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Abstract

Cognitive elements are some of the most influential features characterizing the
“entrepreneurial mind,” yet dominant explanatory frameworks have struggled to clarify
how and why entrepreneurs’ behaviors vary so widely from others. Even individuals who
come from similar conditions and share the same environment as entrepreneurs differ
greatly in their perceptions and behaviors compared to their entrepreneur counterparts.
Drawing on and contributing to the theoretical work in social cognitive theory, this
research aims to improve the understanding of entrepreneurs’ cognitive processes by
exploring Global Entrepreneurship Monitor data, which is the most comprehensive

comparative database for entrepreneurship.

The first essay analyzes how different experts in entrepreneurship perceive their
surrounding environment and opportunities. More specifically, this study discusses how
experts who are entrepreneurs perceive their entrepreneurial ecosystem and opportunities
differently than non-entrepreneur experts. It is suggested that people act the way they do
not only because of different interpretations of the environment but also because of the

relative importance they give to context and themselves in their mental frameworks.

The second essay analyzes the relationship between optimism about the emergence of
future entrepreneurial opportunities and the length of entrepreneurial experience and the
ways internal and external motivations can condition this relationship. Results suggest
that although entrepreneurs are more optimistic about future business opportunities that
non-entrepreneurs, experienced entrepreneurs tend to be less optimistic than novice and

potential entrepreneurs.



Finally, based on evidence suggesting that entrepreneurs are likely to consider that
fostering an innovative orientation is the best approach to increasing firm performance
independent of the circumstances, the third study proposes a moderated mediation model
of the effect of subjective valuations of innovation on entrepreneurs’ strategic orientation
and growth expectations. Entrepreneurs involved in innovative entrepreneurship are more
likely to have higher growth expectation, with subjective valuations playing a direct and

indirect role in their expectations.
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Chapter 1. Introduction
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Introduction

1.1. Chapter Overview

Starting as a meme, “expectation vs. reality” has become a widespread joke across the
internet, reflecting the disparity between mental images (i.e., expectations) and the
current reality. In other words, this internet meme humorously shows the low
representativeness of prior beliefs regarding some activities or concepts by contrasting

them with facts, thereby providing evidence of the ironic difference between them.

In the field of entrepreneurship, theoretical studies and empirical evidence suggest that
something similar appear to happen among entrepreneurs independently of their personal
features and firm's characteristics. On one hand, studies in the field of entrepreneurship
have explored a phenomenon called “entrepreneurial euphoria” (e.g., Cooper et al., 1988),
which describes the excessive expectations of success that entrepreneurs have about their
ventures. While psychological studies have observed that individuals tend to have
optimistic bias, entrepreneurs are more likely to present it, both in absolute (i.e.
underestimation of the likelihood of experiencing negative events and to an
overestimation of the probability of experiencing positive events) and comparative terms
(i.e. when is predicted that their personal outcome will be more favorable than the
outcomes of their peers). On the other hand, there is statistical evidence showing high
rates of new venture failure. For example, Shane (2009) noted that in the United States,
the correlation across industries between start-up rates and failure rates is 0.77. Headd
(2003) observed that 34% of new ventures did not survive the first two years, 50% did not

survive four years, and 60% did not survive six years. Further, studies have pointed out
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that, on average, nine out of 10 new businesses close in their first year (e.g., Phillips &
Kirchhoff, 1989). In a similar vein, analyzing the manufacturing sector, Dunne et al.
(1989) observed that 62% to 80% of firms exited within 5 to 10 years, with most exits

being failures.

With these high venture failure rates, Hayward et al. (2006) found it intriguing that so
many ventures decide to start in the first place. Some studies have suggested that
promoting entrepreneurship and small business development is indeed a bad policy since
only more confident individuals move to entrepreneurship, and they frequently err about
the optimum way to allocate resources (e.g., Shane, 2009). This argument is supported by
evidence suggesting that most entrepreneurs are very bad at picking industries since they
commonly choose the easiest industry to enter instead of the best industry for their start-
ups (Johnson 2004). Hayward et al. (2006) suggested that entrepreneurs’ cognitive biases

are the drivers of venture formation and failure.

As a result, the catchphrase “expectation vs. reality” applied to the field of
entrepreneurship tries to expose the inconsistencies between entrepreneurs’ (overly)
optimistic expectations and macro-level entrepreneurial activity (i.e., the high rates of
business failures). Specifically, this research focuses on the way entrepreneurs perceive
external signals of the environment and process that information in order to elaborate on

their predictions about the future and on their expectations about their ventures.
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The following three chapters focus on dealing with some of the inconsistencies suggested
under a cognitive stream. This study is going to be based on GEM database, which define
entrepreneurship as “any attempt at new business or new venture creation, such as self-
employment, a new business organization, or the expansion of an existing business, by an
individual, a team of individuals, or an established business” (Bosma et al., 2012). GEM's
methodology puts a special focus on the phases that combine the stage before the start of
a new firm, called nascent entrepreneurship, and the stage directly after the start (owning-
managing a new firm). Together these phases are defined as the early-stage
entrepreneurial activity (TEA), where nascent entrepreneurs are the ones involved in
setting up a business (first three months) and new business owners are firms up to 3.5
years old. When firms reach more than 3.5 years old, are defined as established business

(Reynolds et al, 2005).

The first study (chapter 2) compares experts in the field of entrepreneurship by dividing
them into two groups: experts who are also entrepreneurs and those who are not. These
experts were asked to respond to several questions regarding the environment directly
related to the entrepreneurial activity, such as government programs, entrepreneurial
education, and commercial infrastructure, among others. Moreover, experts provided their
level of agreement to several statements about their perceptions of business opportunities.
Interestingly, the results suggest that while non-entrepreneur experts conceive the
surrounding entrepreneurial environment more enhanced than entrepreneur experts, this
last group tend to perceive more opportunities. It is important to mention that statistical
differences are observed in both cases (i.e., environment and opportunities). In this sense,
this first study is a first step, empirically confirming what theoretical studies have

partially suggested before.
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The second study (chapter 3) evaluates whether entrepreneurs, compared to non-
entrepreneurs, are more optimistic in terms of their perceptions of a future with good
business opportunities. Entrepreneurs were divided based on the specific entrepreneurial
stage they were in, which, in turn, depended on the length of their entrepreneurial
experience. Specifically, the classification included the following: non-entrepreneurs,
intentional entrepreneurs, nascent entrepreneurs (up to 3 months), new business owners
(from 3 months until 3.5 years), and established business owners (more than 3.5 years).
This classification allowed me to observe in detail how each group evaluates the future in
terms of promising business opportunities and its relationship with experience. The
results suggest an inverse U-shaped relationship, where the groups of entrepreneurs with
less entrepreneurial experience showed more optimism, whereas experienced
entrepreneurs were less likely to perceive a future with good business opportunities. This
study provides new empirical evidence about the relationship between optimism and

entrepreneurial experience.

The third study (chapter 4) proposes a model for how growth expectations are
constructed. Specifically, the model suggests that entrepreneurs’ managerial decision to
become an innovator or imitator will determine how high their aspirations are. Further,
this decision to act as innovator or imitator will affect entrepreneurs’ subjective
evaluations of innovation: namely, innovative entrepreneurs are more likely to consider
the benefits of innovation as being greater than entrepreneurs who decide not to undertake
innovative entrepreneurship. However, this relationship is moderated by entrepreneurial

experience since experienced innovative entrepreneurs have fewer expectations regarding
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the benefits of innovation than novice imitator entrepreneurs. Further, subjective
valuations of innovation also directly and indirectly determine entrepreneurs’ growth
aspirations, working as a mediation variable between the prior strategic decision to
become an innovator or an imitator and growth aspirations. This study contributes to the
entrepreneurship literature by detailing how innovation may act as a motivating force that

increases entrepreneurs’ aspirations.

The alignment of these three individual studies relies on the notion that having different
cognitive structures and processes alters several decisions in the entrepreneurial process.
The first study provides a broad big picture of the way entrepreneurs and non-
entrepreneurs differ in their perceptions of reality. The second study suggests that, at least
regarding optimism about future business opportunities, over-optimism is reduced when
more entrepreneurial experience is acquired. Finally, the third study suggests that
differences in entrepreneurs’ subjective valuations will determine their strategic decisions

and growth expectations.

1.2. Research Questions and Research Objectives

1.2.1. Research Questions

Despite that the main research question about entrepreneurial cognitions relies on the
difference between entrepreneurs and non-entrepreneurs about how and why
entrepreneurs act the way they do (Baron, 1998), and so as a whole, in this project is

pointed to a similar vein, in particular, each study responds to specific research questions:
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Study 1: Do entrepreneurs and non-entrepreneurs differ in the way they conceive their

environment?

Study 2: How do optimistic entrepreneurs compare to non-entrepreneurs in terms of their
perceptions of future business opportunities? What role does experience play in this
context? Are novice entrepreneurs or experienced entrepreneurs more optimistic about
future business opportunities? How do internal and external stimuli affect these

perceptions?

Study 3: Are innovative entrepreneurs more optimistic than imitative entrepreneurs
regarding their growth expectations? How do subjective valuations of innovation directly
and indirectly determine entrepreneurs’ expectations? Are innovative entrepreneurs more
confident than imitative entrepreneurs regarding the benefits of innovation? Does the

prior relationship depend on entrepreneurial experience?

1.2.2. Study Objectives

Building on the research questions stated above, this dissertation intends to contribute to
the field of entrepreneurship by providing information about how entrepreneurs in
different entrepreneurial stages conceive several important aspects of the venture-creation

process. Specifically, under the framework of social cognition, the three essays contribute
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to the field by providing new and novel information for a more comprehensive
understanding of entrepreneurs by focusing on differences regarding perceptions of (1)

their surrounding environment, (2) business opportunities, and (3) growth expectations.

The first study provides empirical evidence about how even among experts in the field of
entrepreneurship, entrepreneurs and non-entrepreneurs differ in their perceptions of both
the surrounding environment, which is directly related to entrepreneurial activity, and the
business opportunities that exist therein. The second study builds on the first by adding
evidence about how perceptions of future business opportunities are significantly
different in non-entrepreneurs and entrepreneurs and by showing that over-optimism is
reduced when entrepreneurs have more experience. Finally, the third study complements
the first two as it provides a deeper look at entrepreneurs based on their managerial
decisions by classifying them into two groups: innovative entrepreneurs and imitative
entrepreneurs. In this case, a model is proposed suggesting that entrepreneurs’
expectations are shaped by their subjective valuations and that entrepreneurial experience

moderates this relationship.

Overall, these studies are not only interrelated under Mitchell et al.”’s (2002) definition of
cognitive entrepreneurship since they analyze decision making and behavior but also they
add new evidence about how entrepreneurs create their assessments and judgments of
business opportunities, venture creation, and growth. Therefore, although the next three
chapters have their own literature reviews, the next section broadly outlines the main
theoretical framework of this dissertation in order to elaborate intelligible studies. All

three studies use data from the Global Entrepreneurship Monitor (GEM) database. The



20

GEM database was chosen because it provides the most comprehensive global
comparative data about attitudes toward entrepreneurs, start-up business activities, and
plans for starting and building businesses by geographic region and by country, thereby

closely coinciding with reality.

1.3. Research Agenda

1.3.1. Theoretical Underpinnings

Entrepreneurs, like any other people, come from different areas, possess varied
backgrounds, and have diverse personalities. Evidence suggests that they do not differ
from non-entrepreneurs in any personality aspects, since diverse theories that analyze
human behavior fail to explain why some people are entrepreneurs and others are not.
Concretely, psychological research, mainly based on traits theories has attempted to
describe the entrepreneurial personality as the key component in new venture formation,
but efforts to isolate psychological or demographic characteristics that are common to all
entrepreneurs, or are unique to entrepreneurs, have generally met with failure (Mitchell et
al., 2002). Economic theories of entrepreneurship have been useful in helping to identify
what entrepreneurship is and when it occurs, but they have been less beneficial in helping
to explain the more micro questions of how and why. Even though business creation may
be characterized as a masculine activity (Gupta et al., 2009), others aspects beyond
gender have been shown to influence entrepreneurial intentions more directly (Krueger,
2000), such as social capital (Kor et al., 2007; Lifan, 2008; Lifian & Santos, 2007), level
of information (Shane, 2000), and perceptions (Arenius & Minniti, 2005; Koellinger et

al., 2007), among others. However, according to Shane et al. (2003), it is still is not clear
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why entrepreneurs act the way they do. Mainly based on the fact that practitioners and
venture capitalists have continued to consider the individual who forms the venture to be
critical to its success, new approaches that explain the contribution of the entrepreneur to
new venture formation continue to be needed, and as a result, several scholars have called
for a re-examination of the people side of entrepreneurship (Grégoire et al., 2011,

Mitchell et al., 2002).

According to Baron (2004), a cognitive approach is likely to be useful in explaining most
of the main questions the field of entrepreneurship still cannot answer. Cognitive
elements relate to the perceptions, analyses, and interpretations of the circumstances
surrounding when and where action takes place (Baron, 1998; Busenitz & Barney, 1997,
Grégoire et al., 2011). Theoretical studies have suggested that entrepreneurs possess
cognitive processes that are different in certain occasions, such as regret over missed
opportunities (e.g., Baron, 1998). Empirically, several studies have provided evidence
suggesting that entrepreneurs tend to process and evaluate information differently than
non-entrepreneurs (Allison et al., 2000; Boucknooghe et al., 2005). Consequently, it has
been suggested that entrepreneurs think, analyze, and interpret the information differently

than others individuals (Baron, 1998; Busenitz & Barney, 1997; Krueger, 2005).

This mainstream research focuses its attention on the way people process information.
Mitchell et al. (2002, p. 97) defined entrepreneurial cognitions as “the knowledge
structures that people use to make assessments, judgments, or decisions involving
opportunity evaluation, venture creation, and growth”; is the mental model that people

use to transform, reduce, elaborate, store, recover, and use information (Acedo & Florin,
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2007; Neisser, 1967). Grégoire et al. (2011) pointed out that cognitive theory can be
separated into two streams: cognition structures and cognition processes. Cognition
structures refer to the knowledge achieved, whereas cognition processes refer to the
manner in which that knowledge is received and used. Studies have suggested that there
are several aspects of cognition that may play a key role in certain stages of the
entrepreneurial process, thereby explaining some differences between entrepreneurs and

non-entrepreneurs (Baron, 1998; Douglas, 2009; Douglas & Shepherd, 2002).

Cognitive research is not limited to understanding individuals and their behavior but also
addresses the environment in which mental processes take place (Mitchell et al., 2002).
Hence, cognition not only helps to understand the entrepreneurial mindset but also helps
explain how entrepreneurs make sense of their world (Baron, 2004; Cope & Down, 2010;
Krueger, 2005). Considering that the essence of entrepreneurship falls in different
readings of the environment (Casson, 1982), understanding entrepreneurial cognition is
imperative to understanding the essence of entrepreneurship, particularly how it emerges
and evolves (Krueger, 2005, p. 105). In this regard, the aim of this project is to identify
some of the key cognitive elements that may explain differences between entrepreneurs

and non-entrepreneurs.

Accordingly, cognitive entrepreneurship theories provide some insights that might be
helpful since this mainstream research focuses on the ways people process information.
These studies suggest that people live their lives based on what they perceive in terms of
their self-efficacy and scripts. Specifically, both particular knowledge and previous

experiences, among other aspects, are key elements that explain why people behave the
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way they do. Although this research stream has increased significantly over the last two
decades, there is still a need to compare empirically the way entrepreneurs and non-
entrepreneurs perceive reality in order to disentangle conflicting theories. This is the

starting point of this study.

1.3.2. Methodological Approach

The three empirical studies were tested using the GEM database. The GEM project was
conceived in 1997 by the London Business School and Babson College through
researchers Michael Hay and Bill Bygrave. The first study was conducted in 1999, and
ever since, more than 80 countries have been participating in the GEM consortium. The
main focus of GEM is to provide harmonized data across countries on the levels and

types of entrepreneurial activity (Bosma et al., 2012).

As Figure 1 depicts, the GEM model is based on the relationship between social, political,
and cultural contexts and three sets of framework conditions, which are modeled as
impacting the population’s attitudes toward entrepreneurship as well as entrepreneurs’
activities and aspirations. In turn, entrepreneurship contributes to economic growth by
providing more competence in markets, more products and services, and more job

positions.

Different from others initiatives, the GEM measures individual involvement in venture

creation instead of firm-level data. In this sense, the GEM captures individuals formally
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registered and also those who are involved informally. Accordingly, individuals who are

entrepreneurially active include those adults active in the process of setting up a business

they will (partly) own and/or those who currently own and manage an operational

business (Reynolds et al., 2005, p. 209).

Figure 1: GEM Model
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The GEM’s methodology establishes two instruments to measure key elements of

national entrepreneurial activity. One of them is the Adult Population Survey (APS),

which provides the main and more distinct variables, such as the TEA index (which is the

total early-stage entrepreneurial activity), among others. The survey’s procedure requires
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that at least 2,000 individuals between 18 and 64 years old should be surveyed by each
participant country. APS provides information about attitudes toward entrepreneurship,

entrepreneurial activity, and entrepreneurial aspirations.

The second instrument—the National Expert Survey (NES)—provides insights into
particular factors impacting entrepreneurship in each country. The GEM’s methodology
defined nine entrepreneurial framework conditions (EFCs), which are detailed in Table 1.
These EFCs are the necessary oxygen of resources, incentives, markets and supporting
institutions to the growth of new firms (Bosma et al., 2012). Therefore, it is expected that
different countries and regions have different EFCs or different “rules of the game,” and
that these affect the inputs and outputs of entrepreneurial activity. Every national team
must select at least 36 experts, which are key informants regarding the status of EFCs in
their own economies. Based on the responses, the GEM provides harmonized single- and
multiple-item measures of these EFCs, which represent the aggregate national perceptions

of the chosen experts.

From the collected data, global reports are created annually as well as other
complementary reports focused on specific topics related to entrepreneurship, such as
entrepreneurial education, women entrepreneurship, and innovation, among others.
Moreover, each participant country creates its own national report and even regional

reports if applicable.
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Table 1: GEM Entrepreneurial Framework Conditions

Dimension

Description

Entrepreneurial
Financial

Government

Policies

Government
Entrepreneurship
Programs

Entrepreneurial
Education

R&D Transfer

Commercial and
Legal
Infrastructure

Entry Regulations

Physical
Infrastructure

Cultural and
Social Norms

The availability of financial resources—equity and debt—for small and
medium enterprises (SMEs) (including grants and subsidies).

The extent to which public policies give support to entrepreneurship. This
EFC has two components: 2a. entrepreneurship as a relevant economic issue
and 2b. taxes or regulations are either size-neutral or encourage new SMEs.

The extent to which taxes or regulations are either size-neutral or encourage
SMEs.

The extent to which training in creating or managing SMEs is incorporated
within the education and training system at all levels (primary, secondary,
and post-school).

The extent to which national research and development will lead to new
commercial opportunities and is available to SMEs.

The presence of property rights and commercial, accounting, and other legal
services and institutions that support or promote SMEs.

Contains two components: (1) market dynamics—the level of change in
markets from year to year—and (2) market openness—the extent to which
new firms are free to enter existing markets.

Ease of access to physical resources—communication, utilities,
transportation, land, or space—at a price that does not discriminate against
SMEs.

The extent to which social and cultural norms encourage or allow actions
leading to new business methods or activities that can potentially increase
personal wealth and income.

Source: Amorés & Bosma (2013) GEM Global Report

Despite the fact that | used to coordinate the GEM Chile project during the years 2010 to

2014, and so because of my personal background I am familiarized with the data, the

collection, and the analysis; both databases are available online and can be found at

WwWw.gemconsortium.org.
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1.4. Motivation

1.4.1. Challenges

Most of the studies that use the GEM database have focused on institutional theory (cf.
Alvarez & Urbano, 2011; Alvarez et al., 2014). In this sense, with these three studies, |
try to think “outside the box” by exploring the research questions using a different

perspective (i.e., social cognitive framework).

More concretely, the availability of a multi-country data contributed to the evaluation of
two of the three studies by providing results that can be considered transversals since
local differences are controlled. The first study, which was not used as a comparative
analysis between countries, relies on the opportunity to deeply study why some

differences are observed while others are not in a specific environment that | know well.

1.4.2. Gaps

When the entrepreneurial context is analyzed, it is important to note the distinction that
although context is essential when representing the person-in-situation requirements of
social cognition, not all contexts that affect entrepreneurial cognition are themselves

entrepreneurial (Grégoire et al., 2011).
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Much of the venture-creation process involves seeking and processing information, and as
such, it is a critical activity in entrepreneurship (Kirzner, 1978). Currently, there is a
debate related to the process of gathering information among entrepreneurs. While some
studies have argued that experienced entrepreneurs—given their exposure to customers,
competitors, and suppliers, among others—tend to have a more external orientation as
they are more aware of external pressures and challenges (e.g., Cooper et al., 1995),
others studies have suggested that entrepreneurs lack the ability to incorporate external
information into their decision-making process since they believe that they can
successfully pursue an opportunity independent of the environment (e.g., Mitchell &
Shepherd, 2010). This is intensified for entrepreneurs who had prior successful ventures,
such as serial entrepreneurs (Ucbasaran et al., 2010). Consequently, the understanding of
how entrepreneurs balance their personal attitudes and external environment signals as
the drivers of their behavior seems to be incomplete at least in regard to the role

experience plays in influencing each one.

It is important to note that the literature has already noted that the processing of external
information—and thus the personal reading of the environment—is different among
novice and experienced entrepreneurs as well as among entrepreneurs and non-
entrepreneurs. However, there is a lack of studies comparing different types of experts in
the field of entrepreneurship. Moreover, there could be observed differences among
entrepreneurs themselves. Indeed, the motivation that drives entrepreneurial activity—
whether it is opportunity-driven or necessity-driven entrepreneurship—is totally different.
A similar case occurs with innovative and imitative entrepreneurs: their particular
managerial strategy influences the decisions they make as they attempt to fulfill their

expectations. It is not clear how and whether growth expectations depend on the specific
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business strategy entrepreneurs pursue or what influence subjective valuations and

entrepreneurial experience have on them.

The entrepreneurial cognition research is distinctive and inclusive in nature. It is
distinctive because researchers in this field create their own questions, concepts,
relationships, and theories; however, it is also inclusive since it attracts the attention of
scholars from other fields (Mitchell et al., 2004). This dissertation comprises three essays
that respond to sub-questions from prior studies (see Table 2). These extensions point to

further stages in the attempt to completely understand the entrepreneurial mind.

Table 2: Unanswered Questions Derived by Prior Studies

Questions Answered in
Entrepreneurial

Study Cognition Research Authors Research Question’s Extension
1 Do entrepreneurs think  Busenitz & Barney Do entrepreneurs think
differently than other 1997; Gaglio & differently than other business
business people? Katz, 2001; people regardless of having
Mitchell et al., similar expertise?
2002
2 Does over-optimism Cooper et al., 1988; Are entrepreneurs more
encourage individuals ~ Hayward et al., optimistic than non-
to perceive business 2006; Uchasaran et entrepreneurs in conceiving a
opportunities? al., 2010 future with promising business

opportunities?

3 How do entrepreneurs  Busenitz & Barney, How do entrepreneurs’ mental
think and make 1997; Mitchell et representations affect their
strategic decisions? al., 2002 strategic decisions and

expectations?
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The entrepreneurial cognition literature has already provided evidence that entrepreneurs
think and perceive things differently than non-entrepreneurs. It has also identified that
prior knowledge and experience can favorably influence individuals’ ability to identify
opportunities. Further, studies have suggested that since growth intentions are a function
of the desirability and feasibility of growth, growth-oriented entrepreneurs are associated
with positive attitudes toward income, negative attitudes toward work enjoyment, and
high entrepreneurial self-efficacy. However, it is not known what factors influence the
acquisition and development of cognitive aptitude, knowledge, or representations that
appear to aid individuals in their entrepreneurial endeavors. By extension, does
entrepreneurs’ entrepreneurial experience contribute to reinforcing or restricting any of
these cognitive biases, such as over-optimism? In addition, does the development of
mental simulations or representations encourage entrepreneurs’ optimism about their

growth ambitions?

