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SUMMARY The present study develops a conceptual framework that describes the interplay among cognitive factors at the fuzzy front end of entrepreneurial actions. The model developed, assumes that experience is a critical driver of one’s perception of capabilities and intention, but that experience is interpreted through a lens of cognitive bias and explanatory style impacting perceptions of self-efficacy, and the consequent effectual planning and decision-making. Effectuation offers a powerful explanation of entrepreneurial planning and action, focusing on available resources rather than end goals. Effectuation logic is dynamic, opportunity driven and entrepreneur-centric. This paper contributes to the entrepreneurship cognition literature by explicitly framing the interrelationship between entrepreneurial experience-creating of human/social capital, effectuation and entrepreneurial self-efficacy. In addition, this paper enhances our understanding of the cognitive conditions that facilitate business creation by proposing a theoretical framework and propositions to advance theory development in entrepreneurial cognition and self-efficacy. Keywords: entrepreneurial experience, entrepreneurial self efficacy, explanatory style, effectuation logic
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TOWARDS A CONCEPTUAL MODEL ON THE INTERRELATIONSHIPS BETWEEN ENTREPRENEURIAL EXPERIENCE, ENTREPRENEURIAL SELFEFFICACY AND EFFECTUATION PRINCIPAL TOPIC The paper explores the interrelationships between entrepreneurial experience and entrepreneurial self-efficacy (ESE) in an attempt to better understand the factors that lead to effectual decisions and the pursuit of entrepreneurial opportunities. The process of entrepreneurship involves choices, and the actual choice to start a business is only made by a sub-set of people interested in entrepreneurship - those who positively assess opportunities, accept risk, and ultimately initiate entrepreneurial action, while so many others simply choose not to act (see Casson, 1982; Kickul, Gundry, Barbosa & Whitcanack, 2009; Shane, Locke & Collins, 2003). Business creation involves not only the discovery and assessment of the match between capabilities and opportunities, but also the willingness and confidence to risk the resources needed to create the venture and thereby potentially exploit entrepreneurial opportunities (Kreuger, 2000).



Moreover,



many new ventures are started despite high failure rates, implying that some people perceive attractive opportunities in circumstances where others do not (Simon, Houghton & Aquino, 1999).



The question of who will actually exploit entrepreneurial opportunity puts the potential entrepreneur at the centre of venture formation. Carland, Hoy and Carland (1988) argued that understanding the entrepreneur is a critical dimension of understanding entrepreneurship.



However, previous work has identified significant problems in



studying the traits of entrepreneurs, since many characteristics of successful entrepreneurs did not distinguish them from effective executives or other leaders (e.g., DeCarolis & Sapirito, 2006; Gartner, 1988; Shaver & Scott, 1991). Gartner (1988) argued that researchers should study the behaviour and activities of entrepreneurs, rather than traits and later suggested that researchers address the characteristics of entrepreneurship that might predict future entrepreneurial outcomes (Gartner, 1989).
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The emergence of research focusing on cognitive factors began to address this issue (e.g., Baron &Ward, 2004; Farmer, Yao & Kung-McIntyre, 2011; Krueger, 2000, 2005). Cognitive factors are a critical element of opportunity recognition, since the discovery of opportunities depends on the possession of information, and the cognitive processes necessary to value it (Shane & Venkataraman, 2000).



Krueger (2005) noted that



increasingly cognitive research puts the entrepreneur back into entrepreneurship. The thrust of this stream of scholarship is to understand how entrepreneurs interpret information, construct the perception of their environment, and develop a sense of who they are. While traits such as need for achievement or tolerance for ambiguity may not differentiate those who pursue an opportunity, differences in the perceptions of resources relative to opportunity may impact entrepreneurial intention. This perception may be affected by an individual’s self-efficacy.



Although there is a large and growing body of literature on the importance of entrepreneurial self-efficacy (e.g., Chen, Green & Crick, 1998; Krueger & Dickson, 1994; McGee, Peterson, Mueller & Sequiera, 2009), the emergence of effectuation logic as a driver of entrepreneurship makes the interpretation of resources and capabilities critical issues in entrepreneurial action, since these decisions are influenced by the individual’s attributes - who they are, who they know and what they know (Sarasvathy, 2001).



These factors or “means” are driven by perceptions of one’s abilities and



resources. In this light, an appropriate starting point is to look at the central actor in the processes and the antecedents of ESE that can propel an individual to start a business and become an entrepreneur.



The present study develops a conceptual framework that describes the interplay among cognitive factors at the fuzzy front end of entrepreneurial actions. The model developed, assumes that experience is a critical driver of one’s perception of capabilities and intention, but that experience is interpreted through a lens of cognitive bias and explanatory style (Seligman (1991) impacting perceptions of self-efficacy, and the consequent effectual planning and decision-making.



3



CONCLUSION Effectuation has received significant attention in the entrepreneurship literature since Sarasvathy’s (2001) article. It offers a powerful explanation of entrepreneurial planning and action, focusing on available resources rather than end goals. Effectuation logic is dynamic,



opportunity



driven



and



entrepreneur-centric.



Understanding



the



interrelationship between experience, explanatory style, ESE and effectuation adds a significant dimension to advance our understanding of entrepreneurial decisions. Although ESE has been well-defined (see for example McGee, Peterson, Mueller & Sequeira, 2009; Bandura 1982, 1994, 1997), the antecedents of ESE and its interrelationships with entrepreneurial experience, explanatory style, and the role of effectuation logic are much less understood. Defining the relationship between ESE and effectuation is critical since effectuation is driven by the perception of resources and capabilities. In this model (Figure1), we propose that those perceptions are related to ESE. The effectual self-assessment of the entrepreneur’s “means” will change both relevant entrepreneurial experience and their subsequent impact on ESE.



Figure 1. How experience and ESE affect effectual decisions
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This paper contributes to the entrepreneurship literature in two major ways. First, the paper attempts to explore the rather ambiguous front end of the entrepreneurial process
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by explicitly framing the interrelationship between entrepreneurial experience and ESE to be moderated by an individual’s explanatory style (optimism vs. pessimism) that impacts on the decision to pursue perceived entrepreneurial opportunities. Second, the paper integrates an effectuation perspective into these processes to better capture the primary entrepreneurial initiative – venture creation.



In addition, this paper enhances our



understanding of the cognitive conditions that facilitate business creation by proposing a theoretical framework and propositions to advance theory development in entrepreneurial experience and self-efficacy.



We hope that this paper stimulates further conceptual work and subsequent empirical testing of the framework proposed. In addition, we hope the conceptual framework is further refined and tested for policy makers.
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