = women only 
 

 

Table 2 outlines the relationship between various performance-related or strategy-related 

variables and individual exit found in prior studies. The three columns outline studies 

indicating a significant positive relationship between various performance variables on firm 
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exit (left column), a non-significant relationship (middle column) or a negative relationship 

(right column). The findings summarized in Table 2 clearly indicate that entrepreneurs’ 

earnings (performance) lower the likelihood of exit, as does their accumulated wealth. Some 

studies also indicate that an explicit market strategy – be it a more focused or a more general 

one – seems to lower the probability of firm exit. The evidence is quite clear that financial 

performance matters – as we would expect it to – given that revenue is needed to continue in 

business. Yet, with only one exception, the available studies do not inform our understanding 

of how, specifically, performance matters for entrepreneurial exit decisions. 

 

 

Among the studies revealing that financial performance decreases the probability of exit, only 

the threshold model by Gimeno and colleagues (1997) offers a theoretical explanation for why 

entrepreneurs will terminate their firm when it performs below a certain level. The threshold 

model posits that entrepreneurs’ exit decisions are determined by them comparing their 

expected earnings from entrepreneurship vs. other occupations together with their personal 

costs of switching occupations and their perceived psychological value of entrepreneurship.  

 

The key difference between the model by Gimeno et al. and the models I suggest in this 

dissertation is that instead of assuming that the entrepreneurs’ performance below a certain 

threshold should always trigger the same type of response, I posit that entrepreneurs’ choice 

to exit depends on whether the entrepreneur fulfills his or her aspiration – i.e. reaches his/her 

subjective goals or not. To accommodate the notion of subjective goal fulfillment I draw on 

behavioral models of decision-making developed in organization studies (Miner & Mezias, 

1996). Here, goal satisfaction is considered a function of comparison with some peer group 

and/or earlier performance levels. How, then, are behavioral learning models different from a 

rational learning model? 

 

 

2.2. Decision-making leading to exit 

From a behavioral perspective, decision-makers in new owner-managed firms are 

opportunistic and less dependent on external stakeholders than managers of large firms (Cyert 

& March, 1963). They can quite easily shift strategy or abandon their entrepreneurial efforts 

by closing their firm. Yet a number of studies show that many new and small firms persist for 

several years with low profitability (e.g. Detienne, Shepherd, & De Castro, 2008; Gimeno et 
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al., 1997). This fact is difficult to explain with economic models of entrepreneurial learning 

that stress utility-maximizing and selection-based learning.9 Behavioral models do not assume 

decision makers to behave rationally, although they are often described as intentionally so.10 

However, a key theoretical difference between behavioral and economic models is the 

conceptualization of aspirations versus expectations (Lant, 1992). Expectations are defined as 

anticipations of future events based on the optimal use of all available information (Muth, 

1961). This is distinct from constructs that represent desires, such as aspirations, which in 

economic models are subsets of expectations that are simply assumed to be included in a 

decision-maker’s preference function. So while utility-maximizing economic models suggest 

that aspiration is but one of all aspects that human agents factor into their preference function, 

behavioral learning theories hold that there is a strong social component to economic 

decisions and what is considered “adequate” performance. Empirically, however, the 

predictions of behavioral decision models might be difficult to distinguish from rationality, 

especially in the long run (Lant, 1992).   

 

In behavioral learning models, declining performance is considered a ‘trigger’ for strategic 

readjustment and change. Studies of large and small organizations using behavioral logic have 

found that declining performance can be a trigger for further investments (Greve, 2003b), 

acquisitions (Folta & O'Brien, 2008), internationalization (Wennberg & Holmquist, 2008) and 

firm growth (Delmar & Wennberg, 2007). From a behavioral perspective, entrepreneurship is 

considered an experiential learning process where entrepreneurs learn from observing the 

performance implications of previous actions, using that information to take new strategic 

action. This suggests that an important diverging empirical prediction between behavioral and 

rational learning models is how entrepreneurs relate to deteriorating performance: Economic 

learning models predict that entrepreneurs exit the market when performance is low, although 

there is some disagreement across the models as to how long a period of low performance is 

necessary to induce exit. Behavioral learning models predict that low performance leads to 

strategic change in behavior, which could include exit, but also to other changes such as 

business model / market focus.  

 

                                                 
9 See Carroll and Harrison (1994) for a sociological explanation why selection is ‘weak’ in most industries. 
10 ‘Intentional rationality’ can be thought of as goal-directed choice anchored in a person's interpretation of the 
situation which he or she confronts (Beckert, 2003). This process is not purely individual-subjective as in a 
social constructionist view but rather based on generalized expectations of other’s behavior and agreed-upon 
interpretations of such behavior (c.f. Mead, 1934). 



 20 

In the behavioral tradition, adequate – or ‘satisficing’ – economic output is considered 

something that is partly socially constructed by observing one’s previous performance or the 

performance of similar others – a reference group (Cyert & March, 1963). While micro-

oriented research in organizational behavior has tended to use measures of reference groups 

derived from individual perceptions (cf. Goodman & Haisley, 2007; Kulik & Ambrose, 

1992), more macro-oriented research has tended to model firms' reference groups as a simple 

benchmark with other firms in an industry (Greve, 1998) in a social network (Baum et al., 

2005). Others have suggested that physical proximity, size, and other organizational 

characteristics are important for the formation of reference groups (Lant & Baum, 1995; 

Porac et al., 1995). Yet, such aggregate measures do not seem to accurately reflect the social 

comparison processes of entrepreneurs running small firms. In this dissertation I use theories 

of socialization (Mumford, 1983; Ryan, 2000) to propose that in the context of entrepreneurial 

exit, a more valid reference group for individual entrepreneurs should consist of entrepreneurs 

with a comparable educational background. A prior study of social interaction in and labor 

market behavior in Sweden indicates that personal links formed in school settings affect the 

individual’s job switches (Hedström, Kolm, & Åberg, 2003). But to the best of my 

knowledge, no research has yet investigated the role of schooling for the formation of 

entrepreneurs’ aspiration levels.  

 

2.3. Initial conditions and predictors of exit 

The perspective of exit as a strategic response to performance relative to a threshold or a level 

of aspiration suggests that the initial goals and aspirations of entrepreneurs are important. 

There is, however, a broader literature pertaining to the importance of the initial conditions 

and resources available at the time of initial venturing, for shaping entrepreneurial exit. Many 

studies have found that initial conditions at the time of entry are vital in shaping the 

likelihood, conditions and processes of exit. For an individual entrepreneur, the personal 

reasons and factors associated with entry into entrepreneurship are crucial factors associated 

with both whether and how he or she chooses to exit (Taylor, 1999). The resources and 

environmental conditions present at the time of founding can also influence the firm in long-

lasting ways, even if more resources are accumulated and environmental conditions change 

(Delmar, Hellerstedt, & Wennberg, 2006). This means that the entrepreneurial process by 

which individuals engage in the start, the growth, and the exit of a firm is path-dependent. 

Entrepreneurs starting in times of economic hardship generally encounter more obstacles such 
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as lack of venture capital, low demand, environmental uncertainty, etc. Even if they manage 

to persist as entrepreneurs, the way that they deal with those obstacles can shape the way that 

their venture develops in the future (Landberg, 2008). 

 

The theoretical logic behind the importance of initial conditions has been explained by the 

ecological theories of density delay and red queen competition. Density delay proposes that 

the number of competitors present at the time of firms’ founding reduces the amount of 

resources for each firm, increasing the probability of exit throughout their entire life course 

because the lower resource available in periods of high density tend to become self-

reinforcing and amplify differences in exit rates of firms founded under different conditions 

(Carroll & Hannan, 1989). The theory of red queen competition, on the other hand, suggests 

that the number of competitors present at the time of firms’ founding can increase the viability 

of firms that manage to remain in business (Barnett & Pontikes, 2008). Hence, density delay 

stresses selection-based competition whereas red queen competition stresses adaptation from 

competition. A moderating view is presented in Shepherd, Douglas, and Shanley’s (2000) 

model of new venture survival, which suggests that entrepreneurs learn to deal with the 

selection pressure on new firms by engaging in various risk-reducing strategies. The model 

focuses specifically on failure – i.e. exit due to financial default. In this model, it is not the 

number of competitors during founding per se that determines the probability of exit, but 

rather the new firms’ degree of novelty on a number of dimensions: market novelty (the 

degree to which the customers are uncertain about the new venture), production novelty (the 

extent to which the production technology is similar to technologies in which the production 

team has experience and knowledge), and novelty to management – the entrepreneurial team’s 

(lack of) relevant business skills, industry specific information and start-up experience. 

Shepherd and colleagues also suggest that strategies to reduce risk might lessen default – i.e. 

exit due to low performance. Similar suggestions are provided in Van Witteloostuijn’s (1998) 

model of exit which posits that firms performing under a reference point may engage in 

failure-avoiding strategies to avoid default. To the best of my knowledge, no studies to date 

have empirically investigated how risk-reducing/failure-avoiding strategies impact exit.11 In 

this dissertation I start to address this empirical gap by investigating how individual 

entrepreneurs’ risk-reducing strategies affect both low-performing and high-performing exits. 

 

                                                 
11 See the related literature on corporate ‘turnarounds’ which focus on large firms (e.g. D'Aveni, 1989). 
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2.3.1. Firm-level initial conditions 

What, then, are the important initial conditions noted by prior studies pertaining to the firm 

level? New firms started with higher initial capital (Bates, 1990), an established legal entity 

(Delmar & Shane, 2004), more extensive number of product offerings (Kalleberg & Leicht, 

1991) and more employees during founding (Bates, 1995; Delmar, Hellerstedt, & Wennberg, 

2006) have been found less likely to exit. However, also here the resources of the new firm 

have been found to be closely intertwined with the resources and knowledge of the individual 

entrepreneur. For example, firm founders’ human capital has been found to be strongly related 

to both start-up capital and firm survival, indicating that failure to control for entrepreneurs’ 

human capital characteristics might lead research to overestimate the importance of financial 

capital (Bates, 1990). This indicates that research needs to acknowledge that resources might 

be distinctly related, non-related, or adversely related to each other. Further, studies of new 

firm evolution need to consider factors related to the founding entrepreneur(s). The 

importance of such initial factors will now be discussed. 

 

2.3.2. Individual-level initial conditions 

Generally, empirical studies have found that the probability of exit is lower for entrepreneurs 

with more extensive human capital (Brüderl et al., 1992). Fundamental to this line of research 

is the assumption that individual competencies and skills will influence the firm’s 

development even though the environment and the firm will continue to change. The 

theoretical reasoning centers on the notion that new firms whose founders bring with them a 

more extensive base of skills and experience are in a better position to withstand 

environmental fluctuations and also to overcome bad managerial decisions. 

