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The Effects of Cognitive Heuristics on Strategic Action:
Overcoming the Risk Hurdle to First Move

Mark Simon
Susan M. Houghton

Entrepreneurs who introduce pioneering products face sub-
stantial risks. How, then, do entrepreneurs overcome this
risk hurdle? This article suggests that three cognitive
heuristics (i.e., mental shortcuts)—namely, representative-
ness, illusion of control, and overconfidence—cause entre-
preneurs to perceive less risk and therefore to act. This,
however, creates a possible paradox: the very processes
that increase the likelihood of first moving may decrease
performance because entrepreneurs underestimate risk. To
resolve this quandary, the article theorizes that underesti-
mating the risks of first moving may actually enhance per-
formance if entrepreneurs have a learning orientation, the
organization is flexible, and the environment is benevolent.

new venture, the Europe Link incorporated (ELI),’
A‘vJvas seeking to import a product from Europe to the
nited States. While searching for potential prod-
ucts, the founders discovered a new type of furniture with a
unigue appearance. This furniture was virtually unknown in
both the United States and throughout the world. As they
considered carrying the product, the founders were influ-
enced by an industry participant who repeatedly told them
the product could really take off. This led them to decide to
introduce the furniture, completely disregarding the fact that
many new ventures launching radical products fail.

The company's founders invested their entire life sav-
ings. They exhibited this certainty and optimism throughout
their history. For example, after visiting twelve major poten-
tial customers for their products, they became sure all would
sign large long-term contracts. The founders’ most pes-
simistic predictions indicated they would be rich. Much to
their surprise, however, only one of the companies made a
purchase, and even that was a relatively small order. In part,
the founders' high level of education convinced them they
would succeed. In an industry where many participants only
had high school degrees, most of ELI's founders had mas-
ter's degrees and were fluent in several languages. In fact,
the three officers even invented a derogatory phrase to
insult the intelligence of others in the industry.

Despite the founders' early certainty of success, ulti-
mately they had to abandon their initial product when an
economic downturn decreased sales. Furthermore, the

product's unigueness and early market entry made potential
customers nervous about purchasing. The company never
made a profit.

The timing of a firm's entry into a market may dramati-
cally affect its survival, financial performance, and market
share.2 Firms that are first in the marketplace, in particuiar,
may achieve advantages,3 yet they face many risks.4 For
example, they fail more than later entrants do,®> and the per-
formance of survivors varies greatly.6 The risk of first mov-
ing is magnified when a new venture tries to pioneer a prod-
uct, because the entrepreneurs are multiplying the dangers
of being a new company with the dangers of introducing a
new product.”?

Given the high risk involved, it is important to examine
how entrepreneurs decide to move first, yet little is known
about this decision process.8 Many strategic decisions
include extensive information gathering and analysis; how-
ever, it may be difficult to determine what information is
needed to evaluate a first move's potential .9 By definition, a
first move involves products or services that are unique,
making it hard to determine how a market will respond. One
may therefore ask: Why do companies like ELI enter new
markets first, when the risks are so high and accurate judg-
ments are so hard to make? In essence, why do entrepre-
neurs often locate "great” first-moving opportunities only to
fail?1® And more important, what can be done to avoid this
problem?

Scholars have investigated the influence of many differ-
ent factors including culture, demographics, economics, and
an individual's circumstances (e.g., being laid off) to explain
why entrepreneurs engage in risky actions like starting a
venture or introducing pioneering products.’' These
approaches, however, do not explain the volitional nature of
entrepreneurship. For instance, why out of hundreds who
are laid off will only one person start a venture?12

Researchers, therefore, began to examine whether
entrepreneurs exhibited certain traits (e.g., locus of control
and need for achievement) to a greater extent than others,
only to find that for the most part, they did not.!3 Especially
surprising was the fact that entrepreneurs did not seem to
have a higher risk propensity (i.e., a greater willingness to
knowingly take risks) than managers.4

