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The purpose of this research is to learn about the entrepreneurial decision-making and find
out, how entrepreneurial experience and entrepreneurial learning impact on decision-
making under uncertainty.

This study was conducted as qualitative research, and the empirical data collection was
done with the help of semi-structured interviews. 21 respondents with a background in
entrepreneurship were interviewed. The scope was limited to entrepreneurs who already
had earlier entrepreneurship experience.

The theoretical framework of this study was based on combining concepts from
entrepreneurship research and behavioral economics. The main focus is given on
addressing the entrepreneurial process and decision-making under uncertainty, in which
the prospect theory is utilized as the main viewpoint to the topic.

The results indicate that entrepreneurial experience and entrepreneurial learning influence
entrepreneurial decision-making comprehensively. According to this study, there exists a
link between increased entrepreneurial experience and improved risk tolerance, which is
likely a result of a broader understanding of risks. Although entrepreneurial experience
seems to improve entrepreneurial decision-making as a whole, this study suggests that an
entrepreneur’s attitude towards risk does not substantially change while entrepreneurial
experience grows. This implies that the concept of the reference point is still valid in order
to explain decision-making and differences between individuals.
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Taman tutkimuksen tavoitteena on tarkastella yrittdjamaista paatdksentekoa ja selvittaa,
kuinka  yrittajyyskokemus ja  yrittajyysoppiminen  vaikuttavat paatoksentekoon
epavarmuudessa.

Tutkimus toteutettiin kvalitatiivisena haastattelututkimuksena. Tutkimusaineisto kerattiin
haastattelemalla 21:ta  yrittdjataustaista vastaajaa  kayttaen  puolistrukturoitua
haastattelumenetelmaa. Tutkimus rajattiin siten, etta vastaaijilla oli jo ennestaan kokemusta
yrittajyydesta.

Tutkimuksen teoreettinen viitekehys muodostettiin hyédyntaen kasitteita
yrittajyystutkimuksesta ja kayttaytymistaloustieteesta. Kirjallisuuskatsaus painottuu
yrittajyysprosessiin  seka paatoksentekoon epavarmuudessa, keskittyen etenkin
prospektiteoriaan, jota kaytetaan paaasiallisena lahestymiskulmana aiheeseen.

Tutkimuksen tulokset osoittavat, etta yrittajyyskokemus ja yrittajyysoppiminen vaikuttavat
kattavasti yrittajamaiseen paatoksentekoon. Tutkimus viittaa siihen, ettd lisdantyneen
yrittajyyskokemuksen ja parantuneen riskiensietokyvyn valilla on yhteys, mika on
todennakoisesti seurausta laajemmasta riskien ymmarryksesta. Siita huolimatta, etta
yrittajyyskokemus parantanee yrittajamaista paatoksentekoa kokonaisuutena, yrittgjan
suhtautuminen riskinottoon ei naytd merkittdvasti muuttuvan yrittgjyyskokemuksen
kasvaessa. Tama viittaa siihen, etta referenssipiste on edelleen pateva kasite, jota voidaan
soveltaa selittdmaan yksildiden valisia eroja paatdksenteossa.



ACKNOWLEDGMENTS

The process of writing this thesis ended up being much longer than | ever expected
when | started. There have been several variables on the way. In line with the topic
of this study, new exciting opportunities crossed my path and | am grateful that |
decided to listen to my intuition and seized them. Despite the struggle this thesis
project has caused me from time to time, | knew that eventually, this day would
come when | finally hand in my thesis and finish the project which has taught me

many valuable things, perhaps perseverance the most.

| would like to thank my professor and supervisor Kaisu Puumalainen for introducing
me to the field of entrepreneurship research and guiding me to write this thesis.
Thank you to my second supervisor Anna Vuorio for giving me feedback in order to
finish the writing process and set up a consistent study.

Many thanks to all the respondents who participated in the interviews. You took your
time to help me to conduct the empirical part of this work and contributed to the
project stronger than anyone else: without you, there would not be a study. Besides,
all those interesting interviews with you motivated me as a researcher and your field

experiences shaped my personal thinking and gave me valuable insights.
Lastly, | thank the people who have supported me in this project and believed in my

power to finish it even at times when | was not so sure about it myself.

Anni Santero
Helsinki, January 2019



TABLE OF CONTENTS

INTRODUGCTION ... e e emeee e neeee e 1
1.1 Research background............ccoooiiiiiiiiiiiiieeeeee e 1
1.2 RESEAICN QAP .. i i 3
1.3 Research objectives...........ooo i 4
1.4 KEY CONCEPLS ..oiiiiiiiiiiiii et 6
1.5 Theoretical framework ..ot 9
1.6 Methodology and delimitations ..............ccccvvi, 10
1.7 SHUCKUIE oo 10
ENTREPRENEURIAL OPPORTUNITIES. .......ccooiiiieieeeeee e 12
2.1 The concept of entrepreneurial opportunity ... 12
2.2 The entrepreneurial ProCess .........ccoouviiiiiiiiiiiiiiiiiaaae e 13

2.2.1 Opportunity identification .............ccccccoeiiiiiiiiicic 15

2.2.2 Opportunity development.........cccceeeeeeiiiiiiiieccce 19
DECISION-MAKING UNDER UNCERTAINTY ..o 23
3.1 Prospect theory ... 23

3.1.1 Reference point and loss aversion............ccccccceeeeeeeennnnnn. 26

3.1.2 Mental accounting, risk isolation, and narrow

FrAMING ..o 27

3.2 Entrepreneurial decision-making ..............ceeeeveiieiiiinininnnninnnns 29
3.2.1 Heuristics and cognitive biases..............ccocoeiiiiiiiinnnee. 29
3.2.2 Entrepreneurship and risk tolerance................cccceeeen. 31

3.2.3 Entrepreneurial experience’s role in decision-
making and risk-taking ... 33

METHODOLOGY ...t 37

4.1 ReSearch deSign ..o 37



4.2 Data COBCHION ..o 38

4.3 Data @nalysis .......ccooiiiiiiiiiiiiii s 42
5 FINDINGS ... e 44
5.1  Opportunity identification process........cccccccevvviieieeeeeeeeeeiiniens 44
5.2 Opportunity development and evaluation .......................co.. 48

5.3 The role of entrepreneurial experience on risk experience

and attitude towards risk ... 54

6 DISCUSSION ... e e 62
6.1 Theoretical contributions...............cuuuiiiiiiiiis 62

6.2 Practical implications .........cccoooeiiiiiiii e 73

6.3 Reliability and validity............ooooireiiii e 75

6.4 Limitations and future research...........cccccceevvvii, 78
REFERENCES ...t e e e e neeee s 79

APPENDICES



LIST OF FIGURES

Figure 1. Research gap

Figure 2.  Theoretical framework

Figure 3. The entrepreneurial process

Figure 4.  The value function of the theory of expected utility

Figure 5.  The value function of the prospect theory

Figure 6. The most important opportunity evaluation criteria

Figure 7.  The opportunity identification process step by step

Figure 8.  The opportunity development process

Figure 9.  The role of entrepreneurial experience on entrepreneurial
decision-making, risk attitude, and risk tolerance

LIST OF TABLES

Table 1. Background of the respondents: serial entrepreneurs

Table 2. Background of the respondents: other entrepreneurs

Table 3. Background of the respondents: portfolio entrepreneurs

Table 4. Answers to research questions



1 INTRODUCTION

1.1 Research background

Entrepreneurship research has enjoyed remarkable interest among researchers
over the last few decades, but despite the several studies and different school of
thoughts that have emerged within the entrepreneurship research, the field of
entrepreneurship research is lacking clarity in terms of a coherent pool of defined
concepts. As a matter of fact, there is yet no one generally accepted definition for
entrepreneurship but many complementary definitions co-exist, depending on the
background of the researcher and the purpose of the research (Jantunen,
Puumalainen, Saarenketo & Kylaheiko 2005, 224; Ucbasaran, Westhead & Wright
2001, 3). Shane and Venkataraman (2000, 217-218) defined entrepreneurship as a
research field that studies the discovery, evaluation, and exploitation of
entrepreneurial opportunities. They even proposed that the whole field of
entrepreneurship research should focus on the study of opportunity discovery,
opportunity evaluation, and opportunity exploitation in order to sufficiently differ from

strategic management research.

An underlying reasoning for increased interest in entrepreneurial opportunities can
be found in the socioeconomic context: in order to enhance entrepreneurship activity
and the number of enterprises that have value-creation potential, it is pivotal to
understand the role of entrepreneurial opportunities in depth. The importance of
entrepreneurial opportunities is linked to the entrepreneurial process: in order to
contribute to the society in a form of a wealth-creating business, there must be an
opportunity that has potential to become a business one day. Stevenson and
Gumpert (1985) concluded that “the ability to identify and choose the right
opportunities for a new business is one of the most important abilities of a successful

entrepreneur.”

The interest towards decision-making and risk-taking in entrepreneurship and the
influence of experience in the process functioned as a driver for this thesis. To be
able to identify and choose the right opportunities to exploit, entrepreneurs have to



be able to make decisions under uncertain conditions. An entrepreneurial process
requires decision-making skills and capabilities of focusing and concentrating on the
various aspects of an opportunity. The process itself forms a three-stage process of
identifying, developing and finally exploiting an opportunity and is influenced by
certain major factors: entrepreneurial alertness, information asymmetry and prior
knowledge, social networks, personality traits and the type of opportunity itself. All
these factors enable the entrepreneurial process to take place. (Ardichvili, Cardozo
& Ray 2003, 105-106) Differences between these factors are explaining in part why
the entrepreneurial decision-making varies a lot between entrepreneurs
themselves. Entrepreneurial decision-making research has identified that cognitive
factors play a role: entrepreneurs tend to subconsciously rely on heuristics and other
cognitive biases when making decisions. (Baron 1998; Kahneman & Tversky 1979)

Research around entrepreneurial experience and its possible influence on risk
experience have identified that the entrepreneurial way of using heuristics and
biases as a tool in decision-making process functions as one potential explanation
for the proven different risk perception between entrepreneurs and non-
entrepreneurs. However, it is found that entrepreneurs are often falsely considered
as high-risk takers as default because studies have shown that the risk perception,
i.e. the way of evaluating and seeing risks differ, not necessarily the willingness to
bear the risk. (e.g. Baron 1998 & 2004; Busenitz & Barney 1997)

The role of entrepreneurial experience in decision-making has been studied and
Ucbasaran, Wright, Westhead, and Busenitz (2003) suggested that the extent to
which an entrepreneur relies on heuristic-thinking in decision-making can be shaped
by the entrepreneur’s level of experience. For instance, while evaluating
opportunities and considering pursuing them further, portfolio entrepreneurs have
been found to put more weight on human capital and creativity and innovativeness
compared to novice or serial entrepreneurs. Furthermore, experienced
entrepreneurs were proven to identify more opportunities with greater wealth
creation potential (Westhead, Ucbasaran & Wright 2005; Ucbasaran, Westhead &
Wright 2009).



The purpose of this thesis is to take a closer look at entrepreneurial decision-making
and learn about the influence of entrepreneurial experience and entrepreneurial
learning and how entrepreneurial experience influences entrepreneurs’ attitude

towards risk and risk experience in order to see a possible impact on risk tolerance.

1.2 Research gap

Like referred above, the importance of entrepreneurship and as an important part of
entrepreneurship research, entrepreneurial opportunities as an interesting and
relevant field of studies is recognized but a further research around entrepreneurial
decision-making and entrepreneurial opportunities is needed.

Venkataraman (1997, 122-124) pointed out that entrepreneurs who can recognize
opportunities (while others do not) are motivated to exploit them because the
required resources are to be obtained at below their equilibrium price. Nonetheless,
it can be argued that eventually there exist individual differences between
entrepreneurs and non-entrepreneurs not only in the ability to recognize and identify
entrepreneurial opportunities but also in the ability to evaluate these opportunities.
(Ardichvili et al. 2003, 109-111) Shane and Venkataraman (2000, 221-222)
concluded that due to a different cognitive framework and prior knowledge of
entrepreneurs, it is natural that not even all entrepreneurs perceive the same
opportunities and because of this, some desirable opportunities can be unnoticed
and unexploited. In the light of this study, it is interesting to focus on the
entrepreneur’s evaluation capability to find out, do entrepreneurs subjectively feel
that they can identify any differences between the beginning of their career and the
current situation. Busenitz & Barney (1997) and Baron (1998) both found that also
the attitude towards risk among entrepreneurs is different and not all entrepreneurs
are of the same kind. This study focuses on searching, whether the attitude towards
risk has changed based on entrepreneurial experience and if this change or a
possible other reasoning can explain a potential change in risk tolerance.



The research gap of this study is illustrated in figure 1 below. It forms around the
concepts of entrepreneurship, decision-making, uncertainty, risk, and experience.
The role of entrepreneurial experience in decision-making is studied further, and a
particular interest is given on the possible influences that entrepreneurial experience
has on risk experiencing and risk tolerance. Like described above, especially the
risk tolerance view is an interesting topic of research because entrepreneurial

experience’s influence on risk tolerance has not yet been studied that widely.

Decision
making

Experience Entrepreneurship

Uncertainty &
Risk

Figure 1. Research gap

1.3 Research objectives

The purpose of this thesis is to take a closer look at entrepreneurial decision-making
and learn about the role and the impact of entrepreneurial experience and

entrepreneurial learning on risk.

The objectives of the study are divided into two parts: the first objective of the study
is to research, whether entrepreneurial experience and -learning influences
entrepreneurial decision-making. In the light of uncertainty that is involved in

entrepreneurship, this study contributes to the research of entrepreneurial cognition



by taking a deeper look into entrepreneurs’ attitude towards risk and risk
experiencing in order to see a possible impact that entrepreneurial experience and
entrepreneurial learning has on risk tolerance. The second objective is to find out
how entrepreneurial opportunities are identified, evaluated and developed by
experienced entrepreneurs. More detailed, this study aims to provide a detailed
description of the opportunity development process of entrepreneurial opportunities
from the viewpoint of experienced entrepreneurs, including the different phases of
the process.

Based on an existing literature and above described research gap, research
purpose, and objectives set for this study, the main research question is the

following:

RQ1: How entrepreneurial experience and entrepreneurial learning influence

entrepreneurial decision-making and risk tolerance?

The main research question goes hand in hand with the purpose of this study. With
the help of theoretical and empirical part of this thesis it will be researched, how
entrepreneurial learning and entrepreneurial experience influence entrepreneurial
decision-making and risk tolerance. To provide more detailed insights to the main
research question and to address closer both research objectives listed above, the

following sub-questions are formulated:

Sub-Q1: What is an entrepreneurial opportunity identification process like from a

habitual entrepreneur’s point of view?

Sub-Q2: How is the development process of entrepreneurial opportunities shaped

by entrepreneurial experience?

Sub-Q3: What kind of an effect an entrepreneurial experience has on entrepreneur’s
attitude towards risk?



The first and the second sub-question focus on providing a deeper understanding
of entrepreneurial decision-making in relation to entrepreneurial opportunities. The
third sub-question focuses on finding out is there a link between entrepreneurial
experience and entrepreneur’s attitude towards risk and if yes, what is this possible
connection like in practice. All three sub-questions support the main research
question in finding out the influence of entrepreneurial experience and

entrepreneurial learning on risk experiencing and risk tolerance.

1.4 Key concepts

Key concepts of this study will be briefly defined in the following. They are discussed
more thoroughly under literature review, but this overview provides the reader a

basic understanding of the concepts and terminology used in this thesis.

Entrepreneurial opportunity is defined in the literature as a chance to meet a
market need through a creative combination of resources to deliver superior value
(e.g. Schumpeter 1934; Kirzner 1973; Casson 1982). Entrepreneurial opportunity
can be perceived as a means of generating economic value that previously has not
been exploited and it consists of a set of ideas, beliefs, and actions that enable the
creation of future goods and services in the absence of current markets for them.
(Sarasvathy, Dew, Velamuri & Venkataraman 2003; Baron 2006)

The entrepreneurial process occurs when someone, alert to this misallocation,
recognizes that resources are not being put to their "best use”, obtains the
resources, recombines them, and sells them at more than they cost to obtain and
recombine (Casson 1982). Vanevenhoven, Winkel, Malewicki, Dougan & Bronson
(2011) describe the entrepreneurial process as an activity which ‘processes’
opportunities. The process itself consists of three phases: opportunity identification,
opportunity development, and opportunity exploitation.