 

A substantial empirical literature has investigated the role of firm founders’ human capital in 

entrepreneurial exit. For example, Taylor (1999) investigated 1,361 persons from the British 

Household Panel Study between 1991 and 1995. He found that while specific human capital 

such as prior entrepreneurial experience lowered the likelihood of exit, formal education did 

not. Two other studies in this vein are Johansson’s (2000) study of 4,192 Finnish persons who 

became self-employed during 1987-1995, and Andersson’s (2006) study of all 22,438 Swedes 

who started a sole proprietor or a partnership in 1999. Both studies found that long education 

increased the probability of exit to a paid job but decreased the probability of exit to 

unemployment. Finally, the study by Sørensen (2007b) followed 4,399 Danes who started a 

sole proprietor or a partnership during 1980-1997 and found that, while prior industry 
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experience lowered the likelihood of exit, experience from growing up in a family of 

entrepreneurs did not. 

 

Not only the explicit skills among entrepreneurs but also their individual goals and strategies 

have been found important for exit. For example, the existence of an explicit type of market 

strategy – either a more generalist or a specialist niche strategy – has been found to reduce the 

probability of exit (Brüderl et al., 1992; Stearns et al., 1995). There is also indirect evidence 

that such strategies and goals are related to the founder’s experience and skills. Boeker (1988) 

noted in his study of 62 Californian semiconductor firms that a founder’s career background 

strongly shaped the evolution of firms. One goal of this dissertation is to investigate how 

founders backgrounds affect patterns of exit by looking specifically at differences in the 

individual’s education and work experience, as such differences are believed to affect how 

entrepreneurs consider the possibility of exit as well as the relative attractiveness of different 

exit routes. In this way the progress of new firms and self-employed entrepreneurs follows a 

path-dependent process where initial conditions by and large shape the paths that firms and 

individual entrepreneurs follow. Table 4 below summarizes the important initial factors that 

prior studies have found to be related to entrepreneurial exit. As is evident in the table, for 

some variables such as years of education, the findings from prior studies are inconclusive as 

to how much they affect exit. In this dissertation I argue that these divergent findings are due 

to an underconceptualization of exit as a binary outcome, and that some of the inconclusive 

findings in regard to entrepreneurial experience, age, or education might be remedied if 

studies of exit can distinguish between exit by liquidation and exit by firm sale. These 

distinctions are discussed in the final theory section 2.5, but before this I will also address 

how environmental factors outside the power of the entrepreneur affect exit. 
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Table 3: Initial conditions and entrepreneurial exit 

Increasing probability of Exit N/S Decreasing probability of Exit 
Human capital variables   

Years of education Andersson (2006) 
Taylor (1999)   ♂ 
Lin et al. (2000) 

Taylor (1999) 
Van Praag (2003) 
Johansson (2000) 

Bates (1990) 
Brüderl et al. (1992) 

University education (0/1) Andersson (2006) 
 

Azoulay & Shane (2001) * 
Lohmann & Luber (2004) 
Burke et al (2008) ♂ 

Amossé & Goux (2004) ♂ 
Sørensen (2007b) 

Vocational education (0/1)  Lohmann & Luber (2004) 
Burke et al (2005) ♂ 

Amossé & Goux (2004) ♂ 
Sørensen (2007b) 

Industry experience Metzger (2007) 
 

Shane & Stuart (2002) * Gimeno et al (1997) * 
Pennings et al. (1998) * 
Van Praag (2003) 

Management experience  Bates (1990) Gimeno et al (1997) * 
Entrepreneurial  experience Jørgensen (2005) * 

Kalleberg & Leicht 
(1991) ♂ * 
 

Van Praag (2003) 
Gimeno et al (1997) * 

Gimeno et al (1997) * 
Delmar & Shane (2003) * 
Taylor (1999) 
Andersson (2006) 

Socio-Demographic variables   
Gender=male  Sørensen (2007) 

 
Bates (1990) 
Taylor (1999) 
Burke et al (2008) 

Age Harhoff et al. (1998) * 
Taylor (1999) 
Holtz-Eakin et al. (1994) 

 Gimeno et al (1997) * 
Van Praag (2003) 
Jørgensen (2005) * 

High Age (age squared) Taylor (1999) 
Jørgensen (2005) * 
Andersson (2006) 

  

Married Sørensen (2007b) ♀ Johansson (2000) 
 

Jørgensen (2005) * 
Andersson (2006) 

Family firm background  Sørensen (2007) Gimeno et al (1997) * 

Social Network   Davidsson & Honig (2003) 
Dahl & Sorenson (2008) 

Firm level variables   
Firm’s legal form  Kalleberg & Leicht 

(1991) * ♂ 
Jørgensen (2005) * 
Delmar and Shane (2004) * 

# Employees/ partners at start  Carter et al. (1997) Cooper et al. (1994) 
Bates (1995) 
Headd (2003) 

Note: All studies based on the 5% significance level or above. * = firm exit.  ♂ = men only. ♀ = women only
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2.4. The role of environment for the exit decision 

So far I have mostly discussed internal reasons for exit such as the founder’s strategic 

decision-making, the resources and skills that she brings to the new firm, and the 

collaborators and employees that he or she teams up with. But no matter how determined, 

bold, or overconfident the founder is ‘to make it’, no matter what resources, skills or 

experiences are assembled in the new firm,12 an inescapable fact is that entrepreneurs are 

strongly dependent on the situation in the society and market economy. During the time of 

writing this dissertation, the world is entering a global recession that might be the worst in 80 

years. Many entrepreneurs could be hard pressed to exit in such dire economic times. Thus, 

even if the main focus of investigation in this dissertation is how a founder’s skills and 

decision-making affect entrepreneurial exit, it is also necessary to consider the research that 

has documented how a range of geographic, economic and industry-level forces might affect 

the likelihood of exit. 

 

Theories of entrepreneurship often focus on the importance of uncertainty for the emergence 

of new entrepreneurial opportunities and individuals’ decisions to discover and exploit such 

opportunities (Shane & Venkataraman, 2000). However, uncertainty might also induce the 

exit of existing firms. The study by Anderson and Tushman (2001) investigated what led 

firms to exit the American cement and minicomputer industries during the 20th century. They 

found that uncertainty, in the form of demand volatility and the rate of technological change, 

was strongly associated with exit – far more important than other industry-level and 

macroeconomic conditions. This highlights the Schumpeterian idea that uncertainty in future 

demand creates important opportunities for entrepreneurs – but once they have established 

their firm, this very uncertainty becomes a threat to the persistence of firms. Hence, industry 

volatility is one important condition that may impart exit. Study 1 in this dissertation 

investigates the role of industry uncertainty (volatility) for both the entry and the exit of 

individual entrepreneurs, arguing that more experienced entrepreneurs use strategic decision-

making heuristics to deal with such uncertainty. 

 

More general economic conditions have also been found to exhibit weak to moderate effects 

on entrepreneurial exit. Economic conditions influence the profitability of the entrepreneurial 

                                                 
12 Take for example the case of the internet retail start-up Boo.com, which was started at the height of the dot-
com boom by a team of extremely motivated and experienced entrepreneurs with over $100 million in venture 
capital funding. When the market turned sour, the firm did not even last for two years. 
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venture, but also the amount of job opportunities available elsewhere (Phillips & Kirchoff, 

1989). Several empirical studies find that the probability of exit is higher when the economy 

is in decline, such as when unemployment or bankruptcy rates increase (Andersson, 2006; 

Carrasco, 1999; Taylor, 1999). For example, Everett and Watson (1998) studied 5,196 

Australian retail and service start ups between 1960 and 1999. They found that environmental 

factors such as the unemployment rate were associated with somewhere between 30 and 50 

percent of exits. Everett and Watson interpreted this to mean that a high unemployment rate 

may indicate problems in the economy, increasing the probability of business failures. 

However, there is also research indicating that under some conditions, the likelihood of exit 

might increase when the overall economy is thriving. Economic growth or high salary levels 

in the surrounding area suggest that the availability of outside job opportunities increases 

(Andersson, 2006; Gimeno et al, 1997). This might lead entrepreneurs to liquidate or sell their 

firm, moving instead to another occupation. 

 

Further, a substantial literature in entrepreneurship, population ecology, and economic 

geography suggests that geographic factors – such as the clustering of similar or related firms 

in industrial agglomerations – are important for entrepreneurial entry and exit. However, 

some of this work argues that entrepreneurs are less likely to exit if they co-locate, while 

other work argues that co-locating increases the probability of exit. For example, Pe’er and 

Vertinsky (2006) argued that entrepreneurs who co-locate in clusters should be less likely to 

exit since they are less dependent on the rare skills of their employees and specific resources, 

as skills and resources can be attracted nearby. Conversely, Gordon and McCann (2005) 

argued that entrepreneurs who co-locate in clusters should be more likely to exit because there 

are stronger job-matching opportunities in clusters of firms, meaning that under-performing 

entrepreneurs can more easily find alternative employment. Also the empirical evidence in 

this area is mixed. A famous study by Dumais, Ellison and Glaeser (2002) of all U.S. 

manufacturing plants between 1972 and 1992 found that new plants in industrial 

agglomerations were less likely to exit. However, this study mixed independent plants and 

plants owned by large firms, so the findings might not extend to small owner-manager firms. 

The study by Sorenson and Audia (2000) of all 5,119 footwear manufacturers in the U.S. 

between 1940 and 1989 found that young plants which located in or near concentrated regions 

were more likely to exit than isolated plants. One reason suggested for these divergent 

findings is that prior studies have employed a variety of different ways to measure clusters. In 

a study employing different measures of clustering, Baum and Mezias (1992) followed all 593 
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transient hotels started in New York during 1889–1990 and found that physical proximity to 

other hotels tended to increase the probability of exit, but only if measured by similar hotel 

segments. While the proximity to hotels of similar size, similar locations and similar pricing 

segment increased the probability of exit, the number of competitors in the city per se actually 

decreased the probability of exit. A sociological explanation for these divergent findings on 

how agglomerations of similar firms affect exit is provided in Carroll’s (1985) model of 

“resources partitioning”. This model proposes that the amount of resources available in a 

market is limited, and in order to grab an increasing share of those resources, existing firms 

have to grow and become more “general” in order to position themselves as able to cater to 

most needs in that market. However, this also creates opportunities for new organizations to 

enter “on the fringes” of the market as providers of niche products and services. Evidence of 

resources partitioning for new firm entry has been shown in diverse industries such as 

software manufacturers (Fernhaber, Gilbert, & McDougall, 2007), film producers (Mezias & 

Mezias, 2000), and American microbreweries (Carroll & Swaminathan, 2000). Relatively less 

emphasis has been put on how resource partitioning might affect entrepreneurial exit. One 

study, however, suggested that firm are more likely to exit when the outside job prospects of 

managers are high (Phillips, 2001). Hence, both industry and geographic factors are also 

important in shaping exit patterns. 

