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Chapter 1 — General Introduction

CHAPTER 1

General Introduction to the Role of Psychological Factorsin

Entrepreneurship

1.1 Psychological Factorsin Entrepreneurship

The goal of this dissertation is to investigate ghenomenon of entrepreneurship
from a psychological perspective. | argue that psjaygical factors contribute to a
better theoretical understanding of the mechanismigrlying successful
entrepreneurship. Entrepreneurship can be defisétha process of discovery,
evaluation, and exploitation of opportunities” anshcludes the investigation of “the
set of individuals who discover, evaluate, and exphem” (Shane & Venkataraman,
2000, p. 218). This definition implies that entepeurship involves a set of behaviors
that individuals have to perform. It is the indival who recognizes a situation which
promises a profit and who takes the necessaryractmpursue this opportunity.
Additionally, entrepreneurship research showeduhaer similar contextual
conditions, individuals differ in their propensity identify opportunities and different
individuals identify different opportunities givéhe same environmental stimuli
(Davidsson & Honig, 2003; Shane, 2000). Thus, difcult to understand
entrepreneurship detached from the individual attarstics of the people who initiate

and proceed through the entrepreneurial process.

Acknowledging the importance of the individual iretentrepreneurial process,
researchers have focused on personality traitstmguish between entrepreneurs and
non-entrepreneurs and between successful and wsshigkcentrepreneurs (D. C.
McClelland, 1967; Sexton & Bowman, 1985). Althougbkta-analyses showed that
personality characteristics are related to entregargal behavior and success (C. J.
Collins, Hanges, & Locke, 2004; Rauch & Frese, 2@éwart & Roth, 2001; Zhao &

Seibert, 2006), entrepreneurship scholars argusshtly that personality characteristics
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have only little theoretical and practical valuedase of their limited potential to
predict entrepreneurship outcomes (Baum, FresemB& Katz, 2007; R. K. Mitchell

et al., 2002). They further argued that to gaihadugh understanding of the
mechanisms underlying entrepreneurship, it is ingmrto identify factors that are

more proximal to entrepreneurship outcomes. Gilnahéntrepreneurship is the process
of identifying, evaluating, and exploiting opporities, two factors should be of
particular relevance: cognitions and actions (Fr26689; McMullen & Shepherd, 2006;
R. K. Mitchell et al., 2002). Entrepreneurs identipportunities through combining and
reorganizing information, for example about teclogatal, political, societal, or
demographic changes (Shane & Venkataraman, 2000né&cting previously
unconnected information to identify an opportumsty fundamentally cognitive process
(R. K. Mitchell et al., 2007). Subsequently, entespeurs have to act to exploit the
identified opportunity. Exploiting an opportunity & process of organizing and creating
new structures which requires continuous actiorastemble the necessary resources
and to prepare the implementation of the opporyui@artner, 1985). This is the case
irrespective of whether the entrepreneur wantsaxt & new organization, introduce a
new product, or change the method of producticemixisting organization. Thus,
individuals successfully accomplish the entrepreiaétasks of identifying and
exploiting opportunities through their thinking atiekir actions (Baum, Frese, Baron et
al., 2007).

Focusing on the psychological factors of cognitowl action, | draw on theories
of entrepreneurial alertness (Kirzner, 1997; Shafé3; Shane & Venkataraman,
2000), of creative capacities (Amabile, 1983; MurdfdMobley, Uhlman, Reiter-
Palmon, & Doares, 1991), and of action regulatiereg¢e, 2009; Frese & Zapf, 1994;
Karoly, 1993) to argue for the importance of a p®jogical perspective on
entrepreneurship. Specifically, | want to show that cognitive factors of creativity and
goal-referent thinking as well as the behavioratdes of action planning and active
information search help answering the questiontof some people are more successful
in identifying and exploiting opportunities tharhet people — a question that has been
considered central in recent years by entreprehgusgholars (Shane &

Venkataraman, 2000). In addition to the questiowlyy some people are better able to
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identify and exploit opportunities, this dissematialso seeks to contribute to the stream
of research investigating the mechanisms of howiddal characteristics influence
firm-level outcomes. Entrepreneurship may have narigomes, such as the
emergence of a new organization, product/servigevations, or venture growth in
terms of sales, profits, and number of employee®\(BBaron, 2007b; Gartner, 1985).
Establishing a conceptual link between individusrmacteristics and entrepreneurial
outcomes on the firm-level is another key areafarepreneurship researchers to
advance scientific knowledge of successful conoaptaunch, and operation of new

organizations (R. A. Baron, 2007a).

1.2 The Importance of Entrepreneurship

This dissertation deals with the general topicrafepreneurship because
entrepreneurship has three important functionst,F@ntrepreneurship has an economic
function. Reviews of research on the impact ofegrgneurship on economic
development concluded that entrepreneurial firngsligicontribute to the creation of
new jobs and growth in value added (Carree & Th@@03; van Praag & Versloot,
2007). Entrepreneurship exerts these positive tsfime micro- and macro-levels of the
economy. Entrepreneurial firms have the highestgrgage growth in employment
compared to other business units (van Praag & vet,s2007). Additionally,
entrepreneurship has a positive effect on regiemgdloyment in the short- and long-
term (Fritsch, 2008) and it contributes to natioB&P growth (e.g., Carree & Thurik,
2008). These findings suggest that entrepreneursiap important driving force for

economic growth and wealth creation.

Second, entrepreneurship has a societal functidfaty technological inventions
are converted into innovative products or servimesntrepreneurs for the benefit of the
wider society. In a qualitative study, Shane (20003trated how different
entrepreneurs market different novel products amdces on the basis of a single
technological invention. Similarly, Acs and Var@®(5) provided evidence that
entrepreneurial activity contributes to knowledg#lever and technological change.
They argue that most research and developmentrisd¢®ut in large firms and

universities, but subsequent implementation ofrésearch outcomes depends on
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entrepreneurial individuals who decide to econofty@&xploit these opportunities.
Additionally, research showed that entreprenefirials introduce innovations more
efficiently than established firms and entrepreradirms are more innovation
intensive in terms of innovations per employee (Ramag & Versloot, 2007). This
underlines the importance of entrepreneurshipdonnological transfer from research
institutions to the general society.

Third, entrepreneurship has a theoretical fundiiwrunderstanding economic
development. In traditional models, economic groistachieved by capital
accumulation and labor expansion; but these facorsot completely explain the total
variance in nations’ output (Baumol, 1968). Furthere, traditional models focus on
issues of optimizing a given set of values to mazénor minimize standard economic
indices. Mathematical calculations yield the partarsefor optimal decisions, for
example to maximize revenues and minimize costsh &wodels are of great value for
solving well-defined problems, which frequently ocan the daily business, but they
are not able to explain economic change and ingleswlution (Baumol, 1968). To
fully understand economic development, it is impottto explicitly account for factors
that cause changes in the environment and introgat@ological progress. According
to Schumpeter (1934), the main cause of econonveldement is the entrepreneur.
The entrepreneur challenges incumbent organizabigmstroducing innovations which
replace existing technologies or products. Thix@ss of creative destruction leads to a
dynamic process of businesses rising and fallingnéiepreneurs keep on introducing
innovations and constantly disturbing the status {inus, understanding

entrepreneurship is critical to understand econaleielopment.

1.3 The Conception of the Dissertation

The conception of this dissertation is based oroagss perspective on
entrepreneurship (see Figure 1.1). The entreprexiguocess has three major phases:
the pre-launch phase, the launch phase, and thégoomeh phase (R. A. Baron, 2007b).
In each phase, the entrepreneur has to achiewsahtfentrepreneurial outcomes to
successfully proceed to the next phase. For examaplentrepreneurial outcome of the

pre-launch phase is the identification of numerang original business opportunities,
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an entrepreneurial outcome of the launch phaseisuccessful start-up of a new
venture, and finally, achieving high rates of veatgrowth is an important
entrepreneurial outcome of the post-launch phasé (Baron, 2007b). Thus,
entrepreneurship includes a broad range of outcoma¢sre all central to the domain.
On the one hand, this variety of entrepreneurisd@ues poses a challenge to the
entrepreneurs because the entrepreneur needediftpralities to achieve all necessary
outcomes. For example, cognitive capacities mighpdrticularly important in the
process leading to opportunity identification astian regulation capacities might be
particularly important in the process leading thecessful start-up of a new venture.
On the other hand, the variety of entrepreneutitdd@mes also poses a challenge to the
scholars studying entrepreneurship. Studying ergrequrship needs a comprehensive
approach taking into account the diversity of gureaeurial outcomes and accordingly,

the diversity of entrepreneurial qualities neceg$ar achieving the different outcomes.

Pre-Launch Launch Post-Launch
Outcomes: Outcomes: Outcomes:

« Business Ideas « Start-up « Survival
(Study 2) (Study 3) (Study 3)

* Business + Venture growth
Opportunities (Study 1 & 2)
(Study 1) + Value creation

(Study 3)

Figure 1.1. The three phases and respective entrepreneutamas of the
entrepreneurial process (adapted from R. A. B&20a7b).

This dissertation seeks to give due consideratidhé multifaceted field of
entrepreneurship by examining different entrepreaatautcomes as well as different
sets of predictors to explain the outcomes. Sprdi§i, the dissertation develops and
tests different theoretical models that aim to axpdifferences in individuals’
entrepreneurial performance in terms of opportuidigyntification, start-up, and venture

growth. In chapter 2, the theoretical model dessrithe whole entrepreneurial process

10
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from opportunity identification through implementat of product/service innovations
to venture growth. In this study, wargue that the psychological factors of creatjvity
general mental ability (GMA), and active informatisearch are important individual-
level antecedents of opportunity identificatione@livity and GMA are cognitive
capacities that facilitate combining and reorgargznformation to identify business
opportunities. In addition, we hypothesize thahacinformation search also
contributes directly to opportunity identificatiamd that it moderates the positive
effects of creativity and GMA on opportunity iddmation. Entrepreneurs should
leverage the full potential of their cognitive capi@s if they acquire a broad base of
information. The aim of this study is to investigalhe interplay of cognitive factors (in
terms of creativity and GMA) and behavioral fact@irsterms of active information
search) for the entrepreneurial outcomes of oppdstidentification, product/service
innovations, and venture growth. Furthermore, watwa show that entrepreneurial
outcomes derived from different phases of the engéreeurial process are related to
each other. Providing empirical evidence for tim& helps understanding how
individual-level factors are related to entreprarm@wutcomes on the firm-level. The
findings of this study suggest that creativity aative information search both
contribute directly to opportunity identificatiom@they interact in such a manner that
active information search enhances the positivecefif creativity on opportunity
identification. In addition to the relationship eten the individual characteristics and
opportunity identification, we also find support fwur general model that opportunity
identification is related to venture growth througk introduction of innovative

products or services.

In chapter 3, we further examine the interplayreftivity and information. In
chapter 2, we found that entrepreneurs, who shgiehilevels of active information
search, identify more opportunities which also tssa higher levels of product/service
innovations and venture growth. Consequently, amggendation is to search more
actively for information. In chapter 3, we seelspecify our recommendation. We
conduct an experimental study to investigate trestjon of what type of information
entrepreneurs should look for in order to incraasé likelihood of successfully

1| use the term “we” throughout the three empiridadpters (Chapter 2, 3, and 4) because several
colleagues and students contributed to each study.

11
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identifying opportunities. We distinguish betweeawedse information, that is
information from several diverse domains, and aamnstd information, that is
information from one single domain. In the entregaship literature, both approaches
— searching for diverse information vs. searchorgcbnstrained information — find
advocates (Fiet, 2002; Ward, 2004). We argue that\gestigation of the type of
information has to take into consideration the epreneur’s level of creativity. Highly
creative entrepreneurs benefit from diverse infaiomabecause they are able to process
this type of information and they are stifled bystrained information because this
type of information limits their associational pesses to this domain. The type of
information should have a smaller effect on enegapurs low in creativity because their
creative potential is generally lower. Our studgyides support for the hypothesized
interaction effect of creativity and type of infoation on the generation of business
ideas. We further find a positive relationship bedw originality of business ideas and
venture growth indicating that an entrepreneuriitalbo generate original business
ideas is conducive to business success. Our studyprovides further evidence that
cognitive factors contribute to understand the opity identification process and that
the generation of original business ideas is a ar@sim that links individual

characteristics with firm-level outcomes.

In chapter 4, we develop and test a theoreticalehidinvestigate psychological
factors important for the successful exploitatiéa opportunity. Based on theories of
action regulation (Frese, 2009; Frese & Zapf, 1% ply, 1993), we argue that
entrepreneur’s actions are central to opportuniptatation and that self-regulatory
mechanisms facilitate the successful implementadfactions. In this study, we focus
on the self-regulatory mechanisms of action plagm@ind goal-referent thinking. We
apply a longitudinal design and trace 139 entreguesiover a period of 30 months.
This design allows us to investigate the entrepraakoutcomes of start-up, survival,
and value creation within one study. Our findingggest that the self-regulatory
mechanism of action planning in the pre-launch plres a positive effect on the
probability of successful start-up. Additionallyti@n planning has positive, long-term
effects on survival and value creation. We alsd fimat goal-referent thinking in terms

of fantasizing positively about the future has gate impact on the probability of

12
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survival. Thus, this study provides evidence fa itinportant role of self-regulatory

mechanisms in the launch and post-launch phasée @ntrepreneurial process.

Chapter 5 concludes this dissertation with a gémisaussion of the three
empirical studies. In summary, this dissertatioovehthat behavioral and cognitive
factors exert influences on different short- anuglderm entrepreneurial outcomes. The
general finding that psychological factors havegaificant impact holds true across
different contexts and across the whole entrepmgigarocess. The significant effects
of the cognitive factors of creativity and goalernt thinking as well as of the
behavioral factors of action planning and activierimation provide a fruitful basis for

deriving practical implications for trainers, coftaats, and entrepreneurs themselves.

13
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CHAPTER 2

Cognitive Capacitiesand Their Interplay with Active I nformation
Sear ch in the Opportunity I dentification Process

2.1 Abstract

Building on the concept of entrepreneurial alersneg test the effects of
creativity, general mental ability (GMA), and a&iinformation search on opportunity
identification, and of opportunity identificatiomwenture growth through
innovativeness of product/service innovations. \Wéhier hypothesize that active
information search moderates the effects of crizatand GMA. We sampled 100
business owners. Path analyses showed that ctgasigtive information search, and
the interaction between the two affect opporturdgntification. Furthermore,
opportunity identification influenced venture gréwitia innovativeness of
product/service innovations. Results suggest tteativity and active information

search jointly contribute to success in the en&egurial process.

14
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2.2 Introduction

To explain why some people discover business oppities while others do not
is of central importance to the field of entrepnars@ip (R. A. Baron, 2004; Shane &
Venkataraman, 2000). A possible explanation thagived wide attention is the
construct of entrepreneurial alertness which Kir{ai879) defined as the ability to
notice business opportunities without search. §dlia@ entrepreneurship literature
adopted various approaches to investigate entreprieth alertness and consequently, a
clear and consistent conceptualization of entreqargal alertness has not yet been
developed (cf., Busenitz, 1996; Gaglio, 2004; GagliKatz, 2001; Kaish & Gilad,
1991; Kirzner, 2009). Recently, Shane (2003) anadB§2006) re-emphasized the
ability aspect of entrepreneurial alertness ang@sed that entrepreneurial alertness
rests, at least partly, on the cognitive capactafeseativity and general mental ability
(GMA). According to their proposition, people witingh levels of creativity and GMA
should have the capacities to imagine new producservices and to develop solutions
to satisfy customer needs — even when they araatively searching for business
opportunities. Consequently, Baron (2006) notedl‘tlthen alertness is very high,
active searches for opportunities may not be nacgsentrepreneurs are so sensitive to
them that they do not have to engage in formatesyatic search processes” (pp. 112).
Shane (2000) provided evidence for this notionHiyang that people discover
business opportunities without actively searchmgtiem.