One possible reason why entrepreneurs take large
risks, like first moving, even though they do not have a
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greater willingness to knowingly take risks, is that entrepre-
neurs may underestimate the riskiness of their actions.'s In
other words they pursue a risky course of action because
they do not realize that it is risky. Specifically, this study sug-
gests that entrepreneurs underestimate risk because they
use rules of thumb, known as cognitive heuristics, to simpli-
fy their decision making.'® Researchers have found that
cognitive heuristics act as mental shortcuts to expedite
information processing, and may be especially prevalent
among entrepreneurs.’” While these shortcuts enable
entrepreneurs to make decisions in ambiguous situations.
heuristics lead to severe and systematic errors that hurt firm
performance.'8

Despite the potential performance ramifications of the

ket category, the organization is said to have moved first.20
There are several reasons why companies, including new
ventures, move first. Firms may enter a market first to gain
certain potential advantages, including establishing a posi-
tive reputation, locking in later sales by creating switching
costs, advancing further up the learning curve, and defining
the standards that will dominate the industry.2

Despite these reasons for first moving, many
researchers suggest most firms avoid first moves, in part
because the advantages often fail to materialize.2?
Additionally, first movers face disadvantages, including the
high costs and the danger that conditions will change, mak-
ing their efforts largely obsolete.23 In fact, risk is one of the
major reasons why entrepreneurs choose not to first
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topic, the role of cognitive heuristics in the decision to move
first has been relatively unexplored.’® This article examines
whether cognitive heuristics lower entrepreneurs' percep-
tions of risk, and thereby increase the likelihood of first mov-
ing. Next, it explains that entrepreneurs may still achieve
superior performance even if they underestimate the risks of
first moving by developing a learning orientation, remaining
flexible, and entering benevolent environments. Exhibit 1
depicts the relationships discussed in the article.

This article describes first moving, reviews how entre-
preneurs overcome the risk hurdle associated with first mov-
ing, and discusses the performance ramifications of the
model. It concludes with some managerial implications and
future research directions.

First Moving

When an organization introduces a unique product before
any other companies and the product creates a distinct mar-

36 NEW ENGLAND JOURNAL OF ENTREPRENEURSHIP

move.24 First movers have a higher failure rate than later
entrants,2> require large up front investments, and lack rele-
vant information for decision making.2¢

All of the factors above indicate that first moving is risky.
Most entrepreneurs do not have a greater willingness to
knowingly take risks than managers,2” and individuals are
normally risk averse.28 These facts suggest that entrepre-
neurs may proceed with first moves because they
underestimate risk. In fact, several articles suggest that
entrepreneurs systematically perceive iess risk in a given sit-
uation than managers do.29

This article, therefore, furthers the understanding of first
moving behavior by focusing on the sources of difference in
entrepreneurs’ risk perceptions and how underestimating
risk may impact firm performance. One key influence on
both the perception of risk and subsequent performance
may be the cognitive heuristics used by entrepreneurs, a
thesis which is explored in the next section.
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Overcoming the Risk Hurdle to Move First

Individuals often fail to carefully analyze information when
making choices, and instead apply general rules of thumb,
known as cognitive heuristics. In doing so, however, they
often unknowingly make judgments in ways that violate the
principles of probability and produce systematic errors in
judgment. Research indicates that, although cognitive
heuristics are prevalent in countless circumstances and
exhibited by a wide variety of individuals,30 situational char-
acteristics and a person's predisposition both may affect an
individual's tendency to be influenced by a given heuristic.31
Individuals are especially vulnerable to cognitive heuristics
when faced with complex decisions, time pressure, informa-
tion overload, and stress;32 the very conditions entrepre-
neurs usually face when making the decision to first move.