 

One might ask whether the importance of geographic factors and generalist/specialist 

strategies for exit holds true also for very small owner-manager firms. It seems so: Schiller 

and Crewson (1997) used data on entrepreneurs from the U.S. Longitudinal Study of Youth 

and found that entrepreneurs locating in an urban area had a significantly lower likelihood of 

exit. Further, Stearns and colleagues (1995) studied a random sample of 2,653 owner-

manager firms founded in 1986 in the U.S. states of Pennsylvania and Minnesota. They found 

that patterns of exit differed greatly depending on industry context and whether the firms were 

founded in urban or rural locations. New service firms with a niche strategy were less likely 

to exit when they located in urban rater than in rural areas. Conversely, new product firms 

with low-cost strategies (generalists) were more likely to exit in urban than in rural areas. This 

affirms the important role of environmental characteristics during processes of entrepreneurial 

exit. Such environmental characteristics therefore have to be controlled for if we wish to 

investigate the importance of other factors, such as the role of financial performance or 

behavioral decision-making, for entrepreneurial exit. So although the environment is not a 

primary interest in this dissertation, in the empirical studies I try to control for environmental 
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influences on entrepreneurial exit. The exception is study 5: here the opposite research design 

is used and I try to control for internal factors when investigating the role of industrial 

clusters for the exit of new firms. Table 5 below summarizes the empirical evidence from 

studies of how environmental factors impact entrepreneurial exit. It shows that many 

individual-level studies indicate that the probability of exit increases when the local 

unemployment or bankruptcy rate is high, but also when income levels and the overall 

economy are growing. Further, a couple of studies indicate that locating in an urban area 

decreases the probability of exit. When it comes to co-locating with similar firms, however, 

the evidence is mixed in regard to whether proximity to similar firms increases or decreases 

the probability of exit. This is one of the motivations for study 5 where the firm’s 

environment is the focus of investigation. 

 

Table 4: Environmental influences on entrepreneurial exit 

Note: All studies based on the 5% significance level or above. * = firm exit.  ♂ = men only. ♀ = women only

Environmental Variable Increasing probability 
of Exit 

N/S Decreasing probability of 
Exit 

 

Macro economic conditions    

Local unemployment rate 

Everett & Watson (1998)  
Carrassco (1999) 
Taylor (1999) 
Andersson (2006) 

 

 

 

Local mean income Andersson (2006)    

Local bankruptcy rate Johansson (2000) 
Van Praag (2003) 

   

Local economic growth Gimeno et al (1997) *  Barbieri & Bison (2004)  
Demographic factors    

Human Population density Gerber (2004) Andersson (2006)   

Urban location   Stearns et al. (1995) * 
Schiller & Crewson (1997) 

 

Industry Competition    
Firm Population density   Carroll & Hannan (2000) * 
Firm Population density ² Carroll & Hannan (2000) *   

Proximity to similar firms 
Sorenson & Audia (2000)* 
Folta, Cooper & Baik 
(2006)* 

Azoulay & Shane (2001) * 
 

Dumais, Ellison & Glaeser 
(2002) * 

 

Industry volatility Anderson & Tushman 
(2001)*    
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2.5. Different routes of exit 

Perhaps the most conclusive evidence on entrepreneurial exit to date was provided by Gimeno 

and colleagues (1997). They found that exit was affected by factors that simultaneously 

affected entrepreneurial income, but also by factors that did not affect income at all, such as 

growing up in a family firm. Another key finding of this study was that exit is underspecified 

as a dependent variable – i.e. that there are several different routes of exit that might involve 

different theoretical explanations. This finding has received much attention in the recent 

literature and will now be discussed because it relates directly to how we define and think 

about exit. 

 

From a firm-level perspective, the dominating focus on exit as ‘failure’ in the area of 

organization studies reflects the – implicit or explicit – view that firms are seen in the light of 

‘going concern’, i.e. entities that try to prolong their existence. For incumbent firms with a 

multitude of stakeholders such as large joint-stock corporations, this might not be an 

unreasonable assumption. Yet, for new independent firms run by one or a few entrepreneurs, 

the destiny of a firm is intimately linked to that of its owners(s). This can be exemplified with 

Headd’s (2003) investigation of perceptual measures of success amongst 12,185 firms in the 

1996 Characteristics of Firm Owners Survey, a representative sample of U.S. firms started 

between 1989 and 1992. He found that after four years, half of all entrepreneurs had exited 

and one-third of these considered their firm to be ‘successful’. Headd also found that factors 

characterizing exiting firms such as lack of initial resources, started by a young entrepreneur, 

etc., did not differ between entrepreneurs who considered themselves as making a ‘successful’ 

or an ‘unsuccessful’ exit. A conclusion of the study was that a high proportion of exiting 

entrepreneurs seem to consider this a satisfactory outcome. Another conclusion was that 

entrepreneurs’ goals and time horizon diverge: some may want a life-style firm, some are 

trying to build a high-growth firm that they can divest in a few years, yet some others seek to 

avoid unemployment, etc. This interpretation received support in DeTienne and Cardon’s 

(2006) study of future exit strategies among 189 entrepreneurs in the U.S. electrical 

measurement and surgical medical instrument industries. They found that older entrepreneurs 

were more likely to have an exit strategy, and that common human capital variables such as 

age, education and experience were related to what specific exit strategy (family succession, 

sell-off, IPO, liquidation, etc.) the entrepreneurs envisioned.  
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Despite the multitude of exit motives and specific exit routes suggested by these studies, 

research on firm exit seems to converge on a conclusion that there are two broadly distinct 

exit routes: liquidations and sell-offs (e.g. Gimeno et al., 1997; Mitchell, 1994). Research on 

individuals’ exit from self-employment seldom has access to firm-level data: hence these 

studies cannot observe what happened to the firm after the entrepreneur left self-employment 

(see Taylor 1999 and Van Praag 2003 for important exceptions). Rather, such studies focus on 

what happens to the individual entrepreneur after exit, i.e. whether he or she starts another 

firm, become unemployed, takes up a job etc. The lack of access to firm-level data in studies 

of individuals’ exit is a problem since the likelihood of becoming unemployed will naturally 

be much higher if the entrepreneur did not plan for exit – such as in the cases of firm 

bankruptcy or forced liquidation. Hence, research cannot readily assign ‘causes’ or validity to 

specific exit routes without carefully specifying the levels of analysis – is it interesting what 

happens to the firm upon exit, what happens to the entrepreneur(s) – in the short or the long 

run? Hand in hand with the level of analysis also goes the question of boundary conditions of 

exit as a phenomenon. Are we interested in why the entrepreneur exited? Then, the 

happenings of the firm and the entrepreneur’s reaction to this should be of interest. Are we 

interested in what the entrepreneur comes to do after exit? Then what happened to the firm 

might plausibly be less important. 

 

This dissertation focuses on why entrepreneurs exit. Hence, firm development and 

performance are important topics, as are vital events in the life of the entrepreneur. Prior 

studies have used different approaches to account for entrepreneurial life-course events: 

Gimeno et al. (1997) explained such events indirectly in that the opportunity costs to 

entrepreneurship are affected by demographic factors (see also Carroll & Mosakowski, 1987). 

Taylor (1999) provided some interesting evidence in his study of 1,361 U.K. entrepreneurs 

between 1991 and 1995. In the study, 4.3 percent of men who exited from entrepreneurs 

quoted ‘personal reasons’ such as education or family care for their decision to exit, while 

13.4 percent of women entrepreneurs quoted similar reasons. This indicates that the personal 

reasons for exit can differ substantially across individual and that the life-course situation of 

entrepreneurs can be important for exit. In all individual-level analyses I therefore try to 

control for gender and other factors relevant to the life situation of entrepreneurs.  

 

Even though there might be substantial heterogeneity in entrepreneurs’ motivations for exit 

and how well their firms are performing, exit by closing/liquidating the firm should generally 
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be more closely associated with low-performing entrepreneurs. But what about sell-off? 

Storey, Parker and Van Witteloostuijn (2005) suggested that there might be several distinct 

types of firm sales but did not specify what types of sales those might be. Entrepreneurs might 

have a multitude of reasons to sell off their firms, including unsatisfactory performance 

(Jensen & Ruback, 1983), lack of resources to sustain further expansion (Granstrand & 

Sjölander, 1990), mismatch with the entrepreneurs’ other goals (Burgelman, 1994) or 

managerial succession due to old age or unwillingness to further pursue the firm (Melin & 

Nordqvist, 2000). While liquidation generally indicates low firm performance, sell-off 

indicates that the firm performed better than average (Bates, 1999). Some studies have 

identified sales with respect to the characteristics of the buyer (Birley & Westhead, 1993; 

DeTienne & Cardon, 2006; Graebner & Eisenhardt, 2004). Implicit in this literature is that 

sell-off is seen as successful by the seller. Yet sell-off may also be an alternative preferred by 

the entrepreneur to avoid bankruptcy or liquidation of a poorly performing firm. If a firm is 

starting to generate losses and the entrepreneur is unable to turn the situation around, she has 

the option to sell the firm’s operations and its remaining assets before it accumulates further 

losses – what Van Witteloostuijn (1998) refers to as the “flight from losses”. 

 

All this indicates that research on exit should look for divergent motives or difference in 

performance among entrepreneurs who exit by liquidation or sale, rather than assuming that 

liquidation is always an unsuccessful outcome and sell-off is always a successful outcome. 

Study 2 in this dissertation looks specifically at this issue by investigating entrepreneurs who 

exit by liquidation or sale of firms that are either close to bankruptcy or performing well. To 

exemplify the types of exits investigated in previous studies and their relationships with 

various variables, Table 6 below summarizes a number of important prior studies, their level 

of analysis, the main findings, and the specific exit routes investigated. Among other things, 

the table shows that individual-level factors have strong effects on exit at the firm level 

(Brüderl et al., 1992), that there are various types of exit routes related to entrepreneurs’ labor 

market options (Andersson, 2006; Holtz-Eakin et al., 1994; Lin, Picot, & Compton, 2000), 

and that exit routes can differ markedly between men and women entrepreneurs (Taylor, 

1999). Perhaps most importantly, the studies by Van Praag (2003) and Lin et al. (2000) show 

that entrepreneurs’ human capital might have differential effects on each of these exit routes. 