Opportunity identification is an active cognitive process that aims to identify an

existing entrepreneurial opportunity that has value creation potential. It involves



technical skills like financial analysis and market research but also other, less
tangible forms of creativity, like team building, problem-solving, and leadership
skills. (Baron 2006; Klein 2008) Opportunity development is described as a
process from an existing opportunity to an emerging business concept that may
potentially grow into a business model (Cardozo 1986; Nelson 1987). The process
is cyclical, iterative and proactive in nature and incorporates the identification,
development, and evaluation of an opportunity. (Ardichvili et al. 2003; Sanz-Velasco
2006) Entrepreneurial learning, “learning to recognize and act on opportunities,
and interacting socially to initiate, organize and manage ventures” (Rae 2005), is an
essential part of the opportunity development process (Sanz-Velasco 2006).
Opportunity evaluation describes the decision-making that the entrepreneur or
other stakeholders such as investor conducts while evaluating the business
potential of a potential opportunity. Opportunity evaluation typically takes place
several times during an opportunity development process, already in the early
phase, and includes lots of different kind of aspects that are necessary to be
reviewed. (Ardichvili et al. 2003)

Entrepreneurial experience describes prior experience of business ownership.
Entrepreneurs have experienced more than one business, are called habitual
entrepreneurs. Habitual entrepreneurs are further divided into serial
entrepreneurs, which by definition is a person who establishes several businesses
but owns only one firm at a time, and portfolio entrepreneurs, which by definition
is a person who establishes multiple businesses but retains (at least some) of his
original businesses while establishing and/or purchasing new companies.
(Ucbasaran, Westhead & Wright 2001; Westhead, Ucbasaran & Wright 2005)

Entrepreneurial decision-making describes the flexible and fast decision-making
process of entrepreneurs, which has been found to differ from managerial decision-
making as entrepreneurs are very flexible between heuristic decision-making and
systematic decision-making (Baron 2004). Entrepreneurial decision-making is
characterized by an entrepreneurs’ capability of matching the cognitive nature of the
task and the cognitive nature of the decision intuitively (Gustafsson 2006).



Cognitive bias is a systematic error in thinking that affects the decisions and
judgments that people make, and it arises when the cognitive process is
contradicting with the norms of statistic theories of choice. The use of heuristics to
facilitate decision-making may lead to different kind of cognitive biases which may
have severe influences. (Kahneman 1992) The heuristic reasoning is a way of
coping with information processing in complex decisions, typically when decision-
making involves high uncertainty, the amount of information to be processed is large
and time is limited. In order to get decisions done, people tend to rely on heuristics
by choosing shortcuts or simplifying different strategies. (Baron 2004; Busenitz &
Barney 1997) Mental accounting is a part of the decision-making process where
individuals form specific, subjective frames for every decision they made. It is used
to explain differences in individuals risk-taking preferences (Thaler 1999).

Loss aversion signifies the tendency to feel the pain of a loss more severely than
the pleasure of an equal-sized gain (Rabin & Thaler 2001). Reference point
describes a specific point (for example the current status quo or some other neutral
starting point) against which outcomes and losses are compared to in a decision-
making process. Loss aversion and reference point are both important concepts
related to risk-averse behavior and key concepts in prospect theory, which will be
addressed in the literature review. Risk aversion describes a person’s subjective
attitude towards uncertainty (Kahneman 1992) and risk tolerance can be defined
as the amount of risk that an individual is willing to accept in the pursuit of some
goal (Roszkowski & Davey 2010).



1.5 Theoretical framework

Decision-making
under uncertainty

Entrepreneurial
decision-making

Entrepreneurial / \ Cognitive

/ biases
PIOCEss Mental

Heuristics Loss accounting
aversion
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Risk Reference
. -
aversion point
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Figure 2. Theoretical framework

The theoretical framework set up for this thesis is presented in figure 2 above. The
aim of the framework is to illustrate how the main concepts addressed in the
literature review are related to each other and what is the theoretical base in which
the empirical part of this thesis is built on.

The framework is built around the two main conceptual themes: decision-making
under uncertainty and in particular entrepreneurial decision-making, and
entrepreneurial process. The left side of the framework forms the concepts related
to entrepreneurship that are addressed with the help of concepts from behavioral
economics and cognitive decision-making research, depicted on the right side of the
figure. The literature review addresses connections between decision-making under
uncertainty, entrepreneurial decision-making, entrepreneurial experience and -

learning, risk experiencing and risk tolerance.
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1.6 Methodology and delimitations

This section introduces the methodology applied for this thesis and defines the
limitations set for the research. The research methodology chosen for this study is
qualitative and it was chosen because the qualitative study focuses on interpretation
and discussion. This study aims to build a better understanding of the reasoning
and motives behind entrepreneurial decision-making in terms of opportunity
identification, -development and -evaluation and tries to build an understanding of
entrepreneurial experience’s influence on risk tolerance and risk experience. The
empirical part was conducted with the help of semi-structured interviews with

entrepreneurs. (Hirsjarvi, Remes & Sajavaara 2007, 157, 200)

In order to find out a possible link between entrepreneurial experience and decision-
making and to observe entrepreneurial experience’s role on possible changes in
attitude towards risk and risk tolerance, the scope of this study is limited to
entrepreneurs who already have earlier entrepreneurship experience. Originally,
while planning the research topic, the main interest was set on studying serial and
portfolio entrepreneurs who have experienced both successes and failures during
their entrepreneurial path. This delimitation was later declined while conducting
interviews because quite a few interviewees saw that despite them being involved
in more than one business at a time (portfolio entrepreneurs) or during their career
thus far (serial entrepreneurs), these businesses are not yet mature enough in order
to categorize them as successes or failures. Hence the only delimitation set for this
study was the scope and based on that a diverse group of respondents, each having

earlier entrepreneurial experience were interviewed.

1.7 Structure

The structure of this thesis starts from the introduction chapter, which outlines the
background of the study and addresses the existing research gap, followed by an
introduction of research objectives and research questions, key concepts and
theoretical framework, finishing with a brief description of research methodology
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used and delimitations set for this study. Second and third chapter address the
literature used to form a theoretical framework and literature review is aimed to work

as a solid foundation for the empirical part.

The methodology applied in the research will be addressed more detailed under the
fourth chapter. Research methods, data collection, and data analysis will be
explained before continuing to the fifth chapter which presents the findings of the
empirical part. Findings chapter is followed by concluding discussion chapter that
reflects empirical findings towards previous research, addresses practical
implications and provides answers to research questions set for this thesis.
Reliability and validity of this study and some future research ideas will be presented
at the end of the discussion chapter.
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2 ENTREPRENEURIAL OPPORTUNITIES

The literature review consists of two chapters. This first chapter addresses
entrepreneurial opportunities, defining the concepts of entrepreneurial opportunity
and entrepreneurial process and explaining more in detail the concepts of
opportunity identification, -development, and opportunity exploitation and their role

in the entrepreneurial process.

2.1 The concept of entrepreneurial opportunity

Companys & McMullen (2007, 302) concluded that an insufficient understanding of
entrepreneurial opportunities and the lack of an integrated theoretical framework
has characterized the whole field of entrepreneurship research. The lack of clarity
is problematic still today, even though some progress has and various existing
definitions for an opportunity have been unified. Nowadays there is a growing
consensus about the definition of what constitutes an opportunity but the discussion
around the opportunity emergence and exploitation, i.e. how, when and why
opportunities are identified will be continued. (Chandler 2000 in Sanz-Velasco 2006,
252 & Alvarez & Barney 2010, 559)

Early descriptions of the concept refer to entrepreneurial opportunity as a chance to
meet a market need through a creative combination of resources to deliver superior
value (Schumpeter 1934, Kirzner 1973 & Casson 1982 in Ardichvili et al. 2003, 108).
Casson (1982 in Shane 2000, 451) defined entrepreneurial opportunities as
‘opportunities to bring into existence new goods, services, raw materials, and
organizing methods that allow outputs to be sold at more than their cost of
production”.

According to Schumpeter (1934 in Jantunen et al. 2005, 224), the key requirement
needed for entrepreneurial opportunities to existing in the first place is new
information and an entrepreneur’'s capability to use it. In opposition to
Schumpeter, Kirzner (1973 & 1997 in Shane 2000, 451) is in line with Hayek’s (1945
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in Shane & Venkataraman 2000, 222) thoughts and claims that entrepreneurial
opportunities emerge as a result of incomplete market information, which makes
entrepreneurship an arbitrage activity. Kirzner concludes that opportunities exist
because different people possess different information and for this reason, not
everyone in society recognizes all available opportunities. Venkataraman (1997,
122-124) supports Kirzner's thought and states that the possession of useful
knowledge varies among individuals and these differences truly matter. In particular,
the lack of recognizing the value of all opportunities by ‘regular people’ allow
entrepreneurs to obtain resources at below their equilibrium price and motivates

them to exploit opportunities.

Although entrepreneurial opportunities may often be referred as ‘business ideas’ in
everyday language, several scholars are coherent with the statement that there is a
conceptual difference between ideas and opportunities and these two concepts shall
not be mixed in order to keep the concept of opportunity better detailed. According
to Singh, Hills, and Lumpkin (1999, 661-662), an idea can be described as a thought
which might (as well as it might not) meet the criteria and develop into an
opportunity. Entrepreneurs were noted to identify almost twice as many ideas than
actual opportunities, but importantly, ideas must always precede opportunities
because opportunities do not exist without initial ideas that may be developed into
opportunities. Sarasvathy et al. (2003) continued that this development process

from an idea to opportunity needs always an individual to act upon the idea.

2.2 The entrepreneurial process

Entrepreneurs, in general, identify business opportunities in order to create and
deliver value for stakeholders in future businesses. (Ardichvili et al. 2003, 106)
Kirzner (1997, 70-74) points out that entrepreneurial opportunities can be identified
by utilizing existing knowledge in various approaches. This kind of already existing
knowledge covers, for instance, underutilized or unemployed resources, which still

have the potential to deliver new value to potential customers.
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“An opportunity holds no value to individuals or organizations unless they possess
the knowledge to recognize the opportunity and the resources and capabilities to
take advantage of the opportunity” (Vanevenhoven et al. 2011, 57-58)

Dimov (2007) concluded that entrepreneurial opportunities emerge in an iterative
process of shaping and development and during this process, the initial ideas are
elaborated, refined, changed or rejected. Vanevenhoven et al. (2011, 55) describe
the entrepreneurial process as an activity which ‘processes’ opportunities. The
process, depicted in figure 4 below, consists of three phases: opportunity
identification, opportunity development and opportunity exploitation. The iterative
character is present in this model too where the entrepreneurial process is illustrated
in the form of a dialogue, in which the opportunities and other elements of an
entrepreneur’s repertoire discuss with the objective of transforming an opportunity

into a viable venture.

Opportunity

Opportunity Opportunity e
identification EE— development —_— exploitation

Figure 3. The entrepreneurial process (Vanevenhoven et al. 2011)

The value creation’s role in the entrepreneurial process is remarkable: Eckhardt and
Shane (2003) stated that in order to exploit an opportunity, the entrepreneurs must
believe that the value of resources is higher than their exploitation in present form.
In order to find that out, opportunities are evaluated in relation to their expected
value potential as well as the related risk and uncertainty level (McCann & Vroom,
2015). In the following the different processes of opportunity identification

(generation), opportunity development and opportunity exploitation will be looked
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closer to understand the comprehensive yet complex nature of the entrepreneurial
process.

2.2.1 Opportunity identification

Opportunity identification forms the first step in the entrepreneurial process. It is an
active cognitive process that aims to identify an existing entrepreneurial opportunity
that has value creation potential (Baron 2006) and the process involves technical
skills like financial analysis and market research but also other, less tangible forms
of creativity, like team building, problem-solving, and leadership skills. (Klein 2008).
The opportunity identification process has been researched from various
perspectives in academia and many of the earlier studies used to focus on one
chosen perspective examining a certain aspect of the process. (Ardichvili et al.
2003, 107) Aspects that have been studied closer include for instance cognitive
processes (Shane & Venkataraman 2000, Baron 2004, 2006), social network
context (Hills, Lumpkin & Singh 1997; De Koning 1999; Baron 2007) and the
influence of prior knowledge and experience (Shane 2000; Venkataraman 1997).

There are two common theories presented in the literature that describe the
opportunity identification process either as an opportunity discovery process or as
an opportunity creation process. Opportunity discovery is based on Kirznerian view
in which opportunities can be discovered on the basis of existing knowledge
whereas Schumpeterian view claims that opportunities are created by the
entrepreneur as a result of creating new knowledge. (Alvarez & Barney 2007, 13-
16)

Opportunity discovery

Opportunity discovery theory has gained more attention in the research field
compared to the opportunity creation theory which emerged later. (Alvarez & Barney
2007, 13). The theory considers opportunities as objectives, which already exist in
the environment ready to be discovered. (Alvarez & Barney 2010, 559). Opportunity
discovery is further divided into two alternative explanations: search and discovery
perspective. The search perspective views that opportunities are identified through
a purposeful, rational and systematic search process, which reminds of the strategic
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planning process. The prerequisite for an opportunity search process is that the
searcher (often the entrepreneur) knows specifically what he is searching for,
meaning that there is a piece of missing information that the searcher is aware of
and wants to actively pursue. (Kirzner 1997, 71; Chandra et al. 2009, 37) The search
approach is supported in the literature by Shaver and Scott (1991) and Baron (2004)
whom both argue that people with superior information processing ability, search
techniques or scanning behavior are more likely to discover opportunities compared
to other people. (Shaver & Scott 1991, 33; Baron 2004, 222). The opportunity
discovery perspective, based on Austrian economists’ view, believes that
opportunities remain unknown until found, and hence one cannot purposely search
for something that one is not aware of (in comparison to rational opportunity search
process). (Kirzner 1997, 71-72; Kaish & Gilad 1991, 38; Chandra et al. 2009, 37;
Shane 2000, 451)

Kirzner has addressed the process of opportunity discovery a lot in his studies and
points out that each opportunity discovery includes an element of surprise that is
something which makes the discoverer recognize the value of new information one
happens to receive through other means and which one may have previously
overlooked. Additionally, in order to enable discoveries in the first place, external
environmental conditions play a central role. (Kirzner 1997, 71-72, Shane 2000,
451). This kind of conditions conducive to opportunity discovery contains prior
knowledge, alertness, networks of contacts and relations, and relevant skills. Out of
these conditions, prior knowledge has been in special research attention of Shane
and Venkataraman during the past two decades. They suggest that prior knowledge
provides a solid basis for understanding, accepting and combining new knowledge.
Venkataraman (1997) noticed that people recognize those opportunities related to
information that they already possess and as a result of each person’s idiosyncratic
prior knowledge new “knowledge corridors” will be formed, which in turn allow the
recognition of certain opportunities but not others. This explains why Shane and
Venkataraman see opportunities as objectives, but the recognition of opportunities
is viewed as a subjective process. (Shane 2000, 452, 465; Shane & Venkataraman
2000, 220-222)
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Shane and Venkataraman have also paid attention to cognitive attributes and
identified opportunity recognition to be an active cognitive process in which
knowledge and ideas are combined in new ways with the help of existing
information, concepts and means-ends relationships. This statement is in line with
Kirzner’s thoughts (1973, 1997). Due to a different cognitive framework and prior
knowledge of entrepreneurs, Shane and Venkataraman agree with Hayek (1945) as
well as later Kirzner (1973, 1997) who claimed that it is natural that not all
entrepreneurs perceive the same opportunities and because of this, some desirable
opportunities can be unnoticed and unexploited. (Shane 2000, 465; Shane &
Venkataraman 2000, 221-222) It is also highlighted in research that even though
opportunity discovery may sometimes seem to be pure luck, it is definitely not that
in a sense that several different conditions influence to issues which eventually
determine what kind of opportunities are potentially discoverable and who are able
to discover them. (Chandra et al. 2009, 38)

The role of an entrepreneur’s social networks in opportunity identification has not
received that much attention in the research field compared to the influence of prior
knowledge and cognitive attributes. Ozgen and Baron (2007, 176, 187) emphasized
the view that knowledge is one of the key factors in the opportunity identification
process and one potential information source is social networks. They concluded
that socially provided information can facilitate entrepreneurs to identify
opportunities that could otherwise be unnoticed or unexploited due to individual
differences between personal prior knowledge and cognitive schemas. It was found
out that the larger entrepreneur’s social networks, the more opportunities they

recognize.

Opportunity creation

Opportunity creation theory is based on the Schumpeterian view on innovating
entrepreneur who creates new opportunities with the help of creativity and new
knowledge. The theory is built on the idea that opportunities do not exist in the
environment before an entrepreneur creates them. (Alvarez & Barney 2010, 560)
For this reason, opportunities are viewed to be subjective in contrast to discovery
view. (Alvarez & Barney 2007, 15) Opportunity creation theory explains the
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relationship between the production of new products or services and entrepreneurial
action. It relies strongly on the trial-and-error perspective that is closely linked to the
entrepreneurial decision-making. One of the most significant differences between
opportunity creation and opportunity discovery theory is the standpoint regarding
opportunity search process (referring here to both search and discovery
perspectives): in creation theory entrepreneurs do not search for opportunities in the
first place, but they act and learn from the response of the consumers and markets.
(Alvarez & Barney 2007, 14-17; Vaghely & Julien 2010, 73). Alvarez and Barney
(2010, 560) concluded that the nature of knowledge and how it is generated is the
single most remarkable difference between opportunity discovery and opportunity
creation streams of thinking.

Opportunity creation view is supported for instance by Alvarez and Barney (2007;
2010), Ardichvili et al. (2003), Sarasvathy et al. (2003), and Sarasvathy & Dew
(2005). Alvarez and Barney argue against opportunity discovery by seeing the
opportunity emerging process as a creation made by the entrepreneur. They claim
that an opportunity is not really known or understood until it is created by acting
upon a belief that it could exist at all. In other words, one must be able to imagine
the opportunity and hence it only truly exists after enacting in a process of actions
and reactions. Moreover, a single opportunity cannot have both discovery and
creation attributes. (Alvarez & Barney 2007, 14-17, Alvarez & Barney 2010, 558)
Ardichvili et al. (2003) agreed in part with opportunity discovery theory and admitted
that some elements of opportunities may be recognized for instance as a result of
careful market investigation (as suggested by Kirzner 1973, 1997). Notwithstanding
this viewpoint, Ardichvili et al. yet supported opportunity creation over opportunity
discovery by stating that in the end opportunities are always made rather than found.
This argument of theirs is based on the emphasis given to the opportunity
development process as a whole, which will be looked closer under next sub-
heading.