1.4.3. Limitations

One overall limitation of these studies is that the use of the GEM database may induce the
belief that the studies were driven by the available data. Regarding this point, it is
important considering that, on the one hand, each study is focused on a specific phase of
the entrepreneurial process; however, altogether, they point to different stages. Therefore,
a congruent sequence of key elements in entrepreneurship was studied. On the other hand,
the GEM database is a well-recognized and academically reliable database that has been

contributing to the field since its conception. Considering that not every field possesses a
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comparable worldwide survey, the availability of GEM data should be viewed as a

strength instead of a weakness.

A second overall limitation may be the absence of controlled experiments that specifically
test cognitive processes, such as the amount and type of information each individual
processes, instead of providing speculations about these processes. In the same line, it
may be argued that the GEM is not a good fit for studying the cognitive and
psychological processes theorized about in this work. However, each aspect studied was
cautiously selected in order to avoid over-generalization and promote straightforward
findings. For example, the first paper only provides a comparison between entrepreneurs
and non-entrepreneurs in terms of environment framework conditions and their
perceptions of opportunities, providing the initial groundwork for the study of differences
in optimism. This is the first study that provides evidence suggesting that entrepreneurs
and non-entrepreneurs differ not only in terms of their opportunity perceptions but also in

terms of their broad visions of the surrounding environment.

Although each subsequent chapter includes the respective study’s limitations, the
following paragraphs will highlight the main limitations from the point of view of the
author. Further, | put forth counter-arguments for each limitation, thereby countering

attempts to revoke the studies or nullify their findings and implications.

One of the main limitations that the first study may have is its singular focus on Chile.

Although one of the key strengths of the GEM is that it allows research to make national
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comparisons and while centering the study only on the Chilean context may limit the
findings, it is important to consider that this study’s focus is on individuals’ “reading of
the context” instead of looking at a certain context. In this sense, centering the study on
only one country provides a clearer understanding of each dimension—although the
subject of the study relies on entrepreneurs’ personal perceptions of the environment. In
addition, in Chile, a representative sample of both groups (i.e., entrepreneurs and non-

entrepreneurs) is available, making it particularly useful to the main purpose of this study.

Regarding the second study, one of the main limitations is that single variables were used
in order to evaluate complex terms, such as optimism, self-efficacy, and social capital,
among others. Despite this issue, every variable included in this study has previously
been used in prior research. In this sense, they have academic support and reliability, but

it may certainly be more fruitful to capture more aspects involved in each construct.

As for the third study, one of the major limitations relates to the absence of detailed
information on the specific innovation undertaking for each entrepreneur. No category
was explicitly introduced to the statistical model regarding the characteristics of each
innovation (i.e., whether it was a radical or incremental innovation). Instead, a categorical
variable was introduced based on subjective elements distinguishing between imitative
and innovative entrepreneurship since innovation is by nature a locally dependent

concept.
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1.4.4. Dissertation Focus

This dissertation consists of three interrelated essays with social cognitive
entrepreneurship as the main framework. Based on literature supporting the arguments
presented in each study, the focus is first on perceptions of the surrounding environment.
Secondly, the focus is on optimism about future business opportunities. Finally, this

dissertation takes a deeper look at entrepreneurs’ managerial decisions and aspirations.

The present studies, rather than evaluate cognitive processes directly, focuses on the
consequences of these processes. For example, instead of directly evaluating the level of
information that every individual has, these studies focus on the decisions made from that
information, assuming that the genesis of different behaviors is the result of the

interaction between personal attitudes and the environment.

The importance of this dissertation relies on the fact that cognitive biases affect the
decision-making process directly as well as indirectly through perceptions of situations,
concepts, and the reality itself (Simon et al., 2000). Overall, this approach was chosen
since everything individuals think, say, or do is influenced by mental processes (Baron,
2004); through cognitive mechanisms, individuals acquire, transform, and use
information to accomplish a wide range of tasks (e.g., making decisions, solving
problems) (Sternberg, 1999). As Baron (2004) mentioned, this perspective is not the

whole story but only a “useful tool” that could provide a fresh angle to the field.
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1.5. Research Scope

The following paragraphs are detailed by study and specify what each study intends to
accomplish in order to explicitly avoid over-extending the findings and reduce the
possibility of taking the arguments too far. In this sense, the purpose of this section is to

define, not only the scope of each study, but also their boundaries.

The first study compares (but does not infer directly) the effect EFCs have on perceptions
of opportunities. Considering that EFCs provide general information about some of the
most important aspects related to a specific environment in relation to entrepreneurial
activity but omit details about industries, motivations that drive entrepreneurship, and
opportunity costs for individuals (among other aspects directly related to opportunity
recognition and venture start-up), it is not appropriate to assume there is any direct
relationship between EFCs and opportunity recognition as a regression does. Indeed, as
the results show, compared to non-entrepreneurs, entrepreneurs perceive a worse
environment even when they perceive more business opportunities. This implies that the
relationship between opportunity recognition and EFCs is more complex and should be

analyzed at the micro-level instead of the macro-level of the local environment.

The second study provides a better understanding about the likelihood of over-optimism
about perceptions of future business opportunities during several entrepreneurial phases.
However, it is not possible to speculate about any change (i.e., increase or decrease) in

the degree of optimism in different entrepreneurial stages nor about how entrepreneurs



35

increase or decrease their over-optimism as they go through different entrepreneurial
phases. It is important to consider that optimism was evaluated using a dichotomous
variable. As a result, there is no information about the degree of the measured construct.
Further, since this study does not use panel data but randomly collected data as the GEM
methodology requires, it is not possible to infer about individuals’ progress through the

entrepreneurial process.

The third study compares innovative and imitative entrepreneurs’ growth expectations.
Since there is no distinction between incremental or radical innovation nor among
innovation at different levels, the implications should be evaluated cautiously. Indeed, it
should be noted that performance is not evaluated, so optimistic expectations are not
measured in absolute terms but only at a comparative level. Consequently, although the
study provides information about how entrepreneurs may “cognitively feed” themselves
between their subjective valuations and strategy, there is no way to determine whether

this is a vicious or a virtuous circle until a certain operational outcome is measured.

1.6. Chapter Summary

This introductory chapter intended to provide the reader a clear understanding of the
studies. On the one hand, this introduction provides a macro-level view of the overall
purpose of this dissertation, focusing on the reasons it was conducted as well as the
contributions stemming from each study individually and together as a whole. On the

other hand, at the micro-level of, this introduction outlined the target audience and overall



36

message. In order to do so, a brief theoretical framework was given that complements the

frameworks provided in each chapter.

1.7. Dissertation Organization

The remainder of this dissertation is organized according to the following outline.
Chapter 2 includes the first of three interrelated studies. As it was stated, this chapter
focuses on the differences between entrepreneurs and non-entrepreneurs not only in terms
of their ability to recognize business opportunities but also in terms of the nine
dimensions evaluated in the NES. Chapter 3 presents a study about perceptions of
opportunities among entrepreneurs and non-entrepreneurs and among entrepreneurs in
different stages of the entrepreneurial process. This chapter argues that there is an
inverted U-shaped relationship between optimism about future business opportunities and
length of entrepreneurial experience. Chapter 4 includes a study on growth expectations,
comparing innovative entrepreneurs and imitative entrepreneurs as well as exploring the
role of subjective valuations of innovation and length of entrepreneurial experience. A
model of mediated-moderation is proposed, which was tested and supported empirically.
Finally, Chapter 5 discusses and concludes the dissertation by summarizing the key
findings and further implications for academics and practitioners. The dissertation
concludes by adding all the references used in each chapter as a bibliography in order to
present each essay as a self-contained feature without reducing the conjoint characteristic

of the whole PhD dissertation®.

1 Similar logic applies to explain the appendices after each respective chapter instead of after the
bibliography.
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Perceptions of Opportunities and Interpretations of the Rules of the Game

2.1. Introduction

Intuitively, policymakers rely on the assumption that good conditions may foster
entrepreneurship regardless of actual rates of opportunity-based entrepreneurial activity.
However, may people have different definitions of what conditions represent “a favorable
environment” since the worldview of an actor is different from the worldview of an
observer (Brannback & Carsrud, 2008). Applied to the field of entrepreneurship,
entrepreneurs may notice their environment in a manner that non-entrepreneurs do not
(Baron, 1998; Krueger, 2003; Mitchell et al., 2000). Indeed, entrepreneurial behavior is
individuals’ reactions to mental interpretations. In this context, subjectivity plays a key
role as the origin of business opportunities emerges from different perceptions of
environmental signals (Arenius & Minitti, 2005; Baker & Nelson, 2005; Casson, 1982;
Edelman & Yli-Renko, 2010; Gaglio, 2004; Gaglio & Katz, 2001; Kirzner, 1978; Renko

etal., 2012).

One of the main pillars of cognitive entrepreneurship rests upon differences between how
entrepreneurs and non-entrepreneurs conceive reality. The literature has shown that
founders and entrepreneurs “think” differently than other individuals or business
executives (e.g., Baron, 1998; Busenitz & Barney, 1997; Gregoire et al., 2011; Mitchell et
al., 2000), and so entrepreneurial decision making arises as a response to certain
knowledge structures or entrepreneurial scripts (Mitchell et al., 2007; Hindle, 2004;
Sarasvathy & Venkataraman, 2011; Shane & Venkataraman, 2000). Understanding

entrepreneurs’ perceptions and interpretations is crucial since the subjective evaluations
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individuals make are manifestations of their knowledge structures and information
processing. As such, these evaluations shed light in explaining how entrepreneurs think
(Baron, 1998; Krueger, 2007; Mitchell et al., 2007) within the context of the local
entrepreneurial environment. Although some studies have suggested that entrepreneurs
have different perceptions in some specific aspects when compared with non-
entrepreneurs, such as perceptions of risk and opportunities. Nevertheless, to the best of
my knowledge, there are no studies that empirically test whether the “big picture” (i.e.,
entrepreneurial framework conditions [EFCs]) also differs. Moreover, most of the studies
in this have tended to study differences between novice and expert (experienced)
entrepreneurs (e.g. Baron & Ensley, 2006), but there is a lack of comparisons between
experts in the same field. Consequently, the first goal of this study is related to the
ongoing discussion of expert information-processing theory by arguing that differences in
ways entrepreneurs and non-entrepreneurs read the environment and their perceptions of
opportunities remain even when comparing experts in the field of entrepreneurship. A
second goal is to compare empirically the vision of entrepreneurs and non-entrepreneurs
regarding several external factors that shape entrepreneurial activity and regarding their

perceptions of opportunities, which represent evidence to support the prior argument.

Starting from the argument that the origin of diverse behaviors stems from different
readings of the world among individuals, | argue that individuals’ mental images of the
environment and opportunities depend on the specific role played by entrepreneurs and
non-entrepreneurs in the society, even when only experts in entrepreneurship are
analyzed. Specifically, this study proposes that under similar circumstances (i.e., the same
context), experts who are entrepreneurs perceive their surrounding external environment

and opportunities differently from non-entrepreneurs since their personal readings of the
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environment will be determined by tacit knowledge, which is itself nurtured by cognition,
experiences, and motivations. Using one of the Global Entrepreneurship Monitor (GEM)
databases, the National Expert Survey (NES), which includes a sample of 1,605 key
informants in Chile between 2010 and 2012, this study explores how the role played
(entrepreneur or non-entrepreneur) to determine the vision of the “rules of the game”
(Baumol, 1996; North, 1990). In this context, this study focuses on the EFCs and
perceptions of opportunity existence that are evaluated in the GEM project. These EFCs
are a set of key factors that directly affect the development of entrepreneurship locally
(Reynold et al., 2005). By using non-parametric statistics, this study compares perception

differences regarding these EFCs among entrepreneurs and non-entrepreneurs.

I build on the extant literature on expert information-processing theory (Mitchell et al.,
2000, Mitchell et al., 2002; Neisser, 1967) by combining it with structural alignment
theory (Gentner & Markman, 1994; Grégoire et al., 2010) to explore the nature and
development of personal readings of context and perceptions of opportunities,
emphasizing “how” differences in perceptions between experts arise. Specifically, the
results indicate that six of the nine dimensions analyzed are evaluated less favorably by
expert entrepreneurs, so it is possible that entrepreneurs perceive their local contexts as
being significantly more unfavorable than other agents involved in the same
entrepreneurial ecosystem. In parallel, for the worst and best constructs at the aggregate
level (i.e., research and development [R&D] transfer and physical infrastructure), there
were no statistical differences between groups, suggesting that only when the results are
considered “evident” (i.e. where there is almost no space for discrepancy) do both
entrepreneurs and non-entrepreneurs agree. Furthermore, dimensions with fewer

“upgrades” perceived at national level (i.e., commercial structure), non-statistical
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differences were observed between groups. Despite the above, in the opportunity-
identification process, entrepreneurs tend to have significantly more optimistic visions
than non-entrepreneurs. These results suggest that even when experienced experts in the
field of entrepreneurship are compared, entrepreneurs and non-entrepreneurs differ in the
way they process information about the environment and business opportunities since

their role schemas are different as well as their motivations, experiences, and cognitions.

In practice, this study makes two contributions to the entrepreneurship research agenda.
First, this study provides empirical evidence of how entrepreneurs perceive their
entrepreneurial ecosystem, which is important because the starting point of any
entrepreneurial intention is the perception of having the right conditions for doing
businesses. These perceptions subsequently influence behaviors that are consistent with
the previous image (Smith et al., 2009). In this sense, the main objective is not necessarily
about analyzing the Chilean context for entrepreneurship. Instead, what matters most is
how experts in entrepreneurship perceive a specific context. In other words, this study
does not focus on the context per se but on the individuals’ reading of the context. To the
best of my knowledge, this is the first study that analyzes several aspects of
entrepreneurs’ surrounding environment, and although it does so descriptively, it

compares entrepreneur and non-entrepreneurs expert using a cognitive approach.

Second, this study provides a theoretical explanation, grounded in two cognitive theories,
to explain the influence that a number of country-level antecedents (i.e. EFCs) have on
entrepreneurs’ mental images of local rules of the game and their perceptions of

opportunities’ existence. Since the relationship between opportunities and environment is
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far from being totally understood, this study’s results suggest this relationship is not
necessarily direct or linear; instead, there is a complex inter-relationship between the
environment and business opportunities with individuals’ cognition. In this regard, the
main aim of this study is to provide evidence for the ongoing discussion regarding the
relative malleability of entrepreneurs’ scripts. Hence, attention has been drawn to the way
entrepreneurs tend to perceive aspects within their range of action, over-valuing their own
control over results (i.e., image of “good” opportunities available) and reducing the

relative importance of the exterior (i.e., image of the environment).

Before getting into the following, it is necessary to clarify the main definitions within this
study. Consistent with Mitchell et al. (2000) experts are defined as individuals who
possess knowledge structures about a particular domain that allow them to significantly
outperform better and process information comparatively more accurately. It is important
to note that experience itself does not necessarily provide expertise, instead only on cases
where the experience is nurtured on the successfully accomplishment of the
corresponding goals, a status of expert is reached (Lord & Maher, 1990). As Gaglio &
Katz (2001) suggest: “to achieve expert status are increasingly complex and hence
veridical or realistic mental representations of causal patterns and interacting factors,
where experience and education” (p. 102). Consequently experts entrepreneurs are
individuals who started at least one business and have succeed on it. Experts’ non-
entrepreneurs in this case are individuals involved in the entrepreneurial ecosystem,
however they did not started a business, such as venture capitalist, bankers, or policy

makers.
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2.2. Literature Review

2.2.1. Rules of the Game

Although they use different approaches, several theories in entrepreneurship include the
interaction between environmental context and the individual. Indeed, venture creation
emerges from the interaction between external factors (e.g., the status of the economy, the
availability of venture capital, the actions of competitors, and government regulations)
and individuals (Shook et al., 2003). As Shane et al. (2003) noted, these factors are
characterized by including “political factors (e.g., legal restrictions, quality of law
enforcement, political stability, and currency stability); market forces (e.g., structure of
the industry, technology regime, potential barriers to entry, market size, and population
demographics); and resources (e.g., availability of investment capital, labour market
including skill availability, transportation infrastructure, and complementary technology)”
(p. 260). Economic, social, and political context represent a set of rules for individuals
and social groups (e.g., Busenitz et al., 2000; Roman et al., 2013; Veciana & Urbano,
2008; Wong et al., 2005) and act as a source of opportunities (Baker & Nelson, 2005;
Gartner, 1985; Kirzner, 1978, Mitchell & Shepherd, 2010; Sarasvathy, 2001; Shane et al.,
2003). Further, these contexts make up the environment where entrepreneurship takes
place (e.g., Stenholm et al., 2013; Webb et al., 2013). In this sense, local institutions

define the rules of the game in a society (Baumol, 1996; North, 1990).

At the individual level, environmental conditions, including institutions and the policies
that shape them, motivate people to act entrepreneurially (Hornsby et al., 2009; Kuratko

et al., 1990; Minniti, 2008; Shepherd & Krueger, 2002). Specifically, institutions conform
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to the incentives and restrictions of the business environment, from which individuals
construct their subjective perceptions and thus entrepreneurial behavior (North, 1994;
Veciana & Urbano, 2008; Welter & Smallbone, 2011). For instance, Thai and Turkina
(2014) observed that individuals dealing with economically challenged environments and
socioeconomic marginalization have to cope with internal dissatisfaction that forces them
to make the venture-creation decision in its self-employment form. Similarly, studies like
Estrin et al. (2013) and Haynie et al. (2010), among others, have observed that the
environment affects entrepreneurial attitudes and growth ambitions. Hence, the
interaction between the environment and entrepreneurial motivation is the foundation of
managerial strategies. For example, a hostile environment often motivates decision
makers to avoid losses, while a munificent environment motivates them to seek gains

(Davies & Walters, 2004).

According to Shepherd and Krueger (2002), an environment that fosters entrepreneurial
activity is characterized by an appropriate reward systems and top management support
(e.g., Hornsby et al., 1993), explicit goals (e.g., Kuratko et al., 1993), and appropriate
organizational values (e.g., Zahra, 1991). Furthermore, according to Shane et al. (2003),
willingness to engage in entrepreneurial activities depends on such things as the legal
system of the country in which the entrepreneur operates, the age of the industry, the
availability of capital in the economy (and in the industry in particular), the condition of
capital markets, and the state of the overall economy. For high-impact entrepreneurship,
Stenholm et al. (2013) stated that it is imperative to have an institutional environment
filled with new opportunities created by knowledge spillovers (Acs et al., 2009;

Audretsch & Keilbach, 2007) and the capital necessary for such entrepreneurship.
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The importance of the external environment for entrepreneurship is irrefutable. The
entrepreneurship literature has shown that the rules of the game for individual and
business activity—including economic growth—are given by the economic, social, and
political context in which individuals are submerged. The external environment is,
therefore, crucial for the emergence of opportunities, and at the same time, it determines

entrepreneurial behavior.

2.2.2. Internal Representation

According to Grégoire et al. (2011), human behavior is influenced by individuals’
information perspective (e.g., environmental factors) and abilities of the mind (i.e.,
perceptual filters). Sarasvathy et al. (1998) highlighted that internal representations are
crucial because not only do they affect how things are perceived but also how they are
managed. Therefore, perceived signals of the environment are critical since what
individuals perceive is often as important as objective reality (Krueger & Brazeal, 1994).
Since people do not have the same traits and relationships, their mental structures are not
necessarily activated in the same ways when making sense of any given situation (e.g., a
potential business opportunity), so the application of these scripts can vary from one
individual to another. In this sense, information processing shapes individuals’
representation of reality (Vaghely & Julien, 2010). People (including entrepreneurs) are
not fully rational thinkers (Groves et al., 2011; Sarasvathy, 2001), so emotional valuations

and subjectivity should differ among individuals.
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According to Wood et al. (2014) and Smith et al. (2009), information processing
comprises the construction of simplified images of one’s current situation and, based on
these images, predictions for the future. Individuals create their beliefs and judgments
based on this mental template of the environment (Hindle, 2004; Mitchell et al., 2000),
which evolves as individuals internalize new experiences and knowledge (Endsley, 2000;
Lim & Klein, 2006; Smith et al., 2009). Therefore, how the market environment is
represented in the mind affects images of opportunity and entrepreneurial behavior
(Gaglio & Katz, 2001; Mitchell & Shepherd, 2010). Indeed, according to Grégoire et al.
(2010), “the process of recognizing opportunities involves both objective and subjective
dimensions: the objective reality of one’s context and the subjective interpretations that
one makes of this context and of one’s position in it—before the facts can be objectively
known” (p. 415). However, even when entrepreneurs process information based on their
objective and subjective notions of opportunity (Edelman & Yli-Renko, 2010), evidence
suggests that they tend to rely relatively more on subjective perceptions than objective

expectations (e.g., Arenius & Minniti, 2005).

In this regards, it is important to note that the paradigms under which this study was
developed are based on the scientific principles of nomothetic, empiricism, determinism,
and positivism. Ontologically is supported under a base of realism, assuming the outside
world as tangible, concrete, and testable. Thus, implicitly is assumed that a sample will
allow a reflection of reality, from which the objective existence of truth emerges. In terms
of the epistemological assumptions, is constructed under a positivistic approach, since it
is assumed that knowledge and truth can be revealed by systematic methods, where

reality can be simulated under controlled experiments and statistical samples allow to
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demonstrate the truth in probabilistic terms, providing knowledge that can be checkable

and ascertainable.

Numerous studies have demonstrated how some aspects of the market environment are
represented in the minds of entrepreneurs (e.g., perceived financial barriers) and how, as a
consequence of this, their images of business opportunity are affected. Specifically,
Kwong et al. (2012) analyzed whether access to financing is perceived as a more adverse
process depending on entrepreneurs’ gender. Based on their results, they found support to
state that women perceive greater financial constraints than men prior to starting a
business. Because self-confidence and belief in one’s own abilities to achieve goals are
often associated with males (Bennet & Dann, 2000; Bruni et al., 2004), a perception of
lacking money may explain why women entrepreneurs are more likely to engage in
smaller sectors (Carter & Shaw, 2006). Another example come from Hechavarria and
Reynolds (2009), who studied how mental representations of the cultural norms impact
entrepreneurial motivation. In line with Krueger and Carsrud (1993), who suggested that
cultural norms are a crucial predictor of entrepreneurial intention, these authors stated that
when a culture is dominated by secular-rational values, it will likely develop as a welfare
state. This authors stated that an entrepreneur’s “perception of the distinctive environment
in which he/she attempts to create a new firm is foundational to developing a framework
for understanding the different environmental backgrounds and motivations for entry into
the entrepreneurial process” (p. 434). In addition, studies have shown divergences
between the support needs identified by entrepreneurs and the actual support received
from governmental assistance programs. Specifically, Yusuf (2010) evaluated
entrepreneurs’ perceptions of the value of support received from assistance programs. In

terms of assistance positively impacting the performance of start-ups (Clark et al., 1984;
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Krentzman & Samaras, 1960; Robinson, 1982; Solomon & Weaver, 1983), the author
found that most entrepreneurs in the study considered assistance programs valuable even
when they are not necessarily effective in reaching their original aims. Two reasons are
given were given for this finding. First, assistance programs address entrepreneurs’ latent
support needs rather than their expressed support needs. Often it has been observed that
many entrepreneurs have difficulties in diagnosing the external support required. For
example, one entrepreneur may perceive she needs support to technical issues to increase
productivity in the chain supply; however the consultant may determine that before any
professional advice within the chain supply, the entrepreneur should need to focus on
basic accountancy preparation and conceptualization of the assets of the firm. Given this
diagnosis, the entrepreneur may consider that the perceived support and the actual support
mismatch. Similarly, programs may be ineffective at meeting expressed needs yet
effective at meeting entrepreneurs’ latent support needs. Second, assuming that only a
low percentage of entrepreneurs’ support needs are met, these assistance programs may
help entrepreneurs identify their actual support needs (as opposed to their perceived
support needs) and may therefore also be effective in helping entrepreneurs overcome

their deficiencies (Yusuf, 2010).