This shows how my second research question – about different routes of exit – relates directly 

to the other research questions, since factors such as performance and aspirations might well 

also differ across exit routes.
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2.6. A general model of entrepreneurial exit 

This section presents a general theoretical model of entrepreneurial exit. The model is based 

on the process model of entrepreneurship presented in Figure 1 in the introduction and its 

components are derived from the above literature review. By combining the insight from 

earlier studies and perspectives on exit in the above theory sections, it is apparent that three 

main groups of factors are highly relevant for exit: (i) individual competencies and resources, 

(ii) firm performance, and (iii) environmental forces. Further, in section 2.5. I suggested that 

the importance of these factors might differ depending on the specific exit route utilized, for 

example if the entrepreneur exits by selling the firm rather than liquidating it. In Figure 3 

below, I therefore summarize the three groups of factors in an attempt to integrate them with 

the suggested process model of entrepreneurial exit.  

 

 

 

 
 
 

 

 

 

 

 

 

 

 

 

 

 

Figure 3: A general model of entrepreneurial exit 
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3. METHODS 

3.1. Research motivations and outline of the 5 studies 

With a background in cognitive psychology and business/economics, a keen interest for me 

when embarking on a PhD in entrepreneurship was how the entrepreneurial processes of 

creating, growing, and exiting a firm could be explained by models of decision-making 

develop in economics and the behavioral sciences. Study 5 started before I had finalized the 

theoretical model of entrepreneurial exit presented above in section 2.6. I was interested in the 

mixed empirical evidence regarding how firm’s locating close or far to an industrial cluster 

would affect their probability of exit. In this study, internal factors such as individual 

competencies and behavioral decision-making are not the main interests, and I try rather to 

control for individual competencies when investigating how industrial clusters affect the 

performance and exit of new firms. Study 1 evolved simultaneously as I was drafting the 

dissertation and my research questions. The study grew out of my interest in one specific 

model of decision-making (real options) and whether it could be used to explain 

entrepreneurial processes. The focus on dynamic decisions and recursive investments in real 

options theory led me to the decision to investigate both entry and exit over a longer period of 

time in study 1. Study 2, on the other hand, was made with the intention of problematizing 

exit as an outcome variable, and thus it specifically addresses the second research question, 

about different routes of entrepreneurial exit. Study 3 started as an attempt to broaden the 

focus from the individual entrepreneur to the entrepreneurial team, so as to investigate the 

boundary between individual founders and the new firm. The choice of industry was born 

when I shared office space with a group of students starting a financial services venture, and it 

struck me as an ideal setting for investigating how firm founder’s combined competencies 

would shape firm exit. Study 4 is perhaps the most ambitious part of this dissertation. I started 

it with the specific goal of integrating a behavioral decision-making approach to the 

individual entrepreneurs’ decision to exit by sell-off or firm liquidation, respectively. In sum, 

each of these studies makes a different contribution to research on entrepreneurial exit, and 

altogether, they support the view that exit includes various factors related to the firm, the 

individual founder(s) and the environment, as outlined in the general model of entrepreneurial 

exit shown above in Figure 3. 
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3.2. Connections between the 5 studies 

The general conceptual model of entrepreneurial exit– or rather, distinct parts of the model – 

are investigated in the empirical studies in this dissertation. Note that according to this model, 

the actual decision-making leading to exit is not distinguished as a separate ‘phase’ of the exit 

process. Rather, it is investigated through the relationships between performance, aspirations, 

and exit. My first research questions pertained to the relationship between performance and 

exit. This is addressed by all of the empirical studies but specifically by studies 1, 2, and 4. As 

indicated in Figure 4, study 1 connects the role of individual founders’ skills with both the 

start-up process and subsequent exit. Study 2 investigates different exit routes by 

distinguishing well-performing firms from firms in financial distress, hence focusing on the 

right-hand side of Figure 4. Study 3 moves to the firm level of analysis to investigate the role 

of entrepreneurial teams for firm exit, as is indicated in the lower part of Figure 4. Study 4 

investigates how performance relative to an aspiration level affects exit by liquidation and exit 

by firm sell-off, respectively. It is the most encompassing among the studies and hence takes 

the center stage in Figure 4. Finally, study 5 focuses on the role of environmental factors for 

exit, as indicated in the upper part of Figure 4. 
 
 
3.3. Level of analysis and measurement of exit 

A key point of this dissertation is that exit can be analyzed at different levels. ‘Entrepreneurial 

exit’ might constitute the exit of a firm from the marketplace, and/or the exit of an individual 

from entrepreneurship. In this dissertation I focus primarily on the latter level. This choice 

necessitates that I distinguish between firm exit and individual exit. Table 7 outlines the 

distinction between individuals who withdraw from entrepreneurship without closing their 

firm (A: Exit from entrepreneurship by sell-off), individuals who close their firm but soon 

thereafter start another (B: serial entrepreneurship), and individuals who withdraw completely 

from entrepreneurship and close down their firm (C: Exit from entrepreneurship by 

liquidation). This is compared to the traditional models of new firm exit that investigated firm 

liquidation without considering what the entrepreneur subsequently does (D: firm 

liquidation). 
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Table 6: Exit events on firm and individual level 

 

Event Individual Exit  Firm Exit Designation  Study 

A: The individual withdraws 
from entrepreneurship but the 
firm continues 

Yes No Exit from entrepreneurship 
 by sell-off 

Study 2 
Study 4 

B: The individual closes the 
firm but soon thereafter starts 
another  

No Yes Serial entrepreneurship Study 1 

C: The individual withdraws 
and the firm is liquidated Yes Yes Exit from entrepreneurship 

 by liquidation 
Study 1 
Study 4 

D: The firm is liquidated, what 
the entrepreneur does 
subsequently is ignored 

? Yes Firm liquidation 
Study 2 
Study 3 
Study 5 

 

 

Different strands of the literature have tended to focus on distinct types of exit. For example, 

economic career choice models tends not to distinguish between cases A and C in Table 7, nor 

do they distinguish between case B and an individual who persists in running the same firm 

for several years. Models of organizational failure (D'Aveni, 1989; van Witteloostuijn, 1998) 

focus on firms that are disbanded in spite of managerial attempts to prevent this from 

happening – as in case D. This category does not address what happens to managers and 

owners after firm exit. To account for this conceptual complexity of exit at multiple levels of 

analysis, in the five empirical studies I therefore focus on a distinct level of analysis and 

slightly different definitions of exit as indicated in the right-hand column of Table 7. 

 

In this dissertation I focus mainly on the individual founder as the unit of analysis. Some have 

criticized this focus on the entrepreneur because it fails to acknowledge the strong contextual 

factors present in entrepreneurial processes, thus being ‘devoid of context’ (Aldrich & 

Zimmer, 1986) or at risk of ‘glorifying’ the individual founder by disaggregating the social 

and economic environment into the actions of a single individual (Gartner, 1988). Others have 

argued moderately that while context is important, understanding the designer of the firm is 

important for understanding how a firm is designed (Sarasvathy, 2004). My view is that 

fundamentally, the entrepreneurial process is always initiated by individuals or teams with 

divergent motivations (Shane, Locke, & Collins, 2003), career options (Gimeno et al., 1997) 
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and aspirations (Sarasvathy, 2004). In order to understand the emergence and evolution of 

new firms, we thus have to grapple with the important role of the firm’s founder(s). 

Throughout this dissertation, I try to accommodate the individual vs. environment discussion 

by consistently focusing on the individual-firm interface, using research designs that also 

incorporate environmental and contextual factors. However, the analytical focus is slightly 

different in the five empirical studies. This is illustrated in the following sections that discuss 

the research design of the studies. 

  

3.4. Research design of the empirical studies 

In psychology, medicine, and the natural sciences, experimental research is often viewed as an 

ideal for determining the properties of a social, biological or ecological system and how they 

affect each other. In the social sciences, it is difficult and expensive to design experiments. 

Moreover, the external validity of those experiments is problematic since it is not clear to 

what extent human decisions in an ‘artificial’ experimental setting can be generalized to the 

‘real’ world. Therefore, researchers frequently use two types of research designs: First, we 

may look for some ‘natural experiment’ where a social system is suddenly affected by an 

outside shock – for example, when an industry is deregulated. Then we observe how 

entrepreneurs and firms behaved before and after that shock. Alternatively, we use 

observational data and try to control statistically for factors that we think might interfere with 

our theoretical model but cannot be manipulated in an experimental setting. The research 

designs of the different studies in this dissertation primarily follow the second approach. 

Hence, although I draw upon a large theoretical literature, the methodological approach in 

this dissertation is primarily limited to statistical modeling of observational data drawn from 

various public register. These registers represent an hitherto unexploited and potentially 

unique source of population-level data on entrepreneurship. However, they do not contain 

primary data on e.g. entrepreneurs’ motivations, attitudes, or psychological make-up. Hence, 

the types of inferences and interpretations that can be drawn from the five empirical studies 

are, as in all studies, limited by the choice of data and methods employed. 

 

In this dissertation on entrepreneurial exit – focusing on the very real world of entrepreneurs 

who withdraw from firms they initiated – the empirical material collected exhibits all the 

features of a complicated social system, in that the properties, structures and relations between 

human actors in an economic system (i) change over time and (ii) affect each other, and (iii) 

changes at one point time can lead to changes at another point in time. As exemplified in 
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section 2.4, entrepreneurs starting in a recession face different choices than entrepreneurs 

starting in an economic boom. The choices made early in the entrepreneurial process affect 

what choices are available for these entrepreneurs in the future. Investigating exit from a 

‘process perspective’, I therefore need to control for what happened earlier in the process. 

Entrepreneurship research is messy! 

 

To acknowledge and deal with this ‘messiness’ in a systematic way, I investigate 

entrepreneurial exit in five studies that each take a slightly different view of the exit decision. 

In my view, the goal of any theoretical model is to make simplifications that helps in 

understanding and/or predicting a phenomenon. In the words of Karl Popper: “Simple 

statements are to be valued more highly than less simple ones because they tell us more; 

because their empirical content is greater; and because they are better testable” (Popper, 1959: 

142). The primary goal of empirical analyses in this dissertation is to understand the causes 

and/or factors leading to different modes of exit. Since any one single study cannot possibly 

investigate all different properties of a complicated social system, the five studies in this 

dissertation each focus on a different part of exit – for example, by looking at different types 

of exit, by shifting the level of analysis from the individual to the firm, or by looking at how 

different aspects in the entrepreneurial process (entry, exit and growth) affect each other. In 

each study, I present a research model of entrepreneurial exit that focuses either on the exit of 

new firms (studies 3 and 5), or the exit of entrepreneurs from the firms that they started 

(studies 1, 2, and 4). I try to use fairly simple models whose properties (predictor or outcome 

variables) have been tested in previous studies (e.g. human capital variables), or else – in the 

case of novel variables such as aspiration levels or failure-avoiding strategies – there is a 

clearly articulated theoretical logic behind the variables. The intention behind this approach is 

that my studies should be generalizable also to other contexts, so as to give other researchers 

the opportunity to replicate, criticize, or extend upon the theoretical models that I propose. 