While there are dozens of cognitive heuristics that may
affect risk perception, this study utilized four criteria to iden-
tify those that are most likely to arise when evaluating the
decision to move first. A heuristic was inciuded if previous lit-
erature indicated it (1) occurred when facing a novel situa-
tion, (2) reduced one’s perceptions of risk, (3) arose during
the evaluation stage of decision-making, and (4) played an
important role in explaining entrepreneurial activity. Three
heuristics fit the above criteria: representativeness, illusion
of control, and overconfidence.33

Representativeness

Representativeness is a pervasive cognitive heuristic that
may affect risk perception. Representativeness is a process
where a conclusion is reached because it closely resembles
the attributes of the information used for the decision.
Formally stated, individuals will use the attributes of limited
informational inputs to draw conclusions that match those
attributes.34 For example, if individuals receive favorable
descriptions of a company, they may reach the conclusion
that the company is profitable. Profitability is representative
of favorable descriptions. Similarly, individuals may con-
clude their first move will succeed because they have per-
sonally observed high-performing first moves in the past.
While this form of information simplification may some-
times be justifiable, the problem arises when the reliability or
predictive validity of the input information is low.35 For
instance, entrepreneurs may only use a small sample of
examples from the population to reach a conclusion. The
characteristics of the small sample, however, may not be
representative of the population as a whole, because small
samples are more variable, with less predictive validity, a
factor many individuals fail to understand. A related instance
of representativeness occurs when people are influenced by
concrete information, such as verbal feedback about a pro-
posed action, and ignore or downplay more abstract statis-
tics relating to the whole population of actions, thereby

ignoring base rates. For example, vivid, positive feedback
about a potential project from one individual may cause
entrepreneurs to disregard the fact that 50% of first moves
are unsuccessful.

lllusion of Control

Whereas representativeness refers to the amount (e.g.,
sample size) and type of information used to reach conclu-
sions, illusion of control is related to one's belief about what
causes success.3 Specifically, illusion of control occurs
when individuals overemphasize the extent to which their
skill can increase performance in situations where chance
plays a large part and skill is not necessarily the deciding
factor. Thus, people may underestimate the effects of
chance and uncontrollable events on outcomes. Research
even indicates individuals displaying this heuristic believe, in
part, that their accuracy in predicting a coin toss is a func-
tion of skill and not chance.37

Individuals exhibiting this heuristic are likely to overesti-
mate their skills, believing that they can perform a task bet-
ter than others can. In the coin-tossing experiments refer-
enced above, the illusion of control led subjects to believe
they would be more accurate than others engaged in a sim-
ilar task. Factors which affect the prevalence of the illusion
of control heuristic include how people view the competence
of their competition, familiarity with and involvement in the
task, and perceptions of their freedom to act.38

Overconfidence

A third cognitive heuristic that may be associated with first
moving is overconfidence. Whereas the illusion of control
refers to an overestimation of the entrepreneurs' current
skills and consequently their ability to cope with future
events, overconfidence relates to an overestimation of cer-
tainty regarding current "facts” (i.e., information), leading to
an overestimation of the accuracy of their predictions.
Overconfidence occurs when the certainty of the judgment
increases but the accuracy does not. More specifically, over-
confidence has been defined as the failure to know the lim-
its of one's knowledge.3?

Two factors that may influence the degree to which indi-
viduals are overconfident are the amount of information
gathered and the ease with which individuals can recall rea-
sons for confidence.40 More information and easily remem-
bered rationale, however, may not increase the accuracy of
people's judgment. If individuals receive information from
highly redundant sources, for instance, they may erro-
neously treat each item as new and become overconfident
of their conclusions. For example, assume one uses intelli-
gence to predict job performance. After learning that a can-
didate has a high intelligence quotient, a potential employer
also discovers the candidate received good grades in
school. It would be inappropriate for the employer to
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markedly increase the certainty of their judgment because
intelligence quotient and high school grades are highly cor-
related.