Co-existence of opportunity discovery and opportunity creation?
As a summarizing statement, it should be noted that quite recently the division
between opportunity discovery and opportunity creation is to some extent diluted



19

because recent research has shown that ultimately both discovery and creation
seem to go hand in hand when it comes to identification process of entrepreneurial
opportunities. (Vaghely & Julien 2010, 73) Zahra (2008, 253-255) observed that
creation opportunities are more likely to exist in the early phase of a specific industry
and these creation opportunities, in turn, may later evolve into discovery
opportunities and change shape over time. She concluded that the opportunity
discovery and opportunity creation perspectives can well co-exist, and both
approaches could be integrated into a broader overall framework. Vanevenhoven et
al. (2011, 56) emphasize the bricolage nature of the entrepreneurial process which,
in turn, can allow both discovery and creation views. Accordingly, both discovery
and creation opportunities can be present in the form of “proto-opportunities”, i.e.
those almost-opportunities that are at least partly formed in the opportunity
identification process. These “proto-opportunities” exist in the entrepreneur’s
repertoire but are somehow incomplete, flawed or unexploitable given the context

and are hence not developed any further.

2.2.2 Opportunity development

The shift of attention in opportunity research field has moved from opportunity
identification towards opportunity development. To an increasing extent, the
scholars have started to pay attention to the process that explains how opportunities
progress after they are first identified. Earlier studies saw opportunities to begin as
simple concepts that become more elaborate as entrepreneurs develop them. This
process of opportunity development involves proactive efforts such as new product
development, but in the case of opportunity development, the entire business
develops, not just a single product. (Pavia 1991) A similar kind of comprehensive
approach towards opportunity development was presented by Cardozo (1986) who
described the opportunity development as a process from an existing opportunity to
an emerging business concept. According to his view, the process starts when the
identified market need (to wit the opportunity) becomes more precisely defined in
terms of customer needs (realization of benefits and value sought by particular
users, describing what is to be offered and to whom) and in terms of potential uses
(how the new product or service will be delivered to the market and what kind of
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resources will be needed for that). Nelson (1987) agreed with the idea presented by
Cardozo and adds that this emerging business concept will potentially grow into a
business model while it develops and matures further. Nelson points out that with
time this new business model equates with market needs and resources, and
includes also a financial model, which in turn differentiates the business model from
a business concept. To conclude, the opportunity developing process is seldom fully
articulated but depending on the situation, some businesses can be started with
incomplete business plans while other need more explicit and detailed plans to
succeed. (Pavia 1991, Cardozo 1986 & Nelson 1987 in Ardichvili 2003, 109)

Shane and Venkataraman (2000, 221-223) stated that the opportunity development
process can be seen as a part of the entrepreneurial process where opportunity
discovery precedes the exploitation of an opportunity and due to this causal
relationship additional development phase is not necessary as it is already involved
in the opportunity discovery process. Opportunity discovery view is pretty planning-
centric compared to opportunity creation view and Alvarez & Barney (2007, 14-17)
pointed out that highly uncertain conditions make early opportunity development
impossible using planning method and for this reason, entrepreneurs must adapt to
changes.

Ardichvili et al. (2003, 106, 109) reviewed the earlier research conducted about
opportunity development and pointed out that the process of opportunity
development is conceptually distinct from opportunity recognition and identification.
This statement is based on their observations regarding the entrepreneur’s behavior
during the opportunity development process: an entrepreneur is likely to conduct
evaluations several times at different stages of the development phase. Hence the
development process is defined to be cyclical, iterative and proactive. The
continuous opportunity evaluation by entrepreneur can potentially lead to
recognition of additional opportunities or adjustments to the preliminary vision, which
in turn starts another opportunity development process and highlights the iterative
nature of the process. A similar viewpoint is also presented by Shane, Locke &
Collins (2003, 257-258) and later by Sanz-Velasco (2006, 252) who confirms the
statement of Ardichvili et al. and summarizes the opportunity development as a term
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that incorporates the identification, the development, and the evaluation of an
opportunity.

Ardichvili et al. (2003, 108-109) also found out that opportunity development process
is influenced by certain major factors that enable the process to happen. These
factors are entrepreneurial alertness, information asymmetry and prior knowledge,
social networks, personality traits (self-efficacy, optimism, and creativity of an
entrepreneur) and the type of opportunity itself. The opportunity development
process starts when entrepreneurial alertness exceeds a threshold level, in other
words when the opportunity is recognized. This argument is in line with Kirzner’s
thoughts (1973, 1997) and Ardichvili et al. agree with Kirzner and name
entrepreneurial alertness to be the most powerful of these major factors in case
there is a coincidence of several factors. They also point out that the particular
activities within the opportunity development process are affected by the knowledge
about market needs and resources: the degree of specificity matters. This
observation was later supported by Sanz-Velasco (2006, 252) and the importance
of prior knowledge was also highlighted by Davidsson (2005), who argued that
entrepreneur’s prior knowledge and resources have been under-researched and
stronger attention should be paid in these factors in order to figure out how
opportunities are created, that is to say, what happens during the opportunity
development process. (Davidsson 2005 in Sanz-Velasco 2006, 252)

Sanz-Velasco (2006, 257, 266-268) concludes the opportunity development to be
an interactive and iterative process that lets entrepreneurs act before a
comprehensive perception of an opportunity is made. Essentially, the opportunity
development takes place both before and after a venture is established like
previously also suggested by Ardichvili et al. (2003). The development process
considers behavioral aspects and processes under the influence of prior knowledge,
resources, and context. Entrepreneurial learning and evaluation as a part of this

learning process is an essential part of the opportunity development process.
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2.2.3 Opportunity exploitation

Opportunity exploitation is the last phase of the three-stage entrepreneurial process.
As stated by Eckhardt and Shane (2003), an entrepreneur must believe that the
value of resources is higher in the new opportunity than their exploitation is in
present form. Unless this pre-requisite is not met the identified and possibly further
developed opportunity is not exploited. For this reason, it is not automatic that all
identified opportunities would eventually pass through the entrepreneurial process
and be exploited.

Vanevenhoven et al. (2011, 57-58) stated that the value of the opportunity is formed
only after it is recognized and there are resources and capabilities to take advantage
of this opportunity. The evaluation of the resources and capabilities, among other
factors, is conducted under the opportunity development. Fisher (2012) concluded
that if the opportunity is not actionable the exploitation is less attractive. An
opportunity that is not ready for exploitation can be rejected or further modified
depending on the context.

Shane and Venkataraman (2000) suggested that the decision whether to exploit an
opportunity is influenced by two characteristics: firstly, the nature of opportunity and
secondly the individual differences. In this context, the nature of opportunity refers
to pragmatic attributes such as calculating the profit potential, available resources,
costs, time usage, and the market need. Individual differences form the more
interesting area which is more complex to study: differences between individuals’
willingness to bear the risk. Next chapter focuses on addressing risk-taking and

entrepreneurial decision-making under uncertainty with the help of prospect theory.
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3 DECISION-MAKING UNDER UNCERTAINTY

This chapter continues the literature review and provides viewpoints to decision-
making under uncertainty and looks closer different kind of cognitive issues and
psychological factors that affect human decision-making. In the context of this thesis
especially the entrepreneurial decision-making and different kind of risk-taking
preferences among entrepreneurs are in point of interest. Next, these topics are
discussed more in-depth with the help of prospect theory.

3.1 Prospect theory

Prospect theory is a descriptive model of the impact on risk in the decision-making
process. The root of prospect theory lies in the article “Prospect Theory: An Analysis
of Decision under Risk “(1979) by Kahneman and Tversky. Kahneman and Tversky
based their work on the thought that individuals are not behaving according to the
generally approved theory of expected utility, which has been the dominant theory
in the field of economics. According to the theory of expected utility, rational actors
always choose the alternative which maximizes the expected utility instead of the
expected value and simultaneously as the utility grows higher so does the state of
wealth. Thus, in the value function of expected utility, the decision weight is a
monotonic function of a probability and impossible events are given a zero weight.
Low probabilities are often over-weighted or moderate whereas high probabilities
are underweighted. The function is illustrated in figure 4 on the next page. (Altman
2004, 8, 13, 16-17)
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Figure 4. The value function of the theory of expected utility (Altman 2004, 17)

Kahneman and Tversky built their research on the statement that in real life the
decision-making of individuals is irrational and lacks consistency. According to
expected utility theory, individuals are expected to evaluate their decisions by
weighing the probabilities in order to reach for the utility maximization. (Altman 2004,
13, 16) The model of prospect theory represents an alternative model and it is
constituted on the basis of the series of experimental observations. Kahneman and
Tversky (1979) examined how prospects truly behaved in the decision-making
process and in what way the decision-making was irrational. In the research context,
prospects were asked to choose between different alternatives both providing a
chance to win. In the first case, people choose between a 25% chance to win 3000
and a 20% chance to win 4000. Out of these two options, 65% of the prospects
chose the latter one. In the second case, prospects were asked to choose between
a 100% chance to win 3000 and an 80% chance to win 4000. In this case, 80% of
the prospects chose the first option to win certainly 3000. This result did not follow
the principle of expected utility, according to which the choices of prospects should
have been similar in both of the cases because the second case is equal to the first
one in terms of the probabilities. Both alternatives are multiplied by the same
constant and thus it would have been logical that prospects would have preferred
the latter option in both cases. (Kahneman & Tversky 1979, 265-269)

The results also indicated that when opportunities were considered as wins and
losses in relation to the current state (or another point of reference) and losses were
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weighted twice as high in relation to winnings, then bets offering less than 2:1 ratio
was usually rejected. Hence people were observed to be twice as sensitive to
observe losses than gains. This observation in part explains why people may easily
turn down even small gambles with a positive expected value. (Rabin & Thaler 2001,
226)

value

» outcome
Losses Gains

Reference point

Figure 5. The value function of the prospect theory (Kahneman & Tversky 1979)

Based on the results Kahneman and Tversky formulated a new value function that
responses to the deficiencies that the theory of expected utility has. lllustrated in
figure 5 above, the value function of prospect theory has both a positive and a
negative area and it notices the changes in wealth in comparison to a reference
point which is typically the current situation or some other neutral starting point
(intersection of y-axis and x-axis in the figure). The value function of prospect theory
hence expands the value function represented in the theory of expected utility. The
modified value function is concave in the domain of gains and convex in the domain
of losses. This S-shaped curve demonstrates the empirical finding that people are
risk averse for gains and risk seeking for losses. The reasoning for this pattern of
behavior is explained with the help of concepts of loss aversion and reference
points, which will be addressed closer in the next paragraph. (Altman 2004, 17-19;
Kahneman 1992, 297)
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3.1.1 Reference point and loss aversion

As touched upon above, prospect theory includes two important concepts related to
risk-averse behavior. The first concept is called a reference point. It plays a decisive
role in the value function of prospect theory because other outcomes are always
compared to a specific reference point. Furthermore, outcomes are coded and
evaluated in terms of this comparison. In the example case of a continuous outcome
variable, the reference point separates the domain into gains and losses. In spite of
that, most real-life decisions involve multiple reference levels for any valued aspect.
The coding of outcomes as gains and losses is affected by the location of the
reference point which also affects the evaluation of differentiates between other
alternatives. Based on the results of experimentations conducted in the
development process of prospect theory, differences between disadvantages will
have a greater weight than corresponding differences between advantages. This
happens by cause of disadvantages that are evaluated on a sharper limb of the
value function. (Kahneman & Tversky 1979, 274-277; Kahneman 1992, 296-298)

The second essential concept is loss aversion, which signifies the tendency to feel
the pain of a loss more severely than the pleasure of an equal-sized gain. (Rabin &
Thaler 2001, 226) Brenner, Rottenstreich, Sood & Bilgin (2007, 369) even named it
as ‘perhaps the most successful and widely used explanatory construct in
behavioral decision research”. In the context of risky decisions, a tendency to risk
aversion causes a remarkable objection to gambles if the payoffs are not favorable
enough. In the empirics conducted for prospect theory in the 1970s, for the majority
of the people an acceptable gain/loss ratio was noted to be 2:1 or higher but for a
loss averse person, the risk-seeking behavior may activate in case there is a
remarkable risk to lose money. This is explained by the fact that in this
aforementioned situation a strongly loss averse person may be willing to take a
significant financial risk if that can provide a solution to prevent future losses from
happening. (Kahneman 1992, 297-298)

There are two cognitive biases that are often mentioned together with the concepts
of the reference point and loss aversion: the retention of the reference transaction
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and the retention of the status quo. Reference point affects the judgment of
outcomes and due to “rules of fairness” a cognitive bias favoring the retention of the
reference transaction occurs. (Tversky & Kahneman 1991, 1056-1057) Loss averse
behavior directs people’s actions toward the retention of the status quo and due to
the relatively heavier weighting of disadvantages in contrast to advantages, loss-
averse people favor the status quo if only the retention of the situation is a possible
option. The underlying idea is that if nothing is changed no further losses will be
experienced. (Brenner et al. 2007, 369) In addition, it must be noted that the
interpretation and experience of problems depend strongly on the formulation: the
same question can be asked from people in different ways and depending on the
question formulation people tend to give different answers and behave in a different
manner. (Kahneman 1992, 302-304)

3.1.2 Mental accounting, risk isolation, and narrow framing

The concepts of risk aversion, risk-seeking and other behavioral features influencing
the decision-making of people have been researched a lot after Kahneman and
Tversky introduced prospect theory in the 1970s. In the 1980s Thaler introduced the
concept of mental accounting, which refers to the actual evaluation situation of
decisions and describes the process whereby people code, categorize and estimate
economic outcomes. Mental accounting includes the issues that individuals are
considering while considering their options and weighing the solutions. The basis of
the concept is that individuals form specific frames for every decision they made and
the way a person frames a transaction in his mind is highly subjective and depends
on the utility level he expects to achieve. Mental accounting can hence be used to
explain different risk-taking preferences, for instance why different people are willing
to spend different amounts of money to similar commodities or services and why

some people in general value things differently. (Thaler 1999, 183-184)

One important reasoning related to mental accounting that has been proven to have
an impact on the decision-making of individuals is the tendency to evaluate risks in
isolation rather than seeing and weighing them in a broader perspective.
(Kahneman & Tversky 1979, 272) This isolation tendency can favor risk-averse
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behavior because people are not capable of perceiving the advantages that
consistent and broad perspective risk evaluation can produce. Potentially same risk-
averse people who are only willing to accept the bets that offer at least 2:1 chance
to win would also accept such bets that offer a slightly smaller winning chance if
these bets would be carried as a series of bets. With this two-one winning ratio, the
more bets there are performed, the higher the chances there are also to win and
hence the gains would eventually outweigh the losses in the long term. To conclude,
one reason to explain why people behave in a risk-averse manner with regard to
small risks, even though expected utility theory suggests that they should behave
more or less in a risk-neutral manner, is that people treat risks in isolation. Taking
one risk at a time without linking them to the surrounding environment people are
not able to see the overall picture nor rationally evaluate it. (Rabin & Thaler 2001,
226-227)

Decision isolation is often described in the literature as narrow framing or myopic
loss aversion. Myopic loss aversion is connected to the concept of loss aversion
explained above and refers to the situation where an individual is more sensitive
toward losses than gains and additionally evaluates outcomes frequently. (Benartzi
& Thaler 1995, 73; Rabin & Thaler 2001, 226-227) Benartzi and Thaler (1995)
utilized myopic loss aversion while formulating an explanation of the equity premium
puzzle (a concept describing the empirical fact that stocks have outperformed bonds
over the last century by a surprisingly large margin). They observed a typical
behavior of an investor and found out that he tends to follow short-term volatility of
the stock market and in case of uncertainty and unstable stock price development
the investor is willing to get rid of his stocks. By doing so the investor believes that
he has made a rational decision that declines the overall risk level of his stock
portfolio. However, the reacting to short-term volatility with frequent mental account
losses is in reality far from being rational behavior as advantages of stock ownership
typically realize in the long run. This development explains the existing of equity
premium puzzle and indicates that in reality, the investor who decides to keep calm
and settle temporarily to a smaller equity premium is potentially achieving the best
returns in the long run regarding the risk level. (Benartzi & Thaler 1995, 73)
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3.2 Entrepreneurial decision-making

In a decision-making situation, people evaluate the available information around
them. The evaluation scanning can be done on purpose and analytically or
unconsciously and intuitively or even as a combination of all these. (Hammond 1988
in Gustafsson 2006, 21-23) March (1978, 589-590) has described the decision-
making as a situation where the actual available information must be combined with
the imagination of future consequences: what will potentially happen and how these
scenarios will be handled if they come to fruition. In entrepreneurship the
unpredictable future and the constant thinking of “what next” is present and perhaps
for this reason, entrepreneurial decision-making has been found to differ from
managerial decision-making. Entrepreneurs must make decisions under uncertain
conditions and typically the decision-making process is fast and conducted without
a sufficient amount of background information. (Baron 1998, 281-286)