 

With a process perspective, studies of exit should integrate how the earlier phases of 

entrepreneurial entry and growth feed into an evolutionary process where the exit routes and 

motivations available might have been molded into place much earlier. To investigate this 

fully requires a very complicated research design and access to rich data. Whether this is an 

unattainable ideal or not can be discussed, but I nevertheless try to control for what earlier 

research has shown to be important “imprinting” decisions in earlier phases of the 

entrepreneurial process. Study 1 investigates the start-up decision and shows the path-
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dependency between this and the exit decision (see section 2.1). In this dissertation I do not 

focus specifically on the issue of organizing and growing the firm. Plenty of entrepreneurship 

research has already investigated these issues (e.g. Brytting, 1991; Wiklund et al., 2003). This 

is relevant for my dissertation only to the extent that processes of organizing and growth 

might also have implications for exit: for instance, fast-growing firms might have higher 

probabilities of both acquisition and liquidation as the variance in performance is higher than 

among slow-growing or non-growing firms (Barnett & Pontikes, 2008). In the five studies, I 

try to control for these issues by using advanced longitudinal research designs and by using 

various control variables: 

-study 1 controls for performance 
-study 2 controls for firm size and performance 
-study 3 controls for firm size and performance 
-study 4 controls for firm size, growth and performance 
-study 5 controls for firm size and attrition from the sample 
 
 
 
3.5. Dealing with heterogeneity 

A key problem cited in the entrepreneurship literature is that new firms and their founders are 

extremely heterogeneous, ranging from ‘mom and pop’ retail stores to venture capital-backed 

start-ups in the high tech sector (Davidsson, 2007; Dosi, 1988). Key sources of such 

heterogeneity concern the industry that the entrepreneur chose to enter. Industries vary widely 

in economic and institutional barriers to entry and exit (Caves, 1998), availability of 

entrepreneurial opportunities (Shane, 2003) and how business is generally conducted (Carter 

et al., 1997). For example, mature industries such as heavy manufacturing often have large 

barriers to entry and exit and fewer entrepreneurial opportunities than emerging or rapidly 

growing industries (Shane, 2001). In order to provide robust models with some claims for 

generalizability, empirical studies need to find ways to control for this heterogeneity 

(Davidsson, 2007; Wennberg, 2005). Industry context is an important source of observed 

heterogeneity – that is, we know that industries are heterogeneous and we can spot these 

differences by comparing how entrepreneurs behave and how their firms evolve in different 

industries. In such cases, research designs need to sample specific industry sectors and/or use 

control variables to make sure that the conclusions of a theoretical model (for example, how 

founders’ human capital or their firms’ performance relative to a level of aspiration affect 

exit) are not concealed by differences between the industries studied. 
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In this dissertation I have been able to draw upon a unique dataset maintained by Statistics 

Sweden that allows me to control for heterogeneity in various ways. First, the data I use are 

based on whole populations of firms and individuals and not on a small sample. The empirical 

patterns observed can therefore be attributed to the actual patterns of entrepreneurial behavior 

among firms and individuals in Sweden. Further, and more importantly, the large samples and 

longitudinal data in the form of panel data allow me to observe differences between 

individuals and firms and differences between the actions and outcomes among individuals 

and firms over time. 

 

A more serious problem is unobserved heterogeneity – the possibility that some unknown or 

unmeasurable systematic difference in the entities investigated might affect the results 

(Davidsson, 2007). In the economic literature, differences among individuals’ cognitive 

abilities are an often claimed source of unobserved heterogeneity that is known to affect labor 

market behavior and outcomes. In entrepreneurship, individual entrepreneurs might exhibit 

systematic differences in entrepreneurial ability or risk tolerance which is difficult if not 

impossible to measure (Shane, 2003; Sørensen, 2007). Since by definition we do not know to 

what extent the entities investigated (individuals, firms, etc.) are similar or heterogeneous 

regarding some factor we lack information on, we are left with theory, prior research findings, 

and pure logic to judge whether a sample could be susceptible to unobserved heterogeneity or 

not. This can only be dealt with indirectly – for example by using longitudinal panel data and 

statistical techniques that introduce separate control variables for each individual unit 

investigated (so-called ‘fixed effects’ regression) or event history models incorporating a 

gamma-distributed random variable that summarizes the impact of ‘omitted variables’ – 

regardless of whether the missing variables are intrinsically unobservable or simply 

unobserved in the data set at hand. Such techniques consume many statistical degrees of 

freedom and therefore require information on a large number of individual entities over time. 

In this dissertation I use these techniques on two occasions. In study 4 I use event history 

models incorporating random variables to verify that the effect on exit by performance 

relative to an aspiration level is not a spurious finding caused by some unobserved factor. In 

study 5 I use fixed effects regression to ensure that the positive effects on new firms’ location 

in an industrial cluster are caused by actual changes in cluster strength over time and not by 

some factor that I cannot observe, such as access to venture capital, alliances, or pure 

entrepreneurial ingenuity. 
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4. EXTENDED SUMMARIES OF THE 5 STUDIES 

In this dissertation, all five studies investigate entrepreneurial exit but explicitly focus on 

different levels of analysis and slightly different definitions of exit. They have a common 

theoretical framework of focusing on individuals’ skills and resources (human capital) and 

behavioral decision-making, but apply slightly different theories and research designs to shed 

light on the phenomenon of entrepreneurial exit from various angles. 

 

Study 1 – “Don’t hang on too long: Experienced entrepreneurs’ use of real options 
strategies” 

This study investigates how an individual entrepreneur’s exit decision is affected by the 

entrepreneur’s initial mode of entry and how entry and exit are jointly affected by the level of 

uncertainty in the industry that he or she enters. The study ignores entrepreneurial teams and 

does not distinguish between liquidation and sell off decisions. 

Theory 

The study is based on the economic theory of human capital and real options theory to 

conceptualize entrepreneurship as a specific skill that can be learned –  entrepreneurial capital. 

Since entrepreneurial entry involves dealing with non-foreseeable (exogenous) uncertainty, 

individuals cannot make rational decisions on how much to invest (Jovanovic, 1982). I use an 

“Investment under uncertainty” perspective – real options theory – to explain how individuals 

choose between employment and entrepreneurship in an uncertain market characterized by 

imperfect information. Applying real options to entrepreneurship indicates a trade-off 

between the uncertainty and the irreversibility of an investment in a new venture (O'Brien, 

Folta, & Johnson, 2003). The study therefore does not focus on the ability to recognize an 

opportunity, but on the choice of how to exploit it in the presence of the dueling options: 

invest early to gain growth opportunities, or postpone investing to gather more information. 

This trade-off, and its relationship with entrepreneurial capital, is the focus of the empirical 

investigation. 

Methods 

A sample of individuals entering entrepreneurship in 1997 (N=14,150) was matched with a 

control sample of non-entrepreneurs (N=883,404) and both were followed until 2002. 

Entrepreneurial experience was measured by using individuals’ labor market activities 

between 1989 and 1996 to count all venturing activities with at least a one-year gap between 

the spells of venturing activity or at a two-year gap between spells in the same industry and 

location. Industry-level uncertainty was measured by the conditional variance generated from 
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a generalized autoregressive conditional heteroskedasticity (GARCH) model on quarterly 

industry investments. Logit models were then used to test the effects of individual experience 

and industry uncertainty for entrepreneurial entry, comparing all of the entries with the 

random sample of non-entries. Survival models were used to investigate the effects of the 

same variables for the exit of the 14,515 entrepreneurs that did enter. This study largely 

focused on individual entrepreneurs but controlled for basic firm and environmental 

characteristics such as industry context and financial earnings. 

Findings 

Prior entrepreneurial experience was found to be a strong predictor of both entrepreneurial 

entry and exit. This highlights the strong role of learning from prior venturing – suggesting 

that the skills and knowledge relevant to successfully managing and operating a business are 

mainly experiential in nature. Further, industry-level uncertainty exhibited curvilinear effects 

on entry, indicating that entrepreneurs are motivated by growth options that at some level 

become more valuable than options to defer entry. This suggests that more experienced 

entrepreneurs use a real options heuristic, in that they much more frequently identify and 

exploit new opportunities – and more swiftly exit their ventures if the opportunity does not 

prove valuable enough. 

 

Study 2 – “Reconceptualizing entrepreneurial exit Divergent exit routes and their drivers” 

This study investigates the exit of 1,735 individual entrepreneurs from the firms that they 

have founded. Prospect theory was used to define and investigate four distinct exit routes: exit 

of high- or low- performing firms (liquidation, liquidation of firm in distress) and the sale of 

high- or low- performing firms (harvest sale, distress sale). 

Theory 

Prospect theory and its recent applications in behavioral finance suggest that exit decisions are 

contingent on whether an entrepreneurial project is framed as a gain or as a loss (Kyle, Ou-

Yang & Xiong, 2006). The theory predicts that this should affect not only the probability of 

exit but also the type of exit. In this study it is therefore argued that research should identify 

which specific route of exit is utilized rather than assume that exit is equivalent to either 

failure or success.  

Methods 

The empirical investigation is based on a sample of 1,735 owner-manager entrepreneurs with 

incorporations or partnerships started in 1995. These were followed until they exited or until 

2002. To define the outcome variable, firm exit codes were used to distinguish between 

42



 

liquidated and sold firms. Second, a bankruptcy prediction model was used to distinguish 

between high and low performing firms, the result being four distinct exit routes. 

Findings 

The results provide strong support for our conceptualization of exit routes, and also suggest 

that the effects of commonly examined human capital variables substantially differ across the 

four exit routes. Entrepreneurial experience increased the likelihood of exiting by harvest sale 

but not with any other route, consistent with the idea in study 1 of learning by previous 

experience in entrepreneurship. An entrepreneur’s age increased the likelihood of harvest and 

distress sale compared to both types of liquidation or continued operations, indicating that as 

their wage-earning years decrease, entrepreneurs are more likely to try to sell their business 

and capture as much of the harvested value as they can than to simply liquidate it. It was also 

found that entrepreneurs with higher education were more likely to exit via liquidation than 

harvest or distress sale, but that education does not differentiate between liquidation and 

continuation. Although this finding was contrary to what was hypothesized, one possible 

explanation is that entrepreneurs with high education have other labor market options 

available to them (Gimeno et al., 1997) and may therefore choose to liquidate the firm and 

move quickly to another opportunity. Two failure-avoiding strategies were found to affect 

exit. Taking an outside job decreased the probability of exit by distress liquidation and 

distress sale, but had no effect on harvest sale or harvest liquidation. This means that taking an 

outside job decreases the risk of imminent exit, but is not conducive for the successful sale of 

a firm. Once taking an outside job, the entrepreneur has less time to devote in order to develop 

the business. This postpones having to sell or liquidate the firm in distress, but also hampers 

growing the firm to a point where its value can be harvested. The failure-avoiding strategy of 

investing additional equity reduced the probability of all four exit routes. Interestingly, 

investing additional equity also reduced the probability of harvest sale. This indicates that 

there might be disincentives to additional investments if tax laws penalize taking money out 

of the firm as salaries or dividends.  