In line with Shane (2003) and Baron (2006), we artipat creativity and GMA
are important for identifying business opportursitielowever, we also argue that these
cognitive capacities are not independent of arvadearch. In fact, a number of
previous studies showed that seeking informatiorleted to entrepreneurship and
opportunity identification (Busenitz, 1996; Coopeo|ta, & Woo, 1995; Fiet, 2002;
Kaish & Gilad, 1991; Ucbasaran, Westhead, & Wrigid08). Yet, while these studies
argued for a main effect of information search,waild like to build on this research
and propose that, in addition to the main effetiva information search enhances the
effects of creativity and GMA on opportunity iddration. In case of a very active

approach towards information search, entreprertggrsin creativity and GMA can

15
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leverage the full potential of their cognitive cajpi@s and discover more opportunities.
In case of a less active information search, thvaiaidge of entrepreneurs high in
creativity and/or GMA should be less pronouncedabse the necessary informational

input for opportunity identification is lacking.

We base our study on Kirzner’'s (1997) theoreticainiework of the
entrepreneurial discovery. Although Kirzner (198@jes that an active search for
opportunities might be difficult or even impossibkecause one cannot look for
something that is utterly unknown, we suggest tiiatheory of the entrepreneurial
discovery provides a framework to integrate cogaittapacities that are related to
entrepreneurial alertness and an active search femopportunities but for information
—into one model. According to Kirzner's (1997) dhetical conception, entrepreneurial
discovery depends on two factors. The first fatdqreople’s alertness to business
opportunities. People must be imaginative and eibfeerceive opportunities for making
profit. The second factor is information that imge opportunity for entrepreneurial
profit and that are available to alert people. Kaz(1997) notes that information is not
perfectly distributed among people. This meansdbate people do not have sufficient
information to identify an opportunity. By seekingre information, they should
increase their chances of obtaining the necess&gmation.

Shane and Venkataraman (2000) elaborated uponé€isz(1997) theoretical
conception and note that cognitive capacities afafination are two central categories
that influence the discovery of business opportesitNeither cognitive capacities nor
information alone lead to opportunity identificatibut people must possess sufficient
information and they must be able to cognitivelgqass and combine the information
to come up with business opportunities. The comatuss that if one of the two factors

is absent, entrepreneurial discovery is unlikeketplace.

From these theoretical conceptions follows thagxamination of the joint effects
of cognitive capacities and active information skan addition to the main effects
should contribute to a better understanding ohtleehanisms underlying the
opportunity identification process. In summary, prepose main effects of creativity,
GMA, and active information search on opportunagritification. We also hypothesize

that active information search moderates the midacts of creativity and GMA. In

16
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addition to the central focus of our study — thernplay of creativity, GMA, and active
information search on business opportunity idecdtfon — we also investigate the
relationship between opportunity identificationpguct/service innovation (in terms of
innovativeness), and venture growth. Business dppiies are chances to introduce
new products or services and such innovations dhanalvide a competitive advantage
that leads to venture growth (Porter, 1980; Shan&e&kataraman, 2000). The model
guiding our study is depicted in Figure 2.1.

Our study seeks to contribute to the current engregurship literature in two
ways: First, we want to investigate the combindd ab cognitive capacities and active
information search for opportunity identificatiofhere are theoretical reasons to
predict that the effects of cognitive capacitiesopportunity identification will vary
with the level of active information search. Howeue our knowledge, there are no
studies that investigate the joint effect. We thumsvide empirical evidence that
cognitive capacities and active information seanghrelated to opportunity
identification and we extend current perspectivies focus on main effects only.
Second, empirical research linking business oppdytidentification and value
creation is scarce so far (Ucbasaran et al., 2008)want to show that opportunity
identification is beneficial for small business @ as it contributes to their venture
growth through product/service innovation. Provgdavidence for this relationship is
important to unravel the different steps in thegprteneurial process that influence
venture performance. Furthermore, investigatinghtleeiating processes that link
creativity, GMA, and active information search widnture performance is also
important to develop a better understanding ohtleehanisms that explain how
individual level characteristics influence firm &hperformance (R. A. Baron, 2007a,;
Hambrick & Mason, 1984).

17



8T

Creativity

General Mental
Ability (GMA)

\4

Figure 2.1. The model guiding our study: the interplay of ¢tnaty, intelligence, active information search buasiness opportunity

Business
Opportunity
Identification

Active
Information
Search

A

A 4

Innovativeness of
Product/Service
Innovations

identification and the process from business opmitryt identification to venture growth.

A\ 4

Venture Growth

yoJeasrImIpiU| 8ANDY pue sanioede) aamubo) — z 1a1deyd



Chapter 2 — Cognitive Capacities and Active InfaioraSearch

2.2.1 Creativity, GMA, and Business Opportunity I dentification

Business opportunities are situations in whichethigepreneur believes that he or
she can earn a profit by introducing new productseovices to the market (Shane,
2003; Shane & Venkataraman, 2000). Entrepreneussthiplars proposed that superior
abilities to combine information contribute to emreneurial alertness and account for
differences in individuals to identify business oppnities (R. A. Baron, 2006; Shane,
2003; Shane & Venkataraman, 2000; Ward, 2004) epréneurs identify business
opportunities by connecting previously unconneatéarmation to come up with an
innovative idea for recombining resources in sugkag that it will yield a profit. The
importance of combining information for businespaoyunity identification is
underlined by Mitchell et al. who argue that pigcingether information to identify
new products or services is a central element wépreneurial cognitions (R. K.
Mitchell et al., 2002).

However, people vary widely in their ability to kimnformation and to come up
with ideas for a business opportunity (Dimov, 2Q03aglio & Katz, 2001). We argue
that an individual’'s creativity accounts in pant fbese inter-individual differences.
Creativity reflects the cognitive capacity to gaatermultiple and original ideas (Runco,
2004). According to Mumford’s process model of tireathought, the core operation
that underlies creativity is the combination angrganization of activated pieces of
information (Mumford et al., 1991). Research supgbthis model by showing that
performance in generating multiple and originabislencreased with higher skills in
combining and reorganizing information (Mumford,ug.aman, Maher, Costanza, &
Supinski, 1997). As the identification of businegportunities rests in part on
combining information to come up with new ideagativity should contribute to

people’s ability to identify business opportunitigge therefore hypothesize:

Hypothesis 1a: Creativity is positively related to business ogpoity

identification.

19
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Apart from differences in combining informationgtentrepreneurship literature
suggests that a better comprehension of the matketjstomers, and their problems
also contributes to entrepreneurial alertness apthims why some people but not
others discover business opportunities (R. A. Ba2006; Shane, 2000, 2003). To
develop a better comprehension of the marketugsomers, and their problems, people
have to process information. That is, they havesip attention to and store important
information while ignoring irrelevant informatiomhey have to interpret and
understand how the information relates to the stgtwo. They have to infer
implications from their interpretations and forntel@aonjectures about how changes in
the environment might influence markets and futustomer demands (R. A. Baron &
Ward, 2004; Eckhardt & Shane, 2003; Shane, 200@n&K. Venkataraman, 2000).
Moreover, entrepreneurs have to perform these fask®ecause the time window to
exploit an opportunity might close as conditionsha environment are shifting or a
competing entrepreneur becomes the first mover (dit(51996; J. R. Mitchell &
Shepherd, 2010).

People’s capability to process information incrsasgh their level of GMA and
therefore GMA should facilitate the opportunity miiéication process. GMA is the
cognitive ability to decompose and understand cermpiformation, to derive
conclusions, and to solve problems by reflecting masoning (Neisser et al., 1996).
Moreover, GMA is strongly related to speed of imfi@tion processing, to the ability to
focus attention and to store information (Colomb&m, Palacios, Juan-Espinosa, &
Kyllonen, 2004; Engle, Tuholski, Laughlin, & Conway99). Research showed that in
numerous areas of everyday life people with hidgéneels of GMA are more likely to
master complexity and select relevant informattorgerive appropriate conclusions,
and to formulate faster and more correct forecastsit future developments
(Gottfredson, 1997; Sternberg & Kalmar, 1997). \Wer¢fore hypothesize:

Hypothesis 1b: GMA is positively related to business opportundtgntification.

2.2.2 Active Information Search and Business Opportunity I dentification

Kirzner (1997) notes that imperfectly distributedormation are the basis for
opportunity identification. In other words, somepke identify business opportunities
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because they have information that others lacki{&h2003). Having information, for
example about technological, political/regulataydemographic changes, should
increase the likelihood of identifying an opportyrthat emerges from these changes
(R. A. Baron, 2006). Shane (2000) showed that gewplo had information about the
technological invention of a three-dimensional png process (i.e., technological
change) identified various opportunities for offgrinew products or services. Having
more information about other changes in the enwiremt should provide people with
more opportunities for identifying additional wagfearning a profit (cf., Shane, 2003).
Moreover, it is important to note that often, ithist only one piece of information that
triggers the identification of an opportunity, [pgople have to connect several pieces of
information (R. A. Baron, 2006). In conclusion, tinere information a person receives

the more likely it is that he or she will discoxzebusiness opportunity.

We argue that people can gather more informatiahtlams enhance the chances
of identifying opportunities by actively seekingarmation. In line with an action
theory approach towards entrepreneurship (Fre€8)2@e propose that entrepreneurs
who take a more active approach towards searchfogmation are more successful in
terms of business opportunity identification. Pepplho show high levels of active
information search, execute more information segkiehavior, they put more time,
effort and other resources into information seaactd they explore different sources to
acquire new information (Frese, 2009). Accordingihgy have frequent interactions
with others (e.g., fellow business people), thegeas different sources of information
(e.g., newspapers, magazines, knowledgeable peaplé}they also put extra effort into
accessing more uncommon sources of informatiors dpproach towards information
search should provide people with a broader infdionaasis that they can use to make
the necessary connections between different pigicdesormation to identify business
opportunities. Research supports this line of neagpby showing that information
search intensity is related to entrepreneurshipogpartunity identification (Busenitz,
1996; Kaish & Gilad, 1991; Ucbasaran et al., 2008¢.therefore hypothesize:

Hypothesis 2: Active information search is positively relatedoiosiness
opportunity identification.
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2.2.3 Thelnterplay of Cognitive Capacities and Active I nformation Search

We hypothesize a stronger relationship of cregtiartd GMA with business
opportunity identification in case of a high lewdlactive information search than when
there is a low level of active information searchthe latter case, entrepreneurs cannot
use their creativity and GMA as fruitfully as iretlbase of high active information
search. We expect a moderating effect of activermétion search on the relationship
of creativity with opportunity identification becs& models of creativity emphasize the
importance of creative abilities (e.g., combinat@nd reorganization abilities) in
combination with informational input as necessactdrs for creative performance
(Mumford et al., 1991; Ward, Smith, & Finke, 199Bpr example, in their
interactionist model of creativity, Woodman and &afifeldt (1990) argued that
individuals must have the necessary abilities toea® creative outcomes but
depending on contextual factors, such as the doitjeof information, their creative
achievements might be enhanced or reduced. Resagrpbrted this line of reasoning
by showing that even highly creative individuale arhibited and create only ordinary
ideas when their access to information is confifigetttula & Sipila, 2007). Similarly,
high levels of GMA might not result in the identidition of a business opportunity if the
necessary informational input is lacking. High levef GMA help people to
comprehend markets and customers and to makednjectures about how new
information (e.g., about changes in the environmenght affect markets and customer
needs (Shane, 2003). Comprehending and formulatingectures depends on selecting,
encoding, and interpreting information that one v@wviously acquired. People who
seek less information should have less informadiailable in the process of selecting,
encoding, and interpreting. Consequently, onlycm@bination of a sufficient base of
information with GMA leads to a comprehensive ustinding of the market and valid

conjectures about future developments.

The opportunity identification process also implieat people have to modify and
shape their initial ideas into a viable and feasllsiness opportunity which involves a
learning process (Dimov, 2007a). Learning is imgatrto familiarize oneself with
specific needs of the customers and particular itiond of the target market (Schwens

& Kabst, 2009, in press). People start out witirst fdea for a new product, service, or
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other way to earn a profit. Then, by gathering infation through various media or
discussions with friends, professionals, and osteteholders, they begin evaluating
the initial idea and learn about the idea’s potdrdirengths and weaknesses (Davidsson
& Honig, 2003; Greve & Salaff, 2003; Singh, Hil&,Lumpkin, 1999). By interpreting
and integrating the feedback, entrepreneurs refimeshape their initial idea into a
clearer business concept (Dimov, 2007a; Singh.£1999). GMA is important for
interpreting and integrating information (Neisseale, 1996). These notions show that
both GMA and information are necessary in the dgwelent process that turns a
business idea into a business opportunity. Thraegial communication and accessing
different sources of information the entreprenezts ghe necessary input in terms of
suggestions and advice from different perspectmgsh he or she can use to make
interpretations and judgments to come up with ith& business opportunity.
Furthermore, in addition to receiving and integrgthew information, entrepreneurs
have to come up with new creative ideas for furfiregressing with their idea (Dimov,
2007a). Getting different opinions and suggestiirauld stimulate the entrepreneur to
combine and reorganize different pieces of inforamato come up with new ideas on

how to proceed.

In conclusion, we propose that business ownersihigheativity and GMA
leverage the full potential of their cognitive cajpigs by showing high levels of active
information search. In contrast, low levels of @etinformation search should reduce
the positive effect of creativity and GMA on oppaority identification because

necessary information is lacking.

Hypothesis 3a: Active information search moderates the relatignbletween
creativity and business opportunity identificatitmcase of high active
information search, creativity has a strong eftecbusiness opportunity
identification. In case of low active informatioeasch, creativity has a reduced

effect on business opportunity identification.

Hypothesis 3b: Active information search moderates the relatignbletween
GMA and business opportunity identification. In €@$ high active information
search, GMA has a strong effect on business oppitytidentification. In case of
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low active information search, GMA has a reducddatfon business opportunity

identification.

2.2.4 Business Opportunity Identification, Product/Service | nnovations, and

Venture Growth

We argue that business opportunity identificat®nelated to venture growth
through the innovativeness of product/service imtions. We focus on venture growth
because scholars consider venture growth to beltineate outcome of
entrepreneurship (R. A. Baron, 2007b; Carland, Himylton, & Carland, 1984;
Stevenson & Jarillo, 1990), because venture grasviimportant for firm survival
(Aldrich & Auster, 1986; Davidsson, 1991), and hesmventure growth contributes to
nations’ development of gross national product (\@/dtho, & Autio, 2005). According
to the strategic management literature, venturevroesults from a competitive
advantage (Porter, 1980). Firms can achieve a cttmpeadvantage by differentiating
the own firm from competitors through innovatiotist is the introduction of products
or services that offer unique features or thasgapreviously unaddressed demands.
Research supports this line of reasoning by pragiévidence that a firm’s tendency to
introduce new products or service is related tgitsvth rates (Roper, 1997;
Rosenbusch, Brinckmann, & Bausch, in press; Thar2to06).

Products or services that are more innovative anetikely to offer unique
benefits to customers or to occupy a niche andipbigalled in the market (Fiet, 2002;
Gaglio & Katz, 2001; Shepherd & DeTienne, 2005)ud tighly innovative products
or services should provide a stronger competitdiaatage which translates into higher
growth rates whereas the introduction of non-intieeacopies of existing products or
services should contribute less to a firm’s grovette. This reasoning is supported by
research showing that the degree of innovativeakssw products and services is the
driving factor for growth and wealth creation (Kitwff, 1991; Mueller, 2007).

We propose that business opportunity identificatsorelated to the
innovativeness of product/service innovations drad the innovativeness of
product/service innovations mediates the relatignmsatween business opportunity
identification and venture growth. A business opyaity is the situation in which a
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new product or service can be introduced (Shar&3;28hane & Venkataraman, 2000).
An innovation is the actual introduction of a nesdluct or service (West & Farr,
1990). Consequently, the identification of a busgepportunity is a necessary
prerequisite for the introduction of a new prodoictervice and it initiates the
entrepreneurial process that eventually leads mtuve growth (R. A. Baron, 2007b).
Further, Simonton (1989) showed that the generationnovative outcomes can be
understood in stochastic terms. The chance thahgragool of identified opportunities
is an exceptionally innovative opportunity thatdedo a highly innovative product or
service increases by the number of identified opymities. Shepherd and DeTienne
(2005) support this reasoning by providing evidefoce strong relationship between

number and innovativeness of identified opportesitin conclusion, we hypothesize:

Hypothesis 4a: Business opportunity identification is positivegtated to the

innovativeness of product/service innovations.

