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This paper sketches the contours of a theory of entrepreneurship focusing on the nature of
entrepreneurship as intermediation under information asymmetries. While entrepreneurship, strategy,
and ﬁnance researchers have studied the relationship between entrepreneurs and intermediaries, they
tend to treat intermediaries, such as venture capitalists, as a separate organizational form that is parallel
with (start-up) entrepreneurs. In this paper, we consider entrepreneurs as intermediaries who discover,
create, and exploit entrepreneurial opportunities by bearing uncertainties stemming from intermediation between potential buyers and sellers under information asymmetries. Speciﬁcally, we focus on two
key questions in entrepreneurship research: (1) Why do entrepreneurs arise and exist at all? (2) Why do
some entrepreneurs perform better than others in creating entrepreneurial opportunities and ultimately
creating wealth? Our discussion culminates in a new research agenda with four testable propositions.
ß 2013 Elsevier Inc. All rights reserved.

1. Introduction
‘‘Both history of science and creativity research have shown
that reformulating the questions we ask can lead to breakthroughs
more often than trying harder to search for more rigorous answers’’
(Sarasvathy, 2004: 707). In search of such a more creative spirit, we
in this paper advance the argument that the nature of entrepreneurship can be viewed from a new angle—intermediation.
Intermediation is an entrepreneurial role critical in the discovery
and creation of entrepreneurial opportunities. In the past
literature, entrepreneurship has traditionally been deﬁned as
‘‘the discovery, evaluation, and exploitation of future goods and
services’’ (Eckhardt & Shane, 2003). In light of this deﬁnition, both
opportunity discovery theory and opportunity creation theory
have addressed two key questions centered on the nature of
entrepreneurship (Amit, Glosten, & Muller, 1993; Foss, Klein, Kor, &
Mahoney, 2008): (1) Why do entrepreneurs arise and exist? (2)
Why do some entrepreneurs perform better than others in creating
opportunities, adding value, and creating wealth?
While there are many different ways of conceptualizing
entrepreneurial ﬁrms, past research tends to look at new startups as entrepreneurial ﬁrms (Aldrich, 1999; Katz & Gartner, 1988).
However, not all new ﬁrms discover, exploit, and create new goods
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or services that can add value to the economy (Schumpeter, 1934).
In that sense, we argue that entrepreneurship research can use a
different deﬁnition of entrepreneurs—individuals and/or organizations that discover and create entrepreneurial opportunities in the
value chain in an industry—rather than the traditional deﬁnition of
‘‘start-up’’ ﬁrms.
Our argument is based on classical insights of Austrian
economics (Kirzner, 1973; Schumpeter, 1934; von Mises, 1949),
which classiﬁes ﬁve representative types of entrepreneurial
opportunities as (1) creating a new product, (2) creating a new
method of production, (3) discovering a new market, (4)
discovering or creating a new production factor, and (5) creating
a new organizational form or industry (Schumpeter, 1934). In
order for entrepreneurs to discover or create these entrepreneurial
opportunities, they have to bear uncertainties stemming from their
opportunity discovery/creation efforts (Klein, 1999). A major way
that entrepreneurs bear uncertainties is intermediating between
potential buyers and sellers in the value chain, since buyers and
sellers may neither be willing to bear uncertainties stemming from
opportunities nor have the abilities to discover or create
opportunities (Kirzner, 1997; Klein, 1999; von Mises, 1949).
In the past literature, opportunity discovery theory posits that
entrepreneurs can add value by exploiting exogenously given
opportunities in pre-existing markets (Kirzner, 1997; Shane &
Venkatraman, 2000). Opportunity creation theory claims that
entrepreneurs add value by endogenously creating new market
opportunities (Aldrich, 1999; Baker & Nelson, 2005; Sarasvathy,
2001). Despite the signiﬁcant progress in our understanding of
discovering and creating entrepreneurial opportunities, we still
have limited knowledge on how entrepreneurs discover or create
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opportunities by taking advantage of information asymmetries in
markets (Fiet, 2007). Thus, the processes that entrepreneurs
discover and create opportunities have remained as a gap to be
ﬁlled in entrepreneurship research (Klein, 2008).
In response, this paper extends current theories by arguing that
the nature of entrepreneurship can be viewed as intermediation.
We accomplish this by focusing on three questions extended from
key questions of entrepreneurship: (1) How do entrepreneurs add
value in the value chain via intermediation? (2) Under what
conditions would entrepreneurs be better able to exploit preexisting opportunities via intermediation? (3) Under what
conditions would entrepreneurs be better able to create new
opportunities via intermediation?
Why is the ‘‘intermediation’’ perspective useful to push
entrepreneurship research further? Three reasons emerge. First,
it is because entrepreneurs, by deﬁnition, are individuals and/or
organizations that add value in the process of enacting and
exploiting entrepreneurial opportunities (Brandenburger & Stuart,
1996; Foss et al., 2008). Capturing economic value by discovering
and creating opportunities always brings people who are willing
and able to bear uncertainties to connect their potential buyers and
sellers (Klein, 1999; von Mises, 1949). Second, some entrepreneurs
choose to play intermediation roles because they believe they are
better able to discover and create opportunities when there are
information asymmetries between buyers and sellers in the value
chain (Spulber, 2009). Third, compared to the traditional deﬁnition
of entrepreneurship, the intermediation concept broadens the
scope of entrepreneurs. We can reinterpret the role of intermediary entrepreneurs, such as venture capitalists, with this new
perspective.
To be sure, entrepreneurship, strategy, and ﬁnance researchers
are familiar with specialized intermediaries such as venture
capitalists and ﬁnancial service ﬁrms. However, researchers tend
to focus on the relationship between intermediaries and (start-up)
entrepreneurs, thus implicitly treating intermediaries as a separate
organizational form that is parallel with (start-up) entrepreneurs
(Lim & Cu, 2012). As a result, while the strategies and performance
of venture capitalists have been explored to a certain extent, the
bulk of entrepreneurship research has concentrated on the other
side of this relationship—namely, ‘‘entrepreneurs’’ who, by default,
are not intermediaries. This paper departs from the existing
literature by arguing that it is beneﬁcial to view intermediaries as
entrepreneurs. In other words, venture capitalists themselves can
be conceptualized—and should be studied—as entrepreneurs
(Klein, 1999; Wasserman, 2002).
The objective of this paper goes substantially beyond merely
labeling venture capitalists as entrepreneurs. We argue that, under
information asymmetries, many entrepreneurs who attempt to
discover and create entrepreneurial opportunities achieve their
goals by intermediating between buyers and sellers in the value
chain. We suggest that a more parsimonious and testable theory is
to view entrepreneurs as intermediaries who discover and create
entrepreneurial opportunities stemming from information asymmetries and market failures. In addition, we propose boundary
conditions that entrepreneurs discover and create entrepreneurial
opportunities through intermediation, drawing on two leading
theories in the literature: transaction cost economics (TCE) and the
resource-based view (RBV). TCE and RBV are relevant theoretical
perspectives for our arguments because both assume entrepreneurs’ act of uncertainty-bearing is a key driver in the entrepreneurial process.
2. What are intermediaries?
According to the economics of market microstructure, an
intermediary is an economic player who ‘‘helps buyers and sellers