3.2.1 Heuristics and cognitive biases

To be able to predict the future and evaluate the possible consequences of
decisions made today, people must rely on cognitive schemes and at times also on
heuristic reasoning and biases. The heuristic reasoning is a way of coping with
information processing in complex decisions. People commonly tend to rely on it if
the decision-making involves high uncertainty, the amount of information to be
processed is large and the time is limited. In such a case, people tend to choose
shortcuts or simplify different strategies in order to get decisions done. (Baron 2004,
222 & 235; Busenitz & Barney 1997, 12-13 & 25-26)

Kahneman and Tversky (1979, 265) name certainty effect as one mean of dealing
with decisions. They demonstrate a situation where people have to choose between
two options and the result was that they preferred to choose a safe alternative that
included fewer rewards than the riskier option even though with more risk also the
rewards would have been higher. According to Baron (1998, 281-286), it is
particularly often entrepreneurs who have to make quick decisions without a

sufficient amount of background information and when comparing the access to
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information between managers and entrepreneurs, Busenitz and Barney (1997, 13-
14) found out that entrepreneurs typically do not have time to collect the information.
Managers got more often information as given from the earlier records of the
company, so it was easier for them to utilize the information in the actual decision-
making situation and no similar need for improvisation and dealing with uncertainty
was required than in the case of entrepreneurs. Additionally, entrepreneurs tend to
involve feelings into their decision-making easier compared to managers, which can
also increase the use of heuristics in order to get the decisions done. (Baron 1998,
286-288) The benefits of using heuristics included i.e. the sense of general
understanding and the feeling of control over the situation but the disadvantages
included the overconfidence and generalizing. (Busenitz & Barney 1997, 23-26)

Baron (2004, 235) points out that entrepreneurs are very flexible between heuristic
decision-making and systematic decision-making depending on the situation. The
ability to adapt to both kind of situations differs entrepreneurs from managers and
supports the view of the extraordinary mindset of entrepreneurs. Gustafsson (2006)
backs up this view and claims that in fact expert entrepreneurs can match the
cognitive nature of the task and the cognitive nature of the decision intuitively and
form a good and balanced decision based on that matching. She continues with this
idea by stating that in the case of high uncertainty entrepreneurs rely on intuition
and in the case of a low uncertainty the decision is based on the analytical
processing. If the uncertainty level is medium, quasi-rational thinking is preferred

(i.e. heuristics and other cognitive biases). (Gustafsson 2006, 116-118)

Kahneman and Tversky (1979, 285, 289) stated that the use of heuristics, which
includes the cognitive biases, is in general use but sometimes the occurring biases
and errors can be severe and systematic and affect the decision-making and
judgment capability negatively. The cognitive biases arise when the cognitive
process is contradicting with the norms of statistic theories of choice. (Gustafsson
2006, 49) According to Baron (2004, 222), there are five different types of cognitive
biases that affect entrepreneurial thinking and behavior in various ways. These
biases are counterfactual thinking, affect infusion, attributional styles, planning
fallacy, and commitment escalation and self-justification.



31

To sum up, it seems that according to entrepreneurial cognition research, for
entrepreneurs the decision-making process is not problematic under limited time
frame and uncertain conditions due to the cognitive factors (i.e. heuristics and
intuition) that are utilized as the tool in order to get decisions done and business on-
going. Entrepreneurs themselves do not experience this kind of decision-making
illogical or exceptionally. For an outsider, it may look risky, however, mostly due to
different characteristics that entrepreneurial decision-making has compared to
managerial decision-making, out of which the latter is viewed to be often more

carefully planned and considered.

3.2.2 Entrepreneurship and risk tolerance

Entrepreneurs are often described as risk takers both in everyday language as well
as in academics although the majority of research is indeed not supporting this
claim. (Baron 1998; Busenitz & Barney 1997; Shaver & Scott 1991; Shane, Locke
& Collins 2003) This perception may be partially created due to the fact that typically
the role of manager and entrepreneur have been separated in academic literature
by the assumption that entrepreneurs have in general a higher disposition towards
risk compared to managers. However, according to research conducted of
entrepreneurial risk disposition from a cognitive point of view, the real difference
between entrepreneurs and managers in risk-taking is not so significant as one
could assume. The difference lies mainly on the risk perception: entrepreneurs are
not automatically more willing to take the risk, but the evaluation of risk differs to the
one that most managers have. Like discussed above, entrepreneurial and
managerial decision-making have differences and hence one potential explanation
for this difference in risk perception lies in the use of heuristics and biases. Yet there
are also other explanations to be identified. (Baron 1998, 288; Busenitz & Barney
1997, 23-25) Douglas (2006) proposed alternative explanations such as
underestimation of risks (due to over-confidence of entrepreneurs) and partly related
to that, the power of social network building (and thus the lack of external information
seeking). Douglas claimed that entrepreneurs may be blinded to the environment

and existing risks while socializing with other like-minded people and relying on the
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information they get and share within the entrepreneur circle. (Douglas 2006, 192-
193)

According to Shaver & Scott (1991) and Palich & Bagby (1995), from a cognitive
point of view entrepreneurs do not view themselves as risk takers but they do
however view business situations differently compared to non-entrepreneurs.
Entrepreneurs tend to view business situations more optimistic, evaluating the
business potential to be at a higher level compared to non-entrepreneurs. Baron
(1998) pointed out that based on previous studies it can be claimed that
entrepreneurs’ interpretation toward environmental situation is generally more
positive compared to non-entrepreneurs and entrepreneurs tend to spot more
opportunities around them. Hence the perception of opportunities is also different
among entrepreneurs, not only perception of risk. This difference in experience and
evaluation of business situations and business environment explains in part why
entrepreneurs are different. (Shaver & Scott 1991, 26-29; Palich & Bagby 1995,
429; Baron 1998, 280-283)

Other explanations to these differences regarding entrepreneurial behavior can be
found in motivational factors. According to McClelland (1961), the need for
achievement and the habit of choosing demanding tasks without fearing risks are
associated as contributing factors to successful entrepreneurship as well as to the
choice of becoming an entrepreneur. The success of a venture is hence strongly
linked to the need for achievement as prosperous entrepreneurs are more likely to
utilize their existing resources, overcome obstacles, compete more fiercely, and
improve their personal entrepreneurial skills than the less prosperous
entrepreneurs. (McClelland 1961 in Shane, Locke & Collins 2003, 263-264)

Original thoughts of McClelland were confirmed in the research by Collins, Hanges,
and Locke (2004). According to their meta-analysis about achievement motivation,
it was supported that a high need for achievement relates remarkably to both the
career choice and the entrepreneurial performance of an entrepreneur. However, it
was found that high achievement motivation predicted better entrepreneurial
performance than the actual career choice, which in turn did not support the original
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claim by McClelland, who thought that achievement motivation is the key that drives
entrepreneurially minded people to become entrepreneurs. In terms of achievement
motivation, the difference between entrepreneurs and managers was not as
remarkable as expected though and compared to other professions entrepreneurs
and managers were quite close to each other. Based on this discovery Collins et al.
(2004) concluded that despite of the different characteristics of managers and
entrepreneurs, the main guidelines in both jobs are pretty similar and managerial
jobs often include entrepreneurial elements. For this reason, achievement
motivation may be a useful predictor of career choice in such positions that have job
characteristics and responsibilities similar to entrepreneurial positions. (Collins,
Hanges & Locke 2004, 108-109)

In addition to the need for achievement also other motivational and cognitive factors
should be considered when examining the entrepreneurial behavior and motivation.
Shane, Locke, and Collins (2003) suggested that these additional factors include
e.g. risk-taking propensity, tolerance for ambiguity, the locus of control, self-efficacy,
goal setting, drive and passion and a need for independence. All these factors
influence the overall entrepreneurial behavior and performance and typically all of
these factors are also higher among entrepreneurs than among non-entrepreneurs.
(Shane, Locke and Collins 2003, 274-276)

3.2.3 Entrepreneurial experience’s role in decision-making and risk-taking

The entrepreneurship research identifies several types of entrepreneurs, and in
several studies, there exists some form of distinction between different types of
entrepreneurs. One common way to do the categorization between different types
of entrepreneurs is to divide entrepreneurs based on their experience. In this
division entrepreneurs without prior experience as a business owner or business
founder are labeled as novice entrepreneurs. Individuals who consider establishing
a new business are called nascent entrepreneurs and those entrepreneurs who
already have prior experience of business ownership, often from more than one

business, are called habitual entrepreneurs. (Ucbasaran et al. 2001, 59-60)
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In literature, habitual entrepreneurs are further divided into two subcategories based
on the type of ownership: serial entrepreneurs and portfolio entrepreneurs. The term
serial entrepreneur describes a person who establishes, purchases or inherits
several businesses but owns only one firm at a time. Hence by definition, a serial
entrepreneur always sells or closes his business before starting or moving forward
to another one. Portfolio entrepreneur, by contrast, describes a person who
establishes, purchases or inherits multiple businesses but retains his original
business (or at least one of these earlier firms either as minority or majority owner)
while later establishing or purchasing another company. Portfolio entrepreneur
hence founds, owns, manages and controls two or more independent businesses
simultaneously and typically forms a portfolio of ownership around the enterprises
he owns. (Ucbasaran et al. 2001, 59-60)

Habitual entrepreneurship has been studied during the past two decades and
portfolio entrepreneurship, in particular, has become a key theme within the
entrepreneurship literature. (Carter & Ram 2003, 371-372, Rosa & Scott 1999, 21)
It is noted that habitual entrepreneurs account for a significant share of
entrepreneurial activity in society and for this reason it is valuable to study their
behavior and actions in more detail. (Flores-Romero & Blackburn 2005, 1) Some
early statements referring to the importance of serial and portfolio entrepreneurship
were made by MacMillan (1986) who argued that to really learn about
entrepreneurship habitual entrepreneurs should be studied, because really
successful entrepreneurs are those who have created many ideas, learned from
their mistakes and yet started again. (MacMillan 1986 in Pasanen 2003, 418)
Especially in earlier decades, the focus in portfolio entrepreneurship research has
been strongly concentrated on the relationship between entrepreneurship and the
entrepreneur’'s context. Rosa and Scott (1999) proposed that instead of being
assessed at the firm level, business performance in the context of portfolio- and
serial entrepreneurs should be assessed at the individual level. This is necessary
because it is well possible that entrepreneurs who achieve high overall rates of
growth in terms of jobs and capital accumulation over a cluster of companies are
doing valuable job per se, but if only the firm size is surveyed, it can happen that

none of these firms in the cluster are large (but rather small or medium-sized
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enterprises) and hence it may look like the work of entrepreneur is not successful
enough. (Rosa & Scott 1999, 22)

It has been studied as well, whether there are some individual factors that would
indicate differences between habitual entrepreneurs and novice entrepreneurs in
terms of business success rates and risk-taking. When it comes to individual factors,
it was found that habitual entrepreneurs are more motivated, innovative and
disposed to take risks in comparison to novice entrepreneurs. (Carland, Carland, &
Steward 2001, 13-14) Flores-Romero & Blackburn (2005) found out that small firms
headed by serial entrepreneurs had the same prospects of survival as firms headed
by novice entrepreneurs. However, serial entrepreneurs were found to be more
likely to succeed in entrepreneurship in general because, in comparison to novice
entrepreneurs, serial entrepreneurs are more likely to start or buy a new firm after a
business failure. This indicates that the failure is not hindering serial entrepreneurs
as such, because entrepreneurship remains as a recurring activity or a lifestyle for
them whereas novice entrepreneurs may more easily give up and get back to
employment. On the opposite case though, when the exit has been successful for a
novice entrepreneur, there is a high possibility that he will continue entrepreneurship
and become a serial entrepreneur. Flores-Romero and Blackburn point out that the
main finding of their study is the viewpoint that the survival of the entrepreneur is
different from the survival of the small firm which backs up the former point of view
presented by Rosa and Scott (1999). It is also noteworthy that results of Flores-
Romero and Blackburn confirm partly the pondering by Rosa and Scott, who
concluded that supposing experience to be a factor with positive influence regarding
the firm success, then the performance of the habitual entrepreneur is, in general,
better than the one of novice entrepreneur. (Flores-Romero & Blackburn 2005, 18-
19, 33; Rosa & Scott 1999, 21-22)

Studies related to entrepreneurship and cognitive factors affecting a decision-
making process have managed to discover interesting things related to the
entrepreneurial level of experience. Ucbasaran et al. (2003) found out that the extent
to which an entrepreneur relies on heuristic-thinking can be shaped by the

entrepreneur’s level of experience. (Ucbasaran et al. 2003 in Westhead et al. 2005,
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76) In terms of entrepreneurial decision-making and factors affecting that, it was
noted that portfolio entrepreneurs gave greater importance to human capital
resources compared to novice or serial entrepreneurs. Accordingly, creativity and
innovation were among the most important things when portfolio entrepreneurs
considered pursuing an identified business opportunity. (Westhead et al. 2005, 90)
Later Ucbasaran et al. (2009) continued studying this phenomenon and concluded
that indeed experienced entrepreneurs identified more opportunities and exploited
more innovative opportunities with greater wealth creation potential. Unlike
supposed, the experience of failure did not stimulate the innovativeness level and
entrepreneurs who had previously failed were not exploiting any more innovative
opportunities than others. Also, the amount of identified opportunities was potentially
lesser in case an entrepreneur’s previous failure experiences were dominating his

mind causing a negative influence. (Ucbasaran et al. 2009, 113)
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4 METHODOLOGY

This chapter introduces the empirical part of the thesis and the applied research
methodology. The empirical part provides practical viewpoint to the research topic
and together with literature review helps to build a better understanding of serial and
portfolio entrepreneurs’ decision-making regarding entrepreneurial opportunities
and risk-taking. In theoretical part decision-making under risk and opportunity
identification process, including development and evaluation of entrepreneurial
opportunities, were discussed. In empirical part, these themes will be addressed
closer with the aim of finding out how well literature actually reflects the real-life
decision-making and entrepreneurs’ line of thought and behavior. The empirical part

was practically implemented through semi-structured interviews with entrepreneurs.

4.1 Research design

Business research methods are divided into quantitative and qualitative methods.
Qualitative methods describe a wide range of different kinds of research practices
and there are no specific methods that could be devoted only for qualitative
research: basically, qualitative methods can include any data collection or analysis
technique that uses or generates non-numerical data. On the contrary, quantitative
methods use or generate numerical data and are best suitable when the research
material is numerically extensive and representative sample. Qualitative methods,
in turn, are typically used when a certain phenomenon is being researched and an
author of the study is looking answers for questions like why, how and what kind of.
(Metsdmuuronen 2001, 9, 14; Saunders, Lewis & Thornhill 2007, 145)

Although methods applied in qualitative research are flexible, common data
collection methods for qualitative research include different types of interviews,
observations, and text analysis. The data can be acquired by the author or a ready
set of existing data can be utilized. (Metsamuuronen 2001, 14) The qualitative
method was chosen for this empirical part of the thesis because it serves the
purpose of the research and helps to gain a deep and comprehensive understanding
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of the topic. Qualitative interview lets the interviewees express their opinions and
thoughts more freely and thus it is possible to find out reasoning behind answers;
the aim is to understand why respondents think how they do instead of gaining as
many answers us possible without finding out more detailed argument behind
answers, which is often a standard procedure in quantitative research interview.
(Hirsjarvi et al. 2007, 157, 200)

4.2 Data collection

The target group was chosen to be entrepreneurs, who have prior experience
preferably from more than one company as a major or minor owner. The original
target group was planned to be only portfolio entrepreneurs or serial entrepreneurs
with long entrepreneurial history, but due to practical reasons (such as finding and
reaching out contact persons and timetable related reasons) the target group was
shaped a bit towards different kinds of entrepreneurs, some of them having longer
experience than others, keeping the main focus still on those, who are according to
definition either serial or portfolio entrepreneurs. The choice of entrepreneurs was
based on their own willingness to participate but also contacts received from
participants, as well as from other people who supported me in this thesis work,

influenced the final sample size and form of interviewees.

Altogether 21 interviewees participated in this research which can be seen as a
rather adequate number for a qualitative study. Out of these 21 interviewees, 6 falls
under the category of serial entrepreneur (by the definition used in this thesis,
meaning that they are only involved in one company at a time but experienced at
least two companies), 10 under portfolio entrepreneur and the rest five respondents
are either working in family business, founded the first company (officially as a
founder and/or CEO) or having a role as a minority owner and hence not considering
himself as an entrepreneur per se. Tables 1, 2 and 3 on the next pages provide an

overview of the respondents.