Hypothesis 4b: The innovativeness of product/service innovatisnsositively

related to venture growth.

Hypothesis 4c. The innovativeness of product/service innovatioesliates the

relationship between business opportunity idergifan and venture growth.

2.2.5 Creativity, GMA, Active Infor mation Search, and Venture Growth

Several entrepreneurship scholars stress the iampm@tof business owners’ /
CEOs’ characteristics for venture performance (B&ubhocke, 2004; Baum, Locke, &
Smith, 2001; Frese et al., 2007; Rauch & Frese7R00 a meta-analytic review, Unger
and colleagues (Unger, Rauch, Frese, & Rosenb@86i6) found a positive
relationship between GMA and business successla@lyiresearchers argued for
positive effects of creativity (Heunks, 1998; Mer& Fargher, 1974) and of owners’
approach towards information search (Daft, Sormu&dparks, 1988; Keh, Nguyen, &
Ng, 2007) on business success. It is importanote that business owners’ / CEOSs’
characteristics should exert an influence on themtures’ success only through their
actions or strategic choices that are closelyedl&n the development and operation of
their ventures (R. A. Baron, 2007a; Frese, 2009nbt&ck & Mason, 1984). An action
that might transmit the effect of business ownehsiracteristics to venture growth is
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the identification and exploitation of business ogpnities (Shane, 2003; Shane &
Venkataraman, 2000). Creativity, GMA, and activieimation search are hypothesized
to facilitate opportunity identification and oppanity identification may lead to venture
growth through the introduction of innovative protigervices. We therefore

hypothesize:

Hypothesis 5a: Business opportunity identification and the inrioxeness of
product/service innovations mediate the relatiomfi@tween creativity and

venture growth.

Hypothesis 5b: Business opportunity identification and the inrnoxeness of
product/service innovations mediate the relationfi@tween GMA and venture

growth.

Hypothesis 5¢. Business opportunity identification and the innoxeness of
product/service innovations mediate the relatigm&i@tween active information
search and venture growth.

2.2.6 The Context of South Africa: Poverty Alleviation through Entrepreneur ship

At the time of the study, South Africa was stilffening from a high
unemployment rate (23.5% in the first quarter d205tatistics South Africa, 2009)
and resulting poverty, particularly among the forinedisadvantaged population
(Statistics South Africa, 2000). To improve the émgment situation and per capita
income, the government of South Africa adoptedlecpwvith a strong focus on the
promotion of small enterprises (Department of Trade Industry, 1995). Part of the
new strategy is the redressing of discriminatioaiagt black people who were actively
discouraged to run enterprises by the apartheidhesg repressive measures (Rogerson,
2000). The objective is to create a supportive remvnent that allows private
enterprises to thrive and that is equally condutoveards all enterprises. However, the
government’s initiative can only create favoraladitions. Opportunities which
emerge from the initiative must be identified angleited by the people. Therefore, it
is important to identify factors on an individual/el that facilitate the identification of
opportunities and that lead to entrepreneurial behaResearch showed that innovative
ideas and the implementation of new technologiesritute particularly to economic
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development (Mueller, 2007). Unfortunately, entsgfgurship in South Africa is
characterized by a high rate of copying existingdpicts or services and by a low
propensity towards innovation and implementing meshnologies (Maas &
Herrington, 2008). This is detrimental for wealtieation. Therefore, identifying factors
that enhance opportunity identification and therdegf innovativeness may offer
additional approaches for taking action to alleviahemployment and poverty in South

Africa.

2.3 Method

2.3.1 Sample

We interviewed 100 business owners in Cape TownttSAafrica, and
surrounding suburbs. All participants had foundesirtbusiness and were running the
business as general manager or chief executiveeoffBecause of our practical focus
on poverty alleviation among the formerly disadegeid people, we included only
business owners from this population in our samptemeet the definition of small
businesses, we interviewed only business ownershatidetween one and 50
employees. Furthermore, the businesses had totegerat least one year. As many
small businesses are not registered or listedrectliries, we used several approaches to
acquire our sample. First, we used a random walkequture in different industrial areas.
In the industrial areas the interviewers selecéedlomly a route or a specific part and
asked every business owners to participate in toidysf they met our criteria. Second,
we used the data base of the Western Cape Busdmestunities Forum (WECBOF)
to contact further business owners. The interviswentacted randomly business
owners from the data base. Third, we used a snbsysiem and asked business
owners who had participated in our study to inticedus to further business owners
who might be interested in taking part in the stullyross all three approaches the
refusal rate was 27.5%. In our sample, 78% of tigress owners were male. On
average, the business owners were 43 years oldethployed nine employees, and
their businesses were operating for eight yearsh©fotal sample, 73% were in the
service sector and the remaining 27% were engagedhnufacturing.
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2.3.2 Procedure

We collected all data on the basis of face-to-faterviews and a questionnaire
that participants filled-in after the interview. @mterviews were conducted by two
German Master students of psychology who had redeathorough interviewer
training. The training included sessions on inwtechniques to probe participants’
answers, the appropriate use of prompts to claafyue statements, on note taking, and
on typical interviewer errors, such as non-verlgagéament. The interview approach
and the interviewer training have been successfydpflied in previous studies in
similar settings (Frese et al., 2007; Unger, Kdittling, Gielnik, & Frese, 2009). The
interviews took place in the offices or workshopshe business owners. The
interviewers were told to take verbatim notes dyithre interviews and to produce a
protocol of each interview. Subsequently, two iretegent raters used the typed
protocols to rate participants’ answers. We catedantra-class coefficients (ICC;
Shrout & Fleiss, 1979) to determine inter-rateratalities. All ICCs ranged between

.96 and .99 indicating good inter-rater reliakatgifor our interview measures.

2.3.3 Study Measures

Creativity. During the interview, we applied the consequenessby Christensen,
Merrifield, and Guilford (1953) to assess particifsa creativity. The consequences test
measures an individual's divergent thinking abilitlrich creativity scholars consider to
reflect an individual’'s creative potential (RuncoCGhand, 1995). We selected the
consequences test because it captures aspectabvity that are relevant to
occupational settings (Mumford, Marks, Connellyc@aro, & Johnson, 1998). The
consequences test asks participants to list as s@rsequences as they can to fictional
incidents. An example for a fictional incident'What would be the result if human life
continued on earth without deathor each fictional incident, participants gotifou
sample responses (for the example aboverpopulation, more old people, housing
shortage, and no more funeral¥Ve set a time limit of two minutes for each ifictal
incident. When the participants stopped generatomgequences or when the two
minutes were over, we presented the next fictistetement and asked again to list as
many consequences as possible. In total, theyvestéour fictional incidents. We rated
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the participants’ answers using the scoring gueleetbped by Mumford et al. (1998).
We rated participants’ answers for fluency andibiéixy. Fluency is the number of
responses that are not identical to other respansesthe four sample responses. ICCs
for the four fluency ratings ranged between .99 h0@ indicating good inter-rater
reliability. We aggregated the four fluency scar@he overall fluency score
(Cronbach’s Alpha = .88). Flexibility is the numbrdifferent core themes underlying
the participants’ responses. Again, inter-rataabglities between the two raters were
good (ICCs for the four fictional incidents randsgtween .98 and .99). We aggregated
the four flexibility scores to one overall flexitbyt score (Cronbach’s Alpha = .84). The
final score for creativity was calculated by sumgniihe z-standardized overall scores
for fluency and flexibility (Cronbach’s Alpha = .25

GMA. At the end of the interview, we administered thersversion of the Raven
Advanced Progressive Matrices Test (Arthur & D&94). The Raven Advanced
Progressive Matrices Test proved to be a validunsént in general as well as in an
African setting (Rushton, Skuy, & Ann Bons, 200Bhe short version includes four
example matrices to get accustomed to the taskinféeiewers explained the
principles of the task and demonstrated how toestite example matrices. Then, the
participants were asked to solve 12 test matrities.score for intelligence was derived

from the number of correct solutions to the 12 teatrices (Cronbach’s Alpha = .69).

Active information searchzor our measure of active information search, sedu
six questionnaire items developed by Tang and aglles (Tang, Murphy, Chadha, &
Zhu, 2007) on the basis of previous works by Kaistl Gilad (1991) and Busenitz
(1996). Example items afeam always actively looking for new informationahd”l
have frequent interactions with others to acquiesvrinformation.”. Participants
answered the items on a 5-point Likert scale ran§iom “strongly disagree”to
“strongly agree”. We computed the mean of the six items to attsrparticipants’

score for active information search (Cronbach’shalp .85).

Business opportunity identificatioWe followed the approach applied by Hills,
Lumpkin, and Singh (1997) and Ucbasaran, Westhaati\Wright (2008) to
operationalize business opportunity identificatibaring the interview, we asked the

open questiondHow many business opportunities for creating aihass have you
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identified within the last five years@nd“How many business opportunities for
creating a business have you pursued (that is ctieuntime and resources to) within
the last five years?”According to Ucbasaran et al. (2008), the seaprestion refers to
activities to evaluate the costs and benefits atlantified opportunity. Scholars argued
that such activities are part of opportunity idéodtion (Dimov, 2007a). We therefore
combined the two questions to our measure of basiapportunity identification
(Cronbach’s Alpha= .69). We selected a time peobfive years because it can take
several years to implement a business opportu@itytér, Gartner, & Reynolds, 1996;
Singh et al., 1999). In line with Ucbasaran e{2008), we collapsed participants’
answers into broader categories to eliminate ex@nasponses and to approximate a
normal distribution. We recoded participants’ resges into five categories:
participants with no opportunities received theueabf “0”, one opportunity was
recoded into “1”, two to four opportunities wasaded into “2”, between four and eight
opportunities into “3”, and eight or more opportigs was recoded into “4”.

Innovativeness of product/service innovations.assess the innovativeness of
new products or services the business owners haxluced, we asked during the
interview:“In the last year have you introduced any new, waiove products or
services?’ If they had introduced a new product or serviesfwther asked them to
give a detailed description of the new productesvige. The business owners’
description was subsequently rated for innovatigen&o rate the degree of
innovativeness we used a 6-point scale based ¢1{Z6i@2) and Romijn and Albaladejo
(2002). The scale ranged from a value of zerdriorinnovation introducedto a value
of five for “first mover, a new-to-South-Africa product/servic&d he inter-rater
reliability for the rating was good (ICC = .98). WWencentrated on product/service
innovations because these are the most common fafrmeovations among small

scale businesses (Hoffman, Parejo, Bessant, & Rer®98).

Venture growthWe based our measure for venture growth on thentess and
profits generated by the business. We asked farethenues and profits from the two
previous years. Based on the business ownershstats on the absolute figures, we
computed the percentage change in their revenukprafits. To get a single value for

venture growth we calculated the mean betweendheeptage change in revenues and
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the percentage change in profits (Cronbach’s Alph#b). Our scale of venture growth
relies on the business owners’ subjective statesrartheir revenues and profits. We
chose to rely on the business owners’ estimatagirétan objective accountancy-based
measures because many small businesses in South Adr not keep financial records
(Bradford, 2007) and if they do the figures mightrbanipulated by including personal
expenses to reduce business income tax (Bradfofy,; Zapienza, Smith, & Gannon,
1988). Subjective measures of company performarmeed to be a valid reflection of
actual performance (Wall et al., 2004). Our appinda@lso in line with other research
conducted in similar contexts that showed thatrimss owners’ estimates about their
financial performance are significantly relatedridependent ratings of the businesses’

performance (Baum et al., 2001; Frese et al., 2007)

Controls.We ascertained the following variables as contaviables: age of the
business owner, age of the business, line of bssi(eervice vs. manufacturing), and
business size. We used four indicators for busiaezes We combined last month’s
revenues, the current overall value of the busjriessvalue of the assets, and the

number of employees to form one scale of businesg€ronbach’s Alpha = .80).

2.3.4 Method of Analysis

We had to exclude data from two business ownerse/kienture growth rates
were more than three standard deviations belownien, from five business owners
who refused to report any data on their revenugsadits and from eight business
owners who were only able to report data for orea.yé&/e used PRELIS 2.70 (Joreskog
& Sorbom, 2002) to impute the missing data in catadset. We then calculated a path
model using LISREL 8.70 (Joreskog & Sorbom, 2001test our hypotheses. The path

model allowed us to simultaneously test direct iaddrect effects (Bollen, 1989).

To test the hypothesized moderations we followedrdcommendations by
Cortina, Chen, and Dunlap (2001) and by Williamdw&rds, and Vandenberg (2003).
First, we computed aggregate measures of our Jasi@s described in the section on
the study measures. Second, we computed the ititerderm for creativity and active
information search and for GMA and active inforroatsearch by multiplying the
respective centered aggregate measures. Thirdetgentined the factor loadings and
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measurement errors for our aggregate measure®andrfinteraction terms to fix the
respective values in our path model. The factadilugs are set equal to the square roots
of the measures’ reliabilities and the measureragots are set equal to the measures’
variance multiplied by one minus their reliabilgiéVe calculated the reliability of the
interaction terms according to the approach dewsldyy Bohrnstedt and Marwell
(1978) and used the reliabilities to determineféitor loadings and measurement
errors for the interaction terms. Fourth, we usB&BRIS 2.70 (Joreskog & Sorbom,
2002) to compute an asymptotic covariance matrixast for LISREL. An asymptotic
covariance matrix was required because productstéimour case the interaction
terms) are not normally distributed and therefbeytviolate the assumption of
normality necessary for maximum likelihood estiraasi (Bollen, 1989). This violation
results in inflated standard errors and“Ghatistics. Using the asymptotic covariance
matrix prompts LISREL to compute the Satorra-Ber({Batorra & Bentler, 1994)
correction which adjusts standard errors and-6faitistics according to the degree of
non-normality. Finally, to test for the hypothesizaoderation, we compared a nested
baseline model without the path from the interacterm to our dependent variable of
business opportunity identification with a modettincluded the path. The null
hypothesis that there is no moderation is rejeateein the second model shows a
significant better model fit (Cortina et al., 200¥jlliams et al., 2003). We used the
corrected CHistatistic (Satorra & Bentler, 1994) to determirieether the difference in

the fit between the two models was significant.

We evaluated the fit of our overall model with tterected CHistatistic (Satorra
& Bentler, 1994), the root mean square error ofrapmation (RMSEA), the squared
root mean residual (SRMR), and the comparativadiéx (CFI). According to
recommendations by Hu and Bentler (1999) a RMSEAllemthan .06, a SRMR
smaller than .08, and CFI larger than .95 indigated model fit.

2.4 Results

Table 2.1 presents the descriptive statistics ano-arder correlations for the
study variables. Creativity (r = .33; p < .01) audive information search (r = .20; p <

.05) were positively and significantly related tasiness opportunity identification.
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Table2.1
Descriptive statistics and zero-order correlations.

Variablesand Scales Mean sd. 1 2 3 4 5 6 7 8 9

1. Creativity 0.00 0.97 (.95)

2. General Mental Ability (GMA) 0.27 0.20 .38* (OB

3. Active Information Search 3.94 0.75 .14 -.04 5].8

4. Business opportunity identification  2.04 1.04 3*3 .05 20%  (.69)

5. Innovativeness of p/s innovations 1.82 2.05 .01 .06 .16 22 (.98)

6. Venture growth 0.38 0.58 .02 .10 -15 11 .19*.75)

7. Age of business owner 4283 9.75 -.02 -.18 .19%.02 .10 -.15

8. Age of business 7.73 584 -.10 -.07 -.04 .02 .04-30**  .36** ---

9. Business siZe 0.00 0.79 .19* .08 .07 A9 22 -.07 A5 24**80)
10. Line of busine$s 0.27 0.45 .02 .01 -11 .04 .07 .05 .01 -.03 .03

Note: In parentheses: reliability of the variable (ICKO3yonbach’s alphaf.Scale is based on z-standardized variaBles: service; 1 =

manufacturing. * p <.05; ** p < .01 (two-tailed).
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GMA did not show a significant relationship withdiess opportunity identification (r
=.05; n.s.). Between the three variables of cvaggtiGMA, and active information
search only the inter-correlation of creativity @BMA was significant (r = .38; p <
.01). Furthermore, the correlations between businpportunity identification and
innovativeness of product/service innovations (22; p < .05) and between
innovativeness of product/service innovations agigkure growth were both positive
and significant (r =.19; p <.05). From the setaoftrol variables, age of the business
owner was significantly related to active infornoatisearch (r = .19; p < .05) and
marginally to GMA (r = -.18; p <.10). Age of thediness was negatively related to
venture growth (r = -.30; p <.01). Business sizevged significant relationships with
creativity (r = .19; p <.05), business opportundgntification (r = .19; p < .05), and
innovativeness of new products/services (r = .22;.@5). Line of business was not
substantially related to any variable and we tloreeéxcluded line of business from our
path analytic calculations.

