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AN ENTREPRENEURIAL THEORY
OF THE FIRM

Traditional theories of the firm have concentrated on such topics as
technology, evolution, transaction costs and property rights whilst
failing to account for one of the most fundamental aspects of the
market process: entrepreneurial activity. Using an approach consis-
tent with the modern Austrian School, Frédéric Sautet brings a
fresh perspective to the economics of the firm by developing the
open-ended theories initiated by Mises and Hayek.

An Entreprenenrial Theory of the Firm makes a thorough and compre-
hensive enquiry into the nature of the relationship that exists
between firms and markets, with separate, in-depth explorations of
both the existence and inner organization of the firm. Sautet develops
a model that explains the emergence of the firm in the market process
as the result of entrepreneurial activity in the context of genuine
uncertainty and rivalrous competition. The Austrian angle enables
him to provide a theory that is both alternative and complementary
to established viewpoints.

This original, provocative work offers a thorough and convincing
theory that encompasses a wealth of existing literature and leads it in
an entirely new direction. It will inspire and be of great interest to
economic scholars, particular within the fields of Austrian economics
and theory of the firm.

An Entrepreneurial Theory of the Firm includes a foreword by Israel
M. Kirzner.

Frédéric Sautet works for the New Zealand Treasury.



FOUNDATIONS OF THE MARKET ECONOMY
Edited by Mario J. Rizzo

New York University

and
Lawrence H. White
University of Georgia

A central theme of this series is the importance of understanding and
assessing the market economy from a perspective broader than the
static economics of perfect competition and Pareto optimality.
Such a perspective sees markets as causal processes generated by
the preferences, expectations and beliefs of economic agents. The
creative acts of entrepreneurship that uncover new information
about preferences, prices, and technology are central to these pro-
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voluntary cooperation and exchange among individuals. These insti-
tutions include the legal and ethical framework as well as more
narrowly “economic” patterns of social interaction. Thus the law,
legal institutions, and cultural or ethical norms, as well as ordinary
business practices and monetary phenomena, fall within the
analytical domain of the economist.

Other titles in the series

THE MEANING OF MARKET PROCESS
Essays in the development of modern Austrian economics
Israel M. Kirzner

PRICES AND KNOWLEDGE
A market-process perspective
Esteban F. Thomsen

KEYNES' GENERAL THEORY OF INTEREST
A reconsideration
Fiona C. Maclachlan



LAISSEZ-FAIRE BANKING
Kevin Dowd

EXPECTATIONS AND THE MEANING OF INSTITUTIONS
Essays in economics by Ludwig Lachmann
Edited by Don Lavoie

PERFECT COMPETITION AND THE TRANSFORMATION
OF ECONOMICS
Frank M. Machovec

ENTREPRENEURSHIP AND THE MARKET PROCESS
An enquiry into the growth of knowledge
David Harper

ECONOMICS OF TIME AND IGNORANCE
Gerald O'Driscoll and Mario J. Rizzo

DYNAMICS OF THE MIXED ECONOMY
Toward a theory of interventionism

Sanford 1keda

NEOCLASSICAL MICROECONOMIC THEORY
The founding Austrian vision
A. M. Endres

THE CULTURAL FOUNDATIONS OF ECONOMIC
DEVELOPMENT
Urban female entrepreneurship in Ghana
Emily Chamlee-Wright

RISK AND BUSINESS CYCLES
New and old Austrian perspectives
Tyler Cowen

CAPITAL IN DISEQUILIBRIUM
The role of capital in a changing world
Peter Lewin

THE DRIVING FORCE OF THE MARKET
Essays in Austrian economics
Israel Kirzner



A la mémoire de mon pere Jean-Paul et de mes grands-peéres
Camille et Eugene, et pour I'amour de ma grand-mere
Eugénie, de ma mere Maryse et de ma sceur Caroline.



FOREWORD

Dr Frédéric Sautet’s book offers the economics profession an out-
standing contribution in two distinct respects. It presents, first of
all, a satisfyingly rich theory of the firm, going beyond the existing
literature in a fresh and original direction. Secondly, Dr Sautet’s
study provides us with an example par excellence of the way in
which the insights developed in modern Austrian economics can
be illuminatingly applied to new areas of inquiry. We have every
reason to hope and expect that this impressive work will stimulate
further progress along each of these two dimensions.

Building on foundations laid down in the mid-twentieth century
by Mises and by Hayek, modern Austrian economics has, in recent
decades, succeeded in introducing the profession to an understanding
of economic processes in the framework of open-endedness. The domi-
nant approach to microeconomics sees markets as the arena within
which individual decisions interact against the background of iron-
clad given limits to the possible, represented by #/ready-recognized
opportunities (the circumstance that these opportunities have, at
the outset of analysis, already been recognized, is not itself modified
by the concession that what is known is qualified by the element of
risk). The “open-ended” environment, on the other hand, to which
the Austrians have drawn attention, is one in which relevant oppor-
tunities may exist without their having, at the outset of analysis,
already been recognized; there are no known limits to the possible.
An economics that seeks to grapple with the real-world circumstance
of open-endedness must transcend an analytical framework that
cannot accommodate genuine surprise. Austrian economics has
sought to accomplish this goal by focusing attention on the nature
and function of pure entrepreneurial discovery. It has, paradoxically
enough, turned out to be the case that significant features of real-
world markets, in particular the orderliness of markets, have become
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FOREWORD

understandable precisely by the introduction of this creative, unpre-
dictable, entrepreneurial element — the very element which, from a
mainstream perspective, appears to pose # threat to theoretical order-
liness, let alone determinacy.

Dr Sautet has skilfully deployed his deep understanding of and
appreciation for the open-endedness of the entrepreneur-inspired
market process, to create a fresh perspective on the emergence and
the operation of the firm. Carefully and critically sifting through
the large modern literature on the theory of the firm, he has judi-
ciously identified what in that literature can, and what cannot, be
incorporated into an open-ended perspective on the world. By pursu-
ing this perspective with tenacity and insight, Dr Sautet has been
able convincingly to explain features of the modern economy of
firms, which can only with difficulty, if at all, be accounted for by
existing approaches to the theory of the firm. He is thoroughly appre-
ciative of the contributions of those approaches (since they offer valu-
able insights, the relevance of which is not lost in the open-ended
environment). But, his own new perspective on the firm is able not
only to retain those insights, it is able significantly to extend our
economic understanding in illuminatingly new ways. In this research
he has joined a group of gifted scholars who have already published
valuable work on the theory of the firm, work that draws on related
Austrian insights. The comprehensiveness and thoroughness of
Sautet’s contribution being published here, establishes him as one
of the foremost researchers in this field.

Both scholars in the area of the theory of the firm and scholars in
Austrian economics will be able to derive important benefit from
the rich intellectual fare with which Dr Sautet presents us here.
The proof validating this assertion will, I am confident, be provided
by the new research which, in the years ahead, will be inspired by
Dr Sautet’s splendid book.

Israel M. Kirzner

June 1999
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Scientific knowledge is judgement about things that are universal
and necessary, and the conclusions of demonstration, and all scientific
knowledge, follow from first principles.

Aristotle (Nicomachean Ethics, Book iv: Chapter 6)
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