Individuals make assessments, judgments, and decisions based on mental structures or
scripts. These scripts refer to how individuals simplify their mental models to link
previous information to give a guideline about a particular concept (Grégoire et al., 2011;
Krueger, 2007; Mitchell et al., 2002). These scripts are cognitive processes related to how
individuals perceive their internal motives and competences and the way information
from the external environment is organized. In relation to this, Corbett and Hmieleski

(2007), extending the work of Mitchell et al. (2000), distinguished between role scripts
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and event scripts. They suggested that one distinction between entrepreneurs and non-
entrepreneurs lies in schemas. The authors defined role scripts as a “cognitive structure or
mental framework relating to how one’s knowledge is organized about the set of
behaviors expected of a person in a certain job, function or role” (pp.103-104). While
social context provides the conditions for individuals to develop expertise, it is important
to consider that | am working under the assumption that entrepreneurs’ expert scripts are

a construct that may represent the entrepreneurial mindset.

Valliere (2013) argued that entrepreneurial alertness is the application of those
entrepreneurial scripts that precede value creation to environmental changes (whether
objective or subjective). While most individuals tend to connect information by causality,
preliminary studies have shown that entrepreneurs tend to present a more heuristic-based
logic. This logic appears to give them a competitive advantage as it allows them to
quickly learn about new changes and the implications of those changes for the
development of specific discoveries, thereby enabling them to reach conclusions more
rapidly (e.g., Alvarez & Busenitz, 2001; Baron, 1998; Simon & Houghton, 2002). In this
sense, in order to shape the logic of their networks, entrepreneurs process information in
an interpretative way based on their personal reading of the context, which is nurtured by
experience, cognition, and motivation (Smith et al., 2009; Vaghely & Julien, 2010).
Therefore, 1 expect that individuals with dissimilar mind structures with respect to
entrepreneurial mindset-related constructs (e.g., role schemas) differ in the way they
process information since the work and the challenges that they face are substantially

different (Corbett & Hmieleski, 2007; Markman et al., 2002).
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2.2.3. Expertise in Entrepreneurship and Structural Alignment

Experts are different cognitively, specifically in terms of information processing
(Mitchell et al., 2000; Smith et al., 2009). According to expert information-processing
theory (Neisser, 1967), individuals are processors of information, and experts are
characterized as having better recall of relevant information that is less biased (Gaglio &
Katz, 2001; McKeihen et al., 1981). Research on expertise has suggested that as
individuals gain experience in a given domain, they learn to develop increasingly refined,
well-developed, and useful mental frameworks for performing many tasks (e.g., Davis et
al., 2003). In addition, it has been suggested that experts may acquire closer links between
working memory and long-term memory and, as a result, be better able to draw on

previously acquired information when making judgments (e.g., Ericsson, 2006).

According to expert information-processing theory, an expert script comprises highly
developed, sequentially ordered knowledge germane to a specific field (Mitchell et al.,
2000, 2002). This knowledge is often acquired in a dynamic process, in which knowledge
structures are organized in long-term memory through the iterative interrogation,
instantiation, and falsification of cognitions grounded in real-world experience.
Furthermore, research on expertise suggests that as individuals gain experience in a given
domain, they learn to focus attention primarily on key dimensions. For example, Gaglio
and Katz (2001) note that experts have more complex scripts, enabling them to see
patterns developing, detect anomalies more quickly, and adapt rapidly to different
circumstances. As a result, experts’ mindsets become intensively self-reflective and self-

regulatory (Haynie, 2012). However, Kirzner (1979) distinguished between
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entrepreneurial knowledge and knowledge experts, suggesting that the latter—namely,
those who possess specialized knowledge—do not fully recognize the value of their
knowledge. This argument represents a crucial difference in the information-processing

of experts in entrepreneurship (Alvarez & Busenitz, 2001).

Numerous studies have compared entrepreneurs and managers (e.g., Palich & Bagby,
1995; Stewart & Roth, 2001) and have observed differences, suggesting that the way
individuals organize their knowledge is different. Entrepreneurs tend to use heuristics-
based logic rather than systematic procession logic (Busenitz & Barney, 1997; Mitchell et
al., 2007). Along these lines, structural alignment theory states that mental representations
are constructed from certain comparisons (Gentner & Markman, 1994; Grégoire et al.,
2010; Williams, 2010); thus, prior knowledge and current information influence
individuals® inner beliefs (Shane, 2000; Venkataraman, 1997). These mental
representations comprise (superficial) features of objects and connections (i.e., structural
relationships) that unite the features between objects. While features refer to a prominent
or conspicuous characteristic of an object, connections refer to common dimensions
linking two objects (Gentner & Markman, 1994; Markman & Gentner, 1993a, 1993b;
Medin et al., 1995). In this sense, when individuals evaluate something (e.g., interpret the
environment), their comparisons are based on something already known and through

contextual terms (i.e., used as a basis to compare a target and between options).

Structural alignment theory has successfully explained a broad range of cognitive
phenomena in such domains as analogy, metaphor, concept, categorization, memory,

choice, and similarity and difference judgments (Estes & Hasson, 2004). Although few
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studies in the entrepreneurship literature have used this theory, Grégoire et al. (2010) did,
finding that opportunity recognition is associated with structural alignment through
individuals’ use of prior knowledge. In a somewhat similar vein, | argue that experts’
mental images of the environment and opportunities are determined by their specific
knowledge structures. These knowledge structures are constructed with empirical and
theoretical knowledge, causing their information processing to be intensively rooted in
their insights. In other words, experts’ personal readings of both the environment and
opportunities will be based more on tacit knowledge than on explicit knowledge.
Consequently, entrepreneurs are more likely to conceive more business opportunities

even though non-entrepreneur experts may perceive a less hostile environment.

Although expert scripts dramatically improve an individual’s information-processing
capabilities, according to Mitchell and Shepherd (2010), expert entrepreneurs tend to
believe that they can successfully pursue an opportunity independent of the environment
despite their awareness of the environment. Consequently, the formation of a certain
mental image of the environment and opportunities is based on different structures. For
example, similar to studies observing that some individuals’ images of opportunities
depend on profitability and feasibility, others tend to focus on newness and uniqueness
(Baron & Ensley, 2006; Mitchell & Shepherd, 2010). | suspect that entrepreneurs will
identify more opportunities than non-entrepreneurs (Ucbasaran et al., 2009) even though
the first group does not necessarily perceive a better environment. The specific role of
entrepreneurs in a society is beyond of being providers of new products and services, but
also they are suppliers of job offers and promoters of increasing competence in markets,
hence having all experts developed self-reflective and self-regulative knowledge

structures, which allow them to be constantly cognitively adapting strategies, only the
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prior knowledge of entrepreneurs are based on the discovery, evaluating, and exploiting

opportunities.

2.3. Methodology

2.3.1. Data

The data used in this study comes from the GEM project. The GEM is the largest
international research initiative analyzing the propensity of a country’s adult population
to participate in entrepreneurial activities and the conditions that enhance these
entrepreneurship initiatives (Levie et al., 2014). The GEM model was presented in 1999,
and since then, it has been contributing to the understanding of the field (Amords et al.,
2013; Bosma, 2013), so it is a valuable database to use since it possesses academic

reliability and also validation from several studies (see Alvarez et al., 2014).

The main aim of the GEM is to define a conceptual model to explain the relationship
between entrepreneurship and economic growth (Bosma, 2013; Levie et al., 2012;
Reynolds et al., 2005). With the NES, the GEM provides insight into factors that impact
the entrepreneurship environment and adds context to explain entrepreneurial activity and
economic growth (Reynolds et al., 2005). Hence, the NES captures a critical part of the
GEM’s theoretical model (Amords et al., 2013; Bygrave et al., 2003; Reynolds et al.,
2005). This survey provides a harmonized approach that allows the comparison between
countries, regions, and individuals regarding their EFCs, which are political, economic,

and social aspects related to entrepreneurship.
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Specifically, the EFCs are exogenous structural conditions that regulate perceptions of
opportunity and the availability of entrepreneurial skills in the population (Levie & Autio,
2008). This set of EFCs is based on extensive literature (Bosma et al., 2010; Levie &
Autio, 2008; Reynolds et al., 2005); however, basically, they are related to Baumol’s
(1996) concept of rules of the game, which defines the dynamic of entrepreneurial

behavior in societies.

Therefore, the NES is a “qualitative tool that provides the observer with a subjective
diagnostic based upon the state of the entrepreneurial framework conditions” (Reynolds
et al., 2005). According to Arenius and Minniti (2005), perceptual variables provide
useful insights because personal judgments, even though they might be biased, are highly
correlated with individuals’ behavior. Since our research specifically focuses on concepts
like mental interpretations, knowledge structures, and information processing, this
database fulfills this study’s by comparing EFCs among entrepreneurs and non-
entrepreneurs by measuring the subjective view of an expert. A detailed description of

what is measured for each EFC is provided in the appendix A.

2.3.2. Sample Characteristics

The NES is exploratory in nature. For subject selection, the procedure requires a non-
random sample. The GEM methodology requires that at least 36 experts from each
participant country should answer the survey (Reynold et al., 2005). Experts are selected

on the basis of reputation and experience, thus making it a convenience sample (Amoros
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et al., 2013). The experts should come from different areas related to entrepreneurship,
for instance, policymakers, bankers, entrepreneurship professors, or businesspeople who
are socially recognized as entrepreneurs because of their trajectory. The GEM
methodology recommends that at least 20% of these 36 experts are entrepreneurs or
business owners and that 50% are professionals (Reynolds et al., 2005). After all, this

database is based on a convenience sample of key individuals.

The sample for this study consists of 1,605 cases collected in the years 2010, 2011, and
2012. Among the experts, 760 (47.4%) of the sample are entrepreneurs, and the others
845 cases (52.6%) are non-entrepreneurs. Table 3 shows the descriptive information for

the total sample and each group individually.

As mentioned above, the GEM model defines a set of categories as EFCs: financing for
entrepreneurs, governmental policies for entrepreneurs, governmental programs for
entrepreneurs, entrepreneurship education and training, R&D transfer, commercial and
professional infrastructure for entrepreneurs, internal market openness, physical
infrastructure, and cultural and social norms. Nevertheless, according to Levie and Autio
(2008), governmental policies, entrepreneurial education, and internal market openness

should be split into two groups each; hence, there are 12 dimensions to evaluate in total.

These factors are measured by several questions using a five-point Likert scale (see

appendix A). To corroborate if the NES questions are consistent, a reliability analysis was
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executed. Table 4 presents the results of the reduction in order to confirm whether the

groups of questions for each factor are inter-correlated.

In addition, principal components analysis was performed. This is a technique to obtain a

linear transformation of a group of correlated variables. This multivariable technique

transforms related variables to a smaller set of uncorrelated variables (Jackson, 2003). By

doing this, it is possible to maintain more information and variation for each EFC.

Table 3: Sample Composition

Entrepreneurs Non-Entrepreneurs Total

Total sample

Average age

Experience

Gender

760

46

12
Male 563
Female 197

Educational Level Technical training 55

Professional training 110

University degree 274

Postgraduate degree 321

(47%)

years

years

(74%)

(26%)

(7%)

(14%)

(36%)

(42%)

845

47

10

540

305

28

68

295

454

(53%)

years

years

(64%)

(36%)

(3%)

(8%)

(35%)

(54%)

1,605
47 years
11 years

1,103 (69%)

502 (31%)

83  (5%)

178 (11%)

569  (35%)

775 (48%)
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The GEM also provides a construct focused on perceived opportunities in the NES.
Methodologically, this section is a complement to the EFCs. However, for the purpose of
this study, it is interesting to analyze in detail each one of the five statements about this
topic. Hence, this construct is measured on a five-point Likert scale, for which 1 is

“completely disagree” and 5 “completely agree.”

Table 4: Scale Reliability

Number of Cronbach’s

Factor Items Alpha
Financial support 6 0.781
Government policy: general 3 0.773
Government policy: regulation 4 0.601
Government programs 6 0.747
Entrepreneurial education: primary and 3 0.804
secondary

Entrepreneurial education: post school 3 0.818
R&D transfer 6 0.799
Commercial infrastructure 5 0.753
Internal market: dynamics 2 0.926
Internal market: openness 4 0.691
Physical infrastructure 5 0.771

Cultural and social norms 5 0.862
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2.3.3. Chilean Environment

As was described previously, the EFCs are classified using several dimensions.
According to GEM Chile reports, the Chilean context is historically characterized by a
strong physical infrastructure. However, the other aspects evaluated usually fall in the
mid-level, suggesting that these EFCs are perceived as local constraints to entrepreneurial
activity. With information from GEM Chile national reports, Table 5 shows the average
value for each of the EFCs. For a more detailed explanation of each variable in the

Chilean context, see GEM Chile national reports.

To address the intertemporal dimension of the study, | tested for significant differences in
the EFCs between years. The results show no statistical differences at the country level in
the analyzed constructs, suggesting that these years can be aggregated in order to analyze

the local contextual entrepreneurial environment intertemporally.

At this point, it is necessary to note that the Chilean context is not the subject of this
study; instead, this study is focused on individuals’ reading of a specific environment.
Although other countries could have been included, the choice of Chile as the specific
environment does not correspond to any theoretical background but only to the
availability of a balanced dataset that provides an appropriate number of experts in both
groups (i.e., entrepreneurs and non-entrepreneurs). GEM Chile project has been
characterized as one of the countries that include the regional approach into the analysis,

such as Spain or Germany, allowing the inclusion of more experts to cover the whole
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country. One of the advantages of this feature is the availability of more data as there are

at least 36 experts added per each participant region.

Table 5: Chilean Entrepreneurial Framework Conditions, Mean Values by Years

Factor 2010 2011 2012
Financial support 261 237 2.28
Government policy: general 288 295 2091
Government policy: regulation 246 261 2.63
Government programs 273 281 282
Entrepreneurial education: primary and secondary 184 187 184
Entrepreneurial education: post school 286 286 281
R&D transfer 224 226 225
Commercial infrastructure 261 266 2.59
Internal market: dynamics 258 255 262
Internal market: openness 240 239 234
Physical infrastructure 385 382 3.76
Cultural and social norms 274 277 285

Source: Global Entrepreneurship Monitor
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2.3.4. Method

The NES questionnaire (appendix A) is designed to obtain the experts’ view of a wide
range of item, including the EFCs who are core of the questionnaire. Entrepreneurial
finance is focused on the availability of financial resources-equity and debt-for small and
medium enterprises (SMESs) (including grants and subsidies). Government Policy refers to
the extent to which public policies give support to entrepreneurship, and it has two
components: how entrepreneurship as a relevant economic issue and how taxes or
regulations are either size-neutral or encourage new and SMEs. Government
entrepreneurship programs deals with the presence and quality of programs directly
assisting SMEs at all levels of government (national, regional). The entrepreneurship
education is focused on the extent to which training in creating or managing SMEs is
incorporated within the education and training system at all levels: basic school (primary
and secondary) and post-secondary levels (higher education such as vocational, college,
business schools, etc.). R&D Transfer refers to the extent to which national research and
development will lead to new commercial opportunities and is available to SMEs.
Commercial and legal infrastructure points to the presence of property rights,
commercial, accounting and other legal and assessment services and institutions that
support or promote SMEs. Entry Regulation contains two components: market dynamics
at the level of change in markets from year to year, and market openness, which refers to
the extent to which new firms are free to enter existing markets. Physical infrastructure
measure how ease of access to physical resources-communication, utilities,
transportation, land or space—at a price that does not discriminate against SMEs. Finally,

cultural and social norms is centered on the extent to which social and cultural norms
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encourage or allow actions leading to new business methods or activities that can

potentially increase personal wealth and income (Reynolds et al., 2005).

In order to find the best way to test the differences between groups in terms of their
reading of the EFCs, | first conducted a Kolmogorov-Smirnov test. This normality test is
recommended for samples with more than 50 observations. The technique reveals that
this study’s variables did not have a normal distribution. Thus, a Mann-Whitney U non-
parametric test was conducted to compare entrepreneurs and non-entrepreneurs. This
method is useful since it allows one to compare samples but not infer about them. This is
a descriptive study that helps clarify whether any disparities exist between types of

experts (entrepreneurs and non-entrepreneurs) in terms of their perceptions of EFCs.

2.4. Results and Discussion

Table 6 presents the result of the Mann-Whitney U test. In total, six significant
differences were found between the two groups. Government policy, entrepreneurial
education, and internal market were subcategorized according to Levie and Autio (2008),
and only one subcategory for each construct led to a statistically significant difference.
Overall, these results suggest that entrepreneurs possess a more pessimistic perception of
the EFCs than non-entrepreneurs. The only variable that entrepreneurs presented a
brighter view about is dynamism of the internal market. R&D transfer, commercial
infrastructure, and physical infrastructure do not present statistical differences. However,
entrepreneurs perceived a slightly better scenario for two of those constructs. Non-

entrepreneurs exhibited better associations only for commercial infrastructure.
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Even though the entire sample comprises distinguished experts in entrepreneurship, much
of the entrepreneurial context is perceived differently by entrepreneurs. The results
presented here are in line with the cognitive entrepreneurship literature, which proposed
that entrepreneurs’ thinking is different than non-entrepreneurs’ thinking (Baron, 1998;
Grégoire et al., 2011; Krueger, 2003; Mitchell et al., 2002). According to the literature,
entrepreneurs tend to overestimate the probability of success (e.g., Arenius & Minniti,
2005; Cooper et al., 1988; Koellinger et al., 2007), so even when entrepreneurs perceive a
more adverse environment, their high levels of locus of control and susceptibility to the
planning fallacy (Baron, 1998, 2004; Groves et al., 2011; Krueger, 2003; Simon &
Houghton, 2002) may lead them to overestimate their own abilities, dedication, and
effort. Based on what previous studies have observed, it is seems that entrepreneurs may
have biases resulting from their overconfidence in their own capabilities (Baron, 1998;

Busenitz & Barney, 1997; Koellinger et al., 2007; Simon & Houghton, 2002).

It is important to note that two of the three variables that were not found to have
significant differences represent the best and worst dimensions—in comparison to the
other EFCs—in the examined years (Poblete & Amoro6s, 2010). For R&D transfer,
entrepreneurs and non-entrepreneurs perceived and recognized that start-ups cannot
access the latest technologies and have almost no interaction with universities or any
other research centers. An equivalent situation occurs with physical infrastructure, which
is the dimension with the best evaluation. For both dimensions, an intuitive explanation
could clarify the results. Since there is a lack or evident scarcity of R&D transfer and a

visible physical infrastructure, the cognitive variables will not reflect any differences
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between those groups. Our findings seem to indicate that in unambiguous situations, it
may not be possible to distinguish between entrepreneurs and non-entrepreneurs opinion
about external aspects related to entrepreneurship. In this line, Mitchell and Shepherd
(2010) suggested that entrepreneurs view the environment more holistically. Thus, | argue
that only in extreme situations (i.e., munificence or hostility) is it likely for the mental

images of both entrepreneurs and non-entrepreneurs converge.

On the other hand, in order to explain the phenomenon observed regarding commercial
infrastructure, it is important to consider the significance that previous information has on
mental models (Grégoire et al., 2011; Krueger, 2003; Mitchell et al., 2002). As Jones and
Read (2005) suggested, experts tend to rely on historical analysis, which consist of past
states, events, goals, and actions. Poblete and Amor6s (2010) studied the evolution of the
Chilean entrepreneurial context with information-processing theory as their basis.
Information-processing theory establishes that experts can store and retrieve information
from their long-term memory using highly developed knowledge systems (Lord & Maher,
1990), thus enabling them to immediately recognize things that non-experts struggle to
identify and allowing them to overcome complex situations efficiently. According to
Poblete and Amoro6s (2010), this dimension has a particular feature: when compared
temporally, commercial infrastructure is evaluated more negatively (Poblete & Amords,
2010, p.80). As such, it may be possible that the “reputation” gained by this topic
explains why it is not possible to perceive differences between the average score observed
on entrepreneurs and non-entrepreneurs. Because the evaluation of each construct
followed the same pattern for five years consecutively, turning worst, the mental scripts

in both groups (entrepreneurs and non-entrepreneurs) seem to be similar.
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Consistent with the theory, the results suggest that experts tend to compare each EFC
under comparative terms since differences are observed in all the EFCs except for
physical infrastructure, R&D transfer, and commercial infrastructure, which are the best,
worst, and worst in comparative terms across time respectively. In this sense, since
individuals think in terms of a common comparative structure (Gentner, 1983; Markman
& Gentner, 1993a; Medin et al., 1995), entrepreneurs and non-entrepreneurs will likely

differ in their perceptions unless they are involved in obviously good/bad circumstances.

Regarding perceptions of opportunities, Table 7 presents the results for entrepreneurs and
non-entrepreneurs. From here, it is possible to observe that entrepreneurs tend to have
more positive perceptions of future opportunities. These results may reinforce other
studies suggesting that entrepreneurs use logic and insight to convert problems into
opportunities (Sarasvathy, 2011), transforming “as if” situations into “even if” situations.
Even though it was not measured directly, our results are in concordance with theoretical
studies suggesting that cognitive heuristics, like elaborative counterfactual thinking,

precedes entrepreneurial reasoning, especially in negative scenarios (Gaglio, 2004).
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Table 6: Mann-Whitney U Test Results for Nine EFCs

Scales Valid Standard Mean Mann-
Group Cases Mean Deviation Ranges  Whitney U Z

Financial support Non-entrepreneurs 843 2.48 0.72 851.05 278144.50 -453  *F**
Entrepreneurs 759 2.33 0.68 746.46

Government policy: Non-entrepreneurs 843 3.02 0.89 852.31 277089.00 -4.66  ***

general Entrepreneurs 759 2.80 0.94 745.07

Government policy: Non-entrepreneurs 840 2.58 0.73 807.96 312936.50 -0.68

regulation Entrepreneurs 760 2.57 0.83 792.26

Government programs Non-entrepreneurs 843 2.84 0.70 830.64 294507.00 271 ***
Entrepreneurs 758 2.74 0.76 768.03

Entrepreneurial Non-entrepreneurs 824 1.89 0.71 821.07 279689.00 -3.23 ***

education: primary and  Entrepreneurs 748 1.80 0.74 748.42

secondary

Entrepreneurial Non-entrepreneurs 832 2.86 0.80 805.37 297133.00 -1.47

education: post school Entrepreneurs 746 2.81 0.89 771.80

R&D transfer Non-entrepreneurs 842 2.26 0.68 810.28 306675.00 -1.23
Entrepreneurs 753 2.24 0.71 784.27

Commercial Non-entrepreneurs 844 2.62 0.73 806.28 314994.00 -0.48

infrastructure Entrepreneurs 757 2.61 0.75 795.11

Internal market: Non-entrepreneurs 818 2.53 0.97 757.19 284414.50 -2.48  FF*

dynamics Entrepreneurs 748 2.65 0.99 812.27

Internal market: openness Non-entrepreneurs 841 241 0.68 826.01 295178.50 -2.48  FF*
Entrepreneurs 756 2.33 0.74 768.95

Physical infrastructure Non-entrepreneurs 843 3.79 0.73 786.00 306849.00 -1.33
Entrepreneurs 757 3.83 0.75 816.65

Cultural and social norms Non-entrepreneurs 840 2.84 0.83 828.82 293729.50 -2.68  *F**
Entrepreneurs 758 2.74 0.89 767.01

*p<0.1,** p<0.05 ***p <0.01 (two tailed)
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Table 7: Mann-Whitney U Test Results Regarding Opportunity Existence Perception

Valid Standard Mean Mann-Whitney
Statement Group Mean o
Cases Deviation Ranges U
There are plenty of good Non-entrepreneurs 836 341 1.04 775 29,8226.50 -1.937 **
opportunities for the creation
] Entrepreneurs 754 3.50 1.09 817

of new firms
There are more good Non-entrepreneurs 834 3.61 1.04 784 30,5813.00 -.655
opportunities for the creation
of new firms than there are

Entrepreneurs 747 3.64 1.11 798
people able to take advantage
of them
Good opportunities for new Non-entrepreneurs 826 3.72 0.90 755 28,2147.00 -2.574 ***
firms have considerably
) ] ) Entrepreneurs 735 3.82 0.95 810
increased in the past five years
Individuals can easily pursue ~ Non-entrepreneurs 835 2.49 0.87 809 30,3584.00 -1.361
entrepreneurial opportunities Entrepreneurs 755 2.44 0.96 780
There are plenty of good Non-entrepreneurs 825 3.08 1.03 753 28,0755.00 -3.383  ***
opportunities to create truly

Entrepreneurs 752 3.26 1.11 828

high-growth firms
*p<0.1,** p<0.05 ***p <0.01 (two tailed)
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By providing empirical evidence about individuals’ image of the environment and the
first phase of the opportunity-identification process (McMullen & Shepherd, 2006), |
advance that opportunity identification involves pattern recognition (e.g., Baron, 2006)
based on one’s personal reading of the environment (Haynie et al., 2010), which itself is
nurtured by previous knowledge (e.g., Shane, 2000), cognitions (e.g., Groves et al.,
2011), and motivations (e.g., Estrin et al., 2013). This research provides empirical
evidence suggesting that differences between entrepreneurs and non-entrepreneurs
endures even under the restriction that every surveyed individual was an expert in
entrepreneurship. Since people encode, process, and use information based on role scripts
(Corbett & Hmieleski, 2007), experts could apply different sets of cognitive structures to
construct their mental images. Overall, these results show that entrepreneurs perceive
more business opportunities in their environment despite perceiving it to be more hostile

than non-entrepreneurs do.