meet and transact’’ (Spulber, 1999: 3). In general, intermediaries
add value by ‘‘transporting, storing, repackaging, assembling,
preparing for ﬁnal use, and adding information and guarantees’’
(Spulber, 1996: 136). We extend this deﬁnition of intermediation
in a broader sense. We deﬁne intermediaries as individuals and/or
organizations that position themselves somewhere on the value
chain and make efforts to discover or create entrepreneurial
opportunities by bearing uncertainties that their potential buyers
and sellers would be neither willing nor able to bear.
With this broader deﬁnition, intermediaries can add value by
brokering between buyers and sellers under the condition of
information asymmetries—in other words, making markets
(Cantillon, 1959). For example, Amazon.com has created a new
market space by utilizing the emergence of the Internet. Before
Amazon emerged as an online commerce intermediary, other
incumbents were already arbitraging information asymmetries
between book buyers and sellers. What really happened is ‘‘reintermediation.’’ Basically Amazon, as a new intermediary, has
emerged to displace some incumbents and created a new market
space with a new set of distribution channels that reduced
transaction costs between buyers and sellers (Anderson &
Anderson, 2002).
In addition, ‘‘traditional’’ intermediaries are known to exist in
sectors whereby information asymmetries between buyers and
sellers of goods and services are strong (Akerlof, 1970), such as
ﬁnancial markets and international trade. In ﬁnancial markets,
borrowers typically have deeper knowledge about their capabilities than do lenders (Myers & Majluf, 1984). But due to moral
hazard, borrowers cannot be expected to be entirely straightforward about their characteristics, since there are substantial
rewards for exaggerating positive qualities. Financial intermediaries emerge as a solution to this problem, by signaling value to
ﬁnancial markets as a function of the size of the stake that
intermediaries take in borrowers (Allen & Santomero, 1997;
Campbell & Kracaw, 1980; Peng & Wang, 2002). As a result,
‘‘information asymmetries may be a primary reason that [ﬁnancial] intermediaries exist’’ (Leland & Pyle, 1977: 383). Similarly,
information asymmetries are pervasive in international trade,
which is characterized by geographic and cultural separation
between buyers and sellers (Peng, 1998). International trade
intermediaries, such as export trading companies and export
management ﬁrms, thus serve as a bridge connecting domestic
producers and foreign buyers (Peng & Ilinitch, 1998). Speciﬁcally,
trade intermediaries can conduct market research for prospective
exporters, negotiate the deal on their behalf, and help enforce the
contract (Ellis, 2003; Trabold, 2002).
Although ﬁnancial and trade intermediation cases show
excellent examples of value-adding mechanisms of traditional
intermediaries, our entrepreneurship-as-intermediation perspective can be applied more broadly as long as the more general
context of pervasive information asymmetries exists. We suggest
that information asymmetries that require market-making intermediation would be more prevalent in industries that require
complex sets of knowledge, such as architecture, consulting, and
legal industries. In knowledge-intensive industries, it is likely that
complex, tacit, and specialized knowledge would bring high levels
of information asymmetries between knowledge sources and
recipients (Graebner, Eisenhardt, & Roundy, 2010). Thus,
intermediaries with deeper knowledge about the specialized
transaction processes under information asymmetries may be
able to exploit this knowledge, while intermediaries with more
general knowledge about the generic transaction processes may be
less able to do so (Fiet, 2007; Pinkham & Peng, 2013).
In sum, we deﬁne intermediation as any entrepreneurial roles
in discovering or creating entrepreneurial opportunities by making
markets between potential buyer and sellers in the value chain. We
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argue that intermediaries are especially likely to emerge in sectors
whereby information asymmetries are considerable, such as in
industries requiring complex knowledge (e.g., consulting). Extending this logic, in the next section we suggest that many
entrepreneurs may be fruitfully conceptualized as intermediaries
who discover or create entrepreneurial opportunities by making
markets.
3. Are entrepreneurs intermediaries?
The observation that entrepreneurs discover, create, and exploit
opportunities has been well documented (Baker & Nelson, 2005;
Kirzner, 1997; Shane & Venkatraman, 2000). What needs to be
argued here is that these entrepreneurial actions can be interpreted as basically market-making intermediation activities in the
value chain, particularly when information asymmetries are
prevalent.
3.1. Two main assumptions
Our arguments hinge on two main assumptions. First, we draw
on Austrian economics to assume an uncertain, disequilibrium
world (Kirzner, 1997; Schumpeter, 1934; Shane & Venkatraman,
2000). In an equilibrium, entrepreneurial opportunities either do
not pre-exist or can be exploited by all economic actors. In the real
world, however, this is not likely to be the case. This is because
information is imperfectly distributed both temporally and
spatially (Casson, 2000; Evans & Wurster, 1997). Not all economic
actors have the same amount and quality of information at the
same time/location, thereby leading to entrepreneurial opportunities perceived by some (but not all) entrepreneurs (Brown,
Davidsson, & Wiklund, 2001; Foss et al., 2008).
A second assumption is that there are persistent market failures
due to information asymmetries, bounded rationality, and
opportunism (Williamson, 1985). While markets do not always
fail, transaction costs cannot be reduced to zero. This leaves room
for more innovative ways to lower transaction costs than status
quo, an opportunity that entrepreneurs can discover or create.
3.2. What do entrepreneurs do?
Considering information asymmetries and market failures, a
short answer to the question, ‘‘What do entrepreneurs mainly do in
industries requiring complex knowledge?’’ is that they make
markets. Markets are interlocking economic relationships among a
diverse set of buyers and sellers of goods and services (Spulber,
2009). A market-making view of entrepreneurs focuses attention
on their intermediation role (Casson, 2000; Michael, 2007; Spulber,
1996, 1999, 2009).
In distribution markets, intermediation between customers and
suppliers is the primary economic activity of entrepreneurs. The
emergence of the Internet is a case in point. New intermediaries
(such as Amazon and eBay) emerge to displace some incumbent
intermediaries and create new markets with a new set of
distribution channels (Anderson & Anderson, 2002; Brown &
Goolsbee, 2002).
In addition, the role played by intermediaries in ﬁnancial
markets such as venture capitalists and stock exchanges is hardly
disputed (Balboa & Marti, 2007; Lim & Cu, 2012; Peng & Su, in
press). The expansion of venture capital is now a worldwide
phenomenon (Ahlstrom, Bruton, & Yeh, 2007; Wright, 2007).
Venture capitalists not only cater to individual investors and pool
risks for them, but also reduce transaction costs associated with
bringing products to market by providing start-up ﬁrms with
ﬁnancial resources in a new way that alternative suppliers of
capital (e.g., traditional ﬁnancial intermediaries such as banks)
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were unable to do. While traditional ﬁnancial intermediaries tend
to require borrowing ﬁrms’ tangible assets as security for loans,
venture capitalists can provide start-ups with little tangible assets
with equity ﬁnancing by taking advantage of information and
knowledge expertise on the focal businesses (Cressy, 2006; Lim &
Cu, 2012). Therefore, based on their superior information and
knowledge to intermediate between individual investors and
start-ups under information asymmetries, venture capitalists
would tolerate more risks than traditional ﬁnancial intermediaries.
Entrepreneurs in technology markets also connect suppliers
and end users in new ways, resulting in the emergence of new
markets. The rise of enterprise resource planning (ERP) software
ﬁrms (e.g., SAP and Oracle) serves as another case in point. These
ﬁrms use standard Windows-type applications from their suppliers, and then develop proprietary software to automate ﬁnance,
manufacturing, and human resources for large corporations.
Overall, it is reasonable to suggest that these intermediaries are
entrepreneurial ﬁrms. They are, in essence, market makers who
connect sellers and buyers. Speciﬁcally, the presence of asymmetric information between pairs of transaction parties (Assumption
1) creates an opportunity for intermediation. Further, the market
failures of existing exchange institutions (Assumption 2) enable
these entrepreneurs who can reduce transaction costs for both
sides to carve out new market niches (Dean & McMullen, 2007).
3.3. Challenges to overcome
Our entrepreneurship-as-intermediation perspective is not that
new, if we revisit Schumpeter’s (1934) classical insights that
focused on entrepreneurs’ role in ‘‘new combinations’’ and
Cantillon (1959) and Kirzner’s (1997) seminal work that equated
entrepreneurship with arbitraging. What is surprising is that given
so much research on intermediaries, especially on venture
capitalists, an encompassing view of entrepreneurs as
intermediaries has not emerged (Spulber, 1999, 2009).
In our view, there are two major challenges that this new
perspective has to overcome. First, research focusing on venture
capitalists concentrates on how they interact with narrowly
deﬁned ‘‘entrepreneurs’’ (i.e., start-ups) in order to help the latter
succeed (which is, of course, important), instead of studying
venture capitalists as entrepreneurs in their own right. This
differentiated treatment reveals the ﬁeld’s focus on the producer
role of entrepreneurial ﬁrms and its negligence of the merchant role
of entrepreneurial ﬁrms (Hackett, 1992; Spulber, 2003). Our
proposal that intermediaries such as venture capitalists and angel
investors can be labeled as entrepreneurs does not merely
represent a change in semantics. Although we agree that venture
capitalists and start-ups play different roles, to build a theory of
entrepreneurship we must strive for a higher level of abstraction
by focusing on their fundamental similarities. Various theories of
the ﬁrm (Conner, 1991) do not burden themselves by differentiating one type of ﬁrms (e.g., manufacturing) from another type (e.g.,
venture capital ﬁrms). It is only through such a high level of
abstraction that theoretical progress can be made.
A second challenge may be the lack of an overarching
conceptual framework within which to consider key research
questions. A number of theoretical models, such as ecological,
evolutionary, resource dependence, and transaction cost
approaches, have been adopted in entrepreneurship research
focusing on entrepreneurs that are not ﬁnancial intermediaries
(Aldrich, 1999: 42–74; Busenitz et al., 2003). On the other hand,
ﬁnance researchers have developed a well-established theory of
ﬁnancial intermediaries (Allen & Santomero, 1997; Lerner, 1995).
Similarly, research on international trade intermediaries
has increasingly focused on the market-making role of intermediaries thriving under conditions of information asymmetries
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Fig. 1. Entrepreneurs as intermediaries.