2.4.1 Test of Hypotheses

We computed four path models with our main variglalied the control variables
to test our hypotheses. First, we computed a né&steel line model without paths from
the interaction terms to business opportunity idieation. The model showed an
unsatisfactory model fit (Satorra-Bentler correcte¢iL5) = 23.48; RMSEA = .08;
SRMR = .05; CFI = 0.92) which also disallows tcenmiret the path coefficients. To test
hypothesis 3a which states that active informasigarch moderates the relationships
between creativity and business opportunity idexatifon, we computed a second
model where we included the path from the intecscterm to business opportunity
identification. The second model yielded a Sat®eatler corrected Chivalue of
19.30. The test against the nested baseline mbdelexl that the second model had a
significantly better model fit (Satorra-Bentler mestedy? difference (1) = 4.18; p <
.05). Thus, hypothesis 3a found support in the.daianterpret the moderation we
created a plot (see Figure 2.2) by adapting theguhare described by Aiken and West
(1991). Figure 2.2 shows that there was a strolayjoaship between creativity and
business opportunity identification when activeonmfation search was high. The
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relationship was weaker when active informationrdeavas low. We conducted simple
slope analyses (Jaccard, Wan, & Turrisi, 1990utthéer investigate the moderation.
The analyses showed that the slopes for high aictiegemation search (t = 3.39; p <
.01) and for medium active information search &80; p < .01) were significant. The
slope for low active information search was non#igant (t = 0.54; n.s.). These results
indicate that creativity was not related to bussn@sportunity identification when

business owners showed low levels of active infaionasearch.

Business
Opportunity | High active information
Identification search

° Medium active information
-~ search

Low active information
------------ search

Creativity
Figure 2.2. The moderating effect of active information seasalthe relationship

between creativity and business opportunity ideatiion.

To test hypothesis 3b which posits that activerimfation search moderates the
relationship between GMA and business opportudigniification, we computed a third
model based on the baseline model. This time waded the path from the interaction
term of GMA and active information search to bussepportunity identification. The
third model yielded a Sattora-Bentler corrected®@hlue of 23.10. The test against the
nested baseline model showed that the third madeiat have a significantly better
model fit (Satorra-Bentler correctg@ldifference (1) = 0.38; n.s.). Thus, hypothesis 3b

was not supported.
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We tested the remaining hypotheses on the basieditill model depicted in
Figure 2.3. The model had a good fit (Satorra-Bertbrrecteq? (13) = 16.88;
RMSEA = .05; SRMR = .05; CFI = 0.96). The path ¢ioefnts from creativity f§ =
40; p <.01) and active information searfh=(.41; p < .05) on business opportunity
identification were positive and significant. Thessults support hypothesis 1a and
hypothesis 2 that creativity and active informatsaarch are positively related to
business opportunity identification. Hypothesiswliich posited a positive relationship
between GMA and business opportunity identificatias not supported = -.12;
n.s.). In accordance with the results from theetdhce tests of the models, the path
coefficient from the interaction term of creativapd active information search on
business opportunity identification was significght .54; p < .05) while the path
coefficient from the interaction term of GMA andige information search on business
opportunity identification was nop = -.38; n.s.). Furthermore, the path coefficients
from business opportunity identification to inndvahess of product/service
innovations f§ = .25; p < .05) and from innovativeness of prothgtice innovations to
venture growthff = .26; p < .05) were both positive and significartitese findings
support hypothesis 4a and 4b that business oppiyridantification is positively
related to innovativeness of product/service intions and that innovativeness of

product/service innovations is positively relatedsénture growth.

To test our hypotheses regarding the mediatingefigf business opportunity
identification and innovativeness of product/sesvitnovations we used the approach
developed by Sobel (1982) which tests whether aéutlieffects are significant and
which is incorporated in the LISREL software. Werid a marginal significant indirect
effect of creativity on innovativeness of produetisce innovations (p <.10). The
remaining indirect effects were not significant. ¥as conclude that hypothesis 4c
(innovativeness of product/service innovations ratdi the relationship between
opportunity identification and venture growth) dangbotheses 5a-c (business
opportunity identification and innovativeness abguct/service innovations mediate the
relationships between creativity, GMA, active inf@tion search and venture growth)

were not supported.
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To rule out the alternative explanation that treeependent variables had direct
effects on the dependent variables, we computeiditional model in which we
included paths from creativity, GMA, and activearrthation search to innovativeness
of product/service innovations, and from businggsootunity identification to venture
growth. The alternative model yielded a Sattorat®emorrected Chivalue of 13.59
indicating that this model did not fit the datarsfgcantly better than our hypothesized
model (Satorra-Bentler correctgtdifference (4) = 5.48; n.s.). Moreover, none @ th
additional path coefficient was significant. Thus failed to find support for the
mediation hypotheses not because of direct efteatsremained significant in the
presence of hypothesized mediators but becausene$ubstantial relationships of the
predictor variables on more distal endogenous bkasa(see also Table 2.1). We note
that the hypothesized relationships in the sequehoar model were significant. This
points to a multiple-part causal linkage from cnagt and active information search
over business opportunity identification and inrtoxeness of product/service
innovations to venture growth (cf., Kirkpatrick &tke, 1996).

2.5 Discussion

Ouir first goal in this study was to build on Kirzise(1997) theory of
entrepreneurial discovery and to investigate tierjphay of creativity, GMA, and active
information search in the entrepreneurial proc€ssativity and GMA are considered to
partly form entrepreneurial alertness (R. A. Ba2B06; Shane, 2003). Although
Kirzner (1997) proposes that both alertness ararmdition are necessary to understand
entrepreneurial discovery, most studies in theepnémeurship literature focused only
on one of the two elements. Combining aspects tf lements in our study, we found
that creativity was significantly related to busia@pportunity identification while
GMA was not. Additionally, the positive effect afeativity on business opportunity
identification was dependent on business owneng'ageh towards information search.
In case of low levels of active information searitte business owners’ creativity was
unrelated to business opportunity identificatiohehigher the level of active
information search was, the stronger the relatigmiatween creativity and business

opportunity identification was.
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We think that our findings contribute to the entepeurship in several ways. We
sought to add to the discussion on the concepttoégreneurial alertness. Kirzner
(1979) introduced entrepreneurial alertness aobhgo important prerequisites for
entrepreneurial discovery. However, Kirzner (2008¢s not concretely specify how to
be alert and the entrepreneurship literature offdferent conceptualizations of the
construct (cf., Busenitz, 1996; Gaglio, 2004; GadliKatz, 2001; Kaish & Gilad,
1991). Our study investigates recent theoreticabitterations that entrepreneurial
alertness rests in part on the cognitive capadieseativity and GMA (R. A. Baron,
2006; Shane, 2003).

Creativity has been traditionally linked to entrpeurship but a direct
examination of creativity in the entrepreneuriadqass is still missing (Zhou, 2008).
Schumpeter (1934) argued that entrepreneurs recemésources into more valuable
forms and create opportunities for profit througbracess of creative destruction. In
more recent papers, entrepreneurship scholars gedgbat abilities to combine
information are crucial for identifying businesspoptunities (R. A. Baron, 2006; R. K.
Mitchell et al., 2002; Shane & Venkataraman, 20@)r findings support the notions
by providing evidence that creativity, which builois the ability to combine
information, contributes to opportunity identificat and we thus consider creativity to

be an important part of entrepreneurial alertness.

We did not find support for our hypothesis that GMa#s a positive effect on
business opportunity identification. This is in t@st to theoretical considerations in
the entrepreneurship literature (cf., R. A. Ba2006; Shane, 2003). GMA might have
a smaller impact on opportunity identification trexpected. People with high levels of
GMA should be better able to understand marketd@sdlve customer problems
which might help them to come up with new ideaspi@ducts or services. However,
high levels of GMA are also related to high lev@isleductive reasoning and
convergent thinking (Runco, Dow, & Smith, 2006).dDetive reasoning and
convergent thinking may lead to conventional answ&hey may also be related to
providing a one best strategy. Yet, identifyingihass opportunities is a process that is
less characterized by finding one best way thambking creative decisions and

creating non-conventional means-ends frameworkkh@dt & Shane, 2003). Thus, the
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process of identifying business opportunities migittespond to a larger extent to
divergent thinking which is captured by the constf creativity. In fact, studies
investigating the relationship between GMA and bess opportunity identification are
rare in the entrepreneurship literature. Although/dt and van Winden (1989) found
an effect of GMA on the status of self-employmes@g also van Praag & Cramer,
2001), a more direct examination is lacking. THeBIA might be important for some
steps in the entrepreneurship process (Unger,&016) but our results question
theoretical considerations that GMA is relatedritrepreneurial alertness and
opportunity identification. We note, however, titas problematic to interpret non-
significant findings. Non-significant findings d@mnprovide statistical support that there
is no relationship between two constructs. Lowigtiadl power might be an alternative

explanation for our results.

We also provide evidence for the important rolactive information search on
business opportunity identification. Business owneith high levels of active
information search were more likely to identify radousiness opportunities and they
also leveraged their full creative potential. Thmaling of the direct effect supports
theoretical notions that seeking more informatimeréases the chances of identifying
business opportunities (Kirzner, 1997; Shane & \&atkaman, 2000). Our finding of
the direct effect may also add to the debate wihgitbeple can search systematically for
entrepreneurial discoveries (Fiet & Patel, 2008)bether one cannot search for
something that one does not yet know that it existepportunities are unknown until
discovered (Kaish & Gilad, 1991; Kirzner, 1997)a8h (2000) argued that people do
not discover entrepreneurial opportunities throsgarch but through recognizing the
value of new information that “they happen to reeghrough other means” (p. 451). A
deliberate seardor opportunitiesmight be difficult; however, our findings indicate
that a deliberate searébr informationfacilitates opportunity identification. An active
approach towards information search should incréssehance that people happen to

receive the information they need for opportunitgritification.

The significant interaction between creativity awtive information search
supports theoretical notions that people identifgibess opportunities through an

interplay of creativity and information (Kirzner9Q7; Shane & Venkataraman, 2000).
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This finding also contributes to our understandhgactors that enhance or inhibit
creativity. Zhou (2008) noted that an interactioagpbroach investigating context
factors that facilitate or restrict creativity wdyprovide useful insights for obtaining a
comprehensive understanding of the influence ddtorigy in the entrepreneurial

process.

Our second goal was to examine the different gtefi®e entrepreneurial process
and to investigate the mechanisms that link theviddal characteristics of creativity,
GMA, and active information search with entreprera@isuccess. Empirical evidence
on this link is rare although scholars emphasibhedrmportance of this topic for
developing a better understanding of the entireepnéneurial process (R. A. Baron,
2007a; Ucbasaran et al., 2008). We found that kssiowners, who identified more
business opportunities, were more likely to introelproducts or services with higher

degree of innovativeness which was positively esldb their venture growth.

Our results provide evidence that the individuaklecharacteristics of creativity,
GMA, and active information search are relateddoture growth through the
identification of business opportunities and theaduction of innovative products or
services. Our results also highlight the importamicenovativeness for achieving
higher venture growth rates in the context of aettgping country such as South Africa.
Several scholars pointed to a weak propensity amdngan entrepreneurs to develop
and introduce truly innovative products or serviggdeboye, 1997; Oyelaran-
Oyeyinka, Laditan, & Esubiyi, 1996; Robson, Hau§lQbeng, 2009). Rather, the
majority of entrepreneurial activity is based opyiag and imitating existing products
or services (Maas & Herrington, 2008; Walter et 2005). In line with research in
similar contexts (Chudnovsky, Lopez, & Pupato, 20é8hemba & De Bruijn, 2003),
our finding suggest that the degree of innovatigers a crucial factor for wealth
creation. Particularly innovative products or seegi provide a strong competitive

advantage that translates into higher venture droates.

Although the direct relationships in the sequerfoeuo proposed model were
significant, we did not find support for our meddat hypotheses. We only found a
marginally significant indirect effect of creatiyion innovativeness of product/service

innovations. This result supports theoretical nidithat creativity is often the starting
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point for innovation processes (West & Farr, 1990 non-significant findings
regarding the remaining mediation hypotheses weti@lgndue to weak relationships
between independent and more distal dependentiesiad-or example, creativity,
GMA, and active information search were not siguaifitly related to venture growth.
The findings support notions that business ownghraracteristics do not exert a direct
influence on business performance but only thranghifest entrepreneurial behavior,
such as opportunity identification and exploitat{& A. Baron, 2007a; Rauch & Frese,
2007). Similarly, opportunity identification wassalnot significantly related to venture
growth. The finding indicates that opportunity itl@oation might be necessary for
introducing new products and services, but notigefit for wealth creation. Thus, an
identified opportunity will unfold its wealth creag) potential, only if it leads to an

innovation that is introduced.

2.5.1 Strengths and Limitations

Some potential limitations prevent an unambiguotesrpretation of the study
findings. We have to note that our sample of bussr@vners from the population of
formerly disadvantaged people in South Africa ietstithe generalizability of our
findings. This group, however, is of particular ionfance to alleviate poverty and
unemployment in South Africa. Regarding our samwke also have to note that the
non-significant findings of GMA might be due toelextion effect: people who are low
on GMA are less likely to become business ownedsfaihmore quickly (Frese, 2007).
Such a selection effect might reduce the varianaar sample and result in low
correlations. Hence, it is possible that a posiéiffect of GMA on opportunity
identification exists in the general populationgesour non-significant findings.
Similarly, the relationship between GMA and busspsrformance was also not
significant in our sample which is in contrast tetaxanalytic findings (Unger et al.,
2006). However, our non-significant relationshipviiEen GMA and venture growth is
consistent with other research in similar settifigese et al., 2007; Unger et al., 2009).
An explanation for this finding might be that thenditions for doing business are less

complex in developing countries (Bond et al., 2004 impact of GMA on

42



Chapter 2 — Cognitive Capacities and Active InfaioraSearch

performance decreases in general with diminishengls of complexity (Schmidt &
Hunter, 2004).

Another shortcoming concerns the cross-sectioragdeof our study. We argued
that creativity, GMA, and active information seatehd to business opportunity
identification and that business opportunity idicdtion results in venture growth
through the innovativeness of product/service imtions. We cannot rule out a reverse
causal direction of the proposed relationships. &l@w, our hypothesized model is in
line with models of the entrepreneurial process éisaume that individual
characteristics contribute to opportunity idenafion and that opportunity
identification is an antecedent of product/serwicevations and venture growth (R. A.
Baron, 2007b; Rauch & Frese, 2007). Furthermosgaech showed that individual
levels of creativity and GMA remain stable overeaipd of several years (Deary,
Whalley, Lemmon, Crawford, & Starr, 2000; McCraegAberg, & Costa, 1987). These

findings validate the proposed directions of oypdtheses

We also remark that the operationalization of oeasure for venture growth
might be a weakness. We relied on estimates blgubmess owners about their
revenues and profits of the previous years. Altivaly, we could have used more
objective data such as accountancy-based mea¥@tesuch measures might be
deliberately manipulated to reduce business incaxéSapienza et al., 1988). This is
particularly true in the African context where ness owners include personal
expenses in their records to avoid high taxatiaadBrd, 2007). Moreover, many
small businesses in Africa and in other regionsakorecord their financial transactions
and have no accounting system in place (Shind&7;2\all et al., 2004). However,
business owners have typically a clear conceptidheoperformance of their business.
Research provided evidence that performance egtstgt managers and chief
executives show convergent and construct validitythe use of subjective measures of

performance leads to valid conclusions (Wall et2004).