2.5. Final Remarks

The entrepreneurship literature agrees on the importance of context since entrepreneurial
decisions are influenced by (perceived) context. Individuals are immersed in reality in a
sensory manner. Jack and Anderson (2002) argued that new firm creation is not merely an
economic process but is embedded in a specific environment. However, individuals
process environmental signals based on personal perceptions and judgments, which are
often biased (Arenius & Minniti, 2005; Baron, 1998). In this sense, the aim of this study

is not to discuss what “reality” is but to explore the mental representations of different
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types of experts by comparing entrepreneurs and non-entrepreneurs. Therefore, | analyzed
how experts evaluate their surrounding entrepreneurial environment through their ideas,
concepts, and information. In this line, | tried to highlight the relative importance of

perceptions of the environment rather than the environment itself.

In this study, | found that entrepreneurs’ perceptions of the surrounding entrepreneurial
environment are different, empirically confirming what theoretical entrepreneurial
cognition research has proposed (e.g., Baron, 1998, 2004; Brénnback & Carsrud, 2008;
Krueger, 2003, 2007). It seems obvious that entrepreneurs and non-entrepreneurs differ in
their work experience, and this might explain why they have different readings of the
EFCs. Despite the above, it is important to consider that causality is not easy to
determine. In fact, differences in cognitive representations may have led subjects to
choose different careers in the first place. Even though several studies have argued that
how one perceives the world depends on whether that person is an actor or an observer,
our understanding of “behavior” as a result of certain “rules” and/or a particular role
remains incomplete because of these rules. In other words, it is not clear whether
entrepreneurs’ cognitive differences are the result of an environmental context that
rewards individuals with certain thinking or whether these conditions encourage the
development of this type of thinking (Grégoire et al., 2011). Nevertheless, this study
contributes to the entrepreneurship literature by adding to the argument that differences
between entrepreneurs and non-entrepreneurs regarding how they perceive the
environment and business opportunities endure despite the comparison between experts in

entrepreneurship.
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Our results show that experts who are entrepreneurs perceive the EFCs differently than
other experts who play a secondary role but are still involved in the entrepreneurial
environment. Considering that entrepreneurs are the “protagonists” and must adhere to
the rules of the game (i.e., Chilean EFCs), they bring about a more dramatic criticism
regarding most of the evaluated framework, which may suggest that from entrepreneurs’
perspectives, indirect agents do not realize the difficulties that business owners must
address. Similar to Mitchell and Shepherd (2010), who focused on the distinction between
a first-person opportunities and third-person opportunities, in this case, it is also possible
to see the differences that emerge regarding perceptions of the EFCs among actors and
observers. As several authors have observed (e.g., Sarasvathy, 2001), entrepreneurs prefer
to use effectual processes instead of causal processes (Dew et al., 2009; Murnieks et al.,
2011). Thus, although entrepreneurs perceived a more hostile environment than non-
entrepreneurs within this study, this perception did not necessarily have a direct impact on

the way entrepreneurs act.

Even though the results presented here provide useful information, it is important to
consider that there are certain issues that are not covered by this study. In terms of
methodology, the GEM project requires that experts should be selected by reputation and
experience; indeed, there is a strict protocol for selecting experts (Reynold et al., 2005).
Therefore, two issues are immediately eliminated: successfulness and the phase in which
entrepreneurs are involved. It may be useful for future studies to incorporate these aspects
into their analyses in order to deeply evaluate issues regarding why some entrepreneurs
are more successful than others, thus continuing the line of Mitchell et al. (2002) about
the scripts of experts and novices. Further, this study did not distinguish between

entrepreneurs in different entrepreneurial stages (Reynolds et al., 2005); instead, experts
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in the field were compared. Also, this study did not distinguish between business stages.
Thus, it may be possible that some (or even most) of the individuals included in the
sample are serial entrepreneurs, with each one having already passed through the “valley
of death” on to success. Since we grouped all entrepreneurs without distinguishing of
their phase, it would be interesting for future research to cover this issue and see how
much perceptions change throughout the whole process. Finally, this study did not
measure the amount nor type of prior information that each expert had. In this sense, it is
important to consider that even though the study is based on the cognitive literature, it did
not directly evaluate any cognitive structures nor cognitive processes. Instead, this study
evaluated the existence of differences among groups of experts (entrepreneurs and non-
entrepreneurs) regarding their personal readings of the context and perceived

opportunities.

Despite these issues, | believe that this study’s results are important and provide useful
information. This study contributes by providing insights into how experts perceive and
evaluate several dimensions of the external environment, focusing empirically on the
Chilean context. Starting from the argument that entrepreneurs perceive things differently
than non-entrepreneurs, previous research has established the basis of cognition
entrepreneurship research. Continuing this framework, this study contends that expert
entrepreneurs combine information differently than expert non-entrepreneurs. | believe
that combining these elements together contributes to a more complete understanding of

how entrepreneurs’ minds work.
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Appendix A: Entrepreneurial framework conditions

The following are the specific questions answered by each expert. For each statement
experts are asked to respond their level of agreement in a Likert scale, where 1 means
totally disagreement and 5 totally agreement. This is a fraction of the National Expert

Survey (NES) designed by the Global Entrepreneurship Monitor (GEM).

Financial Support:

1. There is sufficient equity funding available for new and growing firms

2. There is sufficient debt funding available for new and growing firms

3. There are sufficient government subsidies available for new and growing firms

4. There is sufficient funding available from private individuals (other than founders) for
new and growing firms

5. There is sufficient venture capitalist funding available for new and growing firms )

6. There is sufficient funding available through initial public offerings (IPOs) for new

and growing firms

Government Policy:

1. Government policies (e g, public procurement) consistently favor new firms

2. The support for new and growing firms is a high priority for policy at the national
government level

3. The support for new and growing firms is a high priority for policy at the local

government level



91

4. New firms can get most of the required permits and licenses in about a week

5. The amount of taxes is NOT a burden for new and growing firms

6. Taxes and other government regulations are applied to new and growing firms in a
predictable and consistent way

7. Coping with government bureaucracy, regulations, and licensing requirements it is not

unduly difficult for new and growing firms

Government Programs

1. A wide range of government assistance for new and growing firms can be obtained
through contact with a single agency

2. Science parks and business incubators provide effective support for new and growing
firms

3. There are an adequate number of government programs for new and growing
businesses

4. The people working for government agencies are competent and effective in
supporting new and growing firms

5. Almost anyone who needs help from a government program for a new or growing
business can find what they need

6. Government programs aimed at supporting new and growing firms are effective
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Entrepreneurial Education

Teaching in primary and secondary education encourages creativity, self-sufficiency,
and personal initiative

Teaching in primary and secondary education provides adequate instruction in market
economic principles

Teaching in primary and secondary education provides adequate attention to
entrepreneurship and new firm creation

Colleges and universities provide good and adequate preparation for starting up and
growing new firms

The level of business and management education provide good and adequate
preparation for starting up and growing new firms

The vocational, professional, and continuing education systems provide good and

adequate preparation for starting up and growing new firms

R&D Transfer

1.

New technology, science, and other knowledge are efficiently transferred from
universities and public research centers to new and growing firms

New and growing firms have just as much access to new research and technology as
large, established firms

New and growing firms can afford the latest technology

There are adequate government subsidies for new and growing firms to acquire new
technology

The science and technology base efficiently supports the creation of world-class new

technology-based ventures in at least one area
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6. There is good support available for engineers and scientists to have their ideas

commercialized through new and growing firms

Commercial Infrastructure

1. There are enough subcontractors, suppliers, and consultants to support new and

growing firms

New and growing firms can afford the cost of using subcontractors, suppliers, and
consultants

It is easy for new and growing firms to get good subcontractors, suppliers, and
consultants

It is easy for new and growing firms to get good, professional legal and accounting
services

It is easy for new and growing firms to get good banking services (checking accounts,

foreign exchange transactions, letters of credit, and the like)

Internal Market

1.

2.

The markets for consumer goods and services change dramatically from year to year
The markets for business-to-business goods and services change dramatically from
year to year

New and growing firms can easily enter new markets

The new and growing firms can afford the cost of market entry

New and growing firms can enter markets without being unfairly blocked by

established firms
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6. The anti-trust legislation is effective and well enforced

Physical Infrastructure

1. The physical infrastructure (roads, utilities, communications, waste disposal) provides
good support for new and growing firms

2. It is not too expensive for a new or growing firm to get good access to
communications (phone, internet, etc )

3. A new or growing firm can get good access to communications (telephone, internet,
etc ) in about a week

4. New and growing firms can afford the cost of basic utilities (gas, water, electricity,
sewer)

5. New or growing firms can get good access to utilities (gas, water, electricity, sewer)

in about a month

Cultural and Social Norms

1. The national culture is highly supportive of individual success achieved through own
personal efforts

2. The national culture emphasizes self-sufficiency, autonomy, and personal initiative

3. The national culture encourages entrepreneurial risk-taking

4. The national culture encourages creativity and innovativeness

5. The national culture emphasizes the responsibility that the individual (rather than the

collective) has in managing his or her own life
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Optimism, Entrepreneurial Experience, and Motivation:

A Cross-Country Analysis Using the Adult Population Survey

3.1. Introduction

What is the difference between entrepreneurs and non-entrepreneurs? Some authors have
pointed out that the driving force of entrepreneurship is the ability to recognize and
exploit opportunities (e.g., Baron, 2004; Keh et al., 2002; Lazear, 2005). If this is the
case, why can some individuals recognize entrepreneurial opportunities while others
cannot? Over the last decade or so, entrepreneurship research has started to use concepts
and tools from cognitive psychology to address this very question. The resulting strand of
research has focused on the “mental maps” individuals use to process external
information in an attempt to reconstruct how entrepreneurs develop the unique knowledge
structures (either scripted or heuristic) they use to assess potential entrepreneurial
opportunities (Baron, 1998; Busenitz & Barney, 1997; Busenitz & Law, 1996; Cooper &
Saral, 2013; Grégoire et al., 2011; Lazear, 2004; Mitchell et al., 2004, Mitchell et al.,
2007). A key insight from this literature is that entrepreneurs tend to be subject to all sorts
of biases (including over-optimism and over-confidence) when assessing potential
opportunities (Baron, 2000; Gaglio, 2004; Groves et al., 2011; Haynie et al., 2010;
Markman et al., 2002; Mitchell et al., 2002; Shook et al., 2003), and unsurprisingly, a
large number of papers have found that entrepreneurs tend to be more optimistic about the
future prospects of existing opportunities than non-entrepreneurs (e.g., Cooper et al.,

1988; Keh et al., 2002).
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Within this broad literature, some studies have started to focus on the role that previous
entrepreneurial experience has in shaping optimism about the profitability of existing
opportunities among entrepreneurs. So far, the results from this literature have not offered
a clear picture on the direction of the relationship between optimism and previous
entrepreneurial experience. Some papers have suggested that with experience, some
entrepreneurs develop unique knowledge structures that allow them to assess the future
profitability of an opportunity differently than non-entrepreneurs (Mitchell et al., 2000;
Smith et al., 2009). Indeed, it has been suggested that individuals with previous
entrepreneurial experience may be able to detect potentially successful opportunities
while also maintaining more realistic expectations for the success of a new venture
(Dimov, 2010; Farmer et al., 2011; Hmieleski & Baron, 2009). This would be different
from individuals who have no experience in this area and who may therefore easily over-
estimate the future success of a new venture (Keh et al., 2002; Shane, 2009). Some
authors, though, have pointed out that this is not always the case. Indeed, researchers have
observed that experienced entrepreneurs do sometimes over-estimate the probability of
success of generic new ventures as they may over-estimate their own capabilities in
managing the nascent venture and overcoming future difficulties (Levinthal & March,

1993; McMullen & Shepherd, 2006).

To reconcile these results I suggest that two factors have to be considered. First, it is not
previous entrepreneurial experience that matters per se but rather the length of this
experience. Indeed, learning to recognize the potential prospects of an entrepreneurial
opportunity requires time (Dimov, 2007), and this process may affect the expectations
individuals have about a potentially profitable opportunity and, hence, their optimism.

Second, | suggest that the relationship between optimism and entrepreneurial experience
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may be conditioned by a set of additional motivations that may make individuals more
inclined to over-value the potential of existing entrepreneurial opportunities. To clarify
this point, it is important to start from one of the main tenets of social cognitive theory
(Bandura, 1986; Wood & Bandura, 1989), which suggests that the cognitive process
behind the recognition of opportunities (and the related optimism about future
opportunities) is influenced by internal (e.g., self-efficacy and fear of failure) and external
(e.g., social acceptance) motivations (Carsrud & Brénnback, 2011). For instance, fear to
fail may induce individuals to emphasize the potential costs (Fonseca et al., 2001)
associated with a potential opportunity, which can equally negatively influence their
perceptions about future opportunities and hence their optimism. The same argument can
be applied to external motivations. For instance, the desire to emulate existing
entrepreneurs may cause individuals to overlook costs associated with an entrepreneurial
opportunity, and this may generate a positive view about the emergence of future
entrepreneurial opportunities. A few studies have shown how motivations (both internal
and external) may influence the process of opportunity recognition, but not too much is
known about the relative importance of internal and external motivations in influencing
the optimism individuals have about possible future opportunities. In addition, | argue
that internal/external motivations may influence the relationship between optimism and
length of entrepreneurial experience. Indeed, fear of failure can deter non-entrepreneurs
from recognizing a potentially profitable opportunity and influence their perceptions of
future business opportunities, but this internal motivation may be less relevant for
experienced entrepreneurs. The same applies to external motivations: the desire to
emulate existing entrepreneurs may be important for non-entrepreneurs or for

inexperienced entrepreneurs but not so much for experienced entrepreneurs.
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The goal of this study is to contribute to the literature on optimism among entrepreneurs,
length of entrepreneurial experience, and motivations by focusing on a specific type of
optimism—namely, optimism about the emergence of future entrepreneurial
opportunities. More specifically, the aim of this study is to understand 1) whether more
experienced entrepreneurs tend to be less (or more) optimistic about the emergence of
future entrepreneurial opportunities and 2) how internal and external motivations
condition the relationship between length of entrepreneurial experience and optimism

about the emergence of future entrepreneurial opportunities.

An empirical analysis is conducted on a cross-national sample of 1,363,683 individuals
drawn from the Adult Population Survey (APS), which is collected by the Global
Entrepreneurship Monitor (GEM) consortium and covers the period from 2001 to 2010.
Additionally, the sample includes 85 countries. This large geographical coverage ensures
that I can easily control for cross-country (fixed) factors that can potentially influence
optimism. The results suggest that entrepreneurs are more optimistic than non-
entrepreneurs. However, experienced entrepreneurs are less optimistic than novice
entrepreneurs, and | find an inverted U-shaped relationship between entrepreneurial
experience and optimism. Additionally, | find that the relationship between optimism and
length of entrepreneurial experience is conditioned by individuals’ internal and external
motivations. More specifically, novice and potential entrepreneurs who are confident in
their capabilities and are not concerned about future failure tend to be more optimistic
about the emergence of future possibilities than their peers who do not share the same
internal motivations. Also, this is not the case for experienced entrepreneurs. My findings
about external motivations suggest that entrepreneurs who live in communities where

entrepreneurship is perceived as a respectable career option (i.e., entrepreneurship is
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culturally supported) are not more optimistic than those who live in areas where there is
not cultural support for entrepreneurship. Additionally, this holds for all types of
entrepreneurs. The finding on the importance of social capital is quite interesting:
potential and novice entrepreneurs who work in communities where there is an informal
support network for entrepreneurs tend to be less optimistic about future entrepreneurial

opportunities than those who have access to these informal networks.

This study contributes to the existing literature in several ways. For example, it shows
that the optimism of entrepreneurs is not constant but varies according to the length of
their entrepreneurial experience and the nature of the motivations that drive them.
Potential and novice entrepreneurs who are driven by internal motivations tend to be
more optimistic about the emergence of future entrepreneurial opportunities unlike
experienced entrepreneurs. These results may also be important for policymakers as they
may inform policy initiatives in support of entrepreneurship. Indeed, they suggest that the
over-optimism that characterizes entrepreneurs in reality may be relevant only for novice
and potential entrepreneurs with the result that programs aimed at providing
entrepreneurs the instruments needed to better assess existing entrepreneurial

opportunities may not be relevant for experienced entrepreneurs.

The rest of the chapter is structured as follows. In Section 3.2, | present the conceptual
framework. On Section 3.3 several hypotheses are proposed. Section 3.4 describes the
econometric methodology as well as the dataset and the variables. The results are

presented in Section 3.5. Finally, some concluding remarks are offered in Section 3.6.
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3.2. Conceptual Framework

Cognitive elements refer to the perceptions, analyses, and interpretations of the
circumstances surrounding when and where action takes place (Baron, 1998; Busenitz &
Barney, 1997; Grégoire et al., 2011; Mitchell et al., 2004; Mitchell et al., 2007). Research
in this area focuses on the way people process information. In relation to
entrepreneurship, Mitchell et al. (2002, p. 97) defined entrepreneurial cognitions as “the
knowledge structures that people use to make assessments, judgments, or decisions
involving opportunity evaluation, venture creation, and growth.” Further, Grégoire et al.
(2011) pointed out that cognitive theory can be separated into two streams: cognition
structures and cognition processes. The cognition structures stream refers to knowledge
achieved, and the cognition processes stream deals with the manner in which that
knowledge is received and used. In this research, | focus on cognitive processes, building
on several studies that suggest that there are several aspects of cognition that may play a
key role in certain stages of the entrepreneurial process and explaining some differences
between entrepreneurs and non-entrepreneurs (Baron, 1998; Douglas, 2009; Douglas &

Shepherd, 2002).

Cognitive entrepreneurship literature suggests that entrepreneurs often under-estimate
risks and over-estimate the likelihood of success, so entrepreneurs tend to present
optimistic biases as well as have greater regret about missed opportunities (Baron, 1998;
Cooper et al., 1988). While some theories point out entrepreneurs’ over-confidence about

their knowledge, predictions, and personal ability (e.g., Hayward et al., 2006) to pursue
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opportunities, the identification of opportunities relies on personal expectations about
how favorable the future is regarding potential business opportunities. In this regard, it is
important to consider that in this study, 1 am concentrating on the first phase of the
pursuit of opportunities, which is the subjective belief of the existence of an opportunity,
leaving apart the evaluation of the opportunity, which is the second phase (Grégoire et al.,
2010; McMullen & Shepherd, 2006). Moreover, since this study measures optimism, |
will not make any distinction between first-person opportunity and third-person
opportunity since the focus is on generic business opportunities (McMullen & Shepherd,
2006). Therefore, the process of recognizing opportunities is defined as effort to make
sense of new information about new conditions to form beliefs (Stage 1) regarding
whether or not to enact a course of action to address if this could lead to a certain benefit

(Stage 2).

Just as affective and motivational factors, psychological studies have observed that
cognitive factors are the main contributors to optimistic biases. A classical cognitive
theory is attribution theory. Attribution theory is concerned with the explanations
individuals give to explain their own actions and others’ actions. Attributions can affect
behaviors relating to the consequences of certain outcomes (Seligman & Schulman, 1986)
but also thoughts and therefore aspirations of an unpredicted future starting from causal
interpretations of external events. Attribution is the linking of causes and conditions to a
certain event, which give that event meaning; it is the process by which people can
interpret an event and make causal explanations of it (Heider, 1958; Kelley, 1973).
Numerous causes may be used to explain an event, and the work in attribution theory has
helped develop a clearer understanding of and the rules associated with the relationship

between attributions and behavior. These rules may help in predicting and understanding
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several things relating to entrepreneurship, such as the relationship between success
and/or failure in an entrepreneurial activity and its outcomes for the entrepreneur (e.g.,
Rogoff et al., 2004; Sserwanga & Rooks, 2012). Attribution theory explains that there are
two types of attributions: internal and external. Internal attribution is a causal inference
individuals make to explain their behavior that is based on something about themselves,
such as attitude or personality (Sserwanga & Rooks, 2012). External attribution, on the
other hand, is a causal inference that attributes a person’s behavior due to something

about the situation he or she is in.

In a similar line, but referring mainly to intentions, the motivation model states that
people act based on their intrinsic and extrinsic motivations (Carsrud & Bréannback,
2011). Intrinsic motivation refers to a personal interest in a task as seen in studies on
multi-dimensional achievement motivation in entrepreneurs (Carsrud et al., 1989; Carsrud
et al., 2009; Carsrud & Olm, 1986). Extrinsic motivation refers to an external reward that
follows certain behavior. Intrinsic and extrinsic motivations are not mutually exclusive.
Hence, based on attribution and motivation theory, entrepreneurs should possess the
cognitive structures needed to recognize opportunities when they emerge. Furthermore,
the impact of internal and external motivations in certain minds should be processed
differently in order to explain the entrepreneur behavior. In fact, entrepreneurs may be
more likely than other individuals to engage in counterfactual thinking and, especially, to
experience intense regret over past failures to act, often viewing themselves as
responsible for any negative results (Baron, 1998). It is important to consider that in this
study, we follow Carsrud et al. (2009), who stated that “entrepreneurs have the same

motivations as anyone for fulfilling their needs and wants in the world; however, they use
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those motivations in a different manner—they create ventures rather than just work in

them” (p. 143).

3.3. Hypotheses

Cognitive research on entrepreneurship explicitly states that entrepreneurs tend to use
knowledge structures that let them process external information differently than non-
entrepreneurs. The result is that their decision making and perceptions of the world
around them are affected by several cognitive biases, such as over-optimism, over-
confidence (i.e., belief in their ability to bring about a given result), and
representativeness (i.e., willingness to generalize from a small number of observations)
(e.g., Brénnback & Carsrud, 2009; Krueger, 2007; Mitchell et al., 2002, Mitchell et al.,
2004; Mitchell & Shepherd, 2010). Some studies have shown that entrepreneurs tend to
be over-confident about their capabilities and over-optimistic about potential business
opportunities (De Meza & Southey, 1996; Helweg-Larsen & Shepperd, 2001; Koellinger
et al., 2007; Ucbasaran et al., 2010), so they may have the tendency to perceive profitable
business opportunities in their world even if these may not turn out to be so. Hence, I

propose the following:

H1: Entrepreneurs are more optimistic about the emergence of future entrepreneurial

opportunities than non-entrepreneurs
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The literature on cognitive entrepreneurship and opportunity recognition suggests that
entrepreneurs identify opportunities by using cognitive frameworks that vary immensely
across individuals based on their experiences (Allison et al., 2000; Baron & Ensley, 2006;
Huber et al., 2014). Mitchell et al. (2000) found that the cognitive frameworks of
experienced entrepreneurs become clearer and richer with experience compared to those
used by novice entrepreneurs, and they tend to have more realistic perceptions of
potentially profitable business opportunities. In addition, their heuristics change over time
as they gain experience with the result that their expectations are better aligned to the
actual future profitability of projects (Mitchell et al., 2007; Douglas, 2009). Conversely, a
few studies have suggested that new entrepreneurs might have an immature image of the
obstacles and threats involved in the development of a new venture (Grégoire et al., 2010;
Mitchell et al., 2002) and will be more likely to over-estimate the future profitability of
potential entrepreneurial opportunities (Baron, 1998; De Meza & Southey, 1996; Helweg-
Larsen & Shepperd, 2001; Ucbasaran et al., 2010). Therefore, | propose that as
entrepreneurs become more experienced, they become less optimistic about the

emergence of future business opportunities:

Hypothesis 2: There is an inverse relationship between optimism about future business

opportunities and length of the entrepreneurial experience.