internationally (Ellis, 2003; Peng, 1998; Peng & York, 2001; Trabold,
2002). These streams of research on intermediation have been
developing in parallel with traditional research on entrepreneurship, with relatively little cross-fertilization. Given the need for more
rigorous conceptual development in entrepreneurship research, we
posit that our proposed entrepreneurship-as-intermediation perspective can help specify conditions under which entrepreneurs
discover and create opportunities through intermediation.
4. A new research agenda: predictions, questions, and
integration
While the entrepreneurship-as-intermediation perspective can
be used to explain a large number of entrepreneurial activities, the
ultimate test for the maturity of a scientiﬁc ﬁeld is empirical
predictions (Kuhn, 1970; Popper, 1972). Empirical predictions
need to focus on fundamental questions. In this paper, we depart
from and extend the two key questions on (1) why entrepreneurs
arise and exist and (2) why some entrepreneurs outperform others
in adding value and creating wealth. We identify the boundary

conditions of our perspective using these two questions that have
been regarded by numerous scholars as key building blocks for a
theory of entrepreneurship (Amit et al., 1993: 815). While other
research questions can be raised, we believe that they all relate in
one way or the other to these two.
Another tendency in the entrepreneurship literature is to fortify
its boundaries by highlighting its distinctiveness vis-à-vis its
neighboring disciplines, particularly strategic management
(Bruyat & Julien, 2000: 173; Shane & Venkatraman, 2000: 217).
However, given that entrepreneurship is likely to be ‘‘one of the
most complex in the social sciences,’’ scholars will ‘‘have to borrow
methods and tools from other disciplines and ﬁelds’’ (Bruyat &
Julien, 2000: 177–178). This suggests that theoretical integration—
as opposed to theoretical isolation—is a must (Busenitz et al.,
2003).
Our proposed new research agenda centers on an eclectic
integration of two inﬂuential schools of thought, TCE and RBV
(Peng & Wang, 2002). While other theories can also be invoked, this
paper, as a ﬁrst step toward advancing a parsimonious entrepreneur-as-intermediary view, invokes these two most relevant

a
Buyer

Seller

Transaction Costs 1 (TC1)
b

A
Seller

B
Entrepreneur

Buyer

Transaction Costs 2 (TC2)
Fig. 2. Information asymmetries (a) between buyers and sellers and (b) between entrepreneurs and transaction parties.
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theories with a focus on the two key questions centered on the
nature of entrepreneurship (Amit et al., 1993; Foss et al., 2008) (see
Fig. 1). Speciﬁcally, we argue (1) that the answer to the ﬁrst
question, ‘‘Why do entrepreneurs exist?’’ can converge with
research on entrepreneurial opportunity discovery, and (2) that
the answer to the second question, ‘‘Why do some entrepreneurs
perform better than others in adding value and creating wealth?’’
can converge with the work on entrepreneurial opportunity
creation in the process of entrepreneurs’ uncertainty-bearings
through their intermediation between potential buyers and sellers.
5. Why do entrepreneurs as intermediaries exist?
5.1. Theoretical background
Since TCE starts with a key question, ‘‘Why do ﬁrms exist?’’ a
natural extension of this perspective can help us understand why
entrepreneurs exist. The theory posits that ﬁrms attempt to
minimize transaction costs when making governance choices
(Williamson, 1985). Shown in Fig. 2a, suppose (1) that the buyer is
willing to pay a price, P, (2) that the seller and the buyer encounter
total transaction costs, TC1, and (3) that there is value creation from
this transaction (Foss & Foss, 2008):
P