Table 1. Background of the respondents: serial entrepreneurs

Respond  Role

ent

1 Co-founder,
CEO

2 Co-founder,
CTO

3 Co-founder

4 Co-founder

5 Co-founder

6 Co-founder,
CEO

Industry

Digital
marketing,
Software
development

Software
development,
Game
technology

Digital business,
HR media

Digital
marketing,
Web design
Digital
marketing,
Software
development

Digital business,
New business
development

Type of
entrepreneur, by
the definition
Serial

Serial

Serial

Serial

Serial

Serial

Entrepreneurial
experience in years

10+

ca. 10

5+

ca. 5

5+

15+

Table 2. Background of the respondents: other entrepreneurs

Respond  Role

ent

7 CEOofa
family
business

8 Partner

9 Founder

10 Co-
founder,
CEO

11 Silent
partner,
but in
practice an

active role

Industry

Earthworks and
construction

Marketing, Sales
promotion

Marketing, Sales
promotion

Digital business,
Restaurant
ecommerce

Repair of household
appliances

Type of
entrepreneur, by
the definition
Novice

Portfolio, but
minority owner
and investor
rather than an
entrepreneur
Novice, but
worked as a part
time
entrepreneur
and freelancer

Novice, but
worked as a part
time
entrepreneur
and freelancer

Novice

Entrepreneurial
experience in years

5+

5+

less than 5

ca. 5

5+

39

Experienced
exit or exits

Yes

Yes

Yes

Yes

Yes

Yes

Experienced
exit or exits

No

No

No

Unofficially yes
but didn’t have
an ownership
of the firm

No
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Table 3. Background of the respondents: portfolio entrepreneurs

Respond Role Industry Type of Entrepreneurial Experienced
ent entrepreneur, by  experience in years  exit or exits
the definition
12 Owner Media, Digital Portfolio 20+ Yes
marketing, Software
development
13 Partner Business Portfolio 15+ Yes
management
solutions
14 Owner Machine design and | Portfolio ca. 30 Yes
building
15 Former co- | IT solutions, Digital Portfolio 20+ Yes
founder, business
investor
16 Founder Real-estate Portfolio 15+ Yes
business,
Consulting
17 Founder, Digital business, IT Portfolio ca. 10 Yes
CEO solutions
18 Co-founder | Digital marketing Portfolio 25+ Yes
and
communications
19 Founder Software Portfolio 30+ Yes
development,
Consulting
20 Co-founder = Digital business, Portfolio ca. 5 No
Education
technology
21 Co-founder = Machine design and | Portfolio ca. 5 No
building

As it can be noted from tables 1, 2, and 3, even though this study was not limited to
any specific industry, a majority of interviewees’ businesses is related to digital
business, covering different types of digital services and solutions. Other
represented fields include for example software development, business consulting,
machine design and production, earthworks and construction, and repair of

household appliances.

The data collection process started in practice by contacting potential interviewees
in April 2017, after the first version of the interview base was formulated based on
preliminary literature review and research questions. The interview base was
structured around two main themes: business opportunities and decision-making
and the role of entrepreneurial experience and risk-taking. Additionally, respondents
were first asked to tell about their background and the start of their entrepreneurial
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path. This type of pre-structured interview is called a semi-structured interview
method. It is a type of qualitative interview and as a method denotes that the
questions and themes are listed, but it also gives some freedom compared to fully
structured interviews, making it possible to keep interviews flexible. Pre-formulated
interview themes are not required to be discussed in a certain order and the eventual
content can vary between interviews depending on the context and flow of
discussion. The method also allows the interviewer to ask additional questions if
necessary and it is recommended that interviews are either audio-recorded or
adequate notes are written down during interview situations. (Saunders et al. 2007,
311-312)

In practice, the interview base was sent to interviewees via email a few days before
the actual interview situation so that it was possible for them to prepare in advance.
Interviews started at the beginning of May and were finished by mid-July. On the
basis of first interviews, the interview base was slightly modified, mainly regarding
the pre-planned structure of themes as well as some minor changes were done in
terms of question formulation. Approximately half of the interviews were executed
face to face and other half was conducted by telephone, Skype or WhatsApp call.
Interviews were audio-recorded except for one interview because interviewee did
not want it to be recorded. This interview was conducted in person and
comprehensive written notes were taken by the interviewer during the interview
situation and these collected notes were typed up immediately after the interview

was over.

In this research, most of the interviews followed closely the structure of the interview
base, but differences between interviews were notable. In some conversations
certain themes achieved more attention than others, strongly depending on
interviewees’ interest and contribution to the discussion. As stated above, according
to semi-structured interviews’ characteristics this is acceptable and a natural part of
the qualitative interview. (Saunders et al. 2007, 311-312) The structure of each
interview varied also according to the flow of conversation, making it possible to
change between themes and questions in such a way that the discussion ran
smoothly. This kind of free discussion flow was more present in face to face
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interviews, as the interviewee typically did not pay attention to the pre-planned
interview base during the interview situation so closely as those interviewees did
who were reached by telephone. The flow of conversation led partly to situations, in
which some of the questions were partly answered in previous questions during the
interview, and for this reason, some modifications to the pre-formulated interview
questions were done during the interview, like minor word changing or specifying

the meaning of the question if it was not clear enough.

4.3 Data analysis

After all the interviews were conducted and recorded, audio files were sent to a
transcription company where the final transcription was done. This procedure was
executed because as a part of LUT’s research project the official transcription was
preferred. An exception was the one interview that was not recorded at the request
of an interviewee and thus with this interview notes were taken during the interview
and a transcription was written immediately afterward by the researcher. Preliminary
notes for the data analysis was done already while audio files were being processed
in the transcription company. This included for instance listening of the recordings
and collecting the main points to an excel file. Listening the interviews gave me as
a researcher an overview of the most frequently occurring answers pretty quickly
after the data collection was finished and this helped me to modify the literature

review to be more coherent.

The data analysis started after transcriptions were ready and returned by the
transcription company. Ready transcriptions were transferred to an excel file in
which the answers of each respondent were categorized under each interview
question. This process made it possible to see every respondents’ full answers
theme by theme and question by question in written form and enabled to spot
similarities and differences between answers. On the other hand, it was also easy
to process each interview individually if there was a need to check context related
issues like some comments’ relation to previous themes and questions discussed

during the interview. For this reason, the data analysis process was not anonymous,



43

but the results presented in this study were decided to be kept anonymous, meaning

that interviewees are referred to as respondents.

This way of proceeding the data is in line with guidelines for qualitative research
analysis presented by Saunders et al. (2007, 474, 479). They state that analyzing
qualitative data often includes categorization, unitizing the data, identifying
relationships and developing and testing theories in order to reach conclusion. The
questions were first transferred to an excel file in the same order in which they were
arranged in the interview base and further categorized to main themes. Different
colors were used as a help to visualize and identify key questions and issues that
were related to each other. The main themes formulated on the basis of
respondents’ answers, interview questions and pre-grouped interview themes (see
appendix 2) ended up being the following: opportunity identification, opportunity
development and evaluation, and entrepreneurial experience’s role on risk
experience and attitude towards risk. Results related to each of these themes will
be addressed closer under the next chapter.
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5 FINDINGS

The role of this findings chapter is to provide an overview of empirical results and
insights gained from interviews. The structure of this chapter is casually based on
the pre-formulated themes discussed in interviews. Afterward interview questions
and themes were re-formulated and as a result, this chapter addresses the three
chosen main themes separately as their own sub-chapters, starting from the
identification of entrepreneurial opportunities and continuing to opportunity
development and evaluation and the entrepreneurial experience’s influence on risk

experience and attitude towards risk.

5.1 Opportunity identification process

This sub-chapter focuses on presenting the findings regarding opportunity
identification process. Interviewees were asked to think, how they spot new
entrepreneurial opportunities and what kind of issues they consider when evaluating
the potential of new entrepreneurial opportunities. It was also asked whether

interviewees transfer opportunities from one firm to another.

To start with ‘opportunity spotting’, referring to the concept of opportunity
identification process discussed in the literature review, the most frequently given
answer by interviewees was that the whole process of ‘opportunity spotting’ is
strongly related to problem recognition. One respondent concluded that “business
idea is a totally wrong term because | always think opportunities from the perspective of
problem-solving. To me, there is always a problem and you start finding a solution to that
problem...I claim that every single company is based on an existing problem. There is

always a need, or a problem and a solution developed to that.” (Respondent 20)

Generally supported views to enhance problem recognition are scanning of the
surrounding environment and discussion. To start with environmental scanning, it
was explained to work as a practical trigger for problem recognition which may lead
to idea emerge and then potentially to opportunity identification. Two different

means for environmental scanning was mentioned by interviewees: a purposeful
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scan (active observation) and an unintended scan (not-purposeful observation). To
conclude the main points of these two different means of environmental scanning,
a purposeful environmental scan is executed in order to figure out, for instance, what
kind of phenomena could be market trends of the future and which things in the
society (based on observations) could be done better in general. The goal for the
purposeful scan is to identify a new need or an existing deficiency or a problem in
the market and think how this problem can be solved better in practice by developing
existing services and products or executing them in a different way. An unintended
scan, often more common way to conduct the environmental scanning, occurs as a
result of observing everyday life situations. Respondents viewed that this type of
scan is not-purposeful as it naturally happens as a part of normal life but sometimes
the greatest ideas can result from ordinary situations.

In addition to environmental scanning, a discussion was the second frequently
named means to facilitate problem recognition and hence the process of opportunity
identification. Problem recognition can happen through general everyday
discussions in casual interaction with other people or through a purposeful
discussion, which is normally a planned and organized discussion. An example of a
purposeful discussion is a brainstorming session that intends to generate new ideas
which in principle might have potential to become opportunities. Another example,
which was mentioned a couple of times in the interviews, is a situation that starts
from a casual interaction but turns into a purposeful discussion. This happens in
practice when someone tells first casually about his initial business idea, but the
discussion continues to address the idea more in detail to figure out if there is
enough potential involved to become an opportunity and whether the problem

recognition is valid.

Ideas response to the identified problem and the flow of new ideas regarding the
initial idea helps to shape and improve the potential opportunity in a discussion.
Respondents highlighted that every so often informal everyday discussion, which
has no intention to be anything more than just a regular share of thoughts and
information between two or more people, can by chance lead to the birth of new
ideas and later even new businesses if these ideas developed into viable
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opportunities. In these informal conversations, opportunities are as such not
purposefully searched but rather spontaneously recognized as potential pre-options
that may or may not have the end-potential to be utilized in practice.

A statement that came up in the interviews several times was the value creation
aspect: no matter in which way the problem recognition and idea emerge happens,
the eventual aim is to create better value for customers and hence an opportunity
must be pre-evaluated before it truly exists there as an opportunity and not as an
idea. “A business idea as such can be very high-flying and declamatory. You don’t
necessary, once you start doing it, it is not necessarily possible to get an idea to work in
practice. So, a certain kind of practical implementation possibility and execution potential, if

that’s the term you want to call it, is needed to bring the idea concrete.” (Respondent 8)

The preliminary evaluation with several criteria happens in the opportunity
identification phase before thinking any detailed about opportunity development and
evaluation. Frequently named points to consider in the opportunity pre-evaluation
phase include customers and market (is there an existing target group who wants
to pay for the product/service), profit potential, available resources, especially a
realistic possibility to find and collect the right team around the (to be) opportunity,
drive and motivation, and very importantly, the practical implementation potential. It
was mentioned as one of the key criteria that should be considered right away.
Required resources should be reflected against the potential opportunity and figure
out what is possible to do and what is the actual capability of implementing the idea
in practice. Practical pre-check, or reality-check like some respondents called it, is
typically performed informally in the means of discussion but it is an essential,
perhaps even crucial step to take before any other type of further development is
done to the opportunity or resources indicated to it. An opportunity is not an
opportunity, but just an idea, in a specific context if it doesn’t pass the pre-evaluation
phase. The most challenging part of the opportunity identification, and on a larger
scale in business overall, is to figure out the best way to combine ideas in such a
way that it results to something innovative, competitive and value creating in the
long run. In the next sub-chapter, the opportunity development, i.e. the next step in
the entrepreneurial process after opportunity is identified, will be looked closer.
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The next question presented to respondents was related to a potential re-usage of
opportunities. The aim was to find out, could opportunities be transferred from one
company to another. The answers given to this question varied and different

opinions were presented.

“l have come to a conclusion that everything is already invented in this world, the question
is how you combine the things out there. Innovations, often we think that an innovation is
something totally new, but not really, most of the innovations happen when two old things

are combined in a different way and as a result, something new is born” (Respondent 12)

This above-cited viewpoint was in one wording or another stated by many. As an
addition to this point, one respondent concluded that: “As a matter of fact, the situation
is often such that one thing is unique in industry A but very much mainstream in industry
B...If you take an idea from one industry to another it is a revolutionary there. So yes, ideas
can be transformed, and this includes also the practices and ways of working or the

technology.” (Respondent 15)

Several respondents pondered the question setting and concluded that instead of
requiring that an idea must be unique, the key is to figure out a unique business
model around that idea to make it work in practice so that there can be an
opportunity with profit potential.

“Sometimes | got an idea that is not suitable for the moment, but | feel that it has further
development potential...ldeas may become new opportunities through environmental
scanning. Some ideas fall into a different area (than your current opportunity). Especially

with start-ups, you have to keep a clear focus.” (Respondent 17)

Although an idea must not be exclusive, respondents pointed out that particularly in
the context of startups a certain kind of uniqueness and “never seen before” angle
is a must element for an opportunity to gain competitive advantage and to stand out
from the crowd of other very early stage startups in the first place. “It depends on the
time frame. You must listen to the opinion of your customers and follow the time, ideas may

grow old and the market beats you.” (Respondent 20) Thus, the opportunity identification
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process must be successful to transform an idea into an opportunity and in the start-
up scene the same “already seen” opportunity is rarely possible to just re-use in a
different context.

Other factors that may hinder the reuse or transformation of opportunities from one
firm to another include, for instance, the lack of motivation, i.e. an inner will and
passion to build something new instead, the changes in the environment such as
different market situation and requirements and the lack of the right team. On the
other hand, there are several elements of existing opportunities that can, and

perhaps should be transferred by utilizing internal benchmarking:

“If you start building same things several years later the market and technologies will change
and in practice, you must start over...Rather than directly transferring ideas, the best
practices are often transferred...What you have created in one company might work in the
next one, so the reuse of existing resources and well-working procedures is smart

anticipation for the future.” (Respondent 6)

5.2 Opportunity development and evaluation

This section focuses on addressing the opportunity development process, using the
concept in a broad meaning covering development and evaluation phases, and
three interview questions are looked over. Interviewees were asked to consider,
what all kind of matters they consider while evaluating the potential of new
entrepreneurial opportunities. Furthermore, respondents were requested to name
the most important criteria set for utilized business ideas (i.e. the opportunities that
have been implemented in practice) and also if there are any common features to
be identified with these specific opportunities. Respectively, a similar question was
presented about untapped opportunities to understand what kind of issues have
affected the decision to draw back from opportunity execution.

The most important evaluation criteria named by respondents are illustrated in figure
6 on the next page.
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Figure 6. The most important opportunity evaluation criteria

Evaluation criteria mentioned follow pretty close the same points that they were
stated as important pre-evaluation criteria above. The broad enough potential
market was emphasized to be one of the most important criteria to be considered
(and potentially reconsidered again) when the opportunity has passed the
identification process and it's time to make changes about the future. High-enough
market volume and scalability potential are vital and to achieve both of these factors,
the opportunity itself must be in character such that potential customers will get

interested in it.

“The potential market must be large enough. If the potential market is too small, no matter

how interesting it is, (an opportunity) will not succeed.” (Respondent 15)

Respondents were coherent with the statement that even after the opportunity is
identified, there is a need to double-check that an existing market demand can be
identified. There is a demand for people who are interested in the product/service
and willing to pay for it and not just acknowledge that the idea as such is nice.

For that reason, one all-important evaluation criterion that interviewees stated as
the top must-haves of an opportunity is the ‘concrete business potential’, i.e. the
value creation capability that is converted into monetary profit. The opportunity must
have realistic prerequisites to generate profit or otherwise it is not a true business
opportunity. In other words, an opportunity must be innovative and different enough
in character so that there is a competitive edge involved that differentiates it from
competing products and services. To utilize a competitive advantage in a successful
way the opportunity needs a carefully considered business model. An innovative,
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thoroughly planned but protean business model enables scaling and works as a key
to success. Respondents pointed out that it is essential that the original business
model will be changed whenever needed to ensure that there is business potential
also in the future and the value creation is not lost. The constant improvement of
existing opportunities was labeled to be at least as important as the identification of
new opportunities.

Related to these matters, many respondents highlighted that the best way to test
and modify the business model and to figure out whether there are a real market
need and customers willing to pay for the new opportunity at the first place is to
simply go out to the field and test ideas in practice. Early testing procedure and
asking the right questions from potential customers gives immediate information
about possible paint points so the customer-driven opportunity development can be
done when it is specified, what needs to be improved in order to get potential
customers excited about the idea. This type of agile, fast implementation and
customer feedback collection was perceived to work better and faster than any
traditional market survey. The main advantage named for quick field testing is the
fast decision-making procedure: the potential of the opportunity can be tested and
a decision to further develop or abandon the opportunity can be done in the very
early stage before any remarkable investments, either financially or in terms of time
usage are made. Early field testing was also mentioned as one of the most effective

ways to manage risks, particularly if the company is considering internationalization:

“...scalability option is related to risk. And then we go back to the actual nature of an
opportunity: if | have a chance to test something in the home market, then | know whether
it is possible to grow into a decent size business here. It is rather riskless to continue. If it
seems that the opportunity immediately requires new markets (=going outside of the home

market) there are immediately more risks related to it.” (Respondent 13)

The importance of finding the right resources was named as an essential pre-
evaluation theme, but the more in-depth consideration and finding the right match
of resources is important to conduct properly when an opportunity is further
developed towards an exploitation. The resource check does not exclude the field
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testing and depending on the nature of an opportunity the resource gathering can
be a simple task but sometimes it is a big process that can require time. Tangible
resources, such as financial resources and physical resources related to the
implementation must be considered together with intangible resources such as
technological and legal issues. Eventually, the resource pool must be on form in
order to exploit the opportunity but during the development phase, the most
important pieces are put together. Several respondents answered that getting
funding for an opportunity is the starting point that determines whether the
opportunity will be developed further in the long term. There is no point to continue
with something that does not find external funding because it tells about the survival
potential enough, put in one respondent’s words, ‘the best reason to abandon an idea
is the problem of receiving external funding to it, as it means that nobody believes in it. The

good ideas will always be funded so the lack of funding always tells about something.”
(Respondent 15)

Respondents concluded that human resources are very important, especially the
search and finding of the right team. In every case, it is necessary to review the
matching human resources towards the nature of a new opportunity. For example,
by evaluating the existing knowledge base and skills of an entrepreneur it is easier
to determine if there is a need to find a business partner or gather a team of people,
either partners or hired employees, who complement the skills of an entrepreneur.