The literature on cognitive entrepreneurship suggests that individuals’ attitudes toward
entrepreneurship are shaped by internal and external motivations (Carsrud & Brannback,
2011; Fehr & Falk, 2002; Oosterbeek, 2010). As mentioned, internal motivations refer to

undertaking an activity for its inherent satisfaction rather than for some external reasons
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(e.g., financial reward or peer approval). Typically, self-efficacy and fear of failure are
the most analyzed internal motivations in entrepreneurship research (Ardichvili et al.,
2003; Bandura, 1977; Baron, 2004; Krueger & Dickson, 1994). Self-efficacy is defined as
“one’s belief in one’s abilities to succeed Specifically situations” (Bandura, 1977; Baron,
2002; Carsrud et al., 2009), and several studies have identified self-efficacy as an
important variable that can explain entrepreneurial motivation (Baron, 2004; Carsrud &
Brannback, 2011; Dimov, 2010; Douglas, 2009). Also, it has been found that self-efficacy
can also explain why entrepreneurs are more likely to be optimistic about potential
entrepreneurial opportunities than non-entrepreneurs (e.g., Elfving et al., 2009; Koellinger
et al., 2007) as self-efficacy may induce them to over-estimate the benefits of potential
opportunities and overlook their future costs (Fonseca et al., 2001). Equally, fear of
failure may color perceptions of the profitability of potential entrepreneurial opportunities
as well as optimism about the emergence of future opportunities as individuals may tend
to over-estimate the costs associated with future failure (Carsrud & Brénnback, 2011;

Koellinger et al., 2007). Therefore, | propose the following:

H3: There is a positive relationship between internal motivations and optimism about the

emergence of future opportunities.

External motivations include financial reward and/or social acceptance. Individuals who
live in countries or communities where entrepreneurship is considered an acceptable
career option may tend to over-estimate the benefits associated with entrepreneurship and
feel more optimistic about potential opportunities. According to Carsrud et al. (2009) and

Baron (2002), role models (i.e., existing successful entrepreneurs) may affect the
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perceptions individuals have about future opportunities (Ozgen & Baron, 2007). Equally,
the presence of informal support networks in a community can lower the perceived costs
of an entrepreneurial venture and can therefore contribute to the positive perceptions
individuals have about the emergence of future entrepreneurial opportunities. Hence, |

propose the following:

H4: There is a positive relationship between external motivations and optimism about the

emergence of future opportunities.

Some empirical studies have suggested that the role of motivation in influencing
entrepreneurs’ behavior varies with their experience. Novice entrepreneurs tend to be
driven by external motivations (e.g., financial rewards) in their activities, whereas internal
motivations (e.g., self-efficacy) may be more important for experienced entrepreneurs
who may wish to pursue an opportunity to prove their capabilities (e.g., McMullen &
Shepherd, 2006). In addition, fear of failure is likely not a relevant deterrent for

experienced entrepreneurs, whereas it may be for novice entrepreneurs.

All this may have a bearing on individuals’ optimism about the emergence of future
entrepreneurial opportunities. Fear of failure may dampen the optimism that novice
entrepreneurs have about future opportunities, while self-efficacy may have the opposite

effect among experienced entrepreneurs. Therefore, | propose the following:
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Hypothesis 5: Internal and external motivations can condition the relationship between
optimism about the emergence of future entrepreneurial opportunities and length of the

entrepreneurial experience.

3.4. Data, Variables, and Methodology

For the empirical analysis, the main data source is the pooled APS, which covers 85
countries over the period 2001-2010. The APS is assembled by the GEM research
consortium and is designed to capture information about respondents’ involvement in
venture creation as well as their motives and aspirations toward entrepreneurship. In this
respect, it is a quite unique data resource as it captures start-up efforts at a very early
stage as well as information about established businesses (Reynolds et al., 2005). The
APS is the main source of information about entrepreneurship at the cross-national level
as it provides internationally comparable data on entrepreneurial activities across the
world. Unsurprisingly, it has been widely used to identify the drivers of entrepreneurship
in cross-national settings (Alvarez et al., 2014; Amords & Bosma, 2014; Koellinger,

2008). A detailed table on the size of sample for each country is provided in Appendix B.

As for the dependent variable, APS contains a set of questions around opportunity
recognition. Among them, respondents are asked whether they agree with the following
statement: “In the next six months there will be good opportunities for starting a business

in the area where you live.” From the answers to this question, a dummy variable was
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constructed as a proxy for optimism taking the value of 1 if respondents agree with this

statement and O otherwise.

As for the independent variables, | created a set of binary indicators to distinguish first
between entrepreneurs and non-entrepreneurs and then between 1) potential entrepreneurs
2) nascent entrepreneurs (business duration from zero to three 3 months) and non-
entrepreneurs, 3) baby entrepreneurs (business duration from three months to three-and-a-
half years) and non-entrepreneurs, and 4) established entrepreneurs (business duration

more than three-and-a-half years) and non-entrepreneurs.

In this model, I also include a set of proxies for internal and external motivations. The
first proxy for internal motivations is the variable lack of fear of failure, which was
constructed from the following question: “Would fear of failure prevent you from starting
a business?” This variable is a dummy variable taking the value of 0 if the respondent’s
answer is positive and 1 otherwise. The second proxy for internal motivation is self-
efficacy, a dummy variable that takes the value of 1 if the respondent believes that he or

she has the right knowledge and skills to start a new venture and 0 otherwise.

Two proxies for external motivations were included as independent variables in this
study’s model. The first proxy is a dummy variable that takes the value of 1 if the
respondent agrees with the following statement (and O otherwise): “You know someone
personally who started a business in the past 2 years.” This variable tries to capture the

possibility that role models may influence optimism among respondents (Amoros et al.,
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2013; Arenius & Minniti, 2005; Scherer et al., 1989). The second proxy for external
motivations (i.e., cultural support) captures respondents’ perceptions about the extent to
which entrepreneurial activities are socially and culturally accepted. The proxy was
constructed by combining the answers to the following questions: “Do you agree most
people consider entrepreneurship as a desirable career choice,” “Do you agree that
successful entrepreneurs have a high social status,” and “Do you agree that cases of
successful entrepreneurship have plenty [of] media attention.” The index has four values:
0 if the respondent replies “no” to all three questions, 1 if he or she replies positively only
to one question, 2 if the respondent replies “yes” to two questions, and 3 if the respondent
replies positively to all questions. In addition, in this empirical specification, I controlled
for gender, (the log of) age, as well as the year the survey was administered. Gender was
coded as a dummy variable taking the value of 0 for females and 1 for males. Finally, |

included a set of country dummies.

A description of the explanatory variables is provided in Table 8. The mean age in our
sample was 43 years old, and 47% of the sample were males and 53% were women. In
addition, 21% were entrepreneurs, and 38% knew someone personally who started a
business in the past two years. Of the sampled individuals, 36% believed there would be
good business opportunities in the next six months where they lived, while 64% believed
that fear of failure would not prevent them from starting a business. Finally, 49% of the
individuals in the sample believed they possessed the knowledge, skill, and experience to

start a new venture.
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Std.
Variable Name Variable Description Mean Dev. Min Max
Age Age (years) 43 15.146 18 99
Gender Gender Male =1 and female =0 0.469 0.499 0 1
In the next six months there will be good
opportunities for starting a business in the
area where you live. Dummy variable with

Opportunities agree = 1 and disagree = 0 0.361 0.480 0 1
You know someone personally who started
a business in the past two years. Dummy

Social capital variable with agree = 1 and disagree =0 0.380 0.485 0 1
You have the knowledge, skill, and
experience required to start a new
business. Dummy variable with agree = 1

Self-efficacy and disagree =0 0.491 0.500 0 1
Fear of failure would prevent you from
starting a business. Dummy variable with

Lack of fear to fail agree = 0 and disagree =1 0.642 0.480 0 1

Cultural support Cultural support for entrepreneurship 1.874 0.988 0 3
Non-entrepreneurs (with no previous

Non-entrepreneurs  entrepreneurial experience) 0.791 0.407 0 1
You are, alone or with others, expecting to
start a new business, including any type of
self-employment, within the next three

Potential years. Dummy variable with agree =1 and

entrepreneurs disagree =0 0.137 0.344 0 1
Actively involved in start-up effort, owner,

Nascent no wages yet. Dummy variable with yes =

entrepreneurs landno=0 0.042  0.200 0 1
Manages and owns a business that is up to
42 months old. Dummy variable with yes

Baby business =landno=0 0.036  0.187 0 1
Manages and owns a business that is older

Established than 42 months. Dummy variable with yes

business =landno=0 0.065  0.247 0 1
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As mentioned in the introduction, the model relates individuals’ propensity to expect a
business opportunity in the near future with a set of dummy variables that captures the
length of their entrepreneurial experience, their internal and external motivations, and a
set of interactions between each of the previous variables (while controlling for
respondents’ basic demographic characteristics). Because the dependent variable is a
binary variable, logit is the estimator of choice, and | controlled for potential cross-
country correlations by clustering the standard errors around the countries. | also tried
using multi-level models but the main results did not change substantially, so | focus here

on the logit estimates.

Table 9 provides the (bivariate) correlation coefficients for all the independent variables.
These variables are not highly correlated. Also, the variance inflation factor (VIF) results

suggest that multi-collinearity is absent (Neter et al., 1990).



Table 9: Correlations among Independent Variables
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Variables 1 2 3 4 5 6 7 8 9 10 11
1 Gender 1
2 Age (log) -0.031** 1
3 Non-entrepreneurs -0.101** 0.008** 1
4 Potential entrepreneurs 0.086** -0.192** -0.279** 1
5 Nascent entrepreneurs 0.055** -0.062** -0.406** 0.293** 1
6 Baby business 0.046** -0.055** -0.378** 0.135** 0.032** 1
7 Established business 0.091** 0.063** -0.514** 0.063** 0.008** -0.034** 1
8 Lack of fear of failure 0.066** 0.018** -0.088**  0.076** 0.060** 0.051** 0.061** 1
9 Self-efficacy 0.160** -0.039** -0.265** 0.264** 0.176** 0.159** 0.205** 0.133** 1
10 Cultural support 0.005** -0.045**  -0.068**  0.118**  0.042** 0.043** 0.025**  -0.009**  0.090** 1
11 Social capital 0.115** -0.161**  -0.160**  0.234**  0.134** 0.109** 0.092** 0.029** 0.257** 0.078** 1

*p < 0.010; **p < 0.005; ***p < 0.001



114

3.5. Analysis and Results

The results are presented in Tables 10-12. The coefficients presented in these tables are
the marginal effects rather than the actual coefficients. Table 10 presents the results of
seven models. Model 1 is the baseline model that captures the relationship between
optimism and the entrepreneurial status of the individual, whereas Models 2—7 model the
relationship between optimism and the length of entrepreneurial experience of each
respondent. Table 11 shows the same models where internal motivations (i.e., lack of fear
to failure and self-efficacy) and external motivations (i.e., social capital, and cultural
support to entrepreneurship) are included as additional control variables. Finally, |
estimated a set of models that include the interaction term between each proxy for length
of entrepreneurial experience and each indicator of internal and external motivation. | do
not report the full estimates of these models; only the results of the test on the joint
significance of the interaction terms and the variables in level (i.e., proxies for
entrepreneurial experience and the set of internal and external motivations) are presented

in Table 12.

Estimates from all the models suggest that men tend to be more optimistic than women.
In addition, the older an individual is the less optimistic about future entrepreneurial
opportunities he or she becomes. These results are consistent with the entrepreneurship
literature, which states that women tend to be more risk averse than men (Gupta, 2009;
Kwong et al., 2012) and that young individuals are more likely to start a new firm than

older individuals (Lévesque & Minniti, 2006).
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Model 2 in Table 10 suggests that entrepreneurs tend to be more optimistic than non-
entrepreneurs. Hence, Hypothesis 1 is supported. This result is consistent with previous
studies and with the general notion that entrepreneurs tend to have a positive mindset
about potential entrepreneurial opportunities even if others do not (e.g., Douglas, 2009;
Grégoire et al., 2010; Groves et al., 2011; Haynie et al., 2012). Models 3-7 suggest that
as individuals become more experienced, they tend to be less optimistic. In Figure 2, |
have plotted the marginal effects against each type of entrepreneurs (i.e., the proxy for
length of entrepreneurial experience). While there are studies arguing that entrepreneurs’
subjective knowledge and intuition are shaped by experience (e.g., Kor et al., 2007) and
that individuals with no prior business ownership experience detect fewer entrepreneurial
opportunities (e.g., Baron, 2006), these results suggest that optimism about the emergence
of generic business opportunities is not enhanced by experience. Potential entrepreneurs
and nascent entrepreneurs are more optimistic about the future than experienced

entrepreneurs.

Table 11 examines the relationship between experience and optimism about future
opportunities but includes proxies for internal and external motivations as additional
controls. The results are similar to those reported in Table 10, and indeed, the shape of the
relationship between length of entrepreneurial experience and the marginal effects in
Figure 3 is the same as in Figure 2. In addition, each proxy for internal and external

motivations is significant, and the marginal effects are positive.
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Table 10: Length of Entrepreneurial Experience and Optimism about Future
Entrepreneurial Opportunities, ML Estimates

Dependent Variable (Optimism about Future Business Opportunities)

Control Variables Model 1~ Model 2 Model 3  Model4  Model5 Model 6  Model 7
Gender 0.326*** 0.273*** 0.270***  0.304*** 0.315*** 0.310*** 0.231***
(log) Age -0.294***  .0.319***  -0.177*** -0.276*** -0.285*** -0.314*** -0.193***
Year dummies yes yes yes yes yes yes yes
Country dummies yes yes yes yes yes yes yes
Independent Variables

Non-entrepreneurs -0.121***

Potential entrepreneurs 0.193*** 0.167***
Nascent entrepreneurs 0.200*** 0.137***
Baby business 0.131*** 0.121***
Established business 0.062***  0.069***
Pseudo R2 0.0702 0.0787 0.0896 0.078 0.0732 0.0713 0.0967
Number of observations 886379 886379 806842 886379 886379 886379 806842

*p < 0.010; **p < 0.005; ***p < 0.001

Note: The marginal effects are reported in the table.

Figure 2: Length of Entrepreneurial Experience and Optimism about Future

Entrepreneurial Opportunities, Marginal Effects
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Table 11: Length of Entrepreneurial Experience, Optimism about Future
Entrepreneurial Opportunities, and Motivations, ML Estimates

Dependent Variable (Optimism about Future Business Opportunities)

Control Variables Model 1 Model 2 Model 3 Model4 Model5 Model 6  Model 7
Gender 0.139%** 0.130*** 0.130***  (0.134*** (0.138*** (0.142*** (.123***
(log) Age -1.143***  -0.159***  -0.082*** -0.136*** -0.140*** -0.136*** -0.082***
Year dummies yes yes yes yes yes yes yes
Country dummies yes yes yes yes yes yes yes
Independent Variables

Non-entrepreneurs -0.040***

Potential entrepreneurs 0.111*** 0.103***
Nascent entrepreneurs 0.115%** 0.094***
Baby business 0.054*** 0.064***
Established business -0.015***  0.010***
Lack of fear of failure 0.041%** 0.039*** 0.037***  (0.039***  0.040*** 0.041*** (0.034***
Self-efficacy 0.101%** 0.094*** 0.089***  0.095*** 0.099*** 0.103*** (0.081***
Cultural support 0.060%** 0.060*** 0.058***  0.060*** 0.060***  0.060*** (0.058***
Social capital 0.114%** 0.112%=** 0.104***  (0.110*** 0.113*** 0.114*** (0.100***
Pseudo R? 0.1216 0.1225 0.1290 0.1244 0.1222 0.1217 0.1315
Number of observations 329530 329530 320445 329530 329530 329530 320445

*p < 0.010; **p < 0.005; ***p < 0.001

Note: The marginal effects are reported in the table.

Figure 3: Length of Entrepreneurial Experience, Optimism about Future

Entrepreneurial Opportunities, and Motivations, Marginal Effects
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Finally, Table 12 presents the results of the test on the joint significance of length of the
entrepreneurial experience, (internal and external) motivations, and their interactions. The
results show that these variables are jointly significant and confirm the hypothesis that
internal and external motivations can condition the relationship between optimism and
length of entrepreneurial experience. The marginal effects (calculated using the Ai and
Norton’s [2003] procedure) have been plotted against each type of entrepreneur but under
different values for internal and external motivations. For instance, the first panel from
Figure 4 plots the marginal effects for each type of entrepreneur in two cases—namely,
when the variable lack of fear of failure is equal to 0 and then when it is equal to 1. The
plot shows that both novice (or nascent) entrepreneurs and potential entrepreneurs with no
fear of failure tend to be more optimistic about the emergence of future entrepreneurial
activities. On the contrary, lack of fear of failure does not matter to experienced
entrepreneurs (or established businesses). Indeed, there is no difference in the size of the
two sets of marginal effects associated with experienced entrepreneurs. The second panel
in Figure 4 refers to the role of self-efficacy and confirms the same results | just
illustrated in the case of lack of fear of failure. Novice entrepreneurs and potential
entrepreneurs who are self-confident about their capabilities (i.e., have self-efficacy) also
tend to be more optimistic about the emergence of future entrepreneurial opportunities

than their peers without self-efficacy.

The results about external motivations are also of interest. The third panel of Figure 4
shows that the differences in the marginal effects observed previously between potential

and nascent entrepreneurs on the one hand and experienced entrepreneurs on the other
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disappear if we focus on cultural support. In other words, entrepreneurs from
communities that culturally approve of entrepreneurship are not more optimistic than
those who live in communities in which entrepreneurship is not culturally approved, and
this applies to all categories of entrepreneurs. However, the opposite is true for social
capital: potential and novice entrepreneurs who work in communities where there is an
informal support network for entrepreneurs tend to be less optimistic about future
entrepreneurial opportunities than those who do not have access to these informal
networks. As in the case of internal motivations, this effect disappears in the case of
experienced entrepreneurs. It is important to note that the plots in Figure 4 do not show
how an entrepreneur changes his or her vision about potential business opportunities
(Ardichvili et al., 2003; Haynie et al., 2012, Keh et al., 2002) but how optimistic (about
future business opportunities) entrepreneurs with different entrepreneurial experience are.
Altogether, these results suggest that optimism is really reserved for new entrepreneurs

who are mostly driven by internal motivations rather than by external motivations.

Table 12: Tests on the Joint Significance of the Interaction Terms and the
Corresponding Variables

Lack of fear of failure  Self-efficacy Cultural support Social capital

Non-entrepreneurs p-value =0 p-value =0 p-value =0 p-value =0
Potential entrepreneurs p-value =0 p-value =0 p-value =0 p-value =0
Nascent entrepreneurs p-value =0 p-value =0 p-value =0 p-value =0
Baby businesses p-value =0 p-value =0 p-value =0 p-value =0
Established businesses p-value =0 p-value =0 p-value =0 p-value =0

Note: The null hypothesis is that the variables (each proxy for length of entrepreneurial experience, each
motivation—internal and external—and their interactions) are all equal to zero.
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Figure 4: Relationship between Optimism and Length of Entrepreneurial
Experience under Different VValues of the (Internal and External) motivation
variables, marginal effects
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Optimism about future business opportunities
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3.6. Discussion and Conclusions

This study analyzed the differences in optimism about the emergence of future business
opportunities between entrepreneurs and non-entrepreneurs and among entrepreneurs
with entrepreneurial experience of different lengths. This analysis was conducted using

the APS assembled by the GEM consortium and covers the period 2001-2010.

Firstly, the findings are consistent with previous studies indicating that young individuals
and men tend to be more optimistic about future opportunities than women or older
individuals. Secondly, I contribute to the literature by providing more evidence about the
key role played by experience in shaping individuals’ optimism around future business
opportunities. The results show that entrepreneurs generally tend to be more optimistic
than non-entrepreneurs although more experienced entrepreneurs tend to be less
optimistic than new entrepreneurs. These findings are consistent with previous studies
about the relationship between opportunities and experience or non-theoretical knowledge

(e.g., Kor et al., 2007).

Thirdly, the results show that both internal and external motivations are positively
correlated to optimism and condition the relationship between optimism and length of
entrepreneurial experience. Novice and potential entrepreneurs who are confident about
their capabilities and are not concerned about future failure tend to be more optimistic
about the emergence of future possibilities than their peers who do not share the same

internal motivations. Also, this is not the case for experienced entrepreneurs. The findings
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about external motivations suggest that all types of entrepreneurs who live in
communities or countries where entrepreneurship is perceived as a respectable career
option (i.e., entrepreneurship is culturally supported) are not more optimistic than those
who live in communities where there is not cultural support for entrepreneurship. Also,
potential and novice entrepreneurs who work in communities rich in social capital for
entrepreneurs tend to be less optimistic about future entrepreneurial opportunities than
those who live in environments where there is not social capital to support the activities
of the entrepreneurs. Ultimately, potential and novice entrepreneurs who are driven by
internal motivations tend to be more optimistic about the emergence of future
entrepreneurial opportunities. Thus, | provide more evidence about the key role played by
internal motivations in shaping individuals’ optimism about future business opportunities.
This result is consistent with the general view in the cognitive literature that novice
entrepreneurs tend to use less structured mental maps when assessing potential
opportunities because of their lack of experience with the result that they tend to be

subject to over-optimism (Allison et al., 2000; Baron & Ensley, 2006).

These results cast some light on the type of policies that are needed to support
entrepreneurship. Novice and potential entrepreneurs need to be helped to counterbalance
the effects of their over-optimism and need to be taught how to assess the expected costs
and benefits of entrepreneurial activity in a realistic way. Doing so may potentially reduce
the risk of new ventures failing in the first years of life with the result that useful

resources are not wasted in unsuccessful projects.
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Appendix B: List of countries surveyed by GEM over the period 2001-2010 and number of individuals surveyed by country and year.