TC1 > 0

(1)

Suppose that an entrepreneur is interested in getting involved
in this transaction. The entrepreneur thus competes with direct
transaction as an intermediary. For the seller and the buyer,
instead of dealing directly with each other, they now transact with
and through the entrepreneur, with a new set of transaction costs,
TC2 (Fig. 2b). In Fig. 2b, TC2 is the sum of the transaction costs of the
A side between the seller and the entrepreneur and the transaction
costs of the B side between the buyer and the entrepreneur. It is
apparent that the intermediated transaction through the entrepreneur will occur if and only if the entrepreneur lowers the ﬁrst
set of transaction costs:
TC2 < TC1

(2)

As a result, to exist and succeed, entrepreneurs must lower the
transaction costs relative to the other, direct trade mode;
otherwise, there will be no rationale for their existence (Peng,
Zhou, & York, 2006). According to Williamson (1985), transaction
costs can be divided into two key constituent components: the ex
ante search costs and the ex post monitoring/enforcement costs. It,
thus, follows that entrepreneurs who can lower the combination of
search and monitoring/enforcement costs by exploiting information asymmetries are more likely to be chosen by sellers and
buyers, and, thus, to have a better chance of survival and prosperity
(Peng & Wang, 2002).
5.2. Exploiting information asymmetries
Search costs are the ex ante costs to overcome information
asymmetries through the gathering and processing of relevant
information (Cooper, Folta, & Woo, 1995; Fiet, 2007). Buyers and
sellers constantly search for the best deal to maximize the gains of
transaction (Graebner et al., 2010). From the perspective of
entrepreneurs, sellers are providers of resources with which
entrepreneurs add value (Fiet & Patel, 2008), while buyers are
customers who purchase entrepreneurs’ value-added outputs.
Search costs are particularly important when entrepreneurs
discover and exploit pre-existing market opportunities. If markets
are in equilibrium and if information asymmetries do not exist,
search costs will be equal for everybody. Thus, entrepreneurial
proﬁts are not likely to exist because nobody needs to lower search
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costs (Kirzner, 1997; Peng & Wang, 2002). But such a condition
does not hold in the real world. Instead of continuing to search,
buyers may settle for a higher price, sellers may accept a lower
offer, or they may quit searching at all (Graebner et al., 2010). As a
result, entrepreneurs that can lower such search costs are likely to
emerge (Zhang & Li, 2010).
Not all industries, sectors, and geographic markets are in the
same state of disequilibrium; some are more turbulent than others.
Therefore, the higher the level of disequilibrium, the stronger the
information asymmetries, and the more likely the emergence of
certain entrepreneurs to proﬁt from intermediation activities
(Allen & Santomero, 1997; Zhang & Li, 2010). In other words,
entrepreneurs thrive on chaos (Brown & Eisenhardt, 1998; Lu, Tan,
& Huang, in press). Because knowledge sources and recipients are
not likely to possess enough information about knowledge
characteristics (Chang, Gong, & Peng, 2012), buyers may not have
the knowledge to be able to identify with whom they have to
transact with at what prices. In a similar vein, sellers may be
unable to identify which parties can successfully absorb and utilize
their knowledge (Graebner et al., 2010). A high level of information
asymmetries arising from knowledge complexity may be a basis of
discovering and exploiting entrepreneurial opportunities through
intermediation (Fiet, 2007). Therefore:
Proposition 1. The more complex knowledge is required in an industry, the more likely that entrepreneurs will discover and exploit for
themselves opportunities arising from a high level of information
asymmetries between potential buyers and sellers.
5.3. Minimizing monitoring/enforcement costs
In addition to minimizing search costs, the entrepreneurshipas-intermediation perspective also needs to consider ‘‘the monitoring and enforcement side of the cost equation’’ (Peng & Wang,
2002). This is because a high level of information asymmetries
between potential buyers and sellers, per se, would not fully
explain why entrepreneurs emerge as intermediaries rather than
the potential buyers and sellers themselves exploiting opportunities by getting together.
Once market research is ﬁnished and contracts signed, the next
thing that buyers and sellers are naturally concerned with is the
monitoring of contractual obligations and enforcing contractual
performance (Peng & Wang, 2002; Phan, Butler, & Lee, 1996;
Pinkham & Peng, 2013; Spulber, 1996). Financial intermediaries,
for example, specialize in delegated monitoring (Diamond, 1984).
Rather than directly lending to companies, investors place their
funds with ﬁnancial intermediaries that then screen and lend to
companies. Investors can take advantage of ﬁnancial intermediaries that are specialists in dealing with and monitoring certain kinds
of start-ups in order to reduce transaction costs. By monitoring
many borrowers, ﬁnancial intermediaries are able to achieve some
economies of scale in monitoring.
TCE indicates that for the same reason information asymmetries between buyers and sellers may prevent some transactions
from taking place, information asymmetries between either party
(buyers or sellers) on the one hand and entrepreneurs who stand in
the middle as intermediaries on the other hand may also lead to
transaction hazards—i.e., TC2 in Fig. 2b (Robbie, Wright, & Chiplin,
1997). Speciﬁcally, entrepreneurs as intermediaries are agents for
their clients on both sides (Norton, 1995).3 These agents may have
incentive to behave in ways not always in the best interest of their
principals, such as monopolizing communications between buyers
3
In the case of venture capitalists, this assertion follows Norton (1995: 22) to
view the venture capitalist as the agent for both the start-up entrepreneur and the
investors.
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and sellers, not paying attention to their principals’ needs, or
simply failing to perform as promised. Thus, buyers and sellers
employing entrepreneurs as their intermediaries need to compare
the monitoring/enforcement costs of going through the entrepreneurs vis-à-vis the monitoring/enforcement costs of going direct to
market.
If these transaction costs are deemed too high, that is, TC2 > TC1
in Formula (2), buyers and/or sellers may (1) vertically integrate
either up-stream or down-stream; (2) switch agents by using a new
set of entrepreneurs; and/or (3) quit transacting at all (Peng & York,
2001). Therefore, entrepreneurs’ chances of being selected and
retained also depends on whether they can assure their transaction
partners on both ends (A and B sides in Fig. 2b). Speciﬁcally,
entrepreneurs need to demonstrate that the potential agency costs
will be less than the monitoring/enforcement costs these players
would have incurred when engaging in direct transaction (Chintakananda, York, O’Neill, & Peng, 2009; Foss & Foss, 2008; Michael,
2007). For example, the fees charged by international trade
intermediaries, which can be a proxy for the agency costs for both
exporters (sellers) and importers (buyers) to absorb, cannot be too
excessive. If the fees are too high, exporters and importers may
choose to trade directly with each other (Peng & York, 2001).
Entrepreneurs as intermediaries have an incentive to minimize
transaction costs between themselves and their principals (buyers
and sellers) on both the A side and the B side in Fig. 2b in order to
discover and exploit value-adding opportunities. The chances of
reducing information asymmetries between entrepreneurs and
transaction parties would be higher when entrepreneurs possess
prior experience in dealing with the focal knowledge that may be
exploited through intermediation. Intermediaries’ experience in
complex knowledge may be able to reduce monitoring and
enforcement costs because experienced intermediaries would
capture the value that otherwise would be lost due to uncertainties
perceived by buyers and sellers. Therefore:
Proposition 2. The more knowledgeable entrepreneurs are about an
industry, the more likely they will discover and exploit opportunities to
reduce transaction costs between entrepreneurs and transaction parties (sellers and buyers)—speciﬁcally, between entrepreneurs and
sellers (side A in Fig. 2b) and between entrepreneurs and buyers (side
B in Fig. 2b).
Overall, entrepreneurs arise as intermediaries to discover
opportunities and to take advantage of information asymmetries
separating buyers and sellers due to knowledge complexities
(Brown & Eisenhardt, 1998). These entrepreneurs lower search and
monitoring/enforcement costs of the transaction process by
linking buyers and sellers together—in other words, making
markets (Peng & Wang, 2002; Spulber, 2009). Entrepreneurs live
in a precarious world. While their very existence depends on how
well they exploit information asymmetries, they could only take
advantage of information asymmetries to a certain degree, because
too much exploitation of these asymmetries that result in TC2 to
exceed TC1, which may render themselves out of business (Ellis,
2003; Peng & York, 2001). Moreover, while TCE helps us
understand why entrepreneurs exist, it is relatively weak in
explaining and predicting why some entrepreneurs are better able
to create new market opportunities than others do. Next, we draw
on the RBV to address this issue.
6. Why are some entrepreneurs as intermediaries better at
creating entrepreneurial opportunities?
6.1. Theoretical background
Extending from Austrian economics, our RBV rationale draws
upon Penrose (1959). She argues that the heterogeneity of