“With a good team a weaker idea can be successful but with a bad team it is not possible

to bring even a good idea to market” (Respondent 14)

A team was experienced to be such an important factor that it created additional
discussion and based on respondents’ answers, certain criteria must be considered
in order to form a great team. Professional skills and capabilities of people, social
skills and personal relationships, resources in terms of time to commit in the project
and naturally the high motivation level of team members. The commitment of team
members is typically linked to similar values, similar goals, and similar interests.
Personal chemistries must also match to enhance the dynamics of the teamwork. It
was also pointed out that these features are not only required from the team, but it
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is also extremely important with investors to avoid unfruitful cooperation and

potential conflicts. Like stated by one respondent,

“Lately when | have been looking investors, | have tried to find those kinds of investors that
share the same values that | have and the same mission and want to do the same thing.”
(Respondent 12)

This matter links human resources and financial resources even stronger together,
because financial assets are typically partly external, at the latest when business
aims for a rapid growth. In practical matters, the development of an opportunity is
more effective and rewarding for both parties if investors are also truly committed to
the opportunity and share the similar mind of thinking as the entrepreneur and the

whole team.

Importantly, the drive and passion were labeled as one of the key factors in terms
of forecasting the successfulness of an opportunity.

” There must be a driving force, a someone who pushes the thing (an opportunity) forward.
You know how they talk about” ideas without masters”, ideas that nobody pushes forward
fulltime, well these ideas never go anywhere. It requires that somebody works very hard
around the idea and brings it forward. You need a pulling and pushing force, the person

who believes the opportunity fully and acts as the driving force.” (Respondent 15)

This person can be the entrepreneur himself: ” | would say that the passion and drive
of the entrepreneur contribute at least 70% of the future success of the firm. If only the drive
is strong enough and the entrepreneur does not give up easily it is likely that even with a

weaker story there can be a good future ahead.” (Respondent 18)

The final evaluation criterion, which may be the most determinant, after all, is the
good or bad general feeling and instinct about an opportunity.

“The more you do things the more you should trust it (the intuition) because it is. The
meaning of intuition is high...When you do a lot your capability of estimating things from

small signs evolves. If the clock in your head is ticking and warning you about an
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opportunity, you shouldn’t go for it. You should listen to it. It’s the experience.” (Respondent
18)

In contrast to intuition warning about ideas and opportunities that would better be
passed, a few respondents pointed out that positive vibes and good intuition should
also be listened to carefully: it is important to remain sensitive to options and not
only focus on warning signs because in real life the situation is often such that even
those ideas and opportunities that may not be so great in nature can become
successful but only if there is enough passion and drive behind them to bring
opportunities forward.

Above the most important criteria for opportunities were represented. However,
respondents emphasized that despite these general criteria, each opportunity is
always a unique case because opportunities are very context dependent by nature.
“It's all about the implementation whether an idea can become a success. | can always
share my vision with others because they can’t make it as | visualize it. Rather seldom
anyone can then actually execute an idea like planned because for example, a customer

can change the vision, or some other factors may change it.” (Respondent 4)

The context-dependency plays a big role that came up when asking about the
possible factors and reasons that have been present in those cases where an
opportunity was developed but for some reason not exploited. Respondents
experienced this question as challenging to answer but remarked the following
reasons to abandon an opportunity: a lack of external finance or otherwise limited

resources, an unsuitable timing, and a lack of motivation, drive, and passion.

Like referred above, the lack of external finance was mentioned as a simple reason
to abandon an opportunity because it typically indicates that there is not enough
demand for the opportunity in the market: if several investors do not believe in it
then it is rather pointless to develop it much further as it may be that the market is
just not ready for the idea. Moreover, even if the financial side of the opportunity
would be in order it does not exclude the fact that the market may not be ready for
the opportunity although the idea would be good as such in nature. In this case,

timing is not optimal.
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Limited time resources and an unsuited pool of skills are also the kinds of matters
that can hinder opportunities from being implemented in practice. It was said that at
times an opportunity can be such in nature that an entrepreneur should invest
considerably his time to develop professional skills and knowledge needed to make
the opportunity successful. In this kind of situation, the entrepreneur has to carefully
evaluate the potential of the new opportunity in relation to existing resources
because sometimes an opportunity had been abandoned because the
implementation did not work due to lack of entrepreneur’'s own knowledge and skills
(for instance insufficient marketing skills). Another reason that has led to the
abandon of potential opportunities is the lack of time: if a potential opportunity
requires too much time resources in relation to possible gains it is not worthy of
taking any further. The personal drive and passion towards the new opportunity
must also be high enough. As stated above, without the driving force the opportunity
will not go anywhere. Concluded by a respondent with long experience:

“l would claim that almost all ideas that seemed somehow reasonable but were not executed
at the end...there just wasn’t time. Time is limited and the people who commit
themselves...if there’s no time the thing will not be done...Something else caught the
attention...The content (of the potential opportunity) has not been interesting and

meaningful enough, in a personal level...l want to do something in which I'm all in. That’s

2

the biggest driving force that makes me focus on certain things and not others.’
(Respondent 18)

5.3 The role of entrepreneurial experience on risk experience and attitude

towards risk

The last theme of the interview was to address the role of entrepreneurial
experience and changes in risk experience and attitude towards risk. Respondents
were asked to think if there have occurred any changes in their attitude towards risk
along with their entrepreneurial path and if they consider themselves being more
willing to take risks nowadays compared to the beginning of their entrepreneurial
career. Despite the broad question setting rather comprehensive and reflective
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answers were given. The majority of respondents answered that experience has
influenced positively to risk management as a whole: the risks are nowadays better
controlled than they used to be in the early years of entrepreneurship. Like
concluded by a respondent: “I think that nowadays | take risks that are better under
control. And maybe they are smaller risks all in all. | believe that this has happened because
of the experience. For example, in relation to my net-wealth, | take smaller risk positions
now than earlier. This means that the risk is split, and investments are divided into several

firms.” (Respondent 15)

And rather similarly stated by another: “I don’t put all my own money (into the game)
anymore. Yes, | do take risks today but even though I invest more money now, the absolute
risk...well there is no such a thing as absolute risk anymore or | don’t take it. If it (new
opportunity) fails, | won’t invest my pension money. That’s why | have business partners to

share the risks with me.” (Respondent 14)

The most common opinion by respondents was that risks are definitely better under
control these days; some respondents experienced that entrepreneurial experience
has increased their willingness to take risk while others thought it has decreased.
Relatively many replied still that the risk appetite as such, referring to the attitude
towards risk and the willingness to take risks, has remained quite similar compared
to the beginning of their entrepreneurship career, but the scale and scope of risks
have changed. In general, respondents have learned to identify and evaluate
possible risks better after they have faced several different situations in life and
survived them. Many respondents also mentioned that it is not only successful
experiences that affect the attitude towards risk but perhaps even more the failures,
which have been true learning experiences, often necessary to face. They have
taught entrepreneurs to consider risks, evaluate portfolio balance and to be ready
to invest in right moments, in other words the risk tolerance and the experience of
risk have shaped.

“Actually the bad experiences have encouraged me to take more risks because | know that
nothing bad is going to happen (when investing mainly my own time), well | may think

afterwards that this opportunity took a lot of time but it is only a small disadvantage
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compared to the chance to learn new things, to reflect what all kind of things have kind of

failed and what can be done smarter in the future.” (Respondent 1)

A minority viewed that entrepreneurial experience has increased their willingness to
take risks and that way it may have influenced their attitude towards risk and shaped
their risk tolerance. This view was justified by saying that during the years,
respondents have learned that risks, for some in terms of time usage and for some
in terms of bolder financial investing, are something that must be taken to achieve
success. Some respondents added that the rapidly changing business environment
has for its part influenced their risk experience and risk tolerance because one
cannot avoid risks today if he is willing to succeed. This is in line with the point of
being ready to invest in the right moments. In relation to this viewpoint, it was also
mentioned by many respondents that the overall risk management is better under
control these days, as experience brings along an ability to put things in the right
perspective and hence, due to a somewhat flexible risk tolerance even larger risks
can be handled as long as they fall under reasonable limits.

On the other hand, especially respondents with long experience pointed out that
even though entrepreneurial experience, age, and success have made it possible
for them to invest in different new business opportunities easier in terms of existing
financial resources, the willingness to take and bear risks as an entrepreneur who
drives things forward has notably decreased. Today it is more and more important
to evaluate opportunities in terms of own personal interests and the use of time, and
in particular opportunities that demand lots of work and almost exclude the
possibility to have a normal life for a certain time period are absolute no goes.

The majority of more experienced respondents are happy to invest their money now
when they have it in use but there must often be another person or preferably a
team of people who can be responsible for the operational side of the new
opportunity and act as a driving force. In this way, risks are also divided between
other stakeholders such as partners and external investors which in addition to time

management also works as a way to separate personal financial assets from
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investment assets. The viewpoint of balancing financial and time risk to one’s

personal life situation was summarized by one respondent:

“Time resources are so limited these days that things you finally choose to take part in must

be such that truly bring joy to your life.“ (Respondent 18)

Opportunity identification, development, and evaluation were discussed earlier
stage but at this point of interviews, respondents were asked to focus on the
influence of experience and reflect, whether they see themselves being more critical
towards new ideas and opportunities these days compared to the beginning of the
entrepreneurial career. It was also asked which matters weigh more in their current
decision-making, trust towards own skills and know-how (potentially because of
previous experience) or estimated calculations about future’s profits and losses.

Respondents’ answers to the former question followed closely to their thoughts
regarding the previous question about experience’s influence on risk-taking. Most
of the respondents answered that in a way they are more critical towards new
opportunities, but this is directly in line with the fact that through experience they are
nowadays capable of evaluating risks a lot better than they were before. One
respondent concluded the change in his risk evaluation as follows:

“Yes | believe I'm more critical nowadays for sure and that is linked to, maybe there are like
more gates in the evaluation, like | can observe the situation from various points of views
now and also maybe what experience has brought, education also a bit but experience
more, is the capability of splitting the evaluation better in terms of numeric values...My
evaluation skills have improved and | can set the potential level info a right scale and maybe

limit the risks better.” (Respondent 6)

Additionally, experienced respondents viewed that at this point in their career, it is
easier to spot weaknesses of an opportunity and ponder whether they still want to
give it a go as investors. Several respondents stated that even though they may see
new opportunities through critical lenses they seek to share their observations and
give development ideas to make use of their experience and help others. A few
respondents said that they have learned to be critical based on failures and another
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point that was already mentioned was the limited time resources that also influence
a lot to the final decision-making of an opportunity’s viability and interest to a specific

entrepreneur either as a partner or as an investor.

The risk evaluation and justification of an opportunity’s viability were often times said
to be very strongly based on instincts and first impressions. Especially respondents
with long experience viewed that they often make decisions and opportunity
evaluations based on instincts they have developed during the years. Many
respondents also highlighted the importance of making scenarios to support
decision-making and to ensure that an intuitive decision (which is often the real-life
case) has some plan b options if it does not come to fruition as originally planned.

“It’s now a bit of mix of both (intuitive and analytical reasoning), in a way you must be able
to calculate. But often when you create a company around a new opportunity, it’s like, kind
of the calculations based on this moment are not going to be accurate in the future anyway.
Then you just have to rely on, for example, that a certain trend will strengthen. You can’t
Justify based on numbers but more based on your own view...The risk is like the core there

and you aim to minimize it.” (Respondent 6)

“l would say it is now more intuition-based than what it was earlier. But this is related to the

experience.” (Respondent 13)

“l calculate a lot yes. But intuition rocks, because in practice, even if you calculate
estimations in excel you won’t know about the opportunity before you make your first sales.
Scenario calculations are important though, you must have the optimistic and the worst
scenario and a plan b. In investment you need a sleeping point, the thought is that as long
as you sleep well at night the risk level is balanced but if you start waking up then you know

that you have invested too much.” (Respondent 12)

Last part of the interview base was directly linked to the theoretical part of this thesis
and the aim was to see how well risk-averse behavior described in entrepreneurship
literature actually fit in with respondents’ views. The first question was a scenario of
two different situations, where respondents were at first asked to imagine a situation

where their business is going poorly, and decisions must be done quickly. The
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interesting point was to know how respondents react to or would react to in this
scenario, would they either go with “all in strategy” and aim for quick profits through
high risks or would they prefer a less risky option, e.g. driving down operations,
performing as smooth exit as possible and accepting unavoidable losses. In the
second scenario, the business is doing very well, and respondents needed to decide
what to do, either aim for keeping up the business growth or rather stabilizing the
business into a steady, profitable level. The purpose with this scenario set was to
see if there are differences between respondents, assuming that more risk-averse
people would perhaps choose to “play it safe” and run the business in a profitable,
steady level and more risk-seeking people would choose to seek rapid growth.
Another point researched by stating this scenario question to respondents was to
see if there exists a certain point after which an extra profit does not generate any
additional value and hence it could be tempting from entrepreneur’s point of view to

make an exit and start doing something else, e.g. focus on new opportunities.

These scenario questions were not that simple to answer, and some respondents
mentioned that they have not yet faced such situations in real life and for that reason,
they pondered them only hypothetically. More experienced respondents highlighted
that in the real case the decision-making is always very context dependent and the
final behavior depends on so many different factors that evaluation process must be
done very carefully, in particular in the case where a firm is facing difficulties and
the future is at stake. Opinions varied between the ones who stated immediately
that they are definitely growth focused entrepreneurs...

“Growth, growth, and growth. That’s it. Firms are established to make a profit to

shareholders.” (Respondent 4)

“The growth is always the objective. Nobody is interested in a company that is stagnated,

neither employees, investors or customers.” (Respondent 15)

... to those who saw that even though growth is an objective, it may not always be
automatically the best option.
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“‘Well, | have been thinking that many companies have an optimal size, the one which
enables them to make a profit because even if the revenue would grow thereafter, the result
stays more or less the same because when the firm grows then management grows, and

other extra costs start to appear.” (Respondent 12)

“...it’s a good thing for a company that money comes in though it often leads to an increase
of costs in terms of new structures. And that’s when the problem occurs. When the growth
will not forever continue you should keep calm. It’s not easy to control because changes
are fast and at the same time a change is an opportunity but also a threat...It makes sense
that the growth speed is sometimes a bit slower, otherwise, you may not keep up with it and
you're forced to make decisions. These decisions can be catastrophic...You must be also

ready to decrease the growth speed if necessary.” (Respondent 17)

Besides, a few respondents speculated that due to their relatively risk-averse nature
they would high-likely aim for the safer option of trying to minimize losses and
retargeting one’s resources to something else instead. Yet it was also pointed out
that such a thing as “easy soft exit” in a situation when the company is already going

towards difficulties very rarely exist.

“Exit is difficult to do because there isn’t necessary any buyer ready for the company. But |
have kind of gave up in a sense that | don’t invest my time in certain firms anymore. So, it’'s
something | call a mental exit. To a company that will not succeed you shouldn’t invest
money but neither time because that time is away from other things then. The old saying of

make profit slow and losses fast is still accurate today.” (Respondent 15)

“l see this question so that basically when you decide to be an entrepreneur you must have
the “win it or lose it” attitude. Naturally, the decision is also up to the team and investors,
whether they are thinking the same way...It'’s important to discuss the general rules of the
game already in the very beginning...We have decided to play big and hence a safe play is

not an option for either of us (the team).” (Respondent 17)

Discussing an option of making a real exit (either future exit or a previous one)
respondents presented very coherent opinions. Several said that their primary focus
and motivation to be an entrepreneur from the beginning is the joy and personal

interest towards the opportunities one has chosen to be part in. In line with this
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thought, respondents stated that they switch from one business to another when the
situation so requires and if a good chance for a profitable exit would occur, most
would likely take it, but even more likely respondents would still continue as
entrepreneurs and start to work with other opportunities. It was concluded that the
entrepreneurial state of mind stays very deeply in a person and it is not easily
changeable, an entrepreneur acts as an entrepreneur no matter where he works

and for whom he works.