Representativeness Heuristic

All three of the heuristics discussed above may lead to first
moving by decreasing entrepreneurs' perceptions of risk.
Specifically, the representativeness heuristic may cause
entrepreneurs to discount the possibility of losses.
Entrepreneurs may examine the performance of other first
moves to gather information about their own decisions.
They, however, may only observe a few first movers and
reach a firm conclusion from that small sample (a form of
the representativeness heuristic known as the law of small
numbers). if a small number of first moves is observed,
entrepreneurs are less likely to notice failures, because fail-
ures are less publicized than successes. For instance, Inc.
magazine reports stories of new venture successes that
often include examples of successful first moves. The mag-
azine less frequently highlights failed attempts. As sample
size increases, in contrast, it becomes more probable that
some failures are noticed.

The ELI example illustrates a second form of represen-
tativeness heuristic: ignoring base rates. ELI's founders
were willing to invest their entire life savings, largely based
on the opinion of one person in the industry. Even though
they may have been aware of the losses of other first
moves, they downplayed this base rate statistical informa-
tion in favor of concrete and vivid feedback. Ignoring the
base rates for first moves in favor of more optimistic feed-
back about a particular first move lowers entrepreneurs' per-
ceptions of the risks of failure. Yet, probability theory dictates
that base rates do play a part in making predictions about
specific members of a class, unless the information about
that member is perfectly predictive and reliable, a situation
that is unlikely to apply to opinions about unique first moves.

H1. The tendency to use the representativeness
heuristic increases a new venture’s propensity to
move first by lowering the entrepreneur’s percep-
tions of a venture’s riskiness.

{llusion of Control

The illusion of control heuristic can affect entrepreneurs’
abilities to perceive the risks of a first move. Specifically.
entrepreneurs may decide the failure of other new ventures
that moved first is irrelevant when assessing whether they
will succeed. Whereas the representativeness heuristic may
cause entrepreneurs to be unaware of failed first moves, an
ilusion of control might lead entrepreneurs to treat these
failures as immaterial, even if observed. To the extent that
an illusion of control heuristic induces entrepreneurs to
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believe their own skills are greater than those of others, the
entrepreneurs may conclude that they will not fail even
though others have performed poorly.

The illusion of control heuristic may have affected the
founders of ELI's perception of risk. The frequent allusions
to their higher level of education, as well as their use of
derogatory names for others in the industry. suggest that the
founders believed they had superior skills and may have,
therefore, thought they would succeed where others had
failed. In retrospect, one might question whether the
founders had all the skills they needed. Greater industry-
specific experience might have made it possible for ELI's
founders to anticipate their potential customer's nervousness
about new products.

The illusion of control heuristic also may increase entre-
preneurs' certainty about the potential outcomes of the
move. Achieving success at first moving contains a compo-
nent of luck,4! a factor that ordinarily makes risk-averse indi-
viduals reluctant to act. This random component makes out-
comes hard to predict. The illusion 6f control heuristic, how-
ever, leads entrepreneurs to emphasize their own skills and
downplay the role of chance in success. As the perception
of chance or luck decreases, entrepreneurs are more likely
to believe that outcomes are not subject to uncontrollable
forces. Thus, in their minds, entrepreneurs may not see the
uncertainty inherent in moving first. For instance, ELI's man-
agement team may not have accurately perceived the role
of luck, thereby reducing uncertainty. Despite the founders'
belief that they could perform well, they were unlucky in that
the economy entered a recession that hurt sales.

H2. The tendency to have an illusion of control
increases a firm’s propensity to move first by towering
entrepreneur’s perceptions of a venture’s riskiness.

Overconfidence

Entrepreneurs who exhibit the overconfidence heuristic may
have a decreased perception of the risk involved in first
moving. Specifically, the overconfidence heuristic causes
entrepreneurs to be too sure of their own assessments, fail-
ing to recognize the uncertainty involved in their decisions;
that is, the entrepreneurs treat assumptions as facts.
Although the overconfidence heuristic has been studied in
many settings,*2 it has never been applied directly to first
moving. It follows, however, that an overconfidence tenden-
cy may cause entrepreneurs to disregard the inherent
uncertainty in first moving.