A strength of the operationalization of our measusehe diversity of
measurement methods. We used objective scoringguoes for creativity and GMA.
We assessed active information search by a quesii@measure. Innovativeness of

product/service innovations was rated on the hafdisisiness owners’ qualitative
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descriptions by using an established scoring gtndeprovided a set of fixed anchors
for the raters. Finally, we derived our measuredicsiness opportunity identification
and venture growth from business owners’ estimdésused different approaches to

minimize the percept-percept bias and to reducenommmethod variance.

2.5.2 Future Research

We think that our study offers some interestingtstg points for future research.
We provided evidence that active information sedwah a double positive impact on
business opportunity identification. The questioat remains concerns the type of
information current and future business owners khlmok for. Fiet (2007) suggested
that people should look for information only in sifie channels that fit their prior
knowledge to increase the likelihood of identifyimdpusiness opportunity. Yet, such an
approach is in contrast to scholars advocatingaeckan various sources to acquire
diverse information because this should promoteydreeration of original and
innovative business ideas (Ward, 2004). Another@ggh might be to look for
information from either public or more exclusivausmes — independent of the fact
whether or not they are related to one’s prior kieolye. Hills and Shrader (1998)
found that entrepreneurs belonging to the ChicaggaAntrepreneurship Hall of Fame
differed from a random sample of entrepreneursénimportance they ascribed to
various sources of information for identifying buesss opportunities. Identifying what
type of information is beneficial for opportunityantification and why certain sources
of information might be more valuable than othasrses would enhance our
understanding of the opportunity identification gges and enable us to provide
entrepreneurs with further recommendations foriggitheir active search for
information. Additionally, apart from investigatiriige information that business owners
should seek to identify opportunities, it mightibgortant to investigate the
information that business owners have to providenduisubsequent steps of the
entrepreneurial process to successfully implemedtraarket the new opportunity. For
example, providing information to potential custosiand other stakeholders might be
important to change perceptions and gain accepfantlee new product or service
(Weisenfeld, 2003; Weisenfeld, Nissen, & Gass€93).
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Furthermore, the role of cognitive capacities ia dpportunity identification
process needs further clarification. We found atp@srelationship between creativity
and business opportunity identification but notsstn GMA and business opportunity
identification. Entrepreneurship researchers pregdsat GMA facilitates opportunity
identification (R. A. Baron, 2006; Shane, 2003) dutlence supporting this proposition
was rather indirect so far (e.g., de Wit & van Wand1989; van Praag & Cramer,
2001). A closer examination of the influence of mitige capacities might reveal
different processes that lead to the identificabbbusiness opportunities (see also
Dimov, 2007b). Business opportunity identificatimnght result from a process of
divergent thinking. Some people might generate moogebusiness ideas on a constant
basis and once they hit upon an idea they considghwhile to exploit they proceed in
the entrepreneurial endeavor. In this case, thBrgggoint is an abstract situation
without a clear goal or solution and the entrepuememes up constantly with various
business ideas by combining and connecting thermrdtion he or she receives. This
process of naturally combining and connecting imf@tion to generate ideas would be

facilitated by high levels of creativity.

Alternatively or in a mixed process, business ofaputy identification might
involve processes of convergent thinking where i§ipezustomer problems are solved.
In this case, the starting point would be a weltkn customer demand and the
entrepreneur engages in a deliberate process bligpncsolving to find the one solution
that fulfills the demand. Such a process might netye on comprehending the situation
at hand and bringing together given facts. Thixg@ss should rely on deductive and
convergent thinking and it should be facilitatedhiagh levels of GMA. Thus, future
research could adopt a more differentiated persfeon the influence of different

cognitive capacities on different types of oppoityiidentification processes.

2.5.3 Practical Implications and Conclusions

Our findings indicate that two factors are impott@nidentify business
opportunities: creativity and active informatiorasgh. Creativity can be enhanced by
training interventions. Research showed that aratirainings have a strong effect
(Ma, 2006; Scott, Leritz, & Mumford, 2004). Theeliiture offers several established
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training manuals (Isaksen, Dorval, & Treffinger0R0 Parnes, Noller, & Biondi, 1977)
which can be used by institutions to offer trainaugirses or by current and future
business owners for self-study purposes. Alsotrtiring program developed by
DeTienne and Chandler (2004) with a particular $oon creativity proved to be

effective in enhancing trainees’ performance imtdging business opportunities.

Current and future business owners should alseaser their active information
search. Action theory and related concepts offeerse avenues to increase one’s level
of activity (Frese, 2009). For example, formulatingplementation intentions (i.e.,
if/then-plans) should help current and future besgmowners become more active in
their search behavior (Gollwitzer, 1999). Similadypplying self-regulation
mechanisms, including goal-setting, planning, altiraonitoring, facilitates getting
started and showing more persistence in one’sra{idaroly, 1993). Teaching general
principles of becoming more active might be a fuliapproach to increase the level of

active information search.

Our findings regarding the interaction between tivég and active information
search also emphasize that people who possestehiglh of creativity, and who should
thus have higher levels of entrepreneurial alegifess, R. A. Baron, 2006; Shane,
2003), should nevertheless engage in active infoomaearch. That is, instead of
relying on one’s high levels of entrepreneurialtaless, highly creative people should

actively seek information.

Finally, business owners should be made awardhbategree of innovativeness
of their new products or services is a driving &far their venture growth. It is less
beneficial to introduce products or services withinrmovative value, for example by
just coping or imitating competitors’ offerings. ent and future business owners
should strive for novel and original business opyaties that add value for the
customers and that provide a strong competitivaaihge. Implementing highly
innovative products or services contributes to tealeation. Our model shows that an
individual level approach that focuses on the bessrowner might offer several starting

points for facilitating the innovation process awhieving higher venture growth.

46



Chapter 3 — Creative Ability and Diverse Informatio

CHAPTER 3

Interplay of Creative Ability and Diverse Information in the

Opportunity Identification Process. An Experimental Study

3.1 Abstract

We take an interactionist view and investigateh@y the interplay of creative
ability and diverse information affects generatinginess ideas and (2) how the ability
to generate business ideas is related to ventoketigr We apply an experimental
design to examine the first question and a fialdgidesign to examine the second
guestion. We sampled 98 Ugandan business ownessltRshowed that constrained
information weakened the relationship between oreability and generating business
ideas. Ability to generate original business ideas related to venture growth. Our
findings suggest that entrepreneurs high in creathility benefit from diverse

information.
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3.2 Introduction

An integral part of entrepreneurship is the proadsdentifying business
opportunities and understanding this process @atask of the scholarly domain of
entrepreneurship (Gaglio & Katz, 2001; Shane & \&gakaman, 2000). The
entrepreneurship literature suggested that theifae@tion of opportunities depends on
individual factors, particularly cognitive capaeti as well as on contextual factors,
such as changes in the environment (Shane, 20@B,eSh Venkataraman, 2000). An
overarching theory that integrates these factawehver, is still lacking. Recently,
scholars proposed that splitting the opportunigniification process into several parts
and examining each part separately might be hetpfdevelop a better theoretical
understanding of the process (R. A. Baron, 2007tmdw, 2007a). In the present study
we focus on the beginning of the opportunity idiécdtion process. The process of
opportunity identification starts with generatingsiness ideas (Dimov, 2007a; Locke &
Baum, 2007) or to put it more figuratively: “noaid useful ideas are the lifeblood of
entrepreneurship” (Ward, 2004, p. 174). Accordm@®imov (2007a), business ideas
are precursors of business opportunities and ds tuey are ideas for introducing

innovative products or services to the market (8f&aWenkataraman, 2000).

A cognitive capacity that should have a positivituence in the beginning of the
opportunity identification process is creative gpilwhich can be defined as the ability
to generate multiple and original ideas by cogelincombining concepts or
information (Guilford, 1950; Mumford et al., 199Bmpirical research examining the
influence of creative ability on opportunity iddidation is rather sparse but existing
studies point to a beneficial effect of creativdighb(Zhou, 2008). For example,
DeTienne and Chandler (2004) provide evidenceghhancing individuals’ creative
ability has a positive impact on their capabilyidentify business opportunities.
Acknowledging the importance of creative ability &pportunity identification,
entrepreneurship scholars have recently emphasiizateed to extend research on
creative ability from investigating main effectdyto adopting an interactional
perspective that takes both individual and contxactors into consideration (Zhou,
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2008). The focus should be on the question whatestunal factors enhance or restrict

creativity and thus facilitate or inhibit opporttynidentification.

We follow this call and focus on the idea generapart of the opportunity
identification process which allows us building@xisting theoretical frameworks from
the creativity literature that integrate individaeld contextual factors. We base our
study on Amabile’s (1983) theoretical frameworkloé social psychology of creativity
because it considers the interplay of individual anvironmental factors for creative
achievements. Specifically, Amabile’s (1983) thesuggests that creative ideas are not
the outcome of a unitary psychological capacityresult from a particular
constellation of creative abilities and environna¢ieircumstances conducive to
creativity. An important contextual factor that tdioutes to the final level of creativity
is information that people assemble and use foeigeimg ideas. Information that
people receive is an important factor becauseobitsformation trigger and direct a
train of thought that leads to the accumulation@i and original ideas (Nijstad,
Stroebe, & Lodewijkx, 2003).

The assumption made by Amabile’s (1983) theorefremhework that individual
and contextual factors interact with each othéxaised in the broader framework of
person-environment fit theory (Kristof, 1996) andtss that certain contextual factors
match individual characteristics and this matchisei@ the generation of creative ideas.
In contrast, a mismatch would constrain peoplelaad to less creative outcomes.
Applying this assumption to the present study lgadke first of our two main research
guestions: What type of information matches busirgners’ creative ability and
enhances the generation of multiple and originairmss ideas? This question is
important because it has practical and theoreiigplications for the entrepreneurship
domain. It has practical implications because ouifgs might help entrepreneurs
identify the type of information that matches thaeative abilities and optimizes their
chances of identifying business opportunitiesalt hlso theoretical implications
because our study extends current theoretical petisps in the entrepreneurship
literature on the question what type of informatestirepreneurs should look for. There
are two contradictory theoretical frameworks. H€R002) theoretical framework of a

systematic search argues that individuals showattken a constrained, systematic way
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to receive only information from a limited numbédrdomains they know well. In
contrast to Fiet's (2002) suggestion, the creatiNierature proposes that focusing too
much on one’s domain can become a barrier redymngle’s performance in
generating new and original ideas (Simonton, 2008rd, 2004; Wiley, 1998).
Consequently, a high degree of diversity of infotiorashould be related to creative
outcomes even if this information goes beyond odeimain of expertise (Mumford,
Baughman, Supinski, & Maher, 1996).

We propose that both frameworks may be right dejpgnabon the interaction of
person’s creative ability and diversity of inforneeit. Based on Amabile’s (1983)
theoretical framework, we suggest that there isatcmbetween creative ability and
diverse information. People who are able to lingapntly diverse bits of information
are more likely to produce multiple and originadad (Amabile, 1983). Individuals who
have high creative abilities benefit from divens®rmation because they are able to
process the diverse information. In contrast, canmstd (non-diverse) information
should stifle high levels of creativity and leaddaer levels of generating business
ideas. By taking individual as well as contextuadtbrs into account, we attempt to
offer a more comprehensive perspective on the cosahiole of creative ability and
information in the first step of the opportunityeidification process than has been taken
by the entrepreneurship literature so far. Furtloeenwe test boundary conditions of
theoretical frameworks that favor a systematicdeai/e do this in an experiment with
business owners and thus follow calls by sevetablacs to combine individual and
contextual characteristics in an experimental detgcontribute to the understanding
of the opportunity identification process (Dimo@®a; Eckhardt & Shane, 2003; Fiet
& Patel, 2008; Zhou, 2008).

The second research question is to examine homdagsowners’ creative
abilities are related to measures of entreprenesuccess. More specifically, we want
to show that business owners’ creative abilityelated to the generation of business
ideas, and the generation of multiple and originainess ideas is related to the venture
growth the business owners experience. Generatutigphe and original business ideas
should lead to higher innovation approaches. Intiee@pproaches to products,

services, and processes by the owner should eddtahigher success of the business
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(Porter, 1980; Stevenson & Jarillo, 1990). We ussress owners’ ability to generate
business ideas as an instantiation of their geipetahtial to come up with multiple and
original business ideas. We investigate the seqoedtion for three reasons: First,
establishing this link is important because it suppassumptions on the functional
value of creative ability and ability to generatesimess ideas for entrepreneurial
success and venture growth (Dimov, 2007a; Ucbasarah, 2008). Second, providing
evidence for a positive relationship between cveadbility, being able to generate
business ideas, and venture growth would supporagssumption that diverse or
constrained information have important implicatiboisventure outcomes. In case that
diverse or constrained information interact witaative ability and thus enhance or
inhibit the potential to generate business ideasingss owners might influence their
venture performance by seeking information thatcareducive to their creative
abilities. Third, creative ability has been suggddgb influence entrepreneurial success
but it is a general characteristic that is equatlgven more important for success in
other domains. We would gain a better understandlinige entrepreneurial process by
examining how cognitive processes that are specfentrepreneurship mediate the
relationship between general cognitive charactesistnd venture performance (R. A.
Baron, 2007a). The ability to generate businesssdould be such a specific
characteristic that is more closely related todiweception and development of a

venture.

The two different models guiding our study are degd in Figure 3.1. Panel A of
Figure 3.1 pertains to the first research quesifarur study which aims at examining
how the interplay of creative ability and diveraéormation influences business
owners’ generation of business ideas. We use agriexental design manipulating
diversity of information to investigate this questi Panel B of Figure 3.1 pertains to
the second question regarding the functional vafumisiness owners’ creative ability
and their ability to generate business ideas fature growth. We use a field study
design to investigate this question. We note ttetiesigned our study in such a way
that we are able to investigate the second questitbrnthe same sample but

independently of the experimental manipulation.
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Panel A (Experimental design)

Creative R Generating business ideas
abi”ty "] (measured after experimental manipulation)

Diversity of
information

Panel B (Field study design)

Creative Ability to generate business ideas | Venture
abi”ty (measured before experimental manipulation) v growth

\4

Figure 3.1. The hypothesized interaction effect of creatividitgtand diversity of
information on generating business ideas (PanalsAyell as the indirect effect of
creative ability on venture growth through abilitygenerate business ideas
(Panel B).

3.3 Theory

3.3.1 Creative Ability, Diversity of Information, and Generating Business | deas

The focus of our first research question is on ktosvinterplay of creative ability
and diversity of information affects generating iness ideas (see Figure 3.1, Panel A).
Information is needed to understand the businegertymity identification process —
“some people are more likely than other peopleigoaver opportunities because they
have information that the other people lack” (Sh&9®3, p. 45). However, assuming a
simple main effect and providing more informatiorewveryone might be

counterproductive because people often receivenioch information from the most
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diverse fields in our interconnected world. Thisssiaf information might result in
information overload and overstrain people’s cagaitapacities (R. A. Baron, 1998;
Zacharakis & Meyer, 1998). As a consequence, B@2Z; 2007) argued for a
constrained, systematic search for informationr@wag systematically implies that the
search for information is restricted to those daemedhat people know something about.
Fiet (2002) calls the group of information chanrtaks fit the prior knowledge
“consideration sets”. He argues that consideragain offer the most promising
information for identifying a business opporturiitycause people can link all incoming
information to their existing knowledge. Existingdwledge helps to comprehend and
to interpret the incoming information meaningful§hane, 2000). Thus, this theory
argues for restricting the search to one set wlauld boost the chances of identifying
business opportunities. Fiet provides evidencéHereffectiveness of a systematic
search for the identification of business oppottasi(Fiet, 2002; Fiet, Clouse, &
Norton, 2004; Fiet, Nixon, Gupta, & Patel, 2006&tFNorton, & Clouse, 2007; Fiet &
Patel, 2008).