“Yeah, when a company is in a phase that it is doing somewhat great, | have usually already
aimed to get rid of it and there are other people on board, those who run it, and I'm already
working with the next business. I'm good at developing and creating but not so good with

the daily routines.” (Respondent 12)

” Sometimes | make an exit even if the business is not running that well. New challenges
are calling. There are also situations when you realize that you cannot grow the business

to the size in which you see it being in a few years.” (Respondent 14)

“Basically, you should follow your own interests. If you’re bored somehow it is wiser to break
away from the firm because the thought is, what is your own value, your own input to the
success of the firm...Better leave it to people who have value left to be given. Although in
general, | believe people make too fast exists because they may be afraid of the future.”
(Respondent 17)
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6 DISCUSSION

This chapter focuses on providing a further analysis and discussion of empirical
findings and provides answers to research questions. The structure is divided into
the following subchapters: theoretical contributions, practical implications,
limitations and lastly suggestions for future research.

6.1 Theoretical contributions

This sub-chapter is structured so that firstly research sub-questions and thereafter
the main research question is discussed in reflection to existing theoretical findings
and literature. At the end of the chapter, all answers to research questions are

summarized in table 4.

Sub-Q1: What is the entrepreneurial opportunity identification process like from a

habitual entrepreneur’s point of view?

The first sub-question was formulated with the aim of providing a deeper
understanding of entrepreneurial decision-making in relation to entrepreneurial
opportunities. Figure 7 on the next page presents an exploratory model of the
opportunity identification process. The model is built based on both empirical results
gained in this study and theoretical findings collected from the existing literature.
This model shares a lot of elements with the previous studies made of opportunity
identification which indicates that the basic framework of opportunity identification
process seems to have certain guidelines.
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Figure 7. The opportunity identification process step by step

To conclude from figure 7, a problem recognition is the starting point of the
opportunity identification process. It is often preceded by an environmental scanning
and discussion. Discussion or discussions can vary in nature and sometimes an
everyday conversation with a colleague or a neighbor can lead to as fruitful problem
recognition situation than purposeful idea sparring. Environmental scanning can
also be executed deliberately with the aim of looking for certain notes or hints from
the surrounding environment or just unintentionally without having anything special
in mind — yet. The second step in the process is idea formulation or existing ideas.
An important point is to notice that Ideas must always precede opportunities and
hence problem recognition leads to ideas that are next pre-evaluated through
several criteria. Only after passing the primary evaluation step it is possible that

entrepreneurial opportunities emerge.

Based on empirical findings the opportunity identification process was seen
fundamentally as a problem-solving process where the biggest challenge lies in
combining ideas in such a way that it results into an emerge of an opportunity, which
shall be something innovative, competitive and value creating in nature. The
problem recognition was named as a starting point that represents the first required
element for opportunities to be identified at the first place.



64

The subjective nature of opportunities was highlighted to be an important factor in
problem recognition: discussions and environmental scanning are often used as a
source of problem recognition but not everyone recognizes the same problems and
furthermore, not everyone is able to identify the same opportunities. This
observation follows the original conclusion of Kirzner (1973, 1997) who argued
opportunities exist because different people possess different information and for
this reason, not everyone in society recognizes all available opportunities.

According to findings, entrepreneurs often think differently compared to non-
entrepreneurs. The way of viewing the world was mentioned as the reason which,
at a general level, unifies all entrepreneurs and entrepreneurial-minded people. One
possible explanation for this argument is a different kind of cognitive framework that
entrepreneurs possess compared to non-entrepreneurs. This observation is in line
with the previous studies made (e.g. Shane & Venkataraman 2000; Baron 2006,
2007) and like described by Baron (2006), the cognitive framework of entrepreneurs
seems to differ from non-entrepreneurs in a sense that it allows them to “connect
the dots” in an efficient way and this ability to connect dots and perceive connections
between seemingly unrelated courses of events is remarkable because it facilitates
the brainstorming process. In relation to the model of opportunity identification
process (see figure 7), this capability of connecting the dots is helpful in problem
recognition phase and later in the phase of primary evaluation when an idea must

be tested in order to see whether it truly has potential to become an opportunity.

In light of an existing literature, an entrepreneurial opportunity research has quite
widely accepted the view that in order to conceptualize an opportunity, it is important
to note that ideas differ from opportunities and additionally, ideas must always
precede opportunities because opportunities do not exist without initial ideas that
might develop into opportunities. (Singh et al. 1999) Empirical findings are very
much in line with these views and hence after problem recognition, the next step in
the model is simply ideas, referring to idea formulation process. Typically, after there
is an existing problem or a deficiency, an idea to solve this problem emerges and
the next step is to evaluate this idea. To figure out the level of value creation
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potential and other pre-conditions that an idea must meet in order to become an
opportunity, a pre-evaluation will be performed.

The pre-evaluation phase forms the third step in the opportunity identification
process. Several criteria including both external and internal conditions, such as
available resources and timing, market- and value creation potential, team, practical
implementation potential as well as drive and motivation were mentioned in the
interviews to play a remarkable role in the transformation process from ideas to
opportunities. Particularly important factors to note in the pre-evaluation phase of a
potential opportunity is to consider the practical implementation potential of a
potential opportunity and the availability of getting the right team members on board.
Only after an idea passes the pre-evaluation stage it becomes an opportunity.

Ardichvili et al. (2003) and Sanz-Velasco (2006) have proposed the opportunity
development process to be iterative of character. Empirical findings complement
this view and point out that in reality most of the ideas need some work in the
process of becoming opportunities. In figure 7 the opportunity identification process
is pictured as a linear process but in practice, there are steps backward and forward
and to illustrate this iterative development, an arrow is depicted to transfer from pre-
evaluation back to problem-recognition phase.

Findings also suggest that not all identified opportunities are valuable opportunities
for everyone because opportunities are heavily context-dependent. This is in line
with the previous study made by Eckhardt and Shane (2003) who stated that in order
to exploit an opportunity an entrepreneur must believe that the value of resources
is higher than their exploitation in present form. Differences between individuals are
also explained in the literature by Shane and Venkataraman (2000) who argued that
opportunities are objective objects, but the opportunity recognition process is
subjective, causing differences between individuals in opportunity identification and

utilization rates.
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Figure 8. The opportunity development process

To conclude the model of opportunity identification and linking it to a wider
framework, in the opportunity identification process most of the ideas never evolve
to opportunities but those who do require constant development and careful
evaluation in a long road of opportunity development. Depicted in figure 8 above,
the opportunity development process starts from the identification and continues as
long as the identified opportunity is perceived as a source of value creation that has
the potential to develop further. A new venture formation functions as an ultimate
result of a properly conducted opportunity development process that ends with
opportunity exploitation. The two-sided arrow illustrated between evaluation and
venture formation refers to the iterative character of the process and highlights the
importance of an ongoing evaluation of an established business to ensure that the

company keeps up in the competition.
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Sub-Q2: How is the development process of entrepreneurial opportunities shaped

by entrepreneurial experience?

The second sub-question is closely linked to the main research question and
continues with the same theme with the first sub-question of entrepreneurial
opportunities and entrepreneurial decision-making. The first sub-question provided
a model of an opportunity identification process from habitual entrepreneur’s point
of view and depicted the role of opportunity identification process as a part of
opportunity development process. Next, an answer to an entrepreneurial

experience’s possible impact on the opportunity development process is examined.

In brief, empirical findings indicate that entrepreneurial learning and -experience,
combined with the majority gained by aging and a general life experience, all seem
to improve entrepreneurial decision-making skills. Entrepreneurial decision-making
and opportunity development capabilities develop by the experience which, in turn,
is associated with a better controlled opportunity evaluation process. An
entrepreneur is able to view the situation in a broader perspective and hence also
possible risks related to an opportunity are better identified and mapped. The feeling
of an improved risk management, thanks to the stronger feeling of controlling the
risks, implies to be associated with risk tolerance that has shaped due to the
experience. Findings also suggest that especially younger entrepreneurs who are
still at the beginning of their entrepreneurial career path tend to evaluate risks in
isolation rather than seeing and weighing them in a broader perspective, although
this tendency seems to decrease over time and the more experience an
entrepreneur has the likelier, he utilizes an instinct- or feelings-based decision-

making.

Kahneman & Tversky (1979, 272), assumed that an isolation tendency can favor
risk-averse behavior due to the fact that people are not capable of perceiving the
advantages that a consistent and broad perspective risk evaluation can produce.
Rabin and Thaler (2001, 226-227), in turn, concluded that people tend to take one
risk at a time without linking them to the surrounding environment and for this reason

seeing the overall picture nor rationally evaluate it is not possible. Findings are partly
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in line with both of these arguments concluding that nowadays, due to the
accumulated entrepreneurial experience, decisions can be less risk averse than
before, largely due to the capability of evaluating and balancing risks. Yet, at times
the influence can be the opposite, meaning that the isolation tendency is not only
favoring risk-averse behavior but may also lead to risky choices. Thus, based on the
findings it seems that an isolation tendency may have a causal relation with risk-
averse and risk-seeking behavior because both types of risk perceptions might
occur as a result of the yet narrow perspective of an entrepreneur causing a lack of

recognizing possible risks and respectively opportunities in a broad scale.

Findings strongly acknowledge that building and maintaining a portfolio of firms
teaches entrepreneurs strategical and practical risk management skills. An existing
portfolio helps to identify and evaluate risks in a broad scale but on the other hand,
it can be used as a simple tool to facilitate decision-making. It was argued that while
dealing with multiple companies and opportunities, a new opportunity either fits in
the current portfolio and supports it in terms of resource allocation and synergy
advantages or it does not fit in.

Baron’s (1998) note about entrepreneurs’ tendency to involve feelings into their
decision-making easier compared to managers seems to be true still today: based
on interviews it is rather common that decisions are guided by feelings. Ucbasaran
et al. (2003) concluded that the extent to which an entrepreneur relies on heuristic-
thinking can be shaped by the entrepreneur’s level of experience. This study agrees
with the idea and suggests that the more experienced entrepreneur is in question,
the stronger he tends to rely on the instinct because the inner feeling of sensing an
opportunity has shaped to be very strong. Hence the experience provides frames
through which the new information is filtered, and decisions can be made fast when

a situation so requires.

Sub-Q3: What kind of an effect an entrepreneurial experience has on entrepreneur’s
attitude towards risk?
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The third sub-question supports the main research question by addressing
entrepreneurial decision-making and risk experiencing. This research question aims
to find out what the relationship between entrepreneurial experience and
entrepreneur’s attitude towards risk is and is there any perceptible changes to be
identified in the risk attitude while the entrepreneurial experience grows. Compared
to other two sub-questions, this one turned out to be the most ambiguous one in

terms of providing a unified explanation.

Like concluded under the second sub-question, entrepreneurial experience seems
to improve the entrepreneurial decision-making and it might to some extent shape
the risk tolerance towards flexibility and that way influence the overall risk
management. The question of risk attitude and possible changes in it during the
years was much more two-edged. The majority of respondents viewed that their
attitude towards risk, both financial and other types of risks such as time input and
resource input, has as such remained rather similar compared to the beginning of
their entrepreneurial career. The scale and scope of risks have changed over the
years though and hence the capability to identify and evaluate risks and to
understand all possible consequences of decisions has improved. In some cases,
this increased understanding gained based on entrepreneurial experience can also
lead to a decrease or to an increase in the willingness to take risk. Yet, the
fundamental attitude towards risk and an entrepreneur’'s personal tendency to risk-
averse or risk-seeking behavior does not substantially change by the experience but
often stays as it is.

To link this conclusion to existing literature, the concept of the reference point as a
component of prospect theory seems to be still valid in order to explain decision-
making and differences between individuals. In the decision-making process
outcomes and losses are compared against a specific reference point. For this
reason, reference points affect the judgment of outcomes because for a more risk
averse individual the reference point is different than for another having more risk-
seeking personality. Findings also indicate that mental accounting, the forming of
subjective frames for each decision (Thaler 1999), seems still being as a relevant
reasoning to different risk-taking preferences. Findings are even very much in line
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with the previous studies (e.g. Busenitz & Barney 1997, Baron 1998, Palich & Bagby
1995) that found out the attitude towards risk among entrepreneurs being different

and not all entrepreneurs are of the same kind.

RQ1: How entrepreneurial experience and entrepreneurial learning influence

entrepreneurial decision-making and risk tolerance?

To conclude the insights gained from previously presented and answered sub-
questions and to provide an answer to the main research question, at first an
exploratory model describing the role of entrepreneurial experience on
entrepreneurial decision-making, risk attitude, and risk tolerance is presented. The
model, illustrated in figure 9 below, sums up the essential themes and concepts
addressed throughout this thesis and in part sums up the findings already covered.
The model contributes to the aim and objectives set for this study as an outcome
that provides information that may be helpful in further research.

Entrepreneurial
experience

l

Entrepreneurial

learning
l Improved identification &
evaluation skills of risks

Improvec! and entrepreneurial
understanding opportunities

N\ \

Broader

perspective Improved overall
—
control of risks

/—\ Risk attitude

Risk experience

Age & Life

tolerance

Figure 9. The role of entrepreneurial experience on entrepreneurial decision-

making, risk attitude, and risk tolerance
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The model is exploratory and aims to clarify how entrepreneurial experience and
entrepreneurial learning influence risk attitude and what kind of effects an improved
understanding of entrepreneurship and risks have on entrepreneurial decision-
making and risk tolerance. Like addressed under the second sub-question,
entrepreneurial experience, which is influenced by age and general life experience
too, works as a basis for entrepreneurial learning that leads to an improved
understanding of entrepreneurship and business environment. Each of these three
concepts is linked to attitude towards risk, that was noted to stay likely on the same
level throughout an entrepreneurial career and radical changes are unlikely to
happen. Experience’s role on the attitude towards risk can be seen in the form of an
improved overall control of risks. Unlike risk attitude, risk tolerance, which is equally
shaped by entrepreneurial experience, -learning and generally improved
understanding, seems to shape during the years.

The improved overall control of risks is also gained thanks to the broader
perspective of viewing things, which is an outcome of the improved understanding
that entrepreneurial experience and -learning build. This improved understanding,
in turn, influences entrepreneurial decision-making by facilitating the identification
and evaluation of both risks and entrepreneurial opportunities. After decision-
making skills have improved based on experience, the feeling of an overall control
of risks increases. As touched on in the empirics and while discussing the sub-
questions, whether the improved and balanced risk identification and risk evaluation
skills actually shows in practice as an increased criticism towards new opportunities

or as an intuitive investment decision is strongly context-dependent.

To summarize the answer for the main research question, how entrepreneurial
experience and entrepreneurial learning influence entrepreneurial decision-making
and risk tolerance, this study suggests that entrepreneurial experience and
entrepreneurial learning both influence entrepreneurial decision-making
comprehensively and the influence on risk tolerance is positive in nature. A detailed
summary of all research questions is found on table 4 on the next page.
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Table 4. Answers to research questions

Research question

RQ1: How entrepreneurial

experience and
entrepreneurial learning
influence entrepreneurial
decision-making and risk
tolerance?

Sub-Q1: What is the
entrepreneurial
opportunity identification
process like from a
habitual entrepreneur’s
point of view?

Sub-Q2: How is the
development process of
entrepreneurial
opportunities shaped by
entrepreneurial
experience?

Sub-Q3: What kind of an
effect an entrepreneurial
experience has on
entrepreneur’s attitude
towards risk?

Answer

This study indicates that entrepreneurial experience and
entrepreneurial learning influence entrepreneurial decision-making
and risk tolerance comprehensively.

There seems to be a link between increased entrepreneurial
experience and improved risk tolerance. Entrepreneurial experience
and entrepreneurial learnings gained from both positive and
negative experiences increase entrepreneurs’ ability to identify,
develop and evaluate entrepreneurial opportunities leading to
improved entrepreneurial decision-making skills.

The broader understanding of possible risks helps the entrepreneur
to conduct a comprehensive risk mapping and risk evaluation,
which gives a feeling of control and shapes the risk experience and
risk tolerance.

From habitual entrepreneur’s point of view the entrepreneurial
opportunity identification process, like the whole opportunity
development process, is strongly context dependent. In practice,
there is seldom an identification process that would follow a certain
framework step by step. The problem recognition is a starting point
of the process which is often preceded by an environmental scanning
and discussions. Ideas must always precede opportunities and
hence problem recognition leads to ideas that are pre-evaluated
through several criteria after which the entrepreneurial opportunity
can emerge.

This study proposes that entrepreneurial experience seem to
improve entrepreneurial decision-making skills in the opportunity
development process. Additionally, entrepreneurial experience
makes opportunity evaluation more trustworthy as it helps an
entrepreneur to evaluate opportunities and related risks in a broader
perspective.

On the other hand, experienced entrepreneurs have developed a
strong intuition which influences strongly in their decision-making
and hence plays an important role in the opportunity development
process, in particular in opportunity pre-evaluation and evaluation
phases.

According to this study, an entrepreneurial experience does not have
a notable effect on entrepreneur’s attitude towards risk. Although
entrepreneurial experience seems to improve entrepreneurial
decision-making as a whole, the attitude towards risk does not
substantially change while entrepreneurial experience grows.
Instead, results of this study suggest that an entrepreneur’s personal
tendency to risk-averse or risk-seeking behavior very often stays the
same which implies the concept of the reference point to be still valid
in order to explain decision-making and differences between
individuals.
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6.2 Practical implications

This sub-chapter continues the discussion started under theoretical findings and
provides suggestions for the practical use of the findings gathered from this study.
The various positive impacts of entrepreneurship have been emphasized in the
social debate in recent years. Especially as a result of the latest global financial
crisis, the European Commission has noted that encouraging entrepreneurship is
proven to have a positive societal influence and thus qualifications to support and
enhance entrepreneurship are taken seriously. There exist various forms of funding
to promote entrepreneurship and to facilitate starting companies to set up their

business have been established both in European and national level.