Some research specifically suggests overconfidence
may decrease the perception of risk and lead entrepreneurs
to act. For example, Busenitz and Barney indicate that this
heuristic may be needed to overcome the hurdles typically
associated with high-risk settings.43 Similarly, the overconfi-
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dence of new venture founders may allow them to start a
company because they fail to see the risks involved.44
Although these studies did not explicitly examine first mov-
ing, the same logic would seem to apply.

The ELI scenario, for instance, indicates repetitive and
redundant information may have had a role in generating
overconfidence. Company founders continually received
inputs from an industry participant who was highly support-
ive of their move. Yet because the same person kept provid-
ing feedback, the information may have been redundant.
The founders may have increased the confidence in their
predictions without increasing the accuracy. Even ELI's pes-
simistic prediction indicated they would all be rich, when in
fact this was not the case. This suggests the founders failed
to consider the full range of possible outcomes, and their
proposed action was much more uncertain than they real-
ized. Thus, overconfidence may lead to first moving through
its influence on perception of uncertainty, and hence, on risk.

H3. The tendency to have an overconfidence heuris-
tic increases a firm’s propensity to move first by
towering the entrepreneur’s perceptions of venture’s
riskiness.

First Mover Performance

The above hypotheses may help explain why many ventures
encounter problems when introducing products. The quality
of the entrepreneurs' decision processes may affect their
firm's future performance.45 Therefore, the errors in judg-
ment created by heuristics might explain why so many first
moves fail.

Yet this leads to a paradox. The very processes that
increase a firm's likelihood of moving first by decreasing risk
perception may actually decrease its future performance.
Furthermore, although this paradox may occur in many dif-
ferent risky situations, it is especially relevant in the context
of entrepreneurs that move first for several reasons. First,
entrepreneurs are more likely to display cognitive heuristics
than managers are.46 Second, the paradox is especially rel-
gvant because the entrepreneurs face a particularly risky
situation: They are multiplying the risks of starting a new
venture by the risks of first moving.47 Furthermore, almost
by definition, both new ventures and first movers may have
little or no choice but to move with incomplete information
and therefore may often need to utilize cognitive heuristics
if they are to act.

Despite this paradox, however, many entrepreneurs are
able to buck established wisdom and succeed. For example,
shortly after a college instructor gave Fred Smith a poor
grade on a business plan, Smith went on to build one of the
most successful start-ups ever, Federal Express. Similarly,
when Rupert Murdoch launched Fox and when Dave

Thomas started Wendy's, industry experts thought them
foolhardy. So the question arises: Why do some entrepre-
neurs, deciding to first move based on what most would
consider a flawed decision process, succeed?

One possible explanation is that entrepreneurs have
greater insights than others do. There is, however, substan-
tial evidence that most entrepreneurs introducing new prod-
ucts do not have exceptional intuition. Not only do many
ventures fail, there is also almost no relationship between
entrepreneurs' beliefs that their company will succeed and
objective characteristics associated with venture success.48
Along a related line, although not exclusively discussing
entrepreneurs, several other studies suggest that individu-
als assessing new product introductions are not unusually
perceptive. Managers often introduce products that fail, 49 kill
products that are likely to succeed,0 and rely on faulty
assumptions.5

Arguably a more likely explanation is that certain factors
will influence whether or not the underestimation of risk will
impair or even possibly enhance the performance of new
ventures that first move. Consistent with the literature on
new venture performance, this article focuses on character-
istics of the entrepreneur, firm, and industry environment.
Specifically, it proposes that entrepreneurs need a learning
orientation, firms have to be flexible, and industry environ-
ments must be relatively benign if entrepreneurs are to
avoid problems caused by initial misperceptions. In fact,
under such conditions, initially perceiving lower levels of risk
may even positively influence firm performance because it
generates needed action, inspires others in the organization
and leads to innovative behaviors.