In contrast to Fiet and co-workers, findings froasis research on creativity
suggest that diverse information from many différdomains facilitate the generation
of ideas. According to Mumford’s process model i@ative capacities (Mumford et al.,
1991), original outcomes originate from the comboraof ideas and concepts that
stem from various, unrelated domains. Diverse gi@ténformation direct
associational processes into various directiongdtrag in the generation of more
original ideas (Mumford & Gustafson, 1988; Santarignggs, & De Vreede, 2004;
Ward et al., 1999). Empirical research supportsetibeoretical notions. For example,
attending to a broad and diverse range of informndeads to more and original insights
(Seifert, Meyer, Davidson, Patalano, & Yaniv, 199aniv, Meyer, & Davidson, 1995).
Alissa (1972) found that over-inclusion — the tamdeto attend to and use a wide range
of information, which may be irrelevant at firsgjst — is associated with creative
achievements. Similarly, Mumford showed in a seoiestudies (Baughman &
Mumford, 1995; Mobley, Doares, & Mumford, 1992; Mfard et al., 1996) that a wide
and unconstrained search for facts and for a divees of information from multiple

domains has a positive impact on the generatiariginal ideas. Accordingly,

53



Chapter 3 — Creative Ability and Diverse Informatio

Mumford and colleagues (Mumford et al., 1991) reowend to extend one’s search and

to encourage over-conclusion to foster creativeeaeiments.

Based on Amabile’s (1983) theoretical framework,argue that it is important to
adopt an interactionist perspective (see FigureRahel A). Neither constrained nor
diverse information per se lead to creative outconé people must combine the
information in creative ways to generate multiphel ariginal ideas. People’s creative
abilities interact with information to determinesttlepth and breadth of associational
processes that lead to new and original ideas.i$fikso0 in line with Shane and
Venkataraman’s (2000) propositions that both cagmitapacities and information
from the environment are necessary for opportudntification. Diverse information
should match highly creative individuals becauss thave the ability to combine
diverse information. People with high creative itiles are able to make use of diverse
information and to generate multiple and highlyoral ideas when they receive
diverse information. On the other hand, diversenmiation is not useful for people with
low levels of creative ability because they ars laisle to combine or recombine diverse
information. Due to their limited ability to coml@rdifferent concepts or domains, the
creative outcome in terms of number and originaiitydeas should be limited (A. M.
Collins & Loftus, 1975). Therefore, there will belear relationship between creative
ability and generating business ideas when diviefeemation is available. In contrast,
there should be a low or zero correlation betweeative ability and generating
business ideas when individuals receive constramfednation. Given constrained
information, creative ability does not help peoggroduce multiple and original ideas.
Individuals with low creative ability may not beewhelmed by the overload of
diverse pieces of information and can, therefopacentrate on the task to generate
business ideas. Individuals with high creativeigbilill not be stimulated to use their
full creative potential. An incoming flow of inforation from only one domain should
fix their creative thinking to this domain and thmasluce the number of linkages they
would be usually able to make between various dosn@unco & Chand, 1995).
Research demonstrates that even very creativeg@eaplbe constrained in their
creativity and produce only standard solutions wihety are confronted with
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homogeneous information from one specific domaert{Rla & Sipila, 2007). In

conclusion, we hypothesize:

Hypothesis 1: Diversity of information moderates the relatioqshetween

creative ability and generating business ideasas® of diverse information,
creative ability has a positive effect on genembnsiness ideas. In case of
constrained information, the impact of creativdigbon generating business

ideas is weak.

3.3.2 Creative Ability, Ability to Generate Business | deas, and Venture Growth

Our second research question aims at investigdisgnediating effect of ability
to generate business ideas in the relationshipdsstwreative ability and venture
growth (see Figure 3.1, Panel B). While creatividitglis a general characteristic, the
ability to generate business ideas is a specificattieristic. The ability to generate
business ideas indicates the potential to comeithipbwsiness ideas and it is therefore
more closely related to the successful developraedtoperation of a venture (cf., R. A.
Baron, 2007a). We argue that the general charatiteof creative ability should have a
positive effect on the more specific ability to geste business ideas. The social
psychology theory of creativity (Amabile, 1983)vasll as other contemporary
creativity theories assert that creative abilitgesitral to generating ideas and the
underlying mechanism is a process of linking amglmaing information (Mednick,
1962; Mumford et al., 1991; Ward et al., 1999; \Wgj] 2007). Individuals with
superior creative abilities combine information measily and form more and broader
cognitive associations which results in being @blproduce a higher number and more
original ideas (Mumford et al., 1997). Further ende from the creativity literature
suggests that creative ability is generalizablepjess general creative abilities transfer
to various specific domains (C. S. Chen, HimsekdfaGreenberger, & Dmitrieva,
2006; Clapham, Cowdery, King, & Montang, 2005).

In the specific domain of entrepreneurship, sclsoddso stress the importance of
combining different pieces of information for this@bvery or recognition of business
opportunities (R. A. Baron, 2006; Dimov, 2007a; & Venkataraman, 2000). Shane

and Venkataraman (2000) emphasized that people maustspecific abilities to
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combine various pieces of information to discoveamngful relationships between
them. Similarly, Baron (2006) argues that peopkeha combine information about
changes in technology, economics, politics, socmtylemographics to recognize a
business opportunity. Certain combinations of thesanges constitute business
opportunities. Creative ability should contributethe processes described by Baron
(2006) and Shane and Venkataraman (2000) thatdeihe identification of business
opportunities. Opportunity identification is a nitdtep process starting with the
generation of business ideas (Dimov, 2007). Theeefa the first step of the process,
business owners with higher levels of creativeitgishould be better able to generate
multiple and original business ideas. In conclusiea hypothesize:

Hypothesis 2: Creative ability is positively related to (a) thleility to generate a
high number of business ideas and to (b) the phdigenerate original business

ideas.

We argue that ability to generate business idessdated to venture growth. We
focus on venture growth as success measure fa thesons: First, for small firms
growth is particular important for survival (Aldh&& Auster, 1986; Davidsson, 1991);
second, growth is considered as the ultimate outcohentrepreneurship (R. A. Baron,
2007b; Carland et al., 1984; Stevenson & Jaril@®Q); and third, small firms with high
growth are most important for the development efdghoss national product of nations
(Wong et al., 2005). An important source of venfgmawth is the continuous
introduction of innovations. Empirical researchwhldhat a firm’s innovativeness (i.e.,
the tendency to introduce new products, servicegraresses (Lumpkin & Dess,
1996)) is related to its growth rates (Roper, 198dsenbusch et al., in press; Thornhill,
2006). This finding is usually explained by the gmtitive advantage provided by
innovations. Introducing new products or servided ho one else introduced yet
differentiates one’s own firm from competitors girdvides a superior position in the
market. Similarly, introducing new processes might to increased quality or reduced
costs which can also be used strategically to miffeate the own firm from competitors
(Porter, 1980).
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Introducing new products, services, or processetsstvith a business idea
(Dimov, 2007a). Business owners’ cognitive abifiteould have a major influence in
the processes that lead to venture growth (Hami&ibkason, 1984). Research both in
the small and micro business domain as well aargel firms provides support for the
important influence of business owners’ and CE®@sracteristics on business
performance in terms of venture growth (HambriddQ2, MacKey, 2008); in small and
medium sized organizations the business ownewisgiMy even more important than in
large organizations (Baum & Locke, 2004; Baum gt2801; Frese et al., 2007; Rauch
& Frese, 2007). Business owners with higher abgito generate multiple and original
business ideas should have an advantage overctmpetitors. Their higher abilities to
generate multiple and original business ideas shgivk business owners a better grasp
of opportunities resulting in a higher degree aiftuee growth. More specifically,
business owners’ abilities to generate originairess ideas should be related to
venture growth because more original business idaas the potential to lead to
products, services, or processes with unique ptiegeinnovations with unique
properties should provide a stronger competitiveaathge and contribute more to
business growth (Ahuja & Lampert, 2001; Kirchhdf®91). Furthermore, business
owners’ abilities to generate a high number of hess ideas should be related to
venture growth because generating a high numbieleas itself increases the
probability that there is an exceptionally goodaidenong the pool of generated ideas
(Simonton, 1989). The generation of exceptionalbative ideas can be illustrated in
stochastic terms. Simonton (1989) showed that audstg creative achievements can
be explained by the general amount of ideas ane\eaments produced at that time.
Accordingly, the generation of a large amount dfibass ideas should increase the
likelihood of generating original business idead #wus also contribute to venture

growth. In conclusion, we hypothesize:

Hypothesis 3a: The ability to generate a high number of busingsas is

positively related to venture growth.

Hypothesis 3b: The ability to generate original business idegsomstively related

to venture growth.
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We argue that ability to generate business ideagtifins as a mediator of the
relationship between creative ability and ventuaagh. We have discussed the
function of creative ability for the ability to gerate a higher number and originality of
business ideas. We, further, argued for the relakipp between ability to generate a
higher number and originality of business ideas\ardure growth. Creative ability
should be related to venture growth, similar to ynather traits that have an important
function for the development of businesses (Rauc¢hése, 2007; Zhao & Seibert,
2006). Creative ability, however, is a generaligbdnd should be indirectly related to
venture growth through having a good grasp of ojymities. A grasp of opportunities
depends upon the specific ability to generate b hignber and originality of business
ideas. Thus, the argument is that creative aldéigs in general to a higher degree of
business ideas and a higher originality of thesasdvhich then leads to a higher degree

of venture growth. It follows:

Hypothesis 4: The ability to generate business ideas mediagesethtionship

between creative ability and venture growth.

3.3.3 The Context of Uganda: Highly Entrepreneurial but L ess Creative?

We chose the context of Uganda to conduct the dtudseveral reasons. Uganda
is among the countries with the highest entrepnealeactivity. In 2004, about one third
of the Ugandan adult population was trying to stantisiness or had started a business
within the last 3.5 years (Walter et al., 2004; i&faét al., 2005). However, Uganda
does not just have a very high rate of start-upsatso a high rate of business closures.
In 2004, 30% of Ugandan adults reported that treelyshut down a business in the
previous 12 months (Walter et al., 2005). This iegpthat Uganda is more extreme
than other countries in producing new businessunit also in closing them down.
Therefore, it is of particular importance to as& guestion of potential antecedents of

sustainable growth in a country like Uganda.

It has also been suggested that many firms in Ugand in Africa in general are
not as high in their innovative potential than tleexght to be (Buame, 1996; Kiggundu,
2002). This leads us to the second reason for Ugaadhe setting for our study: The

role of creativity in Africa and in African entregmmeurship. There is a striking
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difference between creativity in culture and cnagtiin entrepreneurship. African
culture and tradition is characterized by highstidiand creative expression. However,
it seems that creative culture is less pronoundeehventrepreneurship is involved.
When asked for their business ideas two thirdsgdrndian entrepreneurs indicated that
they just copied or intended to copy an existingitess concept (Walter et al., 2005).
Just copying a business concept does not prodycecampetitive advantage and does
not lead to sustained growth and wealth creatitverdfore, empirical evidence on the
functioning of original business ideas is particiylamportant in this context (see also
Ngowi, lwisi, & Mushi, 2002).

3.4 Method

3.4.1 Sample

The sample consists of 98 small business ownems ikampala and surrounding
suburbs (Nakawa, Kololo, Nateete, Wandegeya, agodo). To meet the definition of
a small business owner, the participants had fol file following criteria to be
included in the sample: The participants had tothenbusiness for at least one year,
they must have started their business themselthay had to have between one and
50 employees. To recruit business owners for autysive contacted the three main
organizations for the development of small busimesc&ampala (the Uganda National
Chamber of Commerce, the Uganda Small Scale Indsgtssociation, and the Private
Sector Foundation) and were provided with listingtheir members. Further contacts
were taken from public business directories. Frbenlistings participants were
randomly called to fix an appointment for condugtan interview. The refusal rate was
34%. Of the total sample, 68% were male. The aeaag of the business owners was
42 years, their average starting capital was 32Z8l0fanda Shilling (approximately 180
USD), and they employed on average 13 people. Osample, 58% were in the

manufacturing sector and the remaining 42% in &émeice sector.
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3.4.2 Procedure

All data were collected on the basis of face-teefaterviews. The interviews
were conducted by two German Master students infihal year who had received a
thorough interviewer training on interview techrégyunote taking and about typical
interviewer errors (e.g., non-verbal communicati@)ring the interview the
participants received a task to generate businessi The task is based on a
hypothetical scenario stating that the trend eldihg learning is emerging in Uganda
(see Appendix A). According to the scenario, pe@péemore and more willing to pay
privately for their own and their children’s contous education which implies an
opportunity for making profit. We administered geenario using the following two-
step approach: First, we asked all participantgetwerate as many business ideas as
possible to profit from the new trend. That is,@atticipants received the same basic
scenario without any further artificial stimuli. Ui$, this measure was not affected by
any experimental manipulation. We combined busiogsters’ business ideas to a set
of business ideas generated before the experimaatzipulation. We used this set of
business ideas for our measure of business owalgitgl to generate business ideas.
Our approach to measure ability to generate busiidess is line with common
approaches in psychology to assess individualtesil(cf., Sternberg & Kaufman,
1998). Second, when participants stopped genera@as for new products or services,
they received additional pieces of information (8geendix B). The additional pieces
of information constituted the experimental mangbian. Before each interview,
participants were randomly assigned to one of trenigs. One group received diverse
information, the second group constrained inforomatin sum, all participants received
four additional pieces of information. After eadeqe of information they were again
asked whether any idea for a new product or secacee to the mind. We combined
participants’ answers in response to the additipredes of information to a set of
business ideas generated after the experimentapuoiation. We used this set of
business ideas to investigate our question on heergity of information affects the

relationship between creative ability and genegglinsiness ideas.

To generate the two different sets of diverse amgstrained information we

followed the approach by Nijstad and Stroebe (2@0@)assify ideas or information as
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conceptually similar or distinct. We developed tegary system for our task by testing
the same scenario stated above in a pilot study 1tbusiness owners and four MBA
students. Based on their ideas how they wouldotpyrofit from the emerging trend we
constructed a two-dimensional category system.fifsiedimension covers different
goals. The second dimension covers different meaashieve the goals. An example
for a goal is “educate older people” and an exarfgpla mean is “learning networks”.
In the pilot study we identified six different geand 11 different means. We crossed
the goals and means resulting in goal-by-meansxmaitth 66 different categories.
Each idea from the pilot study was assigned tocamegory. From these ideas we
constructed our sets of diverse and constrain@dnrdtion (see Appendix B). An
example is “Starting a training centre which pr@gdpecialized courses for senior
citizens”. Diversity is represented by the numbfeditierent categories used across
different means and goals (Nijstad & Stroebe, 2006grefore, for our set of
constrained information we used ideas from categarovering the same goal whereas
our set of diverse information contained ideas ffoar different categories covering
different goals and means. Following Nijstad ane&ie (2006), we presented the
additional pieces of information in the form of aeof other people.

On average the interview lasted 109 minutes. Opestipns were tape-recorded
and subsequently transcribed. The transcripts there used for the ratings of the
participants’ answers. The answers were rated byindependent raters. We computed
intraclass coefficients (ICCs; Shrout & Fleiss, 9P assess interrater reliabilities. All
coefficients ranged between .78 and .99 indicagimad interrater reliabilities.

3.4.3 Measures

Creative ability.To measure creative ability, we used the consempsetest
developed by Christensen, Merrifield, and Guilf¢t853). The consequences test
measures divergent thinking ability which is coesat] to assess the potential of
creative ability (Runco & Chand, 1995). We chosetbnsequences test because it
proved to be valid in an occupational setting (Mardfet al., 1998). Participants were
asked to list consequences of four different statem An example for a statement is
“What would be the results if suddenly no one casédtheir arms or hand§?
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Together with each statement, four standard ansmwens also given as examples for
the participants. If the participants stopped gatireg consequences, they received the
next statement. According to the scoring procedereloped by Mumford and
colleagues (1998), the answers were rated for épémumber of ideas) and flexibility
(different topics covered by the participant). Flogis operationalized as the number of
responses that are not identical to other respamsesthe four standard answers.
Interrater reliabilities (ICCs) for the fluency irags for the four statements ranged
between .98 and .99. The four ratings were aggeedgatone fluency score (Cronbach’s
Alpha = .86). Flexibility is operationalized as thember of different topics. Responses
that have an underlying core theme belong to opie.tinterrater reliabilities (ICCs) for
the flexibility ratings were good ranging betwe84 and .93. The four ratings were
aggregated to one flexibility score (Cronbach’s Aph.81). We computed a score for
creative ability by summing the fluency and flektlyiscales, which was justified by an
internal consistency of .91 for the two variables.