entrepreneurs’ competitive advantage does not come from the
resource availability in pre-existing markets but from the
heterogeneity of their services from resources (Penrose, 1959).
This argument implies that different entrepreneurs commit to
different entrepreneurial actions because they have different
beliefs and knowledge sets about opportunity enactment processes that create new markets through intermediation (Barney, 2001;
Foss et al., 2008; Klein, 2008).
Similar to the Austrian economics perspective on the disequilibrium of opportunities (our Assumption 1), our resource-based
logic argues for a disequilibrium of capabilities. It is precisely such
differential in capabilities that leads to the success and failure of
entrepreneurial ﬁrms under uncertain transaction environments
with positive transaction costs (Foss & Foss, 2008; Yamakawa,
Peng, & Deeds, 2008). Keeping this nature of entrepreneurs’
competitive advantage in mind, this section discusses under what
conditions entrepreneurs as intermediaries create and exploit
opportunities.
6.2. Competing on knowledge execution
In order to present low search cost solutions portrayed in
Proposition 1, searching for information is a central task for
entrepreneurs (Cooper et al., 1995; Fiet, 2007). During the process,
they often develop deep knowledge of the transaction process
between existing and potential sets of buyers and sellers. The best
entrepreneurs are likely to have the best knowledge of the
information asymmetries that make existing transactions inefﬁcient (Dean & McMullen, 2007). Such knowledge enables them to
tap into what Burt (1997: 342) calls ‘‘non-redundant structural
holes’’ in the transaction process, and to add value by ‘‘brokering
the connection between others.’’ For example, when encountering
the same technological change (e.g., a patent), different entrepreneurs react differently, and people who have developed particular
knowledge through education, experience, and network contacts
are more likely than others to discover entrepreneurial opportunities (Cooper et al., 1995).
This knowledge leveraging mechanism is only the discovery
part of entrepreneurial opportunities. In the case of emerging
industries, by deﬁnition, there are not many knowledge
opportunities that can be discovered through intermediation
in the ﬁrst place. Entrepreneurs need to turn existing knowledge
into new market opportunities (Yamakawa, Khavul, Peng, &
Deeds, in press). For instance, technological knowledge and
business ideas for launching and managing social media services
such as YouTube and LinkedIn neither come from the vacuum,
nor are they entirely novel. However, the entrepreneurial
enactment of YouTube’s founders has created new market
spaces that online users themselves can produce and distribute
to other online users. In this sense, entrepreneurs’ opportunity
creation may be based on subjective judgments and actions that
differ across individuals, and entrepreneurial strategies often
emerge from such path dependencies (Fiet, 2007; Foss et al.,
2008).
When it comes to opportunity creation, the best-performing
entrepreneurs tend to excel at aggressively executing knowledge
that they can leverage through their social ties into actions (Ellis,
2003; Fiet, 2007; Wood & McKinley, 2010). In this process, some
entrepreneurs are likely to seize opportunities with little planning,
and execute their vision without proving its worth (Bhide, 1994).
Many entrepreneurial visions and concepts, although informed by
entrepreneurs’ prior knowledge, are difﬁcult to prove. But, once
proven, they are easy to imitate. Therefore, entrepreneurs are often
tempted to aggressively and quickly extract rents from such
knowledge based on sketchy plans and inconclusive data (Delmar
& Shane, 2003).