 

Taken together, these results indicate a more complex empirical picture of entrepreneurial exit 

than presented in earlier empirical research using a human capital framework. Further, they 

validate the notion that psychological framing processes such as those highlighted by prospect 

theory can be used to analyze the distinctiveness of entrepreneurs’ exit decisions. 
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Study 3 – “Knowledge combinations and the survival of financial services ventures” 

This study broadens the picture from the individual entrepreneurs to that of the 

entrepreneurial team. The study investigates the role of industry knowledge for the survival of 

new ventures in the financial services industry in Sweden during the 1990s. Prior to, and 

during this period, the financial sector underwent several waves of deregulation and 

technological change, making it an ideal case for studying the evolution of new 

entrepreneurial firms. 

Theory 

The study uses theories of human capital and spin-out entrepreneurship to investigate whether 

founders’ experiences from working in the financial or technological sectors facilitate the 

survival of new firms. Spin-outs refer to new firm entrants founded by employees of firms in 

the same industry (Agarwal et al., 2004), suggesting that experiences gained through previous 

employment in parent firms allow founders of spin-outs to bring specific knowledge regarding 

a wide range of issues to their new firm, e.g. knowledge of customer demand, products, 

technology, suppliers and competitors (Helfat & Lieberman, 2002). This study indicate that it 

is not only the individual founder’s experience (Cooper et al., 1994) or the experience of the 

founding team (Delmar & Shane, 2006) that might be important to facilitate firm survival, but 

also the combination of experience from different sectors. The line of arguments is based on 

Kogut and Zander’s (1992) theory of combinative capabilities, which has not previously been 

applied to the field of entrepreneurship. The theory explains how large firms are able to 

combine unexploited technological opportunities by using prior knowledge accumulated 

within another unit in the firm. In this study it is suggested that the same micro-mechanisms 

might be utilized by the founding team members in new firms to exploit their existing 

knowledge together with the unexplored potential of new technologies. For such new firms, 

their knowledge is to a large extent the aggregate of firm founders’ personal industry 

experience and business acumen. 

Methods 

The study flips the research design of the second study by putting the focus on the type of 

firm founded, and therefore uses the firm as the level of analysis instead of the individual 

founder. The sample consists of all new financial services firms started in Sweden between 

1990 and 2002. Data on the firms were linked to data on their founders’ career histories prior 

to venturing, work experience, education, and other variables. Firm-level data included 

performance measures as well as exit codes that allow distinctions to be made between firms 

that merge, or are acquired by other firms, and firms that are terminated. After excluding 
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firms that were merged or acquired, 1,077 firms remained for analysis. By investigating how 

the aggregate experiences among individual entrepreneurs and ventures founded by 

entrepreneurial teams affect the probability of firm exit, the study is one of the first to derive 

firm-level variables from the basis of individual founders. Delineations were made between 

ventures that exited by liquidation and those exiting by acquisition/merger, using survival 

analysis to investigate what factors contribute to firm liquidation.  

Findings 

The empirical investigation reveals that firms with more extensive knowledge from the 

financial and high-tech sectors have higher chances of survival than firms with more narrow 

knowledge bases. Experience from the financial services sector seems particularly valuable: 

for each additional year of experience within the founding team, the firm increases its 

probability of survival by eight percent. Conversely, one additional year of experience from 

the high-tech industry increases the probability of survival by one percent. Further, the 

indicator variable for firms whose founders have experience in both sectors reveals that these 

firms have a twelve percent higher chance of survival, above that contributed by the length of 

experience in the two industries, respectively. 

 

These findings contribute to the emerging literature on spin-out entrepreneurship by stressing 

the importance of different types of industry experience for firm survival. While earlier 

research on individual entrepreneurs has verified the importance of pre-firm knowledge in the 

form of founders’ prior employment experiences (Delmar and Shane, 2006; Gimeno et al., 

1997; Pennings et al., 1998), this study is the first to demonstrate the importance of different 

types of knowledge.  

 

Study 4 – “Performance Aspirations and Exit from Entrepreneurship” 

This study investigates how exit is shaped by entrepreneurs' ‘performance aspirations’ – 

decision-making heuristics whether the economic performance of their venture is enough to 

continue or to exit, or enough to sell the firm instead of continuing.  

 

Theory 

The study posits that feedback from economic performance is used as information for 

decision-making among entrepreneurs. The theory of performance feedback (Greve, 2003a) is 

used to present hypotheses that when performance is below a level of aspiration, the 

likelihood of exit through firm liquidation will increase, but the likelihood of exit through 
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firm sale will increase. The literature on social comparison in organization behavior and 

strategic management holds that the performance of a peer group is the benchmark against 

which a decision-maker evaluates his or her current performance. While the management 

literature has modeled social comparison as the mean performance of other firms in the 

industry (Greve, 2003a) or in a social network (Baum et al., 2005), psychologically oriented 

research has tended to use more empirically salient measures of reference groups based on 

social similarity (Goodman & Haisley, 2007). Following the logic of the psychological 

literature, this study argues that the social aspirations of owner-manager entrepreneurs should 

be determined by their ‘similar others’ – individuals with similar education and background – 

rather than by some industry-defined measure. 

Methods 

The sample consists of all entrepreneurs who started incorporations between 1994 and 1996 in 

the knowledge-intensive sectors, i.e. high-tech manufacturing and knowledge-intensive 

services (N=7,473). The first dependent variable is a binary variable defined as exit by firm 

liquidation. The second dependent variable in this study is defined as exit by sell-off where the 

individual owner leaves the majority ownership of the firm to someone else. Following 

Hamilton (2000), entrepreneurial performance was defined as [revenues – expenses = money 

taken out + retained earnings]. Data on the individual’s age, school, and graduation year from 

the LOUISE database were used to create a measure of individuals’ social comparison group 

where all individuals graduating with a similar degree in the same municipality during a year.  

Social aspiration variables were formed by subtracting the social group’s performance from 

the performance of the focal entrepreneur, and historical aspiration variables were formed by 

subtracting the focal entrepreneur’s average past performance from the current performance. 

Control factors include entrepreneurs’ human capital, family and social background, and other 

characteristics. Event history analysis was used to assess duration in entrepreneurship. To 

distinguish between different exit routes, the modeling approach estimates exit by liquidation 

and exit by sell-off as “competing risks” where the other outcome is treated as censored. 

Findings 

Competing hazard models revealed that performance above the social aspiration has a 

negative effect on the probability of exit by liquidation and a positive effect on the probability 

of exit by sell-off. Conversely, performance below the social aspiration had a positive 

influence effect on the probability of exit by liquidation, but no effect on the probability of 

exiting by sell-off. The effects of historical performance were even higher, with performance 

above the historical aspiration exhibiting a strong negative effect on exit by liquidation and 
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positively influencing exit by sell-off. Somewhat surprisingly, the effect of performance 

below the historical aspiration on exit by sell-off and exit by liquidation was all but identical, 

increasing the probability of both types of exit. This indicate that what is considered 

‘satisfactory’ financial performance among entrepreneurs is constructed, to a considerable 

extent, in a social setting where the performance of ‘peers’ strongly affects the probability of 

exit, over and above the effect indicated by financial performance per se. These findings 

extend previous models of exit indicating that entrepreneurs choose to terminate their firm 

when it performs below a critical reference point (Gimeno et al., 1997) by showing that 

reference points are phenomena that are constructed in social interactions, adding to the 

debate on whether previous models of exit are undersocialized (Shane & Stuart, 2002). 

 

The study also makes conceptual and empirical contributions to the debate on what constitutes 

the proper reference group for firms’ social comparison (Baum et al., 2005; Goodman & 

Haisley, 2007; Greve, 2003a). While relying on the same fundamental observations of 

individuals’ behavior when observing the performance of self and others (Festinger, 1954; 

Hoppe, 1930; Lewin et al., 1944), organization studies have tended to approximate firms’ 

social comparison based on salience and ease of observation (Baum et al., 2005), whereas the 

psychological literature has tended to use more empirically derived measures of social 

comparison groups (Goodman & Haisley, 2007; Kulik & Ambrose, 1992). The current study 

represents a first attempt to reconcile these discrepancies within the social comparison 

literatures, applying established psychological theories in a setting where the entrepreneur’s 

peer group constitutes his or her similar others. 

 

Study 5 – “The effect of clusters on the survival and performance of new firms” 

Theory 

This study takes a more macro perspective by investigating the effects of locating in an 

industrial cluster on the survival and performance of new firms. The study draws upon 

agglomeration economics and related research in entrepreneurship, strategic management, and 

organizational sociology. Economic explanations for clustering maintain that while moderate 

levels of clustering are beneficial for new firms, very strong clusters might produce adverse 

effects due to congestion and hyper-competition among firms for resources and personnel 

(Swann & Beaudry 2001; Folta et al., 2006). Conversely, research in population ecology 

maintains that socio-cognitive effects might account for the presence of clusters, 

independently of any economic advantages. From this perspective, agglomerations arise from 
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exaggerated expectations of success due to skewed perceptions of entrepreneurial 

opportunities (Sorenson & Audia, 2000). Ecological theory thus holds that an increased level 

of entering firms could sustain an industrial agglomeration, even in the presence of economic 

disadvantages. Establishing whether or not new entrepreneurial firms benefit from being 

located in a cluster is therefore of both empirical and theoretical interest. 

Methods 

The study analyzed all 4,397 Swedish firms started in telecom and consumer electronics, 

financial services, information technology, medical equipment, biotech and pharmaceuticals 

between 1993 and 2002, and investigated their survival and economic output in terms of job 

creation, tax payments and salaries paid to employees. The measure of clustering followed 

Porter’s (2003) method of identifying clusters based on related industries with upstream-

downstream links in the industry value chain. The clusters were measured on several 

geographic levels based on both absolute (firm / employee counts) and relative agglomeration 

measures (location quotients). Piecewise exponential hazard models were used to investigate 

the effect of clustering on firm survival, and fixed-effects generalized least squares (GLS) 

models were used to investigate the effect of clustering on firms’ job creation, salary 

payments, and VAT payments. To account for the importance of the founding entrepreneurs, 

we control for firm founders’ and employees combined human capital. 