Ability to generate business ideas (generatingress ideas before the
manipulation).During the interview we presented a hypotheticahsrio which stated
that lifelong learning is a new trend in Uganda pedple are more and more willing to
pay privately for their own and their children’sueation (Appendix A shows the
scenario). After presenting the scenario, we askegbarticipants to come up with ideas
for new products or services to start a new busine$o extend their existing one. We
explicitly told the business owners that their gEleaay or may not be related to their
current businesses. To make sure that the pamisggenerated business ideas, we
asked them to list ideas for new products or sesvibey could introduce. Whenever an
idea was not clearly referring to a new productanvice, the interviewers used prompts
or probed the answer to find out whether the padr had a product or service in
mind. ldeas that were too general and not makilygstatement about a new product or
service were not counted. Note that we used farrttéasure only the set of business
ideas that the business owners generated in respotise basic scenario without any
experimental manipulation. This measure is thusmdicator of business owners’

general potential to come up with business idelasSternberg & Kaufman, 1998). As
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this measure is independent of the experimentalpukation, it is also a baseline

measure of generating business ideas in resportke b@asic scenario.

For our measure of ability to generate a high numbéusiness ideas we counted
the number of non-redundant business ideas. It¢emaiability between the raters was
good (ICC = .89). For our measure of ability to giete original business ideas we used
a four-point scale with anchors for each point d@yed by Dean and colleagues
(2006). The anchors are (1) common, mundane, andpbusiness ideas, (2) somewhat
interesting business ideas and not obvious ondigsit, (3) unusual business ideas that
show some imagination, and (4) rare, unusual, ilgsnimaginative, or surprising

business ideas. The interrater reliability for éginality rating was good (ICC = .85).

In addition to the number and originality ratings rated the diversity of
generated business ideas to be able to conduchiputetion check for our experiment.
To rate the diversity of business ideas we usedtiads-by-means matrix developed
during our pilot study (see description of procejuihe matrix allowed us to rate each
business idea into a specific category of the matfithe number of different categories
covered by a participant represents the measut&ersity. This standardized

procedure resulted in a good interrater reliabfiaythis measure (ICC = .84).

Generating business ideas after the manipulathen participants stopped
generating business ideas in response to the $@mnario, they received additional
pieces of information (see Appendix B). After epadice of information they were
again asked whether they could come up with busiitesas for new products or
services. In total, they received four additionakcps of information (see also
description of procedure). Again, only businesagithat referred to a new product or
service were used in our further analyses. We thatiethis measure does not reflect
business owners’ ability to generate business ideaause they received different
pieces of information depending on the experimegrailip they were randomly
assigned to. This measure reflects business owpetshtial to generate business ideas
in the specific case of receiving diverse or cansed information. We rated the total
set of business ideas generated after the manpulfar number, originality, and
diversity. We used the same rating proceduresrageiterating business ideas before
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the manipulation. The interrater reliabilities fbe three measures were good (humber:
ICC = .83; originality: ICC = .82; diversity: ICC #8).

Diversity of informationAs described in our procedure, when participants
stopped generating ideas for the first time, tleegived additional pieces of
information. They either received four pieces ddbrmation that were constrained (i.e.,
only from categories that have the same goal regguwalr goals-by-means matrix
developed in the pilot study) or diverse (i.e.nfriour different categories covering
different goals and means of our goals-by-meansixhathus, we created two
experimental groups by manipulating the set ofnmiation participants received in
each group (constrained vs. diverse).

Venture growthlin the interview, we asked participants for thecpatage
increase or decrease of profits, sales, and cussoof¢he last three years (2004-2007)
(Krauss, Frese, Friedrich, & Unger, 2005). We coteguhe yearly average of increase
or decrease for each indicator to consider diffeesnn the age of the businesses.
Subsequently, we summed up the three indicataraacscale of venture growth
(Cronbach’s alpha = .87). We had to rely on subjeastimates made by the business
owners because in small businesses it is genelifigult to ascertain exact objective
performance data (Daniels, 1999; Sapienza et@88)1 This is particularly true in the
African context where standard procedures of boedpkng are not commonly used or
do not reflect a valid indicator of the actual pemiance (McPherson, 1998; Shinder,
1997). Our approach to measure venture growthlisénwith other research in similar
contexts (Frese et al., 2007; Krauss et al., 200%er et al., 2009).

Controls.The following controls were ascertained to ruléthird variable
effects. First, we controlled for cognitive abilitgcause there is a debate that creative
ability is only a facet of general cognitive alyil{cf., Runco, 2004). We measured
cognitive ability using the short version of thevea Advanced Progressive Matrices
Test (Arthur & Day, 1994). This test proved to ladierin general and also for the
African setting (Rushton et al., 2004). Second caetrolled for business size because
size and growth might be negatively related dugetltreased growth rates of larger
companies (Hart & Oulton, 1996). We measured bgsisee by the number of
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employees. Finally, we controlled for business awhgender and line of business

(manufacturing vs. service).

3.5 Reaults

3.5.1 Manipulation Check

To test whether our manipulation worked we condilieté-test between the two
experimental groups for the diversity of generdiadiness ideas before and after the
participants received the additional informatioef@e the participants received the
additional information there should be no statadtaifference in diversity of generated
ideas because the stimulus material was identidabih groups. There should be,
however, a statistical difference in the diversitygenerated ideas after the participants
received the additional information (constraineddrgerse) if our manipulation
worked. The statistical analyses revealed thiepatf results. Whereas the diversity of
generated ideas showed no statistical differentedss the two groups before the
manipulation (= -1.24;p = .22), we found a statistically significant diféece between
the diversity of generated ideas for both groupsrdhe participants received the
different information setg € 2.00;p < .05).

3.5.2 Descriptive Statistics and I ntercorrelations of Study Variables

Table 3.1 shows the descriptive statistics and-medler correlations for the
variables used in the present study. The descestiatistics for ability to generate
business ideas reveal that on average the busimess's produced only 1.66 ideas and
the originality ratings indicated that on averagesmdeas were common, mundane, or
only somewhat interesting (M = 1.63). The zero-oterelations between creative
ability and the two measures for ability to genefatsiness ideas (hnumber and
originality) were both positive and significant indting a beneficial effect of creative
ability for the ability to generate multiple andginal business ideas (number= .28;p
<.01; originality:r = .48;p < .01). Of the two measures for ability to genetaisiness
ideas (number and originality), number was notificantly correlated with venture

growth (r = .04; ns.). In contrast, originality wassitively and significantly correlated
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Table3.1
Descriptive statistics and zero-order correlations

Variablesand Scales Mean sd. 1 2 3 4 5 6 7 8 9 10
1. Creative ability 3.56 1.63 (.91)

2. Diversity of informatiof 0.47 0.50 -.06 -

3. Ability to generate business 1.66 194 28 .21* (.89)

ideas (number)

4. Ability to generate business 1.63 0.78  .48** .02 37 (.85)

ideas (originality)

5. Generating business ideas 2.78 1.87 .40 -10 .54** 28** (.83)

after manipulation (number)

6. Generating business ideas 1.83 0.60 .23* -09 .26** 44 52**  (.82)

after manipulation (originality)

7. Venture growth 23.29 27.61 .00 -17 .04 30** 6.0 .27* (.87)

8. Cognitive ability 0.36 0.22 .21* -15 -.10 21* .07 27 A7 (.69)

9. Gendet 0.32 0.47 .05 .02 .02 -.02 .08 .01 -05 -12 -

10. Business size 10.58 11.76 -.09 A1 .01 .03 -.0406 15 .07 -23* -
11. Line of busine$s 0.58 0.50 -.19 -.07 -.03 -19*  -15 -21*  -04 O*8 .04 .04

Note: In parentheses: reliability of the measure (ICCmnbach’s alphaf.0 = diverse; 1 = constrain€to = male; 1 = femalé.0 =

service; 1 = manufacturing. * p < .05; ** p <.01.
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with venture growthr(= 30;p < .01). Of the control variables, only cognitivalgay
showed consistently significant relationships. Gtga ability was significantly related
to creative ability( = .21;p < .05), to ability to generate original businesdsas ( = 21;
p < .05), and marginally to venture growth«.17;p < .10).

3.5.3 Test of Hypotheses

Hypothesis 1 states that diversity of informatioar(strained vs. diverse)
moderates the relationship between creative akihty generating business ideas. The
hypothesis was supported by the data. We calcutatedhierarchical regression
analyses using generating a high number and geamgi@aiginal business ideas after the
manipulation as dependent variables. To have dibager generating business ideas
before the manipulation we included the respectieasures in the modelable 3.2
shows that generating business ideas before thgootaton predicted significantly
generating business ideas after the manipulatiomlger:s = .58,p < .01; originality:s
=.39,p < .01). No other control variable explained adbufi&il variance. Entering
creative ability, diversity of information and theeraction term into the model
explained additional 10% of variance in number additional 8% of variance in

originality of generating business ideas afterrttanipulation.

Regarding the dependent variable of generatinglamimber of business ideas,
the beta for creative ability was positive and gigant (5 = .24,p < .01). The beta for
diversity of information was negative and signifit§; = -.18,p < .05) indicating that
diverse information led to a higher number of gatest business ideas. Relevant for
hypothesis 1 is the beta of the interaction ternclvivas negative and significarft € -
.18,p < .05). We followed Aiken and West (1991) to dagpthe nature of the
interaction (see Figure 3.2). There was a strolagioaship between creative ability and
generating a high number of business ideas forskvaformation. For constrained
information the relationship between the two vdealwas weaker. Simple slope

analyses (Jaccard et al., 1990) revealed thaldpe $or diverse information was

2 The measures for generating business ideas bforaanipulation are identical to the measures for
ability to generate business ideas (see descripfiomeasures).
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Table3.2

Generating business ideas after the manipulatipressed on creative ability, diversity of inforneaiti and the interaction term.

Generating businessideas after manipulation

Number Originality
Base model B SE B B SE B
Cognitive ability 1.00 081 .11 0.42 0.29 .15
Gende? 0.36 0.36 .09 0.02 0.13 .01
Line of businesk 038 035 -.10 014 012 -11
Generating business ideas before 0.59** 0.09  .58*
manipulation (number)
Generating business ideas before 0.31*  0.08 .39**
manipulation (originality)
Change in R 37 24%+
Full model
Creative ability 0.28* 0.11 24%* .03 0.04 .08
Diversity of informatiofi -0.70* 0.32 -.18* -0.09 0.11 -.07
Creative ability x diversity of information  -0.34* 0.16 -.18* -0.17**  0.06  -.27**

Change in R

.10** .08*

Note:?® 0 = male; 1 = femal&.0 = manufacturing; 1 = servicemeasure is identical to ability to generate bussrideas (see

description of measure$0 = diverse; 1 = constrained. * p < .05; ** p 4.0
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significant ( = 2.82,p < .01) whereas the slope for constrained inforomedvas nott(=
0.55, ns.).

Generating
business ideas

Diverse information
(number)

© Constrained information

Creative ability

Figure 3.2. Relationship between creative ability and numlfeyemerated
business ideas moderated by diversity of infornmatio

Regarding the dependent variable of generatingnali¢pusiness ideas we found
that the beta for diversity of information was s@nificant # = -.07, ns) suggesting
that diverse versus constrained information alayesaot influence the originality of
business ideas. Similarly, the beta for creativtalvas not significantf = .08, ns).
However, the beta of the interaction term was $iggmt (5 = -.27,p < .01). To
illustrate the nature of the interaction we follasbe same procedure as for generating
a high number of business ideas. Figure 3.3 displast there is a strong positive
relationship between creative ability and genegatiriginal business ideas for diverse
information whereas the relationship is weaker (slightly negative) for the
constrained information condition. Simple slopelgses revealed that the slope for
diverse information was significartt£ 2.53,p < .01) whereas the slope for constrained

information was nott(= -1.41, ns.).
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Generating
business ideas
(originality)
Diverse information

"~ Constrained information

Creative ability

Figure 3.3. Relationship between creative ability and origiyadf generated

business ideas moderated by diversity of infornmatio

Hypotheses 2a and 2b state that creative abilitgiated to the ability to generate
a high number and originality of business ideastaerg were fully supported. Table 3.3
reports the results of the hierarchical regresaimalyses. Note that our measures for
ability to generate business ideas were not affidoyethe experimental manipulation. In
the first step, we included the controls which ad explain a significant amount of
variance in ability to generate business ideas i’ = .02,p = .71; originality:R?
=.06,p = .16). In the second step we entered creativéyalwhich explained additional
8% of variance in number and 17% in originalityblsth cases the betas were positive

and significant (numbepi = .30,p < .01, originality:f = .42,p < .01).

Hypothesis 3a and 3b state that ability to genexdtigh number and ability to
generate original business ideas are positivehtedl|to venture growth. Results are
presented in Table 3.4. Ability to generate a mgmber of business ideas did not
explain additional variance over and above thercbmtriables £ = .04, ns). Thus,
hypothesis 3a was not supported by our study. Hewebility to generate original
business ideas explained additional variance itwergrowth when added to the

eguation and the beta was positive (/%,.28,p < .01). The finding supports
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hypothesis 3b. Our findings suggest that being ablg to generate a high amount of
business ideas is not related to venture growthit isitmportant to be able to generate

original business ideas to experience higher groatis.

Table3.3

Ability to generate business ideas regressed aticeesability.

Ability to generate businessideas

Number Originality
Base model B SE B B SE B
Cognitive ability -0.91  0.99 -.10 0.69 0.39 .20
Gendef 0.26 0.44 .06 0.08 0.17 .05
Line of business -0.16 0.43 -.04 -0.14  0.17 -.09
Change in R .02 .06
Full model
Creative ability ~ 0.35** 0.12 .30** 0.20** 0.05 24*
Change in R .08** 17+

Note:®0 = male; 1 = femal&.0 = manufacturing; 1 = service. * p <.05; ** pG4.

To test whether ability to generate business itkeagnediator in the relationship
between creative ability and venture growth (hypsit 4), we used the bootstrapping
method suggested by Preacher and Hayes (2004)mEtisod has several advantages
over the causal step approach specified by Bardrkanny (1986) or Sobel’'s (1982)
test of indirect effects. The bootstrapping apphoesen be used even when the sample
size is small, it is independent of a non-normatrdiution of the indirect effect, and it
has a better power to detect real effects (Mackinhockwood, Hoffman, West, &
Sheets, 2002; Shrout & Bolger, 2002).
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Table3.4

Venture growth regressed on ability to generaténess ideas.

Venture Growth
Base model B SE B
Cognitive ability 20.31 14.70 .16
Gendef -0.39 6.63 -.01
Line of business -0.26 6.31 -.01
Business size 0.33 0.29 .13
Change in R .04
Full model (separate analyses)
Ability to generate business ideas 0.92 270 .04
(number)
Change in R .00

Ability to generate business ideas 10.18** 3.91  .28**
(originality)

Change in R O7**
Note:®0 = male; 1 = femal&.0 = manufacturing; 1 = service. * p < .05;
**p <.01.

We calculated two different analyses using abtlitgenerate a high number and
ability to generate original business ideas as ates. Regarding ability to generate a
high number of business ideas the bootstrappingtreisowed that the 95% confidence
interval around the indirect effect contained z@ndirect effect: .01; lower level: -.05;
upper level: .03). Thus, there was no indirectctféeé creative ability on venture growth
through ability to generate a high number of bussndeas. Regarding ability to
generate original business ideas the 99% confideerval around the indirect effect
did not contain zero (indirect effect: .18; lowevél: .01; upper level: .47). The finding
shows that creative ability had an indirect eff@etventure growth through ability to

generate original business ideps<(.01). We note that there is no significant
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relationship between creative ability and ventueagh (see Table 3.1). Scholars
argued recently that a significant relationshipaasn the independent and dependent
variable is not a necessary requirement for a miediaffect (MacKinnon et al., 2002;
Shrout & Bolger, 2002). Our analyses of the diedttcts revealed that creative ability
is related to ability to generate business idedsaduility to generate original business
ideas is related to venture growth (see Table 8d3Table 3.4). Kirkpatrick and Locke
call this type of relationships between an indegemdmnediating, and dependent
variable a “two-part causal linkage” (1996, p. 44)e therefore conclude that ability to
generate original business ideas mediates theardaip between creative ability and
venture growth and that hypothesis 4 finds sup@garding ability to generate original

business ideas.