Author's personal copy
M.W. Peng et al. / Journal of World Business 49 (2014) 21–31

Fueled by an entrepreneurial orientation (Dess, Pinkham, &
Yang, 2011; Lumpkin & Dess, 1996; Tang & Tang, 2012),
entrepreneurs are often interested in seeking ﬁrst-mover advantages. The best ones often possess rare capabilities in coordinating
resources that enable them to capitalize on these opportunities
(Klein, 2008). These capabilities are often uncodiﬁable, intangible,
and difﬁcult to teach and imitate (Fiet, 2007). For example, in the
absence of a proven business model, Amazon not only discovered
that an online bookstore could overcome information asymmetries
between book publishers and buyers, but also aggressively
leveraged such knowledge by rapidly building the world’s largest
book warehouses, which ironically are ‘‘brick-and-mortar.’’
On the other hand, it is important to caution against overaggressiveness in leveraging such knowledge, in light of entrepreneurs’ well-documented tendency to be overconﬁdent (Michael, 2007). For example, more than 90% of the venture capitalists
surveyed by Zacharakis and Shepherd (2001) and Hayward,
Shepherd, and Grifﬁn (2006) exhibit signiﬁcant overconﬁdence.
The best entrepreneurs embrace uncertainties, yet protect
themselves against excessive downside risk. For example, some
venture capitalists employ a real options reasoning by using wellknown milestones or ‘‘rounds’’ of ﬁnancing to stage and sequence
their commitment to uncertain projects (McGrath, 1999). Entrepreneurs failing to do so may end up suffering huge losses.
But overall, it appears that both having critical knowledge and
leveraging such knowledge (up to a certain extent) go hand-inhand in leading to good entrepreneurial performance in terms of
growth in new markets such as emerging industries (Yamakawa
et al., 2008; Yamakawa, Khavul et al., in press). Thus:
Proposition 3. The more aggressive entrepreneurs turn their existing
knowledge into actions, the more likely those entrepreneurs will be
able to intermediate between potential buyers and sellers in order to
create entrepreneurial opportunities and generate more wealth.
6.3. Competing on signaling capabilities
In emerging industries, where information asymmetries are
unavoidable, sometimes entrepreneurs themselves often create
information asymmetries between potential buyers and sellers to
increase the chances of creating new markets and exploit these
new market opportunities by themselves. However, entrepreneurs
face a dilemma: This is because the new information asymmetries
introduced in a principal-agent relationship between sellers and
entrepreneurs (side A in Fig. 2b) on the one hand and between
buyers and entrepreneurs (side B in Fig. 2b) on the other hand may
deter potential buyers and sellers from entering transaction
relationships with entrepreneurs. However, entrepreneurs’ very
existence depends on the information asymmetries between
potential buyers and sellers. Reducing such asymmetries is not
only costly, but may also seriously undermine their business (Ellis,
2003). The challenge for entrepreneurs, therefore, is how to assure
their clients on both ends that the monitoring/enforcement costs of
using their services are lower than the monitoring/enforcement
costs that buyers and sellers would have incurred should they
trade directly—TC2 < TC1 speciﬁed in Formula (2) (Peng & York,
2001; Spulber, 2003).
A key strategy for entrepreneurs is to use observable
opportunity enactments (Wood & McKinley, 2010) to signal to
principals that they are credible (Spence, 1973). Particularly in
emerging industries, entrepreneurs can share some portions of
uncertainties with their sellers (resource providers) through their
enacted commitments and credible signaling based on those
commitments (Fiet & Patel, 2008). Signaling through enactment
processes in the absence of established markets can provide
credible commitments to potential buyers and sellers (Blevins,
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Tsang, & Peng, 2013). We suggest that entrepreneurs compete on
their signaling capabilities, and that the best-performing entrepreneurs are likely to be those with the best signaling capabilities
(Blevins et al., 2013; Campbell & Kracaw, 1980). This can be
accomplished through behavioral and/or outcome measures.
Wood and McKinley (2010) highlight two primary behavioral
measures. The ﬁrst behavioral signal is reputation. Often earned
through years of hard work, reputation is difﬁcult to acquire in a
short time and even more challenging to imitate (Podolny, 1994).
Reputation thus serves as a powerful behavioral measure to signal
to principals about entrepreneurs’ credibility as intermediaries
(Chemmanur & Fulghieri, 1994). Reputable entrepreneurs such as
venture capitalists and angel investors often take equity in
borrowers in order to signal to investors that venture capitalists
have no incentive to misrepresent their information. If smaller,
entrepreneurial ﬁrms do not have a strong reputation, it is possible
for them to team up with large ﬁrms as strategic alliances in order
to enhance the legitimacy of the smaller ﬁrms (Zimmerman &
Zeitz, 2002).4
Another behavioral signal related to reputation is entrepreneurs’ social ties (Ellis, 2003; Hsu, 2006; Shane & Stuart, 2002).
Social ties would enable ‘‘the ﬂow of information from entrepreneurs to stakeholders’’ including potential buyers and sellers
(Wood & McKinley, 2010: 73). This information ﬂow not only helps
persuade stakeholders of the feasibility of an opportunity, but also
supports the entrepreneur’s conﬁdence in opportunity enactment.
Outcome measures include contracts whose renewal is
contingent upon satisfactory performance. These contracts,
however, still entail substantial monitoring and enforcement
costs. The most extreme form of outcome control is to require that
entrepreneurs assume ownership of the goods (Hackett, 1992).
Taking title to the goods by entrepreneurs solves a major agency
problem inherent in the principal–agent relationship by completely aligning the interests of both parties. In international trade,
exporters no longer need to incur monitoring/enforcement costs as
long as trading companies take title to the goods, thus transforming agents to become principals (Peng & York, 2001).
Not all entrepreneurs, however, have the same signaling
capabilities (Peng & Wang, 2002). A lot of them simply do not
have a good reputation upon which they can leverage existing
social ties to support the enactment processes (Ellis, 2003). In
addition, many of them are unable to meet the stringent
requirements imposed by principals (e.g., taking title to the goods
in export trade) due to a lack of resources (Peng & York, 2001).
Thus, the capabilities to differentiate signals sent to principals on
how monitoring/enforcement costs are reduced may differentiate
entrepreneurs who successfully create new market opportunities
from those who fail in opportunity enactment processes. Thus:
Proposition 4. The better the capabilities of entrepreneurs to signal to
their principals about their credibility through behavioral and/or
outcome means, the better entrepreneurs will be able to intermediate
between potential buyers and sellers in order to create entrepreneurial
opportunities.
Overall, the RBV suggests that entrepreneurial growth in
emerging industries is likely to be driven by the differences in
entrepreneurs’ capabilities to execute knowledge in the process of
opportunity enactment and in signaling capabilities through
behavioral and/or outcome means.