Findings 

The results showed that – with a potential exception of Medical Equipment – locating in a 

cluster of related industries had strong positive effects of firm survival and performance. For 

the average firm, an increase of one standard deviation in the level of clustering raised its 

survival chance by 21%, increasing its number of jobs created by 28% and VAT salary 

payments with 10%, and the amount of VAT payments to society by 22%. It was also found 

that these positive effects vary depending on which geographical aggregation level is chosen 

for the agglomeration measure. The study contributes to the literatures on entrepreneurship 

and economic geography. The study is among the first to attempt to establish a meso-level 

link between firm-level cluster effects and firm performance measures relevant not only for 

the firm but for the local region. Further, operationalizing clusters as aggregate groups of 

related industries instead of narrowly defined agglomerations provides a potential answer to 

the inconsistent evidence in earlier studies which have found that clustering might exhibit 

positive as well as negative effects on firm survival and performance. By measuring the 

economic contributions of clustered and non-clustered firms, the empirical evidence also 

provides support for basing economic policies on clusters.
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5. CONCLUSIONS 

This section outlines answers to the research questions posed and what conclusions can be 

drawn for theory, public policy, and entrepreneurship pedagogy. 

 

The first research question in this dissertation asked about the general relationship between 

entrepreneurial performance and exit from entrepreneurship. In the empirical analyses, Study 

1 controlled for performance (net results) and found that while this did not significantly affect 

the probability of exit, net results positively correlated with human capital variables such as 

industry experience, education, and prior entrepreneurial experience. While industry 

experience and education lowered the probability of exit, entrepreneurial experience had a 

positive effect on exit, indicating that experienced entrepreneurs are more likely to perform 

higher but also more likely to exit and more likely to re-start (cf. Gimeno et al., 1997). Study 

2 investigated performance among exiting firms with a bankruptcy prediction model 

indicating whether they were in financial distress or not at the time of exit. This revealed that 

exit is likely to occur both for well-performing firms and firms in distress, but for different 

reasons. Entrepreneurial experience increased the likelihood of exiting by harvest sale but not 

with any other route, which might explain the surprising results in Study 1 where all exits 

were treated equally. Entrepreneurs’ age increased the likelihood of harvest and distress sale, 

suggesting that older entrepreneurs are more likely to try to sell their business and capture as 

much of the value as they can than to simply liquidate it. Study 3 investigated the exit of firms 

founded by entrepreneurial teams, controlling for firm performance, albeit in a relatively 

coarse manner (firm turnover). It was found that while turnover lowered the probability of 

exit by liquidation, this effect dissipated when the combined knowledge of the founding team 

was controlled for. This is consistent with study 1 as well as the prior findings by Bates 

(1990), supporting the notion that individual founders’ skills and competencies have 

important effects on both firm performance and firm exit that are concealed in studies which 

only measure firm-level variables. The overall conclusions are thus that, in order to 

investigate the true effects of firm performance on exit, founders’ skills and competencies 

must be controlled for, as well as the fact that there might be different exit routes which are 

differentially related to performance. These conclusions are integrated in study 4, which also 

investigates the relationship between performance and exit but from a more narrow 

perspective, that of individual-specific aspiration levels. This is developed further in the third 

research question below. 
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The second research question in this dissertation asked what different routes of exit are 

available to entrepreneurs. Strictly speaking, entrepreneurs might have a multitude of reasons 

to exit and it is difficult to descriptively provide a comprehensive view that would mean 

anything useful for researchers, entrepreneurs, policy makers or educators. I therefore decided 

to let theory and data availability guide me in the decision to investigate two broad routes of 

exit suggested by prior studies: exit by selling a majority stake from the firm, and exit by 

liquidating (closing) the firm. Another possible category that could have been added is exit by 

firm bankruptcy, since this is regularly seen as an ‘involuntary’ or ‘externally imposed’ 

decision and would thus be a theoretically important type of exit route. Empirical studies of 

bankruptcies (e.g. Thornburn, 2000) and my examination of a number of Swedish bankruptcy 

procedures suggest that the degree of volition of bankruptcies is in reality quite ‘fuzzy’ with a 

substantial number of bankruptcies initiated by the entrepreneur himself or herself, while 

other entrepreneurs choose to sell off remaining assets, pay their debts and liquidate their firm 

when facing bankruptcy, perhaps to avoid a ‘stigma’ of bankruptcy (Thorburn, 2000). This 

fuzziness between bankruptcy and firm liquidation led me to the decision that the important 

theoretical division lies not in the distinction between legal terms, but in the performance 

dimension of the exiting firm. That is, if exit is generally negatively related to the financial 

performance of a firm, to what extent do specific exit routes depart from this relationship? In 

study 2, I specifically examined exit by firm sale or liquidation by investigating performance 

differentials among these exit routes, distinguishing between high- and low-performing sales 

and liquidations, so as to examine the effect of various variables used in prior studies on these 

four exit routes. I found that the predictors differ systematically in a logical way, explaining 

some of the discrepancies of earlier studies that have examined just one or two exit routes. 

Studies 3 and 5 investigated whether the predictor variables for firms that were liquidated (i.e. 

discontinued) or sold/merged with another firm were identical or not. Finding that the 

predictors differed significantly, firms that were sold/merged with another firm were excluded 

from further analysis, so as to not bias the result of the analysis of survivors/ liquidated firms. 

Although the differences between exit routes are not central to these two studies, the 

differences in predictors do indicate that prior studies investigating new firm survival might 

have pooled conceptually distinct events. These conclusions are integrated in the final study 4, 

which investigates how performance relative to an individual-specific aspiration level affects 

exit by firm sale and exit by liquidation, respectively. This is developed further in the third 

research question below. 

 

51



 

The third research question in this dissertation is perhaps the most specific, investigating how 

performance relative to an aspiration level influences entrepreneurial exit. Study 4 found that 

performance above a social aspiration lowered the probability of exit by firm liquidation, but 

raised the probability of exit by sell-off. Further, performance below a social aspiration 

lowered the probability of exit by liquidation but had no effect on the probability of exit by 

sell-off. Also performance relative to a historical aspiration level affected exit, but by 

increasing the probability of both exit by liquidation and exit by sell-off. Taken together, this 

evidence highlights the role of aspiration levels as an individual-level heuristic guiding the 

strategic economic decisions of entrepreneurs. 

 

����� Contributions to entrepreneurship theory 

This dissertation contributes to entrepreneurship theory in three main ways. First, I show that 

the conceptualization of exit exclusively as an individual-level or a firm-level phenomenon is 

erroneous, since both phenomena are frequent in early stages of entrepreneurship. 

Furthermore, they are not mutually exclusive and there is a high degree of correlation between 

the two forms of exit. Empirically, I show the prevalence of different “types” of exit on both 

the individual and firm levels. Theoretically, I show that the factors leading to one type of exit 

– such as the sale of a profitable firm – clearly differ from factors leading to another – such as 

liquidation or sale of a firm in distress. The prevalence and distinctive patterns of these 

different exit routes highlight the limitation of previous theoretical models in explaining 

entrepreneurial exit. For example, the studies in this dissertation imply that a key reason for 

experienced entrepreneurs to re-enter entrepreneurship might not be that their new firms are 

more likely to outlive those of less experienced founders, but rather that the chances of 

achieving a profitable firm that is sold to others rather than closed down will be much higher. 

 

An implication of this is that empirical studies of exit need to carefully consider the boundary 

conditions of what they are studying. If firm exit is the topic of investigation, one should be 

careful what firm-level and what individual-level variables are used (Davidsson & Wiklund, 

2001). Further, since firm-level factors (such as performance) matter for individual exit, and 

individual-level factors (such as skills and motivation) matter for the exit of new firms, 

empirical studies should strive for multi-level designs and try to collect data on both 

individual entrepreneurs and the firms that they start. The importance of looking at different 

levels of analysis also highlights a limitation of this dissertation: while data on several levels 
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are jointly considered, I do not try to simultaneously model those in a multi-level framework. 

Future studies can and should improve upon this by using the advances in multi-level 

modeling (Klein & Koslowski, 2000) with the potential to specify multi-level models of exit 

that can simultaneously assess the importance of individual-, firm-, group-, or environmental-

level influence for entrepreneurial processes (Autio & Wennberg, 2009; Davidsson, 2004). 

 

The second major contribution of this dissertation is to begin unraveling the role of 

entrepreneurial performance for exit. I theorize about the role of individual aspirations for 

entrepreneurial exit, and show that entrepreneurs’ performance relative to a level of aspiration 

strongly influences their decision to exit by firm liquidation, in a way that differs from how it 

influences their decision to exit by selling the firm. In so doing, I add to the ongoing 

discussion on ‘entrepreneurial failure’ by building on prior findings suggesting that individual 

entrepreneurs’ decision to exit from entrepreneurship is determined by their economic 

performance relative to a threshold level.  The evidence presented in this dissertation indicate 

that this threshold is a socially constructed reference point created by individual 

entrepreneurs’ performance history and in their social comparison with similar entrepreneurs.  

 

The third major contribution of this dissertation is the theoretical extension of aspiration-level 

models in determining entrepreneurs’ strategic decisions. This has implications both for 

entrepreneurship research and for theories of aspiration levels in organization studies. 

Researchers have pointed out that the role of aspiration levels and the overarching behavioral 

theory of the firm are inherently formulated from the perspective of incumbent firms (e.g.  

Dew et al., 2008; Zander, 1999). Bringing this model to bear on new firms started by 

entrepreneurs thus offers an important extension of behavioral theory that directly addresses 

“the dilemma for theories of organizational learning concerning the legitimacy of extending a 

process originally conceptualized at the level of the individual to a collective” (Barley & 

Kunda, 2001: 87). By connecting the aspiration level back to an individual decision-maker 

who can be compared to his or her similar others, I extend aspiration-level theory in 

organization studies by showing how social comparison among individual founder-managers 

shapes their vision of profitability and willingness to persist in entrepreneurship. This should 

have implications also for other types of economic decisions, indicating an exciting research 

area for researchers seeking to use behavioral theories to shed light on other individual-level 

and organizational-level phenomenon. 
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It is my hope that the focus on exit as an important and unavoidable phase of the 

entrepreneurial process, on the importance of individual aspirations, and on the link between 

entrepreneurial exit and re-entry decisions, will increase awareness of exit and spur further 

research in this area. In the following three sections I discuss further the findings of this 

dissertation in relationship to behavioral decision-making, entrepreneurial learning, and the 

construction of reference points, suggesting some implications for future research. I conclude 

with a section on implications for public policy, and a section on pedagogical implications. 

 

������� Theoretical implication: Entrepreneurship and behavioral decision-making 

This dissertation also offers several tests and extensions of theories of behavioral decision-

making about entrepreneurial exit. The first study indicated that entrepreneurial decisions to 

enter and exit seem to follow a real options heuristic, where the decision to enter was affected 

by the irreversibility and the uncertainty of investment in a particular industry, and where 

prior entrepreneurial experience increased the probability of rapid exit. If these findings can 

be substantiated in further studies, this indicates that experienced entrepreneurs can utilize 

real options reasoning as a decision-making heuristic to rapidly enter and exit entrepreneurial 

ventures to test different business opportunities.  