Year survey was administered

Country 2000 2002 2003 2004 2005 2006 2007 2008 2009 2010 '°%

United States 1983 7059 9197 2007 2021 3093 2166 5249 5002 4000 41777
Russia 2012 2190 0 0 0 1894 1939 1660 1695 1736 13126
Egypt 0 0 0 0 0 0 0 2636 0 2769 5405
South Africa 1827 6993 3262 3252 3268 3248 0 3270 3135 3279 31534
Greece 0 0 2000 2008 2000 2000 2000 2000 2000 2000 16008
Netherlands 2013 3510 3505 3507 3582 3535 3539 3508 3003 3502 33204
Belgium 2038 4057 2184 3879 4047 2001 2028 1997 3989 2000 28220
France 1991 2029 2018 1953 2005 1909 2005 2018 2019 2012 19959
Spain 2016 2000 2000 16980 19384 28306 27880 30879 28888 26388 184721
Hungary 2000 2000 0 2878 2878 2500 1500 2001 2000 2000 19757
Italy 1973 2002 2003 2945 2001 1999 2000 3000 3000 3000 23923
Romania 0 0 0 0 0 0 2046 2206 2093 2235 8580
Switzerland 0 2001 2003 0 5456 0 2148 0 2024 2002 15634
Austria 0 0 0 0 2197 0 2002 0 0 0 4199
UK 4899 16002 22010 24006 11203 43033 41829 8000 30003 3000 203985
Denmark 2022 2009 2008 2009 2010 10000 2001 2012 2012 1957 28040
Sweden 2056 2000 2025 26700 2002 2003 2001 0 0 2492 41279
Norway 2874 2036 2040 2883 2015 1999 1996 2049 2029 2002 21923
Poland 2000 2000 0 2001 0 0 0 0 0 0 6001
Germany 7058 15041 7534 7523 6577 4049 0 4751 6032 5552 64117
Peru 0 0 0 2007 0 1997 2000 2052 2021 2108 12185
Mexico 2014 1002 0 0 2011 2015 0 2605 0 2605 12252
Argentina 1992 1999 2004 2003 2008 2007 2018 2031 2008 2001 20071
Brazil 2000 2000 2000 4000 2000 2000 2000 2000 2000 2000 22000
Chile 0 2016 1992 0 1997 2007 4008 2000 5000 7195 26215
Colombia 0 0 0 0 0 2001 2102 2001 2055 11029 19188
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Chapter 4. Growth Expectations through Innovative Entrepreneurship:
The Role of Subjective Valuations and Length of Entrepreneurial
Experience.
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Growth Expectations Through Innovative Entrepreneurship: The Role of Subjective

Valuations and Length Of Entrepreneurial Experience

4.1. Introduction

A rich body of research has examined the determinants of firm growth (e.g., Davidsson,
1991; Steffens et al., 2009; Wiklund et al., 2003), identifying three prerequisites that must
be fulfilled for a firm to grow: (1) opportunities available for the firm, (2) the ability to
recognize and capture these opportunities successfully, and (3) firm decision makers’
motivation to pursue these opportunities (Davidsson, 1991). According to Autio and Acs
(2010), among these factors, the latter one, which refers to the willingness to grow, has
received less attention. Several theoretical and empirical studies have pointed out that
there are many factors influencing both firms and entrepreneurs in their intention and
willingness to grow (e.g., Cliff, 1998; Davidsson, 1991; Gundry and Welsch, 2001). For
example, it has been suggested that some entrepreneurs have an innate desire to grow,
whereas other entrepreneurs rationally evaluate the best choice among strategic
orientations. In this regards, Rosenbusch et al. (2011) pointed out that entrepreneurs are
likely to conclude that innovation benefits firm development irrespective of the
circumstances. Considering that prior research has suggested that entrepreneurs do not
necessarily follow normative models in their thinking, their knowledge structures,
assessments, judgements, and decisions may be different from managers (e.g., Busenitz
and Barney, 1997). In this regards, even when personality variables and motivations have
been included into the analysis (e.g., Verheul and Van Mil, 2008), there is still little
evidence about how heuristics, such as mental simulations that lead to subjective
valuations, may foster over-optimistic growth aspirations. Considering the contributions

the cognitive perspective has provided to the field (see Baron, 2004; Shepherd, 2015), it
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has been suggested that studying the impact mental simulations may have on several

dimensions of the firm is fertile territory for further research.

The purpose of this study is to fill a gap in the literature, motivated by prior calls (e.g.,
Mitchell et al., 2007; Shepherd, 2015) to attend to the effect of strategic orientation and
experience on self-reflection in order to construct aspirations. Specifically, this study
focuses on the role subjective valuations play in regard to entrepreneurs’ growth
aspirations. Therefore, this study attempts to contribute to the current discussion on
entrepreneurial cognitions by proposing a model constructed using a heuristic-based
approach that investigates how entrepreneurs increase their growth aspirations based on
their subjective valuations and beliefs about the best alternative or mechanism to reach
their goals. This study extends previous works (e.g., Cliff et al., 2006; Dutta and
Thornhill, 2008) by focusing on the cognitive coherence among strategic orientation,
subjective valuations, and growth aspirations. In terms of the entrepreneurship process,
this study centers on the stage before any real outcomes unfold as it is individuals’
entrepreneurial intentions that lead to behaviors. However, this study aggregates new
evidence in the attempt to more fully understand the connection between innovative
entrepreneurship and performance outcomes. Furthermore, this study explains
entrepreneurs’ over-optimism in the innovation-performance relationship (Rosenbusch et

al., 2011).

This research is based on the paradigm that human functioning is a result of the interplay
between personal, behavioral, and environmental influences (Bandura, 1986);

consequently, pre-conceived ideas and beliefs—denoted by experiences and mental
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simulations—are determinants of behaviors (Krueger, 2003). It is important to mention
that while entrepreneurs’ intentions—and thus their decision making—may be profoundly
influenced by their surrounding context (Dutta and Thornhill, 2008), the following
analysis will focus on self-created images: mental simulations and expectations. Drawing
upon this cognitive perspective and grounded by a heuristic-based approach, | propose
that the length of entrepreneurial experience moderates the relationship between
developing an innovative strategy and subjective valuations of innovation, whereas,
through the development of innovative entrepreneurship, entrepreneurs’ confidence in
innovation directly and indirectly determines how ambitious they are regarding their

aspirations for growth.

It is important to note that similar to studies like Koellinger (2008), this research
distinguishes between innovative and imitative entrepreneurship (at the market level
rather than on a global scale), considering innovation as a subjective concept that depends
on the perspective of the observer. Concretely, for the purpose of this study, individuals
act as imitative entrepreneurs when they start new ventures that essentially replicate
prevailing practices, and innovative entrepreneurs when they found firms that exhibit
novelty and difference, either at product-market level, technological processes and novel
organizational designs (CIliff et al., 2006). The length of entrepreneurial experience is
considered an indicator that includes all the pre-conceived beliefs and knowledge that an
individual acquires while involved in entrepreneurial activity (Davidsson and Honig,
2003; Felin and Zenger, 2009; McMullen and Shepherd, 2003). Furthermore, this study
assumes that subjective valuations emerge from mental simulations, which are a form of
heuristic to estimate probability and causality (Gaglio, 2004; Mitchell et al., 2007).

Finally, in accordance with Autio and Acs (2010), growth expectations are considered an
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entrepreneur’s intentions and expected goals of the growth trajectory she or he would like

the venture to follow.

4.2. Theoretical background and hypothesis

A heuristic-based approach argues that individuals are subjects to cognitive biases due to
the utilization of simplified decisions rules (Busenitz and Barney, 1997; Mitchell et al.,
2007). Having a heuristic-based logic enables individuals to make sense of uncertain and
complex situations. Entrepreneurs, in particular, are regularly involved in these kinds of
situations. For example, it has been argued that entrepreneurs have innovative ideas that
are not always very linear or factually based. In this sense, heuristics not only affect the
process of opportunity recognition but also impact strategic decision making under
uncertainty (Hodgkinson et al., 1999). By using heuristics, entrepreneurs take greater
risks than they think they are taking because, given the nature of heuristics, there are
unperceived risks involved in the decision-making process since relevant information is
ignored (e.g., proper data or sufficient analysis). Consequently, even when it is
recognized that there are several forms of innovative entrepreneurship, the focus will be
on any variance from purely imitative entrepreneurship. In other words, the comparison is
going to be between imitative entrepreneurs and innovative entrepreneurs regardless the

degree of innovativeness.

Expectations are one of the most important components in decision models, so they have

been included in several theories of human behavior, including economic theory, decision
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theory (March, 1994; Townsend et al., 2010), and expectancy theory (Vroom, 1964),
among others. When decision-making processes rely on heuristics, optimistic
expectations are very likely to result, and although heuristics are more effective when an
individual lacks experience (Hodgkinson et al., 1999)—turning experience into a
“compass” that constantly corrects their comprehension of reality for sense-making
purposes (Brannback and Carsrud, 2009)—heuristics lead to decisions that are
characterized by three features (Mitchell et al., 2007): they are at least partially
subjective, they are influenced by personal beliefs that are guided by specific methods for
solving problems for which no formula exists, and they are based on informal processes
and experiences (Busenitz and Barney, 1997; Busenitz and Lau, 1996; Simon and
Houghton, 2002). Consequently, subjective valuations are a form of heuristics built from
mental simulations, which are cognitive mechanisms people use when making decisions
based on personal criteria. As such, subjective valuations of innovation are constructed by
personal appraisals as a consumer of innovation, and they occur at both the individual and

firm levels.

4.2.1. Innovative entrepreneurship and growth aspirations

Several theories consider that current behavior is a function of individual expectations. If
so, individuals necessarily must believe that exerting certain effort can reach some level
of performance, which itself must result in the achievement of a particular goal. In this
sense, there is a relationship between effort, performance, and expected achievements.
This relationship of pre-conceived beliefs has been observed in a meta-analysis by

Rosenbusch et al. (2011), who remarked that entrepreneurs tend to have several
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arguments about the importance of innovation, such as the belief that innovation benefits
new businesses irrespective of the circumstances, so entrepreneurs tend to believe that
innovation is always the better approach (Rosenbusch et al., 2011). In this sense, they are

more likely than non-entrepreneurs to perceive that success comes after innovation.

The argument that innovation affects business success has been explicitly recognized in
several works (e.g., Bausch and Rosenbusch, 2005; Heunks, 1998; Rauch and Frese,
2007); however, it is important to note that success can be manifested in several ways,
with firm growth being one of these ways (Dutta and Thornhill, 2008). Previous research
on the relationship between innovation and growth at the firm level has identified several
mechanisms through which entrepreneurial innovativeness exerts such effects, such as by
enabling firms to gain more loyal customers (e.g., Lieberman and Montgomery, 1988) or
evade price competition (e.g., Porter, 1980) or by imposing entry barriers to avoid

potential threats (e.g., Greene and Brown, 1997).

One way to analyze the relationship between innovation and growth expectations is to
simply assume that entrepreneurs believe that unless they do not do something
innovative, they are unlikely to achieve high rates of expansion in their business since
there will be intense levels of competition. Alternatively, it is possible to argue that there
is a relationship between risks and rewards (Krueger and Brazeal, 1994; Miller and
Friesen, 1982) such that individuals rationally accept a risky option only if the expected
rewards of that option justify the risk assumed. For instance, Baron (2004) analyzed why
some individuals decide to become entrepreneurs and suggested that people who choose

to become entrepreneurs tend to frame many situations in terms of losses. Grounded in
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prospect theory, which is centered on the concept of subjective value (i.e., gains or losses)
in terms of a reference point, the author suggested that entrepreneurs focus on the
possibilities for economic gains they will forfeit if they ignore or overlook an opportunity
and continue to work for an existing organization (pp. 224-225). The same logic can be
used to explain the relationship between innovation and firm growth. Even though
innovative entrepreneurship could be considered riskier than imitative entrepreneurship,
entrepreneurs who expect greater outcomes from having an innovative orientation rather

than an imitative orientation are more likely to pursue innovative entrepreneurship.

Within the entrepreneurship literature, studies have found that entrepreneurs tend to
believe that things will work out. Specifically, evidence suggests that entrepreneurs tend
to have an inflated illusion of control in situations and can control results that are beyond
their range of action (i.e., are exogenous by nature), and they sometimes tend to believe
that exceptions confirm the norm. As such, using only a small sample of information,
entrepreneurs often consider themselves ready and able to draw conclusions (e.g., Simon
et al., 2000). In this sense, strong evidence has been presented to conclude that
entrepreneurs tend to be over-optimistic (e.g., Baron, 1998; Cassar, 2010; Cooper et al.,
1988). Lacking input from the environment (i.e., diagnostic cues), entrepreneurs tend to
rely on associations about others’ cues, which are normally positive outcomes (Simon and
Houghton, 2003), and they often underestimate risks and difficulties in their businesses
and overestimate the likelihood of success (Baron, 1998, 2004; Cassar, 2010; Cooper et
al., 1988; Ucbasaran et al., 2010). As a result, pursuing an innovative strategy should

reflect a high desire to succeed. This leads us to propose the following:
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H1: Entrepreneurs engaged in innovative entrepreneurship are more likely to have

higher growth expectations.

4.2.2. Subijective valuations and growth expectations

Individuals use knowledge structures to make assessments and judgments affecting the
decision-making process. In this regard, the cognitive entrepreneurship literature has
shown that entrepreneurs tend to make decisions based more on heuristic-based logic than
on causal information processing (Baron, 1998; Busenitz and Barney, 1997; Simon et al.,
2000). Heuristics are defined as simplifying strategies that individuals use to manage
information and make sense of complex and ambiguous situations, such as counterfactual
thinking and mental simulations (Gaglio, 2004; Mitchell et al., 2007). Indeed, one of the
most common ways individuals make sense of events is through the use of mental

simulations.

The imaginary construction of a series of events based on a successive sequence of
actions enables individuals to anticipate future scenarios and imagine strategies and
tactics that would lead to the achievements of certain goals, such as firm growth (Gaglio,
2004). In this sense, mental simulations lead to subjective valuations, which themselves
stem from experiences, judgements, and beliefs that individuals hold about people,
objects, or events (CIiff et al., 2006). Evidence suggests that entrepreneurs are prone to
using their own judgements to evaluate situations (McVea, 2009), so their criteria depend

on parameters like their own personal experiences, emotions, and subjective valuations.
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While there are studies about subjective valuations that have observed how perceptions of
what is considered appropriate can differ greatly among managers and companies (e.g.,
Miller, 1996), entrepreneurs are characterized by their (over-)confidence, which is
necessary to motivate individuals to go further with their decisions, such as start a
business or define a certain innovative strategy (e.g., Koellinger et al., 2007; Markman et
al., 2002). Along these lines, Hmieleski and Baron (2008) suggested that entrepreneurs,
who are generally confident in their abilities, knowledge, and experience, tend to lead
their firms toward challenging growth rates. This implies that entrepreneurs may tend to
perceive themselves as being competent to implement more risky strategies (i.e.,
innovative orientation), enabling them to perform—and so their firms—at certain levels
of performance, so they feed on their beliefs. Empirical research has confirmed this
relationship between confidence and performance (e.g., Baum and Locke, 2004; Forbes,

2005).

Further, since in the absence of cues, individuals tend to observe instances with positive
outcomes (Busenitz and Barney, 1997; Simon and Houghton, 2003), entrepreneurs are
likely to make associations that make them over-confident. Considering that growth
aspirations combine what the entrepreneur wants with what is possible given the
capabilities of the entrepreneur and available resources, with a similar number of
available resources, over-confident entrepreneurs will have more perceived capabilities
and consequently more growth aspirations. It is important to consider, though, that
Hayward et al. (2006) remarked that people’s confidence can be manifested under
different and independent processes, such as confidence in knowledge, predictions, and
personal abilities. Therefore, being confident in innovation can denote optimism about

future outputs. Since confident entrepreneurs tend to have higher hopes for success
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(Rauch and Frese, 2007), confidence and aspirations should be related (Hayward et al.,

2010). Based on these arguments, | posit the following hypothesis:

H2: Entrepreneurs who has higher subjective valuations in innovation will be more likely

to have higher growth expectations.

4.2.3. Innovative entrepreneurship and subjective valuations

Economic theory calls the functions that relate to objective values and subjective
desirabilities “preference functions,” and the form of these preference functions is
inferred from a person’s observed behavior. In this sense, choices reflecting subjective
desirability are central to nearly all economic theories of decision making. When
entrepreneurs pursue an innovative orientation—since logical reasoning replaces lack of
evidence in uncertain environments (e.g., the introduction of pioneer products)—
intuitively, but still rationally, they must consider that innovation is a better choice than
imitation. Thus, the likelihood of trusting in innovation should be higher in individuals
who pursue innovative entrepreneurship. In this regard, neuroscience studies provide
evidence that the subjective value of potential rewards is explicitly represented in the
human brain (e.g., Kable and Glimber, 2007), so decision-making processes may be

actively influenced by subjective valuations.

Moreover, it has been argued that over-optimism can be affected by susceptibility to

cognitive biases based on what entrepreneurs believe about themselves (Forbes, 2005). In
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this sense, over-optimism and over-confidence are related. According to Busenitz and
Barney (1997), entrepreneurs are often susceptible to the use of certain decisions-making
biases and heuristics that tend to slant their judgements in a positive direction. Similarly,
Simon and Houghton (2003) suggested that over-confidence is more likely to occur when
individuals make predictions regarding less repetitive decisions, such as product
introductions that are pioneering. In this regard, Hayward et al. (2006) remarked that
people’s confidence can be manifested under different and independent processes, such as
their confidence in knowledge, predictions, and personal abilities. High levels of
optimism thus appear to enhance entrepreneurs’ reliance on heuristic thinking (Hmieleski
and Baron, 2008). Hence, current subjective valuations of innovation are nurtured by
prior decisions, such as the prior image of innovation that led entrepreneurs to act as

innovators in the first place.

Considering that over-confidence has strategic implications, such as increasing an
individuals’ probability of making risky products (Simon and Houghton, 2003), and that
when entrepreneurs process new information and form expectations, they put a great deal
of weight on prior beliefs (Parker, 2006), entrepreneurs’ reasoning behind pursuing
innovative entrepreneurship may trigger their current image of innovation. Since
entrepreneurs are not cognitively homogeneous (Forbes, 2005), engaging in innovative
entrepreneurship should lead to certain mental simulations that increase their confidence

in innovation. On the basis of this reasoning, the following is proposed:

H3: Entrepreneurs engaged in innovative entrepreneurship have a greater propensity to

trust in innovation.
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It is important to note that the above hypothesis does not discuss how initial subjective
valuations of innovation determine a certain strategy. Considering that subjective
valuations are a continuous feature that is modified constantly, the focus is only of the
(over-)confidence that entrepreneurs have in their prior decisions. Although | recognize
that entrepreneurs’ prior image of innovation may determine whether they pursue
imitative or innovative strategies, this hypothesis does not discuss this potential
bidirectional relationship. Instead, | argue that entrepreneurs involved in innovative
entrepreneurship are more likely to nurture their subjective valuations based on their

previous decisions (i.e., having developed innovative entrepreneurship).

4.2.4. Mediating effects of subjective valuations

As noted above, there are both empirical and theoretical arguments to suggest that
innovative entrepreneurship contributes to growth expectations. Despite these arguments,
there is another viewpoint suggesting that an individual’s attitudes toward growth may be
only partly attributable to an innovative orientation. Psychological studies have observed
that while individuals may have similar experiences or observations, those experiences
and observations themselves do not necessarily induce the same beliefs or action patterns
in different people. In this sense, observations and experiences offer only some
understanding about entrepreneurs’ behavior (March et al., 1991). According to Felin and
Zenger (2009), one way to conceptualize experiences and observations is to think about
these as fragmented lessons or data that inform—but do not determine—eventual

entrepreneurial beliefs. In this sense, it is possible to argue that subjective valuations of
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innovation may or may not enhance expected positive outcomes related to innovative
entrepreneurship; innovation only matters when an entrepreneur believes that a strategy

itself has attractive potential to affect firm performance.

Individuals’ actions are mostly determined by their intentions, which are driven by
beliefs. As such beliefs have proven to be one of the most important predictors of
behavior (e.g., Krueger, 2003). However, perceptions about a positive relationship
between innovation and performance underlie an individual’s mental image of future
venture outcomes, where the level of reliance with the ongoing strategy ultimately
determines entrepreneurs’ expectations. Evidence has suggested that expectations are
more related to cognitions than to actions, so growth motivations are the outcome of
expected growth and individual valuations of achieving growth (Verheul and Van Mil,
2011). As noted above, entrepreneurs suffer from optimistic biases about their chances of
success (e.g., Baron, 1998; Cassar, 2010; Simon et al., 2000) and perceive existing risks
as being smaller than they are (e.g., Baron, 2004), so entrepreneurs should have a higher
tendency to over-trust innovation. Nevertheless, an increase in growth aspirations will

only occur if innovative entrepreneurs trust in the potential benefits that innovation has.

Cassar (2010) suggested that “over-optimism tends to be exacerbated when tasks are
perceived to be controllable and therefore is likely to be heightened if aspirations are
based upon planned activity” (p. 824). Several studies have shown that innovation
demands substantial resource consumption and may also lead to increased uncertainty and
risks. In addition, evidence shows that the highest rates of business failure are observed

among innovative firms, which makes innovation an alternative strategic orientation with



150

several positive and negative tradeoffs. In this sense, entrepreneurs’ level of skepticism
must enable them to make better judgements about the feasibility of the chosen strategy
and the likelihood of developing it successfully. Innovative entrepreneurs need customers
(i.e., individuals or businesses) who are willing to buy new products and services and to
try products and services that utilize new technology. Namely, they need customers who
are receptive to such innovations and tend to believe they will improve their lives (Levie,
2010). Accordingly, if entrepreneurs tend to exclusively believe that these conditions are
covered, the more confident they will be in innovation, leading to higher subjective
valuations of innovation. In other words, to the extent that innovative entrepreneurship
can make entrepreneurs better attuned to the strategic orientation at hand, their subjective
valuations of innovation can both increase and decrease, with each option having
different consequences for their growth expectations. Therefore, the following hypothesis

is put forth:

H4: Subjective valuations of innovation mediate the relationship between innovative

entrepreneurship and growth expectations.

4.2.5. Moderating role of entrepreneurial experience

As mentioned previously, experience provides information for judgements as a form of
fragmented lessons, or data (Felin and Zenger, 2009), so entrepreneurs’ criterion for the
interpretation of reality—to a greater or lesser extent—is modified while they acquire

experience. Implicitly, it is assumed that valuations of innovation are constructed based
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on complex parameters, where both theoretical and tacit knowledge play a key role in the
elaboration of mental simulations (e.g., Cliff et al., 2006; Dimov, 2010; Shane, 2000).
Considering that perceptions of reality are dynamic and interpretations are subject to
revision and replacement (Brannback & Carsrud, 2009), it is possible to explain issues
like why the likelihood of innovation decreases with firm age despite available resources
(Huergo and Jaumandreu, 2004). Bager and Schgtt (2004) suggested that differences in
aspirations among entrepreneurs may be due to a survival bias, with novice entrepreneurs
usually having a less realistic image of the future than established entrepreneurs; hence,
the length of entrepreneurial experience should influence the relationship between
strategic orientation (i.e., imitative or innovative entrepreneurship) and subjective

valuations of innovation.

Considering this line of thinking, established organizations are more likely to already
have developed routines, so their activities are institutionalized. However, novice
entrepreneurs without pre-developed practices must rely on their own interpretations of
reality and their perceptions to make decisions (Gartner et al., 1992). In this sense,
entrepreneurs are likely to be more susceptible to cognitive biases in the earliest years of
a venture’s existence, but this susceptibility is likely to diminish when the entrepreneurs
acquire experience (Forbes, 2005). Consequently, the relationship between innovative
entrepreneurship and subjective valuations of innovation depends on entrepreneurial

experience. Formally, | offer the following:

H5: Entrepreneurial experience moderates the relationship between innovative
entrepreneurship and subjective valuations of innovation such that this relationship is

weaker for entrepreneurs with more entrepreneurial experience.
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In sum, this study proposes a moderated mediation model of the role of subjective
valuations of innovation on strategic orientation and growth aspirations. The model
suggests that subjective valuations of innovation mediate the relationship between
innovative entrepreneurship and growth expectations. | expect that there will be a positive
effect on subjective valuations of innovation for innovative entrepreneurs and that this
relationship is in turn moderated by the length of entrepreneurial experience. | also expect
a positive relationship between innovative entrepreneurship and growth expectation.
Further, it is argued that subjective valuations of innovation may promote growth

expectations. The overall theoretical model is outlined in Figure 5.

Figure 5: Conceptual model of moderated mediation.

Length of
entrepreneurial
experience

Subijective valuation of
innovation
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4.3. Method

The model is tested by using the individual-level data for 24 countries that participated in
an Adult Population Survey (APS) that was carried out as part of the GEM during 2011.
These countries are South Africa, Hungary, Romania, United Kingdom, Sweden, Poland,
Peru, Mexico, Argentina, Chile, Malaysia, Thailand, Korea, China, Pakistan, Iran,
Algeria, Croatia, Slovenia, Bosnia and Herzegovina, Slovakia, Venezuela, Uruguay,

Trinidad and Tobago, Jamaica, Bangladesh, and Taiwan.