Learning Orientation

The importance of learning has long been stressed in the
new venture literature.52 Furthermore, some potential
advantages of first moving are predicated on the assump-
tion that entrepreneurs will learn as they proceed. For exam-
ple, it is believed that some first movers can achieve lower
costs than others because they will get a head start on
learning how to produce the product more efficiently.53
Logic suggests that learning is especially crucial to suc-
cess if one starts out with misperceptions, as is the case
with entrepreneurs who underestimate the risk inherent in
first moving and form erroneous conclusions regarding the
product, market, or technology because of heuristics. Left
unchecked, these errors could lead to venture failure.
However, as individuals learn, they give a different interpre-
tation to existing information and, thereby, may correct erro-
neous perceptions.5 In fact, Maidique and Zirger's article5s
on product development suggests that managers gain suc-
cess by first making mistakes and then learning from them.
Underestimating risk may be a necessary part of the
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process because it gives birth to action that generates the
feedback needed to start the learning process.5¢

H4. Underestimating risk will enhance the perfor-
mance of entrepreneurs who first move if they have
a learning orientation, and decrease the perfor-
mance of entrepreneurs who first move if they do not
have a learning orientation.

Flexibility

Entrepreneurs may need more than learning, however, to
enhance their performance when first moving. Their firms
must also act on their knowledge. Change is a way of life for
new ventures; they frequently modify a multitude of factors
including the composition of team members, the mix of
products, the prices of products, and firm strategies. Thus, it
is crucial for ventures to remain flexible. In fact, flexibility
may be particularly important to first movers, as they are in
a dynamic environment.57 Furthermore, a major factor hin-
dering product introductions is that managers are not flexi-
ble enough.%8

Flexibility may be especially important to entrepreneurs

who initially underestimate the riskiness of first moving -

because it allows them to take action to decrease the risk
once they realize the precariousness of their situation.5®
This is consistent with the findings of several authors that
indicate flexibility may be needed to compensate for early
mistakes. For example, Thomke®0 found that flexibility plays
an especially crucial role in achieving success when man-
agers have not formed, or perhaps cannot form, early plans,
or when they fail to conduct rigorous market research. Some
even suggest that early in the product introduction process,
first movers should not even try to comprehensively gather
information because their environment is unknowable and
speed is of the utmost importance if they are to move before
the competition.8" Thus, cognitive heuristics and lowered
risk perception may be needed to provide entrepreneurs
with the courage and nimbleness to move quickly, while flex-
ibility is needed so that they can adapt later.

H5. Underestimating risk will enhance the perfor-
mance of entrepreneurs who first move if their com-
panies are flexible, and decrease the performance of
entrepreneurs who first move if their companies are
not flexible.

Industry Benevolence

Hypotheses 4 and 5 are premised on a major assumption:
Entrepreneurs will have time to learn and to make the need-
ed changes. In part, the amount of time they will have is
based on the speed and aggressiveness of competitors'
responses. In a benevolent industry, competitors are less

40 New ENGLAND JOURNAL OF ENTREPRENEURSHIP

aggressive and slower to react, suggesting that entrepre-
neurs introducing new products in this environment will have
a chance to fix the mistakes caused by underestimating risk
and exhibiting heuristics. The time element may be espe-
cially important given that conclusions generated by heuris-
tics often persevere.62

There is some empirical support suggesting that a
benevolent environment may allow managers the time to
correct early misperceptions. For example, Tsai et al.63found
that innovation in a haostile environment decreases firm per-
formance. Similarly, Atuahene-gima'sé4 finding that the less
hostile the industry, the less the need for an early focus on
market needs further indicates that managers in benevolent
environments do not have to be one hundred percent accu-
rate at the start, but instead can learn about the market over
time.

H6. Underestimating risk will enhance the perfor-
mance of entrepreneurs who first move if their com-
panies are in benevolent environments, and
decrease the performance of entrepreneurs who first
move if their companies are in hostile environ-
ments.