 

The second study further validates that models of behavioral decision-making can be used to 

analyze individual-level processes of entrepreneurial exit. Specifically, the study shows that 

psychological processes documented in liquidation of financial investments are also present in 

shaping entrepreneurs’ decision to liquidate, sell, or continue their firm. While high financial 

performance per se does not ensure entrepreneurs’ willingness to continue with their ventures, 

the psychological processes of anchoring and adjustment suggest that entrepreneurial 

performance is examined relative to a reference point where the value function is steeper for 

losses than for gains (Kahneman & Tversky, 1979). This theory offers an explanation for the 

systematic differences in entrepreneurial exit routes investigated in study 2, in that the utility 

loss for realizing a financial loss of a certain size is greater than the utility gain from realizing 

a financial gain of the same size – hence successful entrepreneurs will be more prone to let go 

of the venture they have built up in order to harvest its value. 

 

These conclusions also suggest an interesting temporal dimension of entrepreneurial exit, in 

that performance above a reference point should not only increase the probability of the 
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entrepreneur choosing to sell the firm at a profit, but might also accelerate this exit process, 

whereas performance below a reference point could delay the decision to exit (Kyle et al., 

2006). Future research should investigate how the psychological framing processes affect the 

temporal patterns of exit, and what strategic or psychological mechanisms that might 

moderate how the framing of performance affects the exit decision. For example, the literature 

on escalation of commitment suggests that individuals who are personally responsible for 

decisions in which there are negative outcomes are more likely to escalate their commitment 

to a course of action beyond what is financially warranted (Staw, 1976). Further, the notion of 

‘anticipatory grief’ suggests that under some circumstances, postponing the exit from an 

unprofitable venture can help owner-managers to manage the emotional costs of failure in 

order to enhance an overall recovery — despite the possibility of incurring higher financial 

costs by delaying the exit decision (Shepherd, Wiklund & Haynie, 2007). 

 

Future research on the behavioral aspects of entrepreneurial exit could also relate exit to the 

entrepreneurs’ psychological make-up. Several studies have found that entrepreneurs’ 

intrinsic motivation decreases the probability of exit (Gimeno et al., 1997; Burke et al, 2008), 

as might psychological traits such as the “big five” factor of conscientiousness (Ciavarella et 

al., 2004) and personal creativity (Burke et al, 2008). Connecting such personality constructs 

back to models of exit, especially by relating them to variance in individual entrepreneurs’ 

aspirations, represents an important area for future research. 

 

������� Theoretical implication: How do entrepreneurs learn from experience? 

Case study evidence suggests that multiple start-ups experience might enhance individuals’ 

ability to identify and exploit further opportunities (Shane, 2000). Study 1 in this dissertation 

is, to the best of my knowledge, among the first to offer generalizable evidence that those 

with prior entrepreneurial experience are not only more likely to re-enter, but also more swift 

to exit from their new firm. This indicates a general need for research to explore more deeply 

how entrepreneurs learn from prior venturing experiences (Reuber & Fischer, 1999). The 

literature on individual learning suggests that learning from a discrete and unusual event such 

as exit from a firm one helped to create can often be ‘transformational’ and vital for higher-

level learning to take pace (Argyris & Schön, 1978). Investigating how entrepreneurs learn 

from successful vs. unsuccessful exits would be a specifically worthwhile endeavor. 
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������� Theoretical implication: The social construction of reference points 

The fourth study showed that what is considered ‘satisfactory’ financial performance among 

entrepreneurs is to some extent constructed in a social setting, where falling performance and 

the performance of ‘peers’ strongly affect the probability of exit. Specifically, I found that, 

controlling for financial performance, performance relative to the performance of 

entrepreneurs with similar age, education, and geographic location has strong effects on exit 

decisions. The findings of this study provide conceptual and empirical contributions to the 

debate on what constitutes the proper reference group for firms’ social comparison (Baum et 

al., 2005; Goodman & Haisley, 2007; Greve, 2008). While relying on the same fundamental 

observations of individuals’ behavior when observing the performance of self and others 

(Festinger, 1954), organization studies have tended to approximate firms’ social comparison 

based on ease of observation (Baum et al., 2005) whereas the psychologically oriented 

literatures have tended to use more empirically salient measures of social comparison groups 

(Kulik & Ambrose, 1992). This study represents a first attempt to reconcile these 

discrepancies within the social comparison literature, providing a stronger basis for insights 

into how individuals’ socialization affects their economic decisions. The broader implication 

of this relates to the question of how entrepreneurs make strategic decisions that are shaped 

beyond the boundaries of comparison across industry or competitors. A natural question that 

follows is how long the individual founder compares his or her performance to 

demographically similar peers, rather than firms that she finds herself in direct competition 

with. Some research has argued that aspiration levels might shift depending on the state of 

firm development (Delmar & Wennberg, 2007), geographic location (Lant & Baum, 1995) or 

size of the firm (Greve, 2008). Future research on the behavioral aspects of entrepreneurial 

exit might investigate entrepreneur’s shift in attention between peers groups and competitor 

firms, and how founders’ reference group might change as their firms grow and change.  

 

���� Implications for public policy 

The findings in this dissertation offer some suggestions for public policy discussions on 

entrepreneurship. Much effort and resources are spent by policy makers trying to increase 

entrepreneurship either from society’s supply side or from its demand side. For example, 

policy makers have attempted to increase the attractiveness of entrepreneurship as a career 

choice by lowering the tax rate for new firms (Lundström & Stevenson, 2002). There is 

comparatively little policy attention directed at the exit side of entrepreneurship. While the 
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focus in this dissertation is to contribute to entrepreneurship research, the results might also 

be of interest to policy makers trying to understand or affect the conditions that lead 

individuals to exit from entrepreneurship. The difference between successful and unsuccessful 

exits and the role of entrepreneurial experience could be particularly interesting. For example, 

some current policy attempts to “match” novice entrepreneurs to firms where the owner is 

approaching retirement and the family is not willing to take over management of the firm. The 

evidence provided in this dissertation suggests that matching such firms with novice 

entrepreneurs is, at best, a very risky approach.  

Successful and unsuccessful exits. A common strand in several of the studies in this 

dissertation concerns the distinction between successful and unsuccessful exits. Most prior 

studies have investigated unsuccessful exits (Amaral et al., 2007). This is relevant for public 

policy especially from the perspective of entrepreneurial experience below, in that the overly 

negative impact of unsuccessful exits – such as the stigma of failure – should be addressed. 

However, from a policy perspective, successfully exiting entrepreneurs are at least equally 

relevant because they might provide an informal source of capital and advice to the novice 

entrepreneur (Mason & Harrison, 2006) and act as role models for future generations by 

increasing their propensity towards and attachment to entrepreneurial activities (Samuelsson, 

2004). Further research that specifically addresses successful exits and their societal 

implications is therefore dearly needed.  

The role of entrepreneurial experience. One of the most important concepts in this 

dissertation is entrepreneurial experience: Study 1 showed that firm owners with prior 

experience were more likely to re-start entrepreneurship. They were also more swift to close 

their new firm. The policy implication of this study is that serial entrepreneurship should be 

encouraged. Specifically, legal obstacles such as personal credit and bankruptcy laws, and 

policy tools such as public financing of small business, should explicitly consider the 

importance of not focusing solely on ‘de novo’ or first-time entrepreneurs, since this 

dissertation suggests that there are important gains in repeated entrepreneurship. 

 

Study 2 also revealed that experience was a common factor among entrepreneurs who exited 

by selling a profitable firm, suggesting that novice entrepreneurs should be encouraged to get 

experience, perhaps try several different routes to building a profitable firm, and that closing a 

firm and starting another need not be a sign of failure. Pursuing an unprofitable business for 

too long might rather force them into exit by liquidation or even to bankruptcy. The literature 

on escalation of commitment suggests that individuals who are personally responsible for 
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decisions in which there are negative outcomes are more likely to escalate a course of action 

beyond what is financially warranted. If public policy seeks to stimulate more high-potential 

entrepreneurship, focus should be on tools that encourage entry as well as the rapid exit of 

unprofitable firms. Important tools suggested in prior research are a lowering of the cost of 

incorporating a firm into limited liability (Delmar, et al., 2005) and balanced bankruptcy laws 

that take the societal costs of entrepreneurial failure into account and do not exclusively favor 

the creditors of small firms (Gratzer & Sjögren, 1999). Conversely, public policy should 

balance the encouragement of rapid exit of unprofitable firms with encouraging the growth of 

profitable businesses. In the Swedish banking crisis of the early 1990s, many small businesses 

– even highly profitable ones – were forced to exit because of the sudden rigidity of credit 

terms which put a stranglehold on their liquidity. It is important for authorities not to let this 

happen again in times of financial turmoil. 

 

����� Pedagogical implications 

The findings of this dissertation suggest that many aspects of entrepreneurship pedagogy 

using traditional theoretical-deductive reasoning need to be reconsidered. Study 2 revealed the 

importance of “learning-by-doing” in that practical entrepreneurial experience had a positive 

effect on the probability of exiting by a harvest sale of the firm while formal education had a 

negative effect on harvest sale. This highlights the experiential nature of entrepreneurial 

knowledge and also the need for educators in primary, secondary, and higher education to 

consider practical rather than theoretical exercises in entrepreneurship as an essential tool to 

teach students about entrepreneurship. The past two decades have seen a tremendous increase 

in the number of academic courses and programs in entrepreneurship (Busenitz et al., 2003). 

Yet it remains to be investigated what specific parts of university entrepreneurship education 

programs are most effective in facilitating entrepreneurship. The foremost pedagogic tool in 

many entrepreneurship programs seems still to have students learn how to write a business 

plan (Hills, 1998; Johannisson, Landström & Rosenberg, 1998). This dissertation suggests 

that there are both theoretical and practical reasons to move beyond the focus on business 

planning to a focus on other activities that can be key ingredients of future entrepreneurship 

programs. The more theoretical models used in higher education would be better suited to 

focus on specific aspects of entrepreneurship where such models can be gainfully applied. 

Specifically, Study 1 suggested that financial perspectives such as real options theory could 

be used as decision-making support when developing new ventures. Naturally, such general 
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suggestions should always be attentive to individual differences, the specific industry, and the 

business model envisioned by the entrepreneur(s) in order to aid joint learning and prevent 

potential barriers to learning (Yar, Wennberg & Berglund, 2008). Finally, study 2 also 

suggested that it is important for entrepreneurship educators to highlight the wide array of 

potential exit routes and types of skills that are linked with each type of exit, so that future 

entrepreneurs can more productively harvest the value from their firms. 
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