Specifically, an initial APS database of more than 162,724 interviews with adult
individuals from 18 to 64 years old was used (Reynolds et al., 2005). After the sample
was restricted to only entrepreneur participants of the IIIP survey of innovation
confidence developed by the Institute for Innovation & Information Productivity (see
Levie, 2010), the total number of observations in my sample is 11,5792 The GEM
database is considered suitable since it is focused on measure of differences in
entrepreneurial attitudes, activity, and aspirations of individuals from different economies

across the globe, thereby enabling representativeness.

2 For entrepreneurs involved in more than one business, the selection criterion is based on time.
Consequently, information for an entrepreneur’s oldest venture is analyzed.
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4.3.1. Measures

Growth aspirations. Firm growth ambitions were empirically examined in terms of
employment. Similar to previous studies (e.g., Autio, 2007; Autio and Acs, 2010; Hessels
et al., 2008; Verheul and Van Mil, 2011), this measure is based on the number of jobs an
individual expects to have in the next five years. In concordance with Autio and Acs’
(2010) procedure, a natural logarithm of expected jobs was used after removing and

resetting extreme cases.

Innovative entrepreneurship. Following Koellinger (2008), the profile of innovativeness
was measured using three questions relating to innovation. These questions ask about (1)
the novelty of the technology ventures attempt to use, (2) the novelty of the product or
service for potential customers, and the expected degree of competition in the market.
The responses to these questions were categorized into three answers options. Since the
concern of this study was primarily with the distinction between entrepreneurs with pure
imitative strategies and those who carry out any type of innovation, consistent with
Koellinger (2008), | used the strictest possible definition that the data allow. Hence,
imitative entrepreneurship (0) was categorized as entrepreneurs who answer that they do
not use new technologies nor procedures for their products or services, that none of their
customers consider their product or service new or unfamiliar, and that they have many
business competitors. Any other combination of these variables was categorized as

innovative entrepreneurship (1).
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Subjective valuations of innovation. This construct was measured using two instruments
developed by Levie (2010). The first construct is the innovation confidence index, which
is measured using three dimensions: willingness to buy new products or services,
willingness to try products or services that involve new technology, and the belief that
new products or services will improve one’s life. Each question was measured using a
five-point Likert scale, where 1 indicates strong disagreement with the statement and 5
indicates strong agreement. The second construct is the organizational innovation index,
which includes three items: (1) “In the next six months, the organization that you work
for is likely to buy products or services that are new to the organization,” (2) “In the next
six months, you are likely to try products or services that use new technologies in your
daily work for the first time,” and (3) “In the next six months, new products and services
will improve your working life.” Similar to the first instrument, respondents rated their
level of agreement with each item using a Likert scale ranging from 1 (strongly disagree)
to 5 (strongly agree). The internal consistencies of these groups of questions were
measured using Cronbach’s alpha. The analysis revealed the reliability of the scale
(Alpha = .9), so a variable-reduction procedure using principal component analysis was

conducted.

Length of entrepreneurial experience. This is a categorical variable that reflects the
following categories: (1) nascent entrepreneurs, who are individuals actively involved in
setting up their own business; (2) young business owners, who are owners and managers
of a business that has existed for 42 months or less; and (3) established business owners,

who are owners and managers of a business that has existed for more than 42 months.
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Similar to Hessels et al. (2011), in cases in which an individual belongs to more than one

category, the highest applicable level was assigned.

Control variables. In addition to country dummies, a total of seven control variables were
included. At the individual level, entrepreneurs’ age, gender, and educational level were
controlled because entrepreneurs’ characteristics may be associated with the
entrepreneurial decisions they make. Educational level was measured with seven
categories: (0) pre-primary, (1) primary, (2) lower secondary, (3) upper secondary, (4)
post-secondary, (5) first stage of tertiary education, and (6) second stage of tertiary
education. At the firm level, previous research has shown that firm size, export intensity,
growth expectations, and industry play an important role in influencing innovation and
other aspects of strategic decisions. Firm size was measured by the natural logarithm of
the current number of employees within the venture. Export intensity was measured by
the percentage of customers overseas with five categories: (1) 76-100%, (2) 26—-75%, (3)
11-25%, (4) 1-10%, and (5) none. Industry was measured by grouping the specific
International Standard Industrial Classification (ISIC) codes of each firm in the main
sectors into one of four categories: (1) extractive, (2) transforming, (3) business service,

or (4) consumer oriented.
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4.3.2. Statistical procedure

This analysis boils down to two exercises. For the first set of models (Table 14), | started
by estimating the factors that determine subjective valuations of innovation using
moderated hierarchical regression. Specifically, after controlling others variables that may
provide alternative explanations for how subjective valuations of innovation emerge, |
focused on a specific strategy differencing between innovative and imitative
entrepreneurship and the ways the length of entrepreneurial experience impacts this

relationship as a moderator.

In a second exercise, | examined the effects on growth expectations through hierarchical
regressions. Basically, this set of models sought to identify the mechanism that underlies
growth expectations by observing the direct effect of strategy (imitative versus
innovative) and the indirect effect of subjective valuations of innovation in order to
clarify the nature of the relationship between innovative entrepreneurship and growth

expectations. These results are presented in Table 15.

In both tables, the first model represents the baseline control model for alternative
explanations. As a whole, these models accounted for 26% of the variation in subjective
valuations of innovation (Table 14) and 54% of the variation in growth expectations

(Table 15).
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4.4. Empirical Results

4.4.1. Descriptive statistics

Table 13 shows the sample means and standard deviations of the variables (country
dummy variables excluded) for each group of entrepreneurs. Of the whole sample, 39.4%
involves imitative entrepreneurship, whereas the other 60.6% represents entrepreneurial
activity that involves at least one innovative element, such as introducing a new product
or process or entering a market with limited expected competition. Approximately 63% of

the participants are male and 37% are females, and the average age is 42 years.

In addition, Table 13 summarizes the correlations for all variables, where the highest
correlation between any pair of independent variables was 0.265, suggesting a first line of
evidence for the discriminant validity of specific construct within the overall model. From
here, it is possible to observe that subjective valuations of innovation are positively
related to innovative entrepreneurship and growth expectations and that innovative
entrepreneurship is positively associated with growth expectations. The variance inflation
factor was estimated for all variables in the full models, and the findings indicate that

multicollinearity is not a concern since no score was greater than 1.386.

4.4.2. Hypothesis tests

Hypothesis 3 predicted a positive relationship between innovative entrepreneurship and

subjective valuations of innovation. The coefficient for innovative entrepreneurship in
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Model 2 of Table 14 is positive and significant. This suggests that innovative
entrepreneurs are more likely to have higher valuations of innovation. Therefore, this

result provides support for Hypothesis 3.

Hypothesis 5 proposes a moderating effect of the length of entrepreneurial experience on
the relationship between innovative entrepreneurship and subjective valuations of
innovation. Model 4 of Table 14 indicates that, as predicted, the interaction between
innovative entrepreneurship and the length of entrepreneurial experience is negative and
significant, suggesting that the link between innovative entrepreneurship and subjective
valuations of innovation is indeed weaker in the presence of more entrepreneurial
experience. The evidence presented is consistent with the reasoning behind Hypothesis 5,

thus providing support for the hypothesis.
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Table 13: Descriptive statistics and correlations (country dummies are excluded)

Variables Mean S.D. 1 2 3 4 5 6 7 8 9
1 Growth 1118 1.240
2 Gender 1370 0.483 -0.079 ***
3 Age 40547 12.361 -0.073 *** 0.017
4 Educational level 3.071 1.382 0.192 *** 0.017 -0.094 ***
5 Firm Size 1132  1.106 0.809 *** -0.077 *** 0.003 0.184 ***
6 Export intensity 4369 1.088 -0.197 *** 0.033 *** -0.014 -0.164 *** .0.182 ***
7 Industry 3.111 1.056 -0.053 *** 0148 *** -0.082 *** 0106 *** -0.085 *** (0,024 **
8 Length of experience  2.023 0.863 -0.019 ** -0.044 *** 0265 *** -0.067 *** 0.071 *** 0,034 *** -0.118 ***
9 Innovative entrep. 0.606 0.489 0.147 *** 0.066 *** -0.042 *** (0,093 *** 0,072 *** -0.104 *** (0,039 *** -0.098 ***
10 Valuations of innov. ~ 0.000 1.000 0.168 *** -0.008 -0.131 *** 0.026 ** 0.085 *** -0.002 0.079 *** -0.136 *** 0.127 ***

*p<0.05 **p<0.01 ***p<0.001



Table 14: Hierarchical regression analysis. Dependent variable: subjective
valuations of innovation.
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Variables Model 1 Model 2 Model 3 Model 4
Country dummies yes yes yes yes
Gender -0.033 -0.038 -0.037 -0.039
Age -0.005 *** -0.004 *** -0.005 *** -0.005 ***
Educational level 0.035 *** (0.033 *** (.033 *** (.032 ***
Firm size 0.067 *** 0.062 *** 0.060 *** 0.061 ***
Export intensity -0.021 -0.015 -0.015 -0.014
Industry 0.031 ** 0.029 ** 0.030 ** 0.027 **
Innovative entrepreneurship 0.172 *** (0.175 *** (533 ***
Length of entrepreneurial experience 0.049 **  0.132 ***
Innov. * Length -0.141 ***
R? 0.266 0.278 0.278 0.280
Adjusted R? 0.262 0.272 0.272 0.274
Change in R? 0.004 0.006 0.006 0.006

*p<0.05 **p<0.01 ***p<0.001

Table 15: Hierarchical regression analysis. Dependent variable: growth expectation.

Variables Model 1 Model 2 Model 3 Model 4
Country dummies yes yes yes yes

Gender -0.058 *** -0.059 *** -0.064 *** -0.045 ***
Age -0.007 *** -0.006 *** -0.005 *** -0.006 ***
Educational level 0.054 *** (0.052 *** 0.052 *** (.052 ***
Firm size 0.884 *** (0.882 *** 0.885 *** (.888 ***
Export intensity -0.067 *** -0.063 *** -0.063 *** -0.061 ***
Industry -0.010 *** -0.011 *** -0.011 *** -0.025 ***
Innovative entrepreneurship 0.124 *** 0.117 *** 0.104 ***
Length of entrepreneurial experience -0.090 *** -0.103 **
Valuations of innovation 0.086 ***
R? 0.540 0.542 0.679 0.675

Adjusted R? 0.538 0.539 0.677 0.673

Change in R? 0.002 0.003 0.002 0.002

*p<0.05 **p<0.01 ***p<0.001
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In the second analysis, variations in growth expectations were examined. Model 2 in
Table 15 reveals that the coefficients show a significant positive effect of innovative
entrepreneurship on growth expectations, which is in line with Hypothesis 1. Therefore,
this suggests that innovative entrepreneurs tend to have higher growth expectations than

imitative entrepreneurs (Hypothesis 1).

In regard to Hypothesis 2, which predicted that subjective valuations of innovation are
positively related to growth expectation, the coefficient in Models 4 of Table 15 is
significant. Hence, this result supports Hypothesis 2: entrepreneurs who trust in

innovation have higher growth expectations.

In respect to the mediating role of subjective valuations of innovation (Hypothesis 4),
similar to Dimov (2010) and Baron and Tang (2011), | adopted the procedure suggested
by Baron and Kenny (1986), which states that mediation occurs under certain conditions:
(1) the independent variable must significantly affect the dependent variable when the
mediator is not included in the equation, (2) the mediated variable is a significant
predictor of the mediator, (3) the mediator is a significant predictor of the dependent
variable, and (4) the effect of the mediated variable on the dependent variable diminishes
in the presence of the mediator. When the independent variable is no longer significant,
that indicates full mediation; however, when the independent variable is reduced but is
still significant, that suggests partial mediation. Table 15 shows that the coefficient
decreased from 0.124 (p < 0.001 in Model 2) to 0.104 (p < 0.001 in Model 4). Thus,
subjective valuations of innovation partially mediate the positive relationship between

innovative entrepreneurship and growth expectations. In order to test the significance of
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the mediation effects, |1 conducted a more rigorous Sobel large-sample test to estimate the
statistical significance of the indirect effects. Using an interactive calculation tool for a
mediation test (Preacher and Leonardelli, 2001), | found that the mediating effect is

significant (Sobel test = 3.44, p < 0.001). This result supports Hypothesis 4.

4.5. Discussion

4.5.1. Key findings and implications

The results suggest that innovative entrepreneurs present more confidence in innovation
than imitative entrepreneurs, although acquiring entrepreneurial experience makes this
relationship weaker. As Figure 6 shows, on average, mature entrepreneurs—both
innovative and imitative—tend to have less confidence in innovation than novices.
Similarly, on average, a novice innovative entrepreneur will have more confidence in
innovation than a novice imitative entrepreneur, and the same occurs if mature
entrepreneurs are compared. However, on average, a novice imitative entrepreneur will
have more confidence in innovation than a mature innovative entrepreneur. It is important
to remark that Figure 6 does not show how entrepreneurs change their subjective
valuations of innovation across the whole entrepreneurial process; rather, the figure
shows the relationship of subjective valuations of innovation for different groups of

entrepreneurs at different stages in the entrepreneurial process.

Further, the results indicate that while innovative entrepreneurs tend to present higher

growth expectations per se, subjective valuations of innovation play an important role in
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governing the relationship between developing innovative entrepreneurship and growth
expectations. Having confidence in innovation has a direct effect on growth expectations
and also an indirect effect through the development of innovative entrepreneurship.
Certainly, it is important to mention that pre-conceived ideas about innovation are also
part of valuations of innovation before any strategic decision is made. However, former
opinion about innovation was not measured, and in this sense, details about these pre-
conceived ideas are beyond the scope of this research. Although I attempted to overcome
with this limitation with the length of entrepreneurial experience, no specific information

regarding these ideas is covered in this study.

Figure 6: Mean values of subjective valuations on innovation for each type of
entrepreneurial strategy through different entrepreneurial stages
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Consistent with prior research, this study suggests that entrepreneurs—particularly

novices—tend to be over-optimistic about their own beliefs (e.g., Cassar, 2010). This
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over-optimism in young entrepreneurs is also observed in their under-estimation of the
risks they face. Early-stage entrepreneurs showed more confidence in innovation, being
comparatively more willing to buy, try, and believe that entrepreneurial innovativeness is
the best way to reach their goals (i.e., growth expectations). Even though this study does
not analyze firm outcomes, Hayward et al. (2010) suggest that over-confidence is one of
the most damaging errors of judgments affecting over-entry into new markets and
commitment to risky new projects and assets (Camerer and Lovallo, 1999; Simon and
Houghton, 2003). Hence, projections based on the results of this study may reinforce
prior studies that suggest that fostering a high emphasis on innovative behaviors may

indeed be harmful for firm growth (e.g., Stenholm, 2011).

Implicitly, the model presented in this study suggests that individuals have causal
rationality, which is nurtured by heuristic-based logic. Previous studies have observed
that entrepreneurs collect, process, and evaluate information in a more intuitive manner
than managers (e.g., Lindlom et al., 2008). That is, entrepreneurs tend to use cognitive
shortcuts instead of logical-rational information processing, which is sometimes
beneficial in producing superior results but also can lead to errors (e.g., erroneous
evaluations and decisions). From a heuristic-based perspective, the entrepreneurship
literature has noted that “entrepreneurs may often make significant leaps in their thinking
leading to innovative ideas that are not always very linear and factually based” (Mitchell
et al., 2007, p. 7). Considering that innovation may not be necessarily beneficial to
subject matter experts (Rosenbush et al., 2011; Stenholm, 2011) and that entrepreneurial
decision-making processes are often pursued using perceived tradeoffs between upsides
and downsides—where apparently positive information is processed differently from

negative  information—a context that aggressively encourages innovative
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entrepreneurship could cause entrepreneurs to become overly optimistic about innovation
and employment. Overall, the present results serve to emphasize an important point:
growth expectations are nurtured by an innovation orientation, which itself is fed by
personal beliefs about innovation. These beliefs may lead entrepreneurs to conclude
(erroneously or not) that they must pursue innovative strategies and that by doing so, they

are very likely to have positive outcomes.

On the other hand, it is important to note that the nature of innovation is local (e.g.,
Koellinger, 2008) and that strategic orientation shapes how the environment is perceived
(e.g., Lumpkin and Dess, 1996). Hence, individuals’ mental image of innovation and the
fact that an innovation does not necessarily mean creating something drastically new (i.e.,
it can also include small novelties in a small communities [Oslo manual, 2005]) suggest
that radical positive changes may also emerge from subjective notions of innovative
opportunities. However, it may be possible that most innovation is developed through
entrepreneurial bricolage (Baker and Nelson, 2005), thus depending on a series of
external factors and processes, which may (or may not) generate in real growth
(Davidsson, 1991; Steffens et al., 2009; Wiklund et al., 2003). Undoubtedly, the story is

not complete, and there is still fertile space for further research.

4.5.2. Limitations and suggestions for future research

It is important to consider the nature of the variables used in this study. For instance,

innovative orientation and confidence in innovation are used to try to analyze whether
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there is consistency among entrepreneurs and whether these variables influence
entrepreneurial expectations. Overall, the model presented in this study is constructed
mostly considering the subjective perceptions of individuals and the virtuous/vicious
circle that emerges from decisions based on their assessments and judgements. Therefore,
this study is focused on how growth expectations are affected by an innovative
orientation and how personal subjective valuations nurture this relationship. It is
important to note that no distinction was made between different types of innovation;
instead, distinction among entrepreneurial innovativeness was measured using subjective
judgements. In this sense, this study considers innovation based on what the individual
perceives as innovation, which may lead to an over-representation of this group, and so
other definition of innovation more strict may derived in different results. Future studies
that address this issue, differentiating between types of innovations (e.g., at the process,
product, marketing, organizational level), will provide more detailed information on how

subjective valuations enhance certain innovations more than others.

Further, the empirical analysis did not include interventions of teams or social groups
within firms (i.e., employees), nor did it consider how other actors (e.g., consultants) or
other social interactions (e.g., with stakeholders) affect the relationship between the
entrepreneur’s strategic orientation, growth expectations, and subjective valuations of
innovation. In this regard, Shepherd and Krueger (2002) proposed that a team’s
entrepreneurial intentions depend on the team’s collective efficacy toward entrepreneurial
behaviors, collective experiences, and perceived desirability. Additionally, West (2007)
observed that moderated levels of differentiation and integration play a key role in
positively affecting performance and also have a positive association with the interaction

between differentiation and integration of strategic constructs within the top management
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team. Consequently, it is possible that entrepreneurs’ over-confidence in innovation is
reduced in this context and that growth expectations may become more realistic. If so, it
will be important to document the importance of supporting groups surrounding
entrepreneurs that help guide them strategically. Hence, it would be interesting to
examine the conditions under which entrepreneurs change their expectations and

subjective valuations.

Furthermore, panel data analysis is likely to provide a more detailed perspective,
especially to emphasize the role of entrepreneurial experience across the whole process.
Even though analyzing the performance of a strategy is beyond the scope of this research,
there is a lack of evidence across time that enables the exploration of how some
orientations, valuations, and expectations materialize in certain contexts. In other words,
the end of the story is not discussed in this study (e.g., actual firm performance). This
study centers on a cognitive spectrum, so it would be interesting for future research to
analyze if (and to what extent) entrepreneurs twist their beliefs Specifically contextual
circumstances (e.g., industry concentration, external financial crises, etc.) and what type
of (and under what circumstances) entrepreneurs tend to be more susceptible to
manipulations/interventions in their thoughts? To what extent does entrepreneurial

education shape pre-conceived thoughts that lead entrepreneurs to over-value innovation?
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45.3. Contributions and conclusions

The entrepreneurship literature has remarked on the importance of studying
entrepreneurial thinking, particularly those cognitions that relate to entrepreneurial
decision making. As such, this research focused on perceptual processes. The findings are
of interest because they provide a wider vision of how entrepreneurs’ cognitive structures
influence firm-level decisions and managerial expectations. This research responds to
previous calls regarding the importance of focusing on how entrepreneurs configure their
cognitive processes in response to strategic managerial decisions, instead of analyzing
mental maps that may generate certain behaviors, in order to obtain a more interactive
comprehension of the entrepreneurial ecosystem (e.g., Mitchell et al., 2007; Shepherd,
2015). Thus, this research reveals some antecedents of how entrepreneurial aspirations
are built by developing a model of moderated mediation that involves cognitions and

strategic decisions.

This study also provides a theoretical contribution that, based on a heuristic approach,
sheds more light on how an innovative orientation and entrepreneurial expectations are
aligned. Specifically, this study assumes a sequence in which individuals define the best
means to accomplish a certain outcome (i.e., innovative orientation for firm growth), and
depending on the probability that this outcome is likely to occur (i.e., confidence in
innovation), this desired outcome is intensified (i.e., growth expectations). In addition to

developing a model explaining the interaction of entrepreneurial experience with strategic



170

orientation and subjective valuations of innovation in respect to the growth expectations,

this study empirically tested and validated the model.

By assuming that entrepreneurs’ expectations go through a dynamic and highly iterative
process, which includes interpretations of current business activities and experiences, this
study is aligned with Mitchell et al. (2007), who noted that “people engaged in
entrepreneurial activities appear not to perform an elaborate, deliberative, thorough
evaluation of the best way in which to describe a problem, or decision, nor do they
conduct meticulous cost-benefit analyses on all possible alternatives before choosing the
option that produces the highest return on investment” (p. 6). This study aims to clarify
how micro individual-level variables, like subjective valuations and entrepreneurs’
experience, ultimately influence growth expectations. Considering that growth
expectations are related to macro firm-level measures of performance, such as growth in
employment (Davidsson, 1991), understanding these mechanisms is a crucial task for the

field in order to more deeply comprehend the entrepreneurial process.
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Conclusions

5.1. Introduction

The purpose of this section is to integrate the findings and issues raised in the discussion
sections of each prior chapter, such as main arguments, research questions, and so forth.
Therefore, this chapter summarizes the main findings obtained in the three individual
studies. Specifically, this chapter focuses on the key results, implications, potential

extensions for further studies, and final remarks.

5.2. Key Findings

Each of the presented studies provides new empirical evidence that may be fruitful for the
field of entrepreneurship since they help provide a better understanding of how
entrepreneurs’ minds process information. As the Table 16 depicts, the first paper
compares different experts in entrepreneurship (entrepreneurs versus non-entrepreneurs)
regarding how they perceive their surrounding environment and opportunities. The results
show statistical differences in the way these groups analyze their surrounding
environment and opportunities, suggesting that the role an individual plays determines
how he or she reads external signals given in the environment. Although prior studies
have observed a difference in opportunity recognition (Baron, 2006; Gaglio, 2004; Simon
et al., 2000), this study is novel since it also provides a broad perspective on some of the
most important dimensions surrounding entrepreneurs’ business environment. More

specifically, based on the results, it is very likely that compared with other experts,
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entrepreneurs will differ in their perceptions of almost all aspects of their business unless

there is no space for dispute (Mitchell & Shepherd, 2010), such as negative cash flow.

Comparing entrepreneurs and non-entrepreneurs as well as entrepreneurs who are in
different stages of the entrepreneurial process, the second paper analyzed individuals’
likelihood of conceiving the future positively in regard to entrepreneurial opportunities
(McMullen & Shepherd, 2006). Although entrepreneurs are more optimistic about the
emergence of future business opportunities than non-entrepreneurs, experienced
entrepreneurs tend to be less optimistic than the new entrepreneurs (Cooper et al., 1988).
Specifically, this study observed an inverted U-shaped relationship between length of
entrepreneurial experience and optimism about future business opportunities. This
relationship suggests that as more entrepreneurial experience is acquired, on average,
over-optimism in perceptions about future business opportunities should decrease to a
more realistic level. Further, after internal and external stimuli are controlled for, the
results remain (Douglas, 2009). This suggests that intentional entrepreneurs and nascent
entrepreneurs are more susceptible to entrepreneurial euphoria (Cooper et al., 1988),
which may hinder their ability to correctly evaluate their chances of success, growth rates,

and so forth.
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Study | Research Questions Subject  of | Sample Contribution to the Field
Study

1 Will differences between entrepreneurs and non- | Experts in | 1,605 Expert information processing theory suggests that
entrepreneurs exist even when experts in the field | entrepreneurs | individuals experts store information differently than novices
are evaluated? Do entrepreneurs and non- | hip (non- | from  Chile | by using knowledge systems that are organized
entrepreneurs differ in the way they conceive their | entrepreneurs | from 2010 to | around context-relevant scripts. When experts in
environment? If so, what is the relationship | and 2012 the field of entrepreneurship are compared,
between an  environment that  fosters | entrepreneurs) entrepreneurs and non-entrepreneurs statistically
entrepreneurship and one that constrains it differ not only regarding business opportunities but
regarding opportunity perceptions? also regarding most of the external environment

related to local entrepreneurial activity.