As discussed, this study is in line with the observation that identifying and selecting
the right opportunities for new businesses are among the most important capabilities
of a successful entrepreneur (Ardichvili et al. 2003). Opportunity identification was
found to be related to several different factors that influence each other in the most
unexpected situations. Problem recognition happens in discussions or through
observing the surrounding environment. Therefore, in order to facilitate opportunity
identification, the increased popularity of physical co-working spaces and start-up
hubs provided for entrepreneurs and entrepreneurial minded people is a very good
development and it would be desirable for this trend to continue in the future. A
threshold to join or visit these co-working spaces should be as low as possible so
that the atmosphere is open and encourages to share thoughts with different people.
An open and welcoming atmosphere increases the chances of getting various
viewpoints and insights from other participants and helps to shape the opportunity
identification process.

On the other hand, openness also helps to keep the participant pool diverse, which,
in turn, ensures that the community does not form a bubble of people who think
about things in a too similar way. Although respondents labeled entrepreneurs as “a
bit special” kind of group who share a similar way of thinking in general level, it is a
valuable advantage of having people from different backgrounds and with different

personalities because not all entrepreneurs are of the same kind and one can
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perceive things very differently than others and identify possibilities and risks that
others do not see.

Not to limit the discussion only to the creation of physical co-working spaces and
start-up hubs, in a wider scale it is valuable to the whole society that people who
need each other's knowledge and skills to create new opportunities and new
business will meet. For this reason, various networks and associations promoting
entrepreneurship and helping starting companies to make connections and get
practical help are much needed. Associations create events to match entrepreneurs
and start-ups with potential investors. Especially inexperienced entrepreneurs can
benefit largely from these types of events which often work as an opportunity to get
the first contact that can lead towards the next steps. For established companies,
these entrepreneur-networks and associations can work as a source to attract
employees with entrepreneurial mindset or find new solutions to existing challenges
and boost business development through events Ilike hackathons. In
entrepreneurship education, a collaboration between entrepreneur associations and
networks should also be encouraged because entrepreneurship and entrepreneurial
ways of working are best introduced and learned through the combination of theory
and practice, with emphasis on practice. The results of this study suggest that
becoming an entrepreneur is not something one can ever learn from books without

experiencing and learning in the field.

Another way to enhance the constant opportunity development within an established
company or an organization is to nurture internal renewal by collecting fresh
viewpoints from employees. One good way is to organize regular brainstorming
sessions within the company which involve employees from different positions,
teams, and departments to form a versatile discussion. Due to people’s tendency to
rely on heuristics and other cognitive biases in decision-making, it is important to
ensure the functionality of communication in the company so that views from the
lower levels will be heard and considered by the management team. This can in part
prevent narrow-framing and also increase the team spirit when people feel that their
voice is heard and respected.
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Due to all the positive aspects associated with entrepreneurship and entrepreneurial
mindset, many firms and organizations wish to promote organizational learning, -
entrepreneurship and innovation. Findings of this study indicate that experience, in
particular, experience gained from entrepreneurship is valuable in decision-making
and companies could really benefit from entrepreneurs or ex-entrepreneurs working
in their own style by applying lessons learned from entrepreneurship. The
entrepreneurial background can be very useful in many roles but particularly in those
roles that require fast decision-making under uncertainty and comprehensive risk
management. A useful approach to be applied in companies is organizing
workshops or joint-projects where people from entrepreneurial and managerial
backgrounds work together towards the same goals and this way share and learn
the best practices from each other. However, it is important to note that an
entrepreneurial mindset stays, both in good and bad and hence it is unlike for an
entrepreneurial person to fit back into a regular nine to five job and to adopt the
managerial mindset. Thus, like discussed under results and proposed above, if
respected and not forced to strict and inflexible managerial roles, former
entrepreneurs can be very independent employees understanding the requirements
of business life, valuing spontaneity and freedom to show personal input and are
not afraid of deciding and doing things when situations require action.

6.3 Reliability and validity

The chosen research method has an important role when defining the validity and
reliability of the research. (Saunders et al. 2007) In this case, the qualitative
research method influences directly to both measures as validity is more in concern
in qualitative study whereas quantitative study aims primarily for generalizability,
which emphasizes the importance of reliability. Validity measures the level in which
the study manages to provide answers to the research questions set for the study
and also considers how well the aim of the study is in line with the final conclusions
and whether the description of the events is accurate. (Metsamuuronen, 2001; Yin,
2003) The validity of this study is at a rather good level as it manages to deliver the
wanted answers. To improve the validity of this study the interview base should have

been formulated in a later phase of the thesis project so that the content of it would
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have been more streamlined and optimized. This would have made the writing and
final scoping process easier but in the light of the original time schedule set for this
study, the data collection was decided to be conducted earlier than would have been
optimal in regards of the thesis planning and writing process at the time.

Reliability defines how reliable gained results are, measuring the consistency of
results independent from the researcher or the situation. If the same research would
be replicated by another research with the same data collection and data analysis
method, in an ideal case the results would be similar than in the original study.
(Saunders et al. 2007) As a qualitative case study, the results would likely be close
to original if replicated again with the same sample of respondents and high-likely
different when using a different sample. Differences would be related to different
respondents and their viewpoints but the interview base as such, even with its small
flaws, could still be utilized to gather a quite similar kind of data set. In practice
reliability in qualitative studies is difficult to evaluate in terms of generalizability of
the results. The value of qualitative research forms around the particular description
of a researched phenomenon (Creswell 2014) and hence it is not expedient to do
any generalizations about the collected data. This study can only provide valuable
insights based on the exact results gained from the case, albeit it can be stated that
several linkages to a broader theory frame and past research could be found, which
is one widely accepted method to address the generalizability of the study.
(Saunders et al. 2007)

As mentioned under the methodology chapter, possible biases in the reliability of
the study were corrected when noticed. Already during the first interview, the
interview base was slightly modified which high-likely improved the reliability level
of this study. Modifications included a couple of changes to the interview base
structure in order to make the interview base more logical and increase the natural
flow of conversation so that illogical interview base would not influence the interview
situation’s atmosphere negatively and that way create a respondent bias. Interview
base was improved by moving scenario questions to the middle of the interview and
few questions were reformulated a bit to ensure that interviewees understood the

question set in the same way as it was originally intended by the researcher. This
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change helped to prevent possible misinterpretations of questions and concepts.
(Saunders et al. 2007) Nevertheless, sometimes it was necessary to make a couple
of specifications to part of the questions in interview situations. In some cases,
interviewees simply wanted to make sure they heard the question correctly but in a
couple of cases, the question was clarified more detailed by the interviewer so that
a respondent understood what was being asked.

Then again, the need to clarify and explain interview questions indicates that the
interview base could have been more carefully prepared in the first place. If the
study would be repeated again, the interview base would be simpler and include
fewer questions, limiting the scope a bit more. A reason for the slightly imperfect
interview base lies mainly in the execution of this work because the original
timetable caused practical reasons that forced the researcher to start empirical data
collection as fast as possible. This influenced the collection of the literature review
which was perhaps not formulated and limited accurately enough by the time the
original interview base was made and distributed to interviewees. This led to some
potentially confusing points related to the formulation of questions and the use of
certain concepts, but these biases were prevented in interview situations as good

as possible.

Interviews were semi-structured, which as a research method let room for an open
discussion. Naturally, some respondents were more eager to share their thoughts
than others and due to an option for a free discussion, some interviews ended up
being very rich content-wise. Due to the different backgrounds and experiences of
interviewees, some of them were more familiar with the concepts and terminology
used. This influenced the data collection and possibly to the data quality as well in
part because respondents already familiar to the topic and terms were able to
provide more detailed data about certain topics discussed. For this reason, there
are differences between the interviews. Importantly, each pre-planned theme was
still addressed with every interviewee ensuring that same themes and same

questions were discussed through all the interviews.
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The qualitative research approach and conducting a case study with a chosen group
of relevant interviewees ended up being a suitable choice. The interviews were
recorded and transcribed which was very helpful during and after the data collection
and later in the data analysis. Audio records and written transcriptions were saved
for possible later purposes and processes of data collection and data analysis are
documented. These procedures increase the reliability in terms of transparency.

6.4 Limitations and future research

The scope of the study ended up being rather wide at the end. The collected data
includes lots of entrepreneurship-related information, out of which not all were
utilized for this study due to the purpose of keeping the original purpose and limit
the content to address the entrepreneurial decision-making and risk experiencing.
The same data could be utilized for example to look for entrepreneurs’ motives and
personal characters.

Considering the purpose and objectives of this study, it would be interesting to limit
respondents background to a certain industry and within that industry compare
entrepreneurs having a long experience with entrepreneurs that are not yet that
experienced. Thus, another study addressing the entrepreneurial decision-making
and risk experience could be made with a focus on one chosen industry. Another
interesting research setting with a narrower scope would be a comparative study on
risk experience, decision-making, and risk management between serial
entrepreneurs and portfolio entrepreneurs. As many experienced respondents in
this study pointed out portfolio building and maintaining being an important factor in
guiding their decision-making nowadays, it would be informative to research
whether serial entrepreneurs are thinking differently. In the study, the number of
serial entrepreneurs and portfolio entrepreneurs was too low to conduct the
comparison and therefore the final scope was limited to habitual entrepreneurs
(including both serial and portfolio entrepreneurs and experienced entrepreneurs)
and the shift was pointed on observing the role of an entrepreneurial experience at
a general level and noticing differences between more experienced and less

experienced entrepreneurs.
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APPENDICES

Appendix 1. The original interview questions

Background information

1. Are you currently involved in more than one firm?

2. Whatis your role in the firm?
Owner / CEO / Investor / Other

3. What kind of entrepreneurial history you have?

4. What has happened to earlier firms you have been involved in? Why you wanted
to make an exit?

5. How do you define the success of the firm? / When the firm is a success/failure?

Business opportunities and decision-making
6. How do you spot new business opportunities?
7. How do you evaluate the potential of new business opportunities? What all kind of
issues you consider?
8. Is there a requirement of uniqueness or can you recycle same idea that you have
earlier tested in a different environment? / Have you ever transferred opportunities
from one firm to another?

The role of experience and risk-taking

9. Has your risk appetite changed based on your earlier entrepreneurial
experiences? How? Why?

10. Are you more willing to take risks nowadays than in the beginning of your
entrepreneurial career?

11.Have you noticed any differences regarding your sensitivity towards potential profit
gains and losses? What kind of?

12. Has your attitude towards risk changed if we compare the situation between your
first company and the current one?

13.Have you noticed any changes in your own demands that you have for the
possible business opportunity? What kind of?

14. Are you more critical towards new opportunities due to your good or bad earlier
experiences? Why? / Which reasons have affected to this change?

15. Do you trust more on your own expertise when judging the new business idea
rather than statistics or do you calculate carefully the gain/loss possibilities before
making the commitment?

16.1f the business is not going well, what is the point when you give up? How do you
react (all in and try to get profits by risky behavior or try to exit as smooth as
possible, accept losses and minimize any additional losses)?

17.1f the business is doing great, do you keep going and aim to grow more or is there
a certain point of growth when you rather stop and try to maintain the balance?
Perhaps try to exit while on the top? Is there a point where the extra profit “does
not matter” anymore?

Utilized opportunities/Success stories
18.Do you see some common features with the opportunities that you have decided
to utilize and have put in practice?
19. What were these features like?
a) Suitable level of risk



b) Suitable timing

c) Access to finance

d) Professional knowhow/confidence

e) Other kind of favorable conditions, what?

“Abandoned opportunities” and potential re-usage?

20. What about the opportunities that you have not utilized? Maybe considered but
abandoned. What kind of issues have affected to your decision not to utilize them
in practice?

a) Too high level of risk, risk of losing everything by testing the new opportunity in
practice?

b) Unsuitable timing

c) Access to finance

d) Lack of professional knowhow/confidence

e) Other kind of unfavorable conditions, what?

Free word



Appendix 2. Interview questions, modified structure after the first interview

Background information

Are you currently involved in more than one firm?

What is your role in the firm?

What kind of entrepreneurial history you have?

What has happened to earlier firms you have been involved in?

How do you define the success of the firm? / From personal point of view, when
the firm is a success/failure?

abhob=

Business opportunities and decision-making
6. How do you spot new business opportunities?
7. What all kind of issues you consider when evaluating the potential of new
entrepreneurial opportunities?
8. Do you ever transfer opportunities from one firm to another?

Utilized opportunities/Success stories
9. Do you see some common features with the opportunities that you have decided
to utilize and put in practice?
10. If yes, can you describe what kind of these features are?

“Abandoned opportunities” and potential re-usage?

11. What about the opportunities that you have not utilized? Maybe considered but
abandoned. What kind of issues have affected to your decision not to utilize them
in practice? For example:

a) Too high level of risk, risk of losing everything by testing the new
opportunity in practice?

b) Timing

c) Access to finance

d) Lack of professional knowhow/confidence regarding the new idea

e) Other kind of unfavorable conditions, what?

The role of experience and risk-taking

12. Has your risk appetite changed based on your earlier entrepreneurial
experiences?

13. Are you more willing to take risks nowadays than in the beginning of your
entrepreneurial career?

14. Based on your earlier good or bad experiences, have you noticed any changes in
your own evaluation criteria towards a possible opportunity?

15. When evaluating a new potential opportunity, do you nowadays trust more on your
own expertise or do you calculate carefully the gain/loss possibilities (before
making the commitment)?

16. When business is running badly, what is the point when you give up? How do you
react (all in thinking and will to try gaining profits by risky behavior or rather try to
exit as smooth as possible, accept losses and minimize any additional losses)?

17. When business is running great, do you keep going and aim to grow more both in
terms of revenue and profit or is there a certain point of growth when you rather
stop and try to maintain the current revenue level?

18. Do you try to exit while the firm is on the top? Is there a point where the extra profit
does not generate any additional value to you anymore?

Free word



Appendix 3. Haastattelukysymykset suomeksi, ensimméisen haastattelun jélkeen
muokattu versio kysymyspohjasta

Taustatietoa:
1. Oletko talla hetkelld mukana useammassa yrityksessa?
2. Missa roolissa tai rooleissa?
3. Millainen historia sinulla on yrittdjana?
4. Mita on tapahtunut aikaisemmille yrityksille, joissa olet ollut mukana?
5. Miten maarittelet yrityksen menestyksen? Eli milloin yritys on mielestasi

menestynyt/epaonnistunut?

Bisnesmahdollisuudet ja pdétbksenteko
6. Miten tunnistat uusia bisnesideoita?
7. Mita kaikkia asioita otat huomioon, kun arvioit uusien bisnesideoiden tai
kasvumahdollisuuksien potentiaalia?
8. Siirratkd bisnesmahdollisuuksia toisesta yrityksesta toiseen?

Hyddynnetyt bisnesideat / Menestystarinat
9. Naetkd yhteisia ominaisuuksia niilla bisnesideoilla, joita olet paattanyt toteuttaa
kaytannossa
10. Jos kylla, osaatko kuvailla millaisia nama piirteet olivat?

“Hylétyt bisnesmahdollisuudet” ja ideoiden kierrétys
11. Enta ne bisnesideat/kasvumahdollisuudet, joita et ole toteuttanut. Millaiset asiat
ovat vaikuttaneet paatdkseesi? Esimerkiksi:
a) Liian korkea riskitaso / Mahdollisuus menettaa aikaisempi menestys uuden
idean takia

b) Ajoitus
c) Rahoituksen saatavuus
d) Puutteellinen luotto omaan tietotaitoon/osaamiseen liittyen uuteen ideaan
e) Jokin muu epasuotuisa ominaisuus, mika?

Kokemus ja riskienotto

12. Onko riskienottohalukkuutesi muuttunut jotenkin aikaisempien yritystesi ja/tai
yrittajyyskokemuksesi perusteella?

13. Oletko nykyaan valmiimpi ottamaan riskeja verrattuna yrittajyysurasi alkuun?

14. Enta oletko nykyaan kriittisempi uusia bisnesideoita kohtaan aikaisempien hyvien
tai huonojen kokemuksien takia?

15. Kun arvioit uutta bisnesideaa/kasvumahdollisuutta, luotatko nykydan enemman
omaan ammattitaitoosi/asiantuntemukseesi vai laskennallisiin voitto/tappio
arvioihin?

16. Jos yrityksella menee huonosti, missa vaiheessa annat periksi? Kuinka reagoit
(kaikki peliin ajatuksella suuresta riskista ja mahdollisuudesta voittoihin vai
enemmankin tarkoituksena tehda mahdollisimman pehmea irtautuminen ja
mahdollisten lisatappioiden minimointi)?

17. Jos yrityksella menee hyvin, jatkatko samaa rataa ja tavoittelet suurempaa kasvua
ja tulosta vai tuleeko vastaan tietty piste, milloin mieluummin pysaytat kasvun ja
yllapidat nykyista tulostasoa?

18. Yritatkd irtautua yrityksesta silloin kun se on huipulla? Onko olemassa pistetta,
jolloin voitto ei enaa tuota lisdarvoa?

Vapaat kommentit