Managerial Implications and Future Research
Directions

There are several implications of the proposed model. If, as
suggested, entrepreneurs underestimate the risks of first
moves, they may need to develop a learning orientation,
promote a flexible organization and enter more benevolent
environments. More specifically, in order to constantly learn
and exhibit the needed flexibility, entrepreneurs should
observe the following process when they pioneer prod-
ucts.®5 First, they need to clearly identify the assumptions
that are most critical to the success of the first move. Then,
through the trial and error process that occurs during the
product introduction, entrepreneurs need to gather feed-
back that allows them to examine the validity of their
assumptions. As their assumptions are modified, they must
have the flexibility to adjust their actions accordingly. in other
words, entrepreneurs should not only act in order to achieve
short-term gains, but they should be as concerned with gen-
erating useful feedback to learn which of their beliefs are
true and which are erroneous.

Entrepreneurs may also need to enter environments
that they believe are relatively benevolent. Of course, this is
difficult to discern a priori considering that first movers, by
definition, are entering a new market category about which
little is known. There are, however, many strategic tools that
provide general insights regarding the potential benevo-
lence of the environment. For example, the Five Force
Model can be used to describe the level of competitive rival-
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ry in the general industry that the first mover is entering.6¢
Mitchell'sé7 findings suggest that incumbent firms are more
likely to retaliate if the incumbents' core products are threat-
ened or if incumbents possess industry-specific supporting
assets that may also provide useful information.
Entrepreneurs can examine likely competitors in light of
these findings to help determine if their first move will face a
benevolent environment.

Of course, even though learning, flexibility, and entering
a benevolent environment all may improve the performance
of first movers who initially underestimate risk, entrepre-
neurs should not always proceed with a first move.
Sometimes the risks are simply too high, in which case they
may want to minimize their heuristics so that they can make
better judgments at the outset of the venture. It is, however,
extremely difficult for entrepreneurs to eliminate heuristics
from their decision processes. In fact, individuals are often
unaware that their decision making was flawed.68 Thus.
modifying group decision-making processes may hold the
key to coping with individual-level heuristics.89

Specifically, entrepreneurs should pay careful attention
to the reliability and predictive validity of their information to
avoid the representativeness heuristic. Had ELI's manage-
ment collectively questioned how much any one industry
participant could know. they may have proceeded with
greater care. The next heuristic, the illusion of control, may
be minimized if the group carefully examines the relevance
and extent of the entrepreneur's skill. More rigorous inquiry
may have led to a more accurate assessment of the rele-
vance of the founders of ELI's skills, the extent that the situa-
tion was controllable, and which gaps in knowledge needed to
be filled.

To surmount overconfidence, the entrepreneurs’ faith in
their knowledge can be compared against more objective
forms of information. For example, if ELI founders compared
their projected returns with the actual performance of other
companies who moved first, they may have realized that
their range of projected outcomes was far too narrow. All of
the safeguards above could be institutionalized through
group decision-making techniques, such as devil's advocacy,
or dialectical inquiry.70 Collectively, these procedures may
limit the use of heuristics in decision making.

As the above discussion suggests, entrepreneurs must
maintain a fine balance between "going for it," even though
they may have inaccurate perceptions, and trying to care-
fully assess a situation at its outset. While this article indi-
cates that a middle ground should be reached, future
research needs to determine exactly when entrepreneurs
should and should not strive to increase the accuracy of
their perceptions by minimizing their use of heuristics. This
article is meant to serve as a building block in understand-
ing the relationship among heuristics, risk-taking, and per-
formance, not an ultimate answer. Scholars need to empiri-
cally test the relationships posed in this study and to incor-
porate other heuristics and moderators into the model.

The above notwithstanding, this article provides some
insights regarding the way in which entrepreneurs overcome
one major first moving hurdle—risk. It suggests that entre-
preneurs who employ three cognitive heuristics may have a
lower risk perception and therefore proceed with a first
move. It then emphasizes the importance of learning from
early mistakes, acting on that knowledge, and having the
time to make corrections.

Endnotes

1. The name of the venture, the industry, and the countries involved have been changed. All other infor-
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mation is accurately presented. The example is not meant to be treated as empirical evidence. It is
included in order to clarify points and to increase the readability of the theoretical concepts discussed
in this article.
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