2 How optimistic are entrepreneurs in comparison | Individuals 900,000 Entrepreneurial euphoria regarding a good future
to non-entrepreneurs in their perceptions of future | (non- individuals for starting up starts with potential entrepreneurs
business opportunities? What is the role played by | entrepreneurs | from 85 | and the novice ones. However, while they acquire
experience? Are novice entrepreneurs or | and countries experience, they are less likely to be optimistic.
experienced entrepreneurs more optimistic about | entrepreneurs) | from 2001 to | Internal and external stimuli directly impact
future business opportunities? How do internal 2010 optimism and also moderate the relationship
and external stimuli affect this perception? between length of entrepreneurial experience and

optimism.

3 Are innovative entrepreneurs more optimistic than | Entrepreneurs | 11,579 Innovative entrepreneurs have comparatively
imitative entrepreneurs regarding their individuals higher expectations of growing, but this
expectation of growth? How do subjective from 24 | relationship depends on the length of their

valuations of innovation directly and indirectly
determine entrepreneurs’  expectations? Are
innovative entrepreneurs more confident than
imitative entrepreneurs regarding the benefits of
innovation? Does the prior relationship between
growth expectation and the strategy pursued
depend on entrepreneurial experience?

countries  in
2011

entrepreneurial experience. Indirectly, subjective
valuations of innovation foster the former
relationship, and directly, entrepreneurs willing to
trust in innovation are more likely to have higher
growth expectations.
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Finally, the third paper proposes a moderated mediation model of the effect of subjective
valuations of innovation on strategic orientation and growth expectations. This study’s
empirical results confirm the model since entrepreneurs involved in innovative
entrepreneurship are more likely to have higher growth expectations (Eisenhardt &
Schoonhoven, 1990), with subjective valuations playing a direct and indirect role in
entrepreneurs’ expectations of firm growth. Additionally, these results indicate that length
of entrepreneurial experience moderates the relationship between strategic orientation and
confidence in innovation. This finding suggests there is feedback between beliefs about
the benefits of innovation and being an innovative entrepreneur, resulting in an over-
estimation, at least in comparative terms, regarding firm growth rates. This relationship is
stronger for novice entrepreneurs since experienced entrepreneurs tend to be more

cautious about their expectations of growing.

5.3. Implications

5.3.1. Theoretical

The present findings have important theoretical implications. These studies present
evidence suggesting that not only do entrepreneurs and non-entrepreneurs differ but that
there are also substantial differences among entrepreneurs as well. Consistent with prior
work, this research accepts the general premise that cognitive biases and heuristics exist,
and even when there could be an objective environment, the way people conceive their

reality is based on subjective parameters. Environmental change has been considered the
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source of opportunities, especially in the discovery view of entrepreneurship (Alvarez &
Barney, 2007). However, the specific role of the environment in the first study remains
somewhat ambiguous. While several studies have suggested that entrepreneurial
perceptions are the key mechanisms through which environmental characteristics
influence outcomes, such as firm creation (e.g., Edelman & Yli-Renko, 2010), our results
show that entrepreneurs’ perceptions of opportunity are significantly better than those
from non-entrepreneurs even though the latter group is better at interpreting the
entrepreneurial framework conditions (EFCs). Characteristics of the environment have
been linked with entrepreneurial activity (Sine & David, 2003) as well as new firms’
entry success (Sandberg & Hofer, 1987) and higher performance (Eisenhardt &
Schoonhoven, 1990); however, this may not be the case for third-person opportunities
(McMullen & Shepherd, 2006). Considering that all the individuals in the sample were
characterized as “experts in entrepreneurship,” our results in the first study suggest that
knowledge of the market in terms of identifying, evaluating, and pursuing opportunities is
more important than technical or supply-side knowledge when perceptions of opportunity
existence are evaluated. Further, the counterintuitive results about how entrepreneurs and
non-entrepreneurs conceive their surrounding environment and opportunities suggest that
although formal and informal institutions influence entrepreneurial perceptions, the effect
that these perceptions have on entrepreneurial cognition is far from being lineal and

direct.

Entrepreneurs’ actions are driven primarily by their perceptions, and even when these
perceptions are influenced by external factors, the definition of a good opportunity is
personal and nurtured by internal and external motivations that shape these

interpretations. This is likely to be especially true for potential and nascent entrepreneurs
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who are looking to start businesses under the biases of entrepreneurial lenses (Douglas,
2009) and entrepreneurial euphoria (Cooper et al., 1988). This study’s results are in line
with Edelman and Yli-Renko (2010), who demonstrated that nascent entrepreneurs might
not need to perceive resource availability in order to pursue an opportunity; indeed, they
suggested that entrepreneurs reduce subjective uncertainty regarding opportunities by
mobilizing resources to start a venture. This research complements this by suggesting that
opportunity recognition in novice entrepreneurs does not necessarily depend on specific
features of the environment. Instead, just as entrepreneurs tend to nurture over-confidence
in their self-constructed beliefs about untested abilities to succeed as entrepreneurs
(Hayward et al., 2006), the idea of a future with good conditions for starting up a new
business may be part of their own mental self-fulfilling prophecy. In this sense, desiring
to create a business may increase the likelihood of perceived optimism about a future with
business opportunities. It could be possible that, similar to subjective valuations of
innovation encouraging the growth expectations of innovative entrepreneurs, mental
simulations may be the main driving force for entrepreneurial behaviors, especially when
the individual lacks entrepreneurial experience. As was shown in the second chapter of
this dissertation, despite the high level of business failure, entrepreneurs tend to be
significantly more optimistic than non-entrepreneurs, so it seems they use their subjective
interpretations to give meaning to objects, situations, and concepts to connect the dots
(Baron, 2006). For example, being optimistic about a future with business opportunities
may increase entrepreneurs’ likelihood of discovering business opportunities since they

are in an active state of entrepreneurial alertness.

Much of the venture-creation process involves seeking and processing information, which

makes this activity critical in entrepreneurship (Kirzner, 1973). While some studies have
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argued that experienced entrepreneurs—given their exposure to customers, competitors,
and suppliers, among others—tend to have a more external orientation as they are more
aware of external pressures and challenges (e.g., Cooper et al., 1995), others studies have
suggested that entrepreneurs fail to incorporate external information into their decision-
making process since they believe they can successfully pursue an opportunity
independent of the environment (e.g., Mitchell & Shepherd, 2010). This phenomenon is
intensified for entrepreneurs with prior ventures that succeeded, such as serial
entrepreneurs. Consequently, the balance between personal attitude and external
environment as the drivers of entrepreneurs’ behaviors seems to be incomplete, at least in
regard to the role experience plays in influencing each one. Further, Grégoire et al. (2011)
observed that is not totally clear whether entrepreneurs’ cognitive differences originate
from idiosyncratic factors and events that precede their efforts and actions or from the
very experience of undertaking entrepreneurship (Foo et al., 2009). In this regard, the
second study revealed that individuals with entrepreneurial intentions and early-stage
entrepreneurs (i.e., entrepreneurs in the subsequent stages of the entrepreneurial process)
are over-optimistic about a future with business opportunities. While this study sheds
some light onto why some individuals choose to become entrepreneurs (Baron, 2004;
Mitchell et al., 2007; Simon et al., 2000), the fact that mature entrepreneurs are less likely
to be over-optimistic than novice entrepreneurs suggests that entrepreneurial experience
tends to reduce some cognitive biases that differentiate entrepreneurs from non-
entrepreneurs, at least regarding optimism about future business opportunities.
Additionally, considering that the Global Entrepreneurship Monitor (GEM) database
allows studies to be empirically tested using individuals from different countries;
consistent with other studies (e.g., Mitchell et al., 2002), this study supports the notion

that entrepreneurial cognition is universal irrespective of country of origin.
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It is important to note that although entrepreneurial cognition may be different for
entrepreneurs, it does not mean that entrepreneurs are members of a homogeneous group
(Mitchell et al., 2002). Indeed, differences can still be observed among entrepreneurs. For
instance, just like the motivation that drives entrepreneurial activity—namely, whether it
is opportunity driven or necessity driven—similar differences arise with innovative and
imitative entrepreneurs: managerial strategy causes entrepreneurs to make certain
decisions to fulfill their expectations. In this sense, the third study attempts to use a
heuristic approach to determine why innovative entrepreneurs have higher growth
expectations than imitative entrepreneurs. Under the argument suggesting that individuals
make judgment-based decisions using simplifying strategies, it has been suggested that
entrepreneurs rely more on heuristics when evaluating opportunities but not when
exploiting opportunities (Bryant, 2007). However, heuristics guide entrepreneurs’ actions
(Gaglio, 2004), so they frequently employ heuristics (Alvarez & Busenitz, 2001). As a
result, it is proposed that mental simulations, as a type of heuristic, nurture subjective
valuations of innovation, encouraging entrepreneurs to increase their expectations of
growth. Hence, this research identifies how entrepreneurs connect some of their mental

images along with their expectations.

5.3.2. Policy

Turning to the policy implications of this research, perhaps the most direct extension of
the arguments offered is that since entrepreneurs conceive things differently than non-

entrepreneurs, there is a predisposition of both parties to feel misunderstood. For instance,
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as the first study revealed, there are discrepancies among these two groups in several
dimensions of the EFCs as well as in their perceptions of opportunities. These differences
may lead to the development of legislation and public programs to foster entrepreneurship
that do not necessarily align with entrepreneurs’ needs. It is important to note, though,
that even when original aims may not be covered (i.e. policy-makers expected outcomes),

such legislation and programs could still be perceived as valuable for entrepreneurs.

Programs to support new ventures financially (such as small business loans or grants)
would enable potential entrepreneurs to launch and grow their new ventures. However, if
policymakers provide a system of credits for professional or technical consultancies, they
might add a complementary indirect source in their quest to nurture successful
entrepreneurial businesses. As the second study showed, inexperienced entrepreneurs
may be over-optimistic. Although there are benefits from any entrepreneurial activity at
the macro level, there may be thousands of failed entrepreneurs who lost everything
because they were unrealistically optimistic. In this sense, it may be more fruitful if
incentives are directed only to a subgroup of all “opportunity-driven” entrepreneurial
activity. Complementarily with the above, entrepreneurial education about optimism is
recommended. Entrepreneurs could benefit by recognize and distinguish not only among
dispositional optimism and unrealistic optimism, but also among unrealistic optimism in
absolute terms and comparative terms. Each type of optimism has different origins and
also may cause unpredictable results. Training about the likelihood of failure and how to
manage it correctly, either for a learning experience or as a background for a future
upcoming new venture may provide a constructive asset, especially for non-expert

entrepreneurs.
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Moreover, introducing legislation and incentive-based schemes to foster self-control
when using public resources could increase entrepreneurs’ intentions to use funds in more
responsible ways. For those interested in fostering entrepreneurship, it seems that
assuming an oversight role instead of a supplier role will serve to increase several
cognitive resources underlying entrepreneurial behavior. In line with Hyytinen et al.
(2015), who observed that innovativeness is negatively correlated with firms’ survival
probability, the results of the third study also suggest that fostering innovation should not
be considered as a form of insurance against failure. Instead, within the nature of
innovation an increasing amount of uncertainty is added, in comparison with following an
imitative strategy. Under this scenario, therefore, more cautious must be applied and so
overly-optimistic entrepreneurs should be trained. When the stage of transmitting the
benefits of entrepreneurship to society is reached, and also there is a strong support from
the whole ecosystem to entrepreneurship, it is necessary to add more focus on how to

encourage financially sustained new ventures.

Even when, in broad terms, fostering innovation and entrepreneurship may be considered
bad policy (Shane, 2009), local aspects will determine the nature of most entrepreneurial
activities developed by entrepreneurs. Even though certain societies have several public
services (e.g., unemployment insurances) that increase the opportunity cost of starting up
a new business, the combination of over-confidence, over-optimism, and necessity-based
entrepreneurship is particularly harmful since it is very likely that a significant percentage
of the entrepreneurial activity may be undertaken by biased individuals who made

unfortunate choices leading to erroneous conclusions.
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5.3.3. Practical

The results of this study can guide practitioners in a number of ways. For example, since
it seems that entrepreneurs are likely to conceive things differently, which is not
necessarily bad, it may be beneficial for them to receive guidance from others in order to
diminish cognitive biases that may lead to harmful situations for their businesses. An
overuse of heuristics does not seem to be the best method in the long term. Different from
bricolage strategies, which refer to the use of resources at hand (Baker & Nelson, 2005),
heuristics refers to the mental phenomena present when an individual makes judgment-
based decisions using simplifying strategies. As the third study showed, entrepreneurs
may be driven by their own thoughts, illusions and ideas; consequently, having
discussions with others may reduce their likelihood of having certain problems caused by
their heuristics, such as representativeness (i.e., the insensitivity bias to sample size prior
probabilities or predictability), availability (i.e., biases due to retrievability, imaginability,
or illusory correlation), or adjustment/anchoring (i.e., biases due to insufficient

adjustment, evaluation, or subjective probability distribution) (Bryant, 2007).

Shane (2009) noted that entrepreneurs are not normally good at finding the best industry
to start up new businesses; instead, they tend to focus on the easiest industry. In addition,
novice entrepreneurs’ perceptions of opportunities are characterized by newness and
uniqueness (Mitchell & Shepherd, 2010). Thus, considering the second study, it may be
possible that conducting ideas constructed on wrong elements may nurture the over-

optimism, especially in the initial stages of the entrepreneurial process. Thus, instead of
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focusing solely on whether or not to start a new business based on the novelty it may
represent, entrepreneurs should also consider the potential lack of profitability the
business may also represent. After all, since entrepreneurship is a process centered on
intentionality (Bird, 1988), over-optimism may lead individuals to enter into

entrepreneurship based on false beliefs of feasibility and desirability (Krueger, 1993).

5.3.3.1.  Entrepreneurial Education

Entrepreneurship education often puts too much emphasis on entrepreneurs and ways to
create or discover business opportunities; however, not enough attention has been placed
on entrepreneurial activity itself. In other words, educators often tend to teach about how
to be an entrepreneur, neglecting other considerations about entrepreneurship. Certainly,
creating or discovering opportunities plays an evident role in potential new ventures as
does business planning and seeking funding sources, among other managerial topics
usually incorporated into curricula. Nevertheless, these topics push out the people side of
entrepreneurship. Considering that entrepreneurs are more susceptible to developing
cognitive biases, as several studies have evidenced, entrepreneurial education should
focus more on soft skills beyond leadership and self-confidence, such as developing
functional multidisciplinary teams. Entrepreneurs should not only cautiously monitor
their progress but should also receive frequent mentoring in order to avoid extremely
unrealistic situations that may affect not only themselves but all other stakeholders of

their business.
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Since attitudes can be changed over time given exposure to education and experience,
educators might focus on changing the attitudes of their students regarding managing
adverse scenarios, such as facing failure and being exposed to highly uncertain scenarios.
Considering that these scenarios are frequent among entrepreneurs, students should
critically consider whether they want to become entrepreneurs or intrapreneurs and how
over-optimistic they may be regarding their expectations. Even though being optimistic is
not necessarily bad, having optimistic biases may cause individuals to make harmful

decisions only because they calculated the odds badly.

Considering that extreme optimism may make it difficult for entrepreneurs to diagnose
problem areas, entrepreneurial education should help entrepreneurs assess their own

strengths and weakness as well the early stages of their firms as objectively as possible.

5.4. Extensions of the Study

Naturally, the general insights from these studies provide several avenues for future work.
For example, based on the results of the first study, it could be interesting to compare
differences among types of countries depending on their level of economic development.
Do entrepreneurs in developed economies differ more or less from non-entrepreneurs
than in developing economies? Furthermore, under the expertise-based approach, future
studies may provide more detailed information about the cognitive structures (i.e.,
arrangements, willingness, and ability scripts) that shape differences among types of

experts in entrepreneurship.
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In addition, the first study could be the starting point of a whole new conversation
centered on the consequences of these differences between entrepreneurs and non-
entrepreneurs for the origin of opportunities. On the one hand, if the pursuit of an
opportunity begins with a process of observing and recognizing a set of conditions that
constitutes a viable opportunity, then how do individuals develop entrepreneurial
alertness without necessarily leading their own entrepreneurial activities? As the first
study showed, having expertise in entrepreneurship is necessary but not sufficient to think
as entrepreneurs do. On the other hand, if the pursuit of opportunity begins with a process
wherein a set of observed conditions can turn into a viable opportunity, it is necessary to
explore the cognitive processes whereby signals from the environment are used to

construct an opportunity (Krueger, 2003).

From the findings of the second study, it may be interesting for future studies to compare
unrealistic optimism among entrepreneurs with peers in others stages of the
entrepreneurial process, for instance, by testing whether entrepreneurs’ expectations of
growth are possible to obtain. Additionally, considering that several of the measures
employed in the second study were self-reported and evaluated with single-item factors,
replication studies with additional measures for these variables are necessary before the
present results can be accepted with confidence even though these measures were based
on measures used in previous research and have been shown to possess acceptable

reliability and validity.
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The third study is focused on growth expectations as a dependent variable, so there are
secondary questions about the sources of growth capabilities. For example, there is a lack
of understanding about how growth capabilities depend on entrepreneurial cognition as
well as about how entrepreneurial cognitions impact the development of growth
capabilities. Moreover, and by focusing on the imitative/innovative strategy developed in
the study, as Table 17 depicts, there are at least four combinations if only markets and
products are evaluated. Even when the third study added technology as a third dimension,
it is possible to visualize the simplistic difference used to define both imitation and
innovation entrepreneurship. Differentiating between these types of innovation using
more detailed aspects was beyond the scope of the third study; thus, future studies could

uncover these hidden distinctions.

The main focus of the third study was the role heuristics play. It was argued that mental
simulations tend to potentiate entrepreneurs’ growth expectations. By centering the
argument on subjective valuations of innovation, the study confirmed the propositions;
however, the study did not specify the simplifying strategy in terms of where the shortcut
was based (i.e., whether it was by representativeness, availability, or
adjustment/anchoring). Consequently, controlled experiments focused on clarify how and
where entrepreneurs use mental shortcuts could provide useful evidence for understand

their way of thinking.
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Table 17: Product Market Combinations

Product

New Existing

New Innovation | Innovation
Market

Existing | Innovation | Imitation

It is also important to note that methodologically, the third study could be analyzed using
different statistical techniques, specifically, structural equation modeling. The main
reason this method was not used in the third study was the lack of control for external
variables that could also influence the model. In other words, since control variables are
treated as any other covariate in structural equation modeling, the development of

regressions appeared to be more appropriate.

In broad terms, and in regards to entrepreneurial cognition research, it has been noted that
ambiguity exists among the source and nature of entrepreneurs’ cognitive differences
(e.g., Grégoire et al., 2011). Future studies should directly investigate the influence of
cognitive resources and cognitive representations. The three empirical studies presented
here provide a solid foundation for future work regarding entrepreneurs’ optimism. The
results presented in these studies already indicate that mental images of reality are a key

factor in entrepreneurship, but various other cognitive elements are left unexplored.
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5.5. Contributions

The studies offer several contributions. First, and most generally, they seek to contribute
to current efforts to understand entrepreneurs’ behavior. Clarifying the mechanisms
through which entrepreneurs’ mental images influence firm-level outcomes, such as
innovation and growth, is an essential task of the field of entrepreneurship. Second, these
studies provide empirical evidence on the role of optimism in entrepreneurship. Although
optimism’s role has been discussed on the basis of existing theory and research (e.g.,
Cooper et al., 1988; Krueger, 2003), it has only recently become a subject of ongoing

research in the field of entrepreneurship

Together, these essays contribute to the field of entrepreneurship by clarifying a broad
perspective about the mental images that entrepreneurs have about reality and their
expectations. While there is a current debate of whether experienced entrepreneurs handle
the environmental signals better than novices, which somehow points to which one
incorporates more internal and external aspects into their judgments before making
decisions, both the second and third studies suggest that more experienced entrepreneurs
are likely to have less optimistic expectations than novice entrepreneurs. The first study
provides evidence suggesting that entrepreneurs do not have a positive perspective of
everything. Indeed, in most of the dimensions, non-entrepreneurs evaluate the same
conditions better than entrepreneurs. However, entrepreneurs evaluate better the
dimension of opportunity recognition. In consequence, entrepreneurs may be more

optimistic than non-entrepreneurs about specific aspects that are directly under their
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control (e.g., perceptions of opportunities). This finding is not necessarily extendable to

other aspects surrounding entrepreneurship.

The second study suggests that intentional and novice entrepreneurs are likely to be over-
optimistic; however, this likelihood tends to be reduced as entrepreneurs acquire more
experience. Even when both internal and external stimuli are added into the analysis,
there is an inverted U-shaped relationship between length of entrepreneurial experience

and optimism about a future with business opportunities.

Finally, the third study deepens to our understanding of the complex processes through
which organizational-level decisions, such as acting as an innovator or imitator,
ultimately influence individual-level factors, such as subjective valuations of innovation
and growth expectations. Attaining greater understanding of these processes has been
identified as an important task by many researchers in the field of entrepreneurship (e.g.,
Grégoire et al., 2011; Kruger, 2003; Mitchell et al., 2007). The present findings contribute
to progress in this task by suggesting that strategies whose objective is the cultivation of
innovation feed entrepreneurs’ subjective valuations of innovation as well as expectations
of growth. Although the length of entrepreneurial experience moderates the relationship
between acting as an innovative entrepreneur and subjective valuations of innovation, the
results suggest that entrepreneurs’ expectations are primarily driven by their internal

perceptions of reality.
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5.6. Final Remarks

Taken together, these papers constitute a value greater than the sum of the three parts by
building a strong conceptualization of how entrepreneurs’ perceptions of the
environment, optimism about a future full of business opportunities, and growth affect
their individual decisions. Collectively, the findings of this dissertation shed more light
about how the cognitive entrepreneurship literature can ultimately explain macro-levels of

entrepreneurial activities.

The results of the first study suggest that entrepreneurs and non-entrepreneurs differ even
when experts in the field are evaluated. Consistent with the cognitive entrepreneurship
literature, the difference is observed in opportunity recognition, but this research also
adds that the way they conceive their environment differs. The second study contributes
by analyzing optimism among entrepreneurs compared to non-entrepreneurs about their
perceptions of future business opportunities. This study suggests that experience plays a
key role since the likelihood of being over-optimistic is higher for novice entrepreneurs
than for experienced entrepreneurs. The third study provides a model suggesting that
subjective valuations of innovation directly and indirectly determine entrepreneurs’
growth expectations. On the one hand, this study shows that innovative entrepreneurs are
more confident than imitative entrepreneurs regarding the benefits of innovation. On the
other hand, while innovative entrepreneurs are more optimistic than imitative
entrepreneurs regarding their expectations of growth per se, entrepreneurial experience

moderates this relationship. In this sense, it is proposed that mental simulations nurture
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both entrepreneurs’ lack of experience and lack of information, whereas they construct

and adjust their expectations.

In this dissertation, | have sought to understand how entrepreneurs construct their reality.
By doing so, three inter-related studies were conducted. These findings suggest that
entrepreneurs’ expectations and optimism are constructed based mainly on their own
judgments, without necessarily being influenced by the environment, which is more
common among non-entrepreneurs. In this sense, the findings provide an explanation that
clarifies the role that mental simulations and entrepreneurial experience play in

constructing entrepreneurs’ optimism.
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