4
It is difﬁcult for entrepreneurial ﬁrms to manage alliances with larger ﬁrms and
not having the value created by these alliances appropriated by the large ﬁrms
(Deeds & Hill, 1998). Therefore, small ﬁrms that are able to succeed in these
alliances may possess unusually strong alliance management capabilities that may
give rise to their performance.
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7. Discussion
7.1. Contributions
Focusing on key questions in entrepreneurship research, three
contributions emerge. First, this paper sketches the contours of a
theory of entrepreneurship focusing on the nature of entrepreneurship as intermediation under information asymmetries. It
advances a parsimonious and testable research agenda. The notion
of intermediation as an essential component of entrepreneurship
covers, but is certainly not limited to, intermediary ﬁrms such as
venture capitalists (Spulber, 1999: 349). The hallmark of this
perspective is its broad coverage of entrepreneurial activities as
long as these activities add value by making markets under
information asymmetries. In particular, it resonates with Shane
and Venkatraman’s (2000: 218) focus on the sources of opportunities (information asymmetries and market failures); the
processes of discovery, evaluation, and exploitation of opportunities (minimizing search and monitoring/enforcement costs and
competing on knowledge and signaling capabilities); and the set of
entrepreneurial individuals and organizations that excel at these
tasks. When knowledge required in an industry is complex to
transact and when an industry is emerging, a high level of
information asymmetries would lead entrepreneurs who discover
and create opportunities to exploit those opportunities by
intermediation. Overall, we have gone beyond Cantillon and
Kirzner’s notion of arbitrage and highlighted both the importance
of discovering opportunities and the importance of creating
opportunities. To clarify, we do not claim all ﬁrms that
intermediate between buyers and sellers under information
asymmetries are entrepreneurs who discover and create entrepreneurial opportunities. In the same spirit, we do not claim all
entrepreneurs should discover and create entrepreneurial opportunities via intermediation either. Rather, we argue that in
industries where required knowledge sets are complex and thus
lead to higher information asymmetries, entrepreneurs who are
willing and able to bear uncertainties are highly likely to exploit
entrepreneurial opportunities via making markets.
A second contribution is our integration of two inﬂuential
schools of thought, which share an important premise in the
literature that entrepreneurs add value by bearing uncertainties
that other economic agents would be neither willing nor able to
bear. Although some scholars such as Bruyat and Julien (2000) and
Shane and Venkatraman (2000) argue that entrepreneurship
research needs to be sufﬁciently distinct vis-à-vis other ﬁelds,
the same individuals usually also call for harvesting the best
available insights in existing social science research. In such a
spirit, this paper draws from the insights of TCE and RBV. These two
well-established theories are often pitted against each other but
are actually complementary (Peng, Hill, & Wang, 2000; Yang, Ho, &
Chang, 2012). The relationship between them seems to be that
while TCE ‘‘informs the generic decision [of governance choices],’’
the RBV ‘‘brings in particulars’’ (Williamson, 1999: 1097, original
italics). In this paper, the two TCE propositions answer the generic
question of why entrepreneurs arise and exist, while the two RBV
propositions provide the particulars on how some entrepreneurs
outperform others in wealth creation. In other words, the two TCE
propositions seem to be ‘‘feeding into’’ the two RBV ones
(Williamson, 1999: 1098), thus leading to a theoretical integration
(Peng & Wang, 2002).
Finally, we link two representative theories of the ﬁrm (TCE and
RBV) to the two recent theoretical streams in entrepreneurship
research (the opportunity discovery approach and the opportunity
creation approach). Our core arguments are twofold. (1) The
entrepreneurial governance question raised by TCE is more
relevant to explain that the information asymmetries condition

is necessary for entrepreneurs to intermediate, discover, and
exploit opportunities in existing markets. (2) The heterogeneity
question raised by RBV is more relevant to explain how some
entrepreneurs are better able to create new opportunities and
generate new wealth than others.
7.2. Managerial relevance
For current and would-be entrepreneurs, our perspective
suggests how entrepreneurs may ﬁnd competitive advantage
under conditions of information asymmetries. Speciﬁcally,
entrepreneurs are viewed as a bridge connecting their customers and suppliers. These market makers succeed by building
the most effective bridges—that is, by continuously developing
innovative transactions linking different sets of buyers and
sellers (Burt, 1997; Casson, 2000; Li, Young, & Tang, 2012;
Spulber, 2009). Furthermore, our argument can extend Burt’s
intermediation logic that assumes economic players in different
domains in the value chain are ‘‘so focused on their own
activities,’’ thus they have ‘‘little time to attend to the activities
of others’’ and tend to ‘‘circulate in different ﬂows of
information’’ (Burt, 1997: 342). Our view implicitly posits that
intermediaries (such as venture capitalists) are likely to
‘‘internalize’’ entrepreneurial opportunities by becoming owners
and/or founders of start-ups if they perceive they can better
discover and/or create opportunities via internalization instead
of playing boundary-spanning brokering roles (Kaplan &
Stromberg, 2003; Klein, 1999).
To be successful, entrepreneurs must acquire, develop, and
deploy resources that can lower their principals’ search and
monitoring/enforcement costs, thus creating value and generating
wealth. The wealth-generating opportunities through intermediation would be more frequently discovered and created in emerging
industries rather than established industries. This point provides
an important implication that intermediation can help entrepreneurs to create wealth through systematic and constrained search
(Fiet, 2007). Moreover, in order for entrepreneurs to create wealth
through intermediation, they have to rely on their existing
experience, proactive execution, and strong signaling.
We also argue that entrepreneurship can be a proactive activity.
A lot of entrepreneurs may lack signiﬁcant tangible resources.
However, they often compensate for such a lack of tangible
resources by being proactive (Mishina, Pollock, & Porac, 2004;
Peng, 2001). In other words, instead of waiting for opportunities to
present themselves, resource-poor but enthusiastic entrepreneurs
can and need to constantly search for opportunities (Katila &
Shane, 2005). Intermediaries, such as venture capitalists and
international trade intermediaries, are well known for their
proactive search of deals (Peng & York, 2001; Peng et al., 2006).
Extending more broadly to other entrepreneurs, such proactive
activity represents the spirit of entrepreneurship that needs to be
fostered.
7.3. Future research directions
This paper points out at least four directions for future research.
First, there is substantial room for conceptual clariﬁcation. How
entrepreneurs can exploit information asymmetries yet containing
their downside risk remains an intriguing paradox for additional
work, perhaps in connection with real options theory (McGrath,
1999; Song, Lee, & Peng, in press) and complexity theory (Brown &
Eisenhardt, 1998). For instance, we do not know much about when
and how entrepreneurs as intermediaries can take advantage of
information asymmetries and increase the chances of creating new
markets and exploit these entrepreneurial opportunities by
themselves.
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Complexity theory may help identify the conditions under
which entrepreneurs deliberately create information asymmetries
to later resolve those asymmetries for their potential buyers and
sellers (McKelvey, 2004). For example, Lichtenstein, Carter, Dooley,
and Gartner (2007) argue that adaptive tension may lead to the
creation of new ﬁrms. In the process, interdependence between the
ﬁrms may become the cause of maladaptation, which would be the
source of new ﬁrm creation. This new ﬁrm creation is a recursive
process in that new ﬁrm creation may lead to more new ﬁrm
creation.
In a similar vein, the entrepreneurship literature does not have
much prior knowledge on the key entrepreneurial efforts by which
some entrepreneurs in an industry can better create marketmaking opportunities when knowledge characteristics of the
industry have become more complex. Real options theory may
help identify the types of real option investments in the context of
intermediation. For example, due to the risk involved in the initial
intermediation effort, potentially the ﬁrst endeavors may prove to
be a failure (McGrath, 1999). However, when the endeavors are
considered as a bundle, while there may be a lot of failures those
successful ones can be of great value in the future (Lee, Peng, &
Barney, 2007). In addition, once intermediation endeavor is made,
the risk associated with this endeavor can also be mitigated by new
entries with the similar function that reduces the risk of the
business (Lee, Bach, & Baik, 2011).
Second, while some of our propositions have been tested in
limited prior work, our propositions have not been tested in a
single study, thus leaving room for more rigorous empirical tests.
Further development of measures on key constructs such as
knowledge complexity would be necessary. It would not be an easy
task to empirically test the complexity of required knowledge
across industries (Yamakawa, Khavul et al., in press). Previous
empirical studies on technology-intensive industries have traditionally used patent-based measures by comparing technological
similarity between industries (Carayannopoulos & Auster, 2010;
Sorenson, Rivkin, & Fleming, 2006). However, there would be
various industries, other than technology-intensive industries, that
provide entrepreneurs with intermediation opportunities stemming from complex knowledge required in the value chain.
For example, venture capitalists can be considered as capital
suppliers to entrepreneurial ﬁrms. The rise of venture capitalists is
due to the lack of potential capital supply from traditional banks.
The reason is that traditional banks do not have expertise in
managing ﬁrms (especially new ﬁrms), which is essential when
new entrepreneurial ﬁrms are in high-tech industries. Thus, when
the value of new entrepreneurial ﬁrms is mainly based on
knowledge assets that are hard to value, banks tend to decline
the loans. In addition, banks are less likely to give loans to risky,
entrepreneurial businesses (Lee & Yamakawa, 2012).
When interest rates rise entrepreneurs who borrow from banks
tend to take more risks, making the project even less likely to be
successful (Meza & Webb, 1999). This is why banks set a ceiling on
the rate of interest they charge, which is called credit rationing
(Stiglitz & Weiss, 1981). When banks charge an exceptionally high
interest rate, it is more likely that entrepreneurs would engage in
riskier projects that are less likely to be successful. Therefore, when
it comes to high-tech industries, there would be higher levels of
information asymmetries between ﬁnancial institutions and
entrepreneurs. As a result, the role of traditional banks is limited
and the emergence of venture capitalists can be foreseen. This is
why many new biotech ventures seek venture capital funds while
ﬁrms in traditional industries such as Wal-Mart tend to start their
business with no venture capital funding (Bhide, 2000).
An alternative way to compare knowledge complexity between
industries would be a comparison of industry relatedness in terms
of required production factors. A recent study, for example, used an
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industry level value-added dataset constructed from the U.S.
Census of Manufactures and measured the four-digit SIC industry
relatedness by required economic resources to produce in each
manufacturing industry (Bryce & Winter, 2009). Future empirical
studies can draw useful implications from such cross-industry data
to classify certain industries, whose outputs heavily rely on
production inputs that are complex. In those industries, entrepreneurs may enjoy better opportunities to intermediate between
potential buyers and sellers to take advantage of information
asymmetries stemming from complex knowledge requirement
within industries.
Third, in terms of future empirical studies, while venture
capitalists will continue to command research attention, we would
like to encourage more research efforts on other types of
entrepreneurial ﬁrms with an intermediation focus (Peng, 1998).
It would be fruitful to examine the opportunities that are discovered
and created by entrepreneurs working as intermediaries. The
literature suggests that there are at least four types of entrepreneurial intermediaries serving start-ups in order to access information and networks necessary for innovation: (1) technology service
ﬁrms, (2) accounting and ﬁnancial service ﬁrms, (3) law ﬁrms, and
(4) talent search ﬁrms (Zhang & Li, 2010). For example, entrepreneurship researchers know that law ﬁrms not only offer general
business advice and legal guidance, but also help start-ups structure
deals (Zhang & Li, 2010). However, we do not know under what
circumstances some law ﬁrms can better intermediate entrepreneurial opportunities between individual investors and start-ups
than other service intermediaries such as accounting ﬁrms.
Finally, in our drive to present a parsimonious framework, we
have concentrated on the economic aspects of the entrepreneurial
process, and have not paid adequate attention to the social and
psychological aspects (Aldrich, 1999; Yamakawa, Peng, & Deeds, in
press) and the institutional constraints that may also be critical
building blocks for a theory of entrepreneurship (Lee et al., 2007;
Lee, Yamakawa, Peng, & Barney, 2011; Lu et al., in press). Although
we acknowledge that entrepreneurial competitive advantage
under information asymmetries would be speciﬁc in time, space,
and context, we have not explicitly identiﬁed social and
institutional boundary conditions (Song et al., in press).
For example, we do not know whether institutional differences
between countries lead to signiﬁcant differences in the extent of
information asymmetries with the same industry. It would be
worthwhile to explore whether entrepreneurs in countries having
entrepreneur-friendly bankruptcy laws will have stronger institutional incentives to bear uncertainties via intermediation than
entrepreneurs in some other countries (Lee, Bach et al., 2011; Lee,
Yamakawa et al., 2011; Peng, Yamakawa, & Lee, 2010). Furthermore,
entrepreneurs’ propensity to bear uncertainties would be not only
inﬂuenced by individual characteristics, but also by social dimensions such as national culture (Licht & Siegel, 2006). In that sense,
national cultural values may affect entrepreneur’s overall propensity in a society to invest in building social capital necessary for future
intermediation between otherwise disconnected economic actors
(Li et al., 2012; Licht & Siegel, 2006). It would be important that
future research explain why entrepreneurs in some countries are
willing to bear higher uncertainties to become market-makers than
entrepreneurs in other countries due to the differences in national
cultural values. Overall, future research will need to build a more
comprehensive model incorporating social and institutional factors
that may bring us even closer to a general theory of entrepreneurship
that the ﬁeld can eventually claim to be its own.
8. Conclusion
What is the nature of entrepreneurship? If we can use only one
word to describe the nature of entrepreneurship, it is intermedia-
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tion. Striving for theoretical integration, this paper, in essence, can
be viewed as an effort to intermediate among several strands of the
literature. As the economy becomes more entrepreneurial, it is
only natural that our research takes on an entrepreneurial
character by proﬁting from traditional information asymmetries
separating different pockets of the literature and by adding value
with theoretical integration and extension.
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