3.6 Discussion

3.6.1 Interpretation of the Interplay between Creative Ability and Diversity of

Information

Our first research question aimed at extendingetuinperspectives on individual
and contextual factors in the opportunity idenéfion process by taking an
interactionist view. We examined the combined éftéche individual factor of
creative ability and the contextual factor of daigr of information on generating
business ideas. We attempted thus to follow calthe literature to take a more
comprehensive look on factors that enhance orcesteative ability and eventually
opportunity identification (Zhou, 2008). Our intet@nist perspective with the focus on
diversity of information also aimed at examiningibdary conditions of existing
theoretical frameworks that recommend a constraisystematic search for information
to come up with business ideas (Fiet, 2002, 204/A) found that the positive impact of
creative ability on the generation of businesssdeas dependant on the diversity of
information the business owners received. Whenigdeavwith diverse information, we
found a strong relationship between creative gtdlitd generating business ideas.
Providing business owners with constrained inforomeled to a weaker relationship
between creative ability and generating businesasdThe results show that owners
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with high creative abilities benefit from diversgarmation and generate a higher
number and more original business ideas. They genéwer and less original
business ideas when provided with constrained mmébion. We think that our finding
adds to the entrepreneurship literature in seweagts. Our finding regarding the
interaction between creative ability and diversitynformation offers an approach to
integrate two opposing theoretical frameworks antfipe of information entrepreneurs
should look for to increase their chances of idgimiy a high number and more original
business opportunities. While Fiet (2002; 2007 ppses to look for constrained
information, the creativity literature recommendséek diverse information (e.qg.,
Ward, 2004). We suggest that it is important teeteo consideration the combined
effects of creative ability and diversity of infoation. Amabile’s (1983) model
provides theoretical grounds that creative achiemmresult from a combination of
cognitive abilities and the absence of constrai@ngronmental factors. Diverse
information match high levels of creative abilitydaresult in the generation of a higher
number and more original business ideas. Howewaple with low creative ability
perform equally well as owners with high creatibdity when they were provided with
constrained information. The low creative indivituaight benefit from the
advantages of a constrained search without exmenigthe disadvantages regarding

number and originality of business ideas.

The significant interaction between creative ap#ihd diversity of information

also provides evidence for Shane and Venkatarani2®d9) reasoning that cognitive
capacities and information are two broad categaidactors that have an impact on
opportunity identification. So far, research deghmth the factor information mostly
concentrated on a main effect of amount of inforamabr information search intensity
on opportunity identification (Busenitz, 1996; Kai& Gilad, 1991; Ucbasaran et al.,
2008). We add to this approach by investigatingiiy of information and providing
evidence that the diversity of information influesado what extent business owners can

make use of their creative abilities in order togyate business ideas.

In line with Dimov (2007a) and several other schoia the entrepreneurship
domain (e.g., R. A. Baron, 2007b; Singh et al.,99%e think that entrepreneurship

literature would benefit from regarding opportunientification as a process that starts
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with the generation of business ideas and continitbsthe development of these ideas
into business opportunities. By splitting the oppoity identification process into
several parts and focusing on the idea generatian\we could build on existing

theories from the creativity literature. We weradtable to get a better understanding of
the effect that creative ability exerts in thetfpart of the opportunity identification
process and why diverse or constrained informataht enhance or inhibit this effect.

3.6.2 Interpretation of the Link between Creative Ability, Ability to Generate

Business I deas, and Venture Growth

Our second research question aimed at investigtengunctional value of
creative ability and ability to generate businekesas for venture growth. We found that
creative ability has a positive effect on the &pilo generate multiple and original
business ideas. Moreover, creative ability wasraatly and ability to generate original
business ideas directly related to venture groie notion that creative ability plays
an important role in entrepreneurship dates batkéseminal works by Schumpeter
(1934) on entrepreneurship and his concept of tameaestruction”. Our result on the
main effect of creative ability on ability to geags business ideas supports theoretical
arguments that business opportunity identificatioiolves processes of combining
information to create new means-ends-frameworke atentify meaningful patterns
(cf., R. A. Baron, 2006; Shane & Venkataraman, 2000

Our results also show that creative ability andabiity to generate original
business ideas are related to venture growth.firfdsg supports approaches that
stress the importance of the psychology of businesgers and CEOs for venture
success (e.g., R. A. Baron, 2007a; Baum, Freseai®&mi 2007; Frese et al., 2007). Our
findings also support the notions that the origtgalf business ideas is an important
indicator for the wealth creating potential of mess ideas (Fiet, 2002; Shepherd &
DeTienne, 2005; Ucbasaran et al., 2008). Businesis who were better able to
generate original business ideas were more suct@s$érms of venture growth. We
did not find support for the hypothesis stating tha ability to generate a high number
of business ideas is related to venture growths Tihding suggests that just generating
a lot of business ideas is not beneficial for vemyrowth. The quality dimension of
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originality needs to be considered as well. Nomjoal ideas may not be useful because

they do not provide a competitive advantage.

Although creative ability was not directly relatedventure growth, we found an
indirect relationship of creative ability to veréugrowth mediated by ability to generate
original business ideas. Interestingly, the refetop between creativity and venture
growth was also not significant in the study by Hles1(1998), which is the only other
study that we are aware of that also investigdiedelationship between the two
constructs. The findings suggest that whereasicesability per se is not strongly
related to venture growth, it exerts an indireé¢efon venture growth through the
ability to generate original business ideas. Oudgsupports theoretical arguments that
general cognitive characteristics, such as creatilgy, may only have limited
predictive value and it is necessary to investigatgnitive constructs that are more
closely related to opportunity identification angitation (R. A. Baron, 2007a). Our
findings show that the ability to generate origibakiness ideas is a specific cognitive

construct that links creative ability and venturewgh.

3.6.3 Strengths and Limitations

As in any study, there are some limitations in tesearch as well. We have to
note that the design of our study might be a pakElmitation. We investigated the
first research question on how the interplay oative ability and diversity of
information influences generating business ideasyuan experimental design. Due to
our experimental design the external validity a$ timding might be limited. We used
an experimental design to manipulate the diversiipformation the business owners
received. This artificial situation heightens th&ernal validity of the study. Although
research showed that people’s performance in gemgilideas in an artificial setting is
related to their creative performance in their weekting (Clapham et al., 2005), we
acknowledge that the gain in internal validity veashe expense of external validity.
Future studies have to replicate our findings mae natural setting to provide
evidence for the external validity and generaliligbof our findings. Yet, despite the
potential disadvantages of experiments regardiagitternal validity, we consider the
experimental design as a clear strength of outystdxdperiments allow drawing causal
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conclusions. Thus, we are able to conclude thaaicepieces of information constrain

the positive effect of creative ability on genengtbusiness ideas.

The design of our second research questions oreldgonship between creative
ability, ability to generate business ideas, anttwe growth might also have some
limitations. We used a cross-sectional designudysthe relationship between ability to
generate business ideas and venture growth. Wedutgat ability to generate business
ideas leads to higher venture growth. A reversasaadirection of the relationship
might also be possible. We cannot rule out thisrpretation of our results. However,
our interpretation of an effect of ability to geatr business ideas on venture growth is
in accordance with the entrepreneurship literafRreA. Baron, 2007b; Ward, 2004).
Additionally, individual differences in the abilitp generate original ideas are stable
over time (McCrae et al., 1987). Therefore, busiresners’ ability to generate

business ideas should have predictive value for Weature growth.

Furthermore, our measure of venture growth wastasédusiness owners’
subjective estimates about their growth rates. alteznative would be to obtain more
objective data, for example accountancy-based messyet, it is important to note
that accountancy-based measures also include subjassumptions, for example
about cost of stock (Smith, 1996). Similarly, penlance measures (e.g., profit) might
be deliberately manipulated for tax reasons (Sajgien al., 1988). Particularly in the
African context, business owners include persorpéeses in their financial records to
reduce business income tax (Bradford, 2007). Adidily, many smaller enterprises, in
Africa but also elsewhere, do not keep appropaatkcontinuous financial records
(Shinder, 1997; Wall et al., 2004). We therefolleeceon estimates by the business
owners who have, in general, a comprehensive awref the performance of their
business. Our approach is justified by researdhsti@ved that managers’ and chief
executives’ estimates about the performance of twnpanies have convergent and
construct validity and that the use of subjectiveasures of performance does not lead

to erroneous conclusions (Wall et al., 2004).

Finally, we want to discuss some strengths anddions regarding the overall
design. We consider the operationalization of thestructs as a strength of our study.

We used an objective scoring procedure to measagdive ability. Diversity of
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information was experimentally manipulated. Theyorlity of business ideas was
rated by two independent raters using a scorindegwith fixed anchors. The measure
for venture growth was based on the business owstatements. Our approach
included multiple measurement methods and mulspleces which should reduce the

percept-percept bias and common method variance.

A limitation might be the sample of our study. Wakr@owledge that our results
can strictly be generalized only to the populatbtygandan business owners located in
the wider area of Kampala. However, we think thatsomewhat uncommon sample
might also have a number of strengths. The santipsaus to address several
guestions that are still unanswered in entrepresmguresearch and that are of high
practical importance. The sample enabled us téeréthe owners’ ability to generate
business ideas to venture growth. Investigatindp salationships contributes to our
understanding of the underlying mechanisms of wverguowth and how capabilities on
the individual level translate to firm-level penfioance. Additionally, entrepreneurship
is an important factor for economic growth and poveeduction in developing
countries (Mead & Liedholm, 1998). Acknowledgin@ timportance of
entrepreneurship for economic development, the dgamgovernment revised its
development strategy. The main goal is now to ptertiee private sector and to
establish economic policies that allow private gorises to thrive. To support such
governmental programs and to enhance wealth creiti® important to identify factors
that facilitate the identification of opportunitigSur study is a step in this direction by
demonstrating how creative ability and informatioteract in the opportunity

identification process.

3.6.4 Future Research

In line with several scholars (Dimov, 2007a; Eckh& Shane, 2003; Fiet &
Patel, 2008), we consider experiments to be a @iomresearch design to test
entrepreneurship theories. The entrepreneurialegsoconsists of several steps and each
step has its unique characteristics to take intow@at (R. A. Baron, 2007b). For
example, future research could use an experimdagadin to investigate how current

and future business owners develop business ideabusiness opportunities. Scholars
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suggest that the successful development of a assidea into a business opportunity
depends on learning processes (Dimov, 2007a). lrepis influenced by cognitive
abilities, approaches to learning (e.qg., self-ratpd learning), and informational input
(Unger et al., 2009). Studies could manipulateinf@mational input or induce people
to use certain learning approaches to investigatifs that influence the development
of a business idea into a business opportunity.

Similarly, the role of creative ability in the basiss opportunity identification
process needs further clarification. Creative gbitiight not only facilitate the
generation of new business ideas, but also theepsaihat leads to the development of
the idea into a business opportunity. In this psscé is likely that people will face
several setbacks, problems, and barriers. Crealiligy could help generate multiple
and original solutions to overcome these problddtsdow, Frese, Anderson, Erez, &
Farr, 2009). Investigating the role of creativdigbalong the entrepreneurial process
seems promising as it would shed light on the dbffie underlying mechanisms that lead

to the identification of business opportunities.

3.6.5 Practical Implications and Conclusions

Combining our two research questions, we think thatfindings have a number
of practical implications. First, it is importart tonsider interindividual differences
among current and future business owners whengyrgoommendations regarding the
type of information that optimizes the chancesdehiifying business opportunities. A
constrained search might have some advantage§igtf. 2002) but it may also inhibit
the positive effects of creative ability. Therefozarrent and future business owners
should look for information that match their creatabilities. They could expand their
considerations sets depending on their individenatlls of creative ability. This would
combine the beneficial aspects of a constrainetkead a search that enhances the
positive effects of creative ability.

Second, business owners have to come up with afigiumsiness ideas to
stimulate venture growth. Our results suggestdhdinary ideas, for example by
copying or imitating ideas from competitors, are sustainable sources for venture

growth. Particularly in Uganda, where most of the@preneurs indicate that their
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business ideas are based on existing productswces (Walter et al., 2005), current
and future business owners should be educated\te &r non-standard, novel, and
extraordinary business ideas. Furthermore, coréiaitors that enhance the effect of
creative ability on the potential to generate avajjibusiness ideas should thus be
relevant for venture performance. Business ownaosld seek diverse information,
particularly when they possess high levels of eveadbility, to come up with original

business ideas in order to achieve higher ventunety.

Finally, current and future business owners shbelthade aware that there is a
difference between being highly creative and udivegcreative ability for the business.
Our results show that creative ability is only meditly related to venture growth
through the ability to generate original busine&sas. Business owners’ general
creative ability has to translate into the speafidity to generate multiple and original
business ideas. It is important to use the avalal#ative ability in order to generate
ideas for innovative products or services that migad to the creation of a new venture

or the significant improvement of an existing one.
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3.7 Appendix A

Hypothetical scenario on new lifelong learning tteém Uganda.

Lifelong learning in Uganda

You are watching the news on TV and you hear thatadays skills and
competencies become more important. There igagti for improvement in
the education system in Uganda. Although it raiemms to be a governmental
or political issue, the news say that this is achongw market with a big profit
potential because people are more and more wilingay privately for their

own and their children’s education. Lifelong leaugnis the new trend.

=

What business ideas come to your mind? Pleasaslistany business ideas fa
new products or services as possible. The ideasomanay not be related to

your current business.

3.8 Appendix B

Constrained and diverse information used in thdystu

Constrained information Diver se infor mation
. Founding mechanical schools. - Offering after work refresher
courses.

- Developing a program that combines = Developing learning board games for

university with the job. kids.
- Starting a training centre which - Starting a training centre which
provides on the job training. provides specialized courses for

senior citizens.

- Founding an internship agency to - An internet platform where people

foster job skills. can exchange knowledge.
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CHAPTER 4

Intentions, Plans, and Fantasies: A Longitudinal Study of the

Entrepreneurial Process

4.1 Abstract

Building on theories of action regulation and notidhat entrepreneurial success
requires action, we argue for the importance dfregjulatory mechanisms for
entrepreneurial success. In a longitudinal studyr a30-month period, we traced 139
nascent entrepreneurs. We ascertained entreprahguccess in terms of start-up,
survival, and value creation. Our findings showt tiaion planning moderated the
effect of entrepreneurial intention on entreprerssuccess. We also found main
effects of entrepreneurial self-efficacy and pesifiantasies on entrepreneurial success.
Our results suggest that nascent entrepreneursffeatively influence the success of

their entrepreneurial endeavor by using meanslbfesgulation.
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4.2 I ntroduction

A key outcome of entrepreneurship is the emergehoew organizations (R. A.
Baron, 2007b; Gartner, 1985). The process of fogmiew organizations begins with
the intention to start a new venture and it shéedd to a business that makes it first
sale (R. A. Baron, 2007b). People who are invoivetthis process are referred to as
nascent entrepreneurs (Reynolds et al., 2005). Menvaot all people who intend to
start a business accomplish the necessary taskaschrele their goal of creating a new
organization. In fact, Reynolds and Curtin (20G8)art a rate of only 12% to 23% of
nascent entrepreneurs who succeed in creating dugwess. Therefore, an important
guestion is why some people are more successthkiprocess of exploiting a business
opportunity and why they achieve the full transitioom nascent to mature
entrepreneurship that results in the emergencenefvaorganization (Parker &
Belghitar, 2006; Shane & Venkataraman, 2000). Altifothe terms process and
emergence imply a temporal perspective, relatifaly studies investigated the
phenomena of entrepreneurship and venture creatimss a longer period of time
(Reynolds, 2007). Those studies that adopted atlahigal design consistently showed
that successful entrepreneurs have a more actpeagh towards creating a new
organization. Successful entrepreneurs engage ia start-up (gestation) activities to
develop a business structure and establish opeahfiwocedures (Carter et al., 1996;
Gatewood, Shaver, & Gartner, 1995; Kessler & Fr@@k9; Lichtenstein, Dooley, &
Lumpkin, 2006; Newbert, 2005). Accordingly, Lichstain et al. (2007) recommended
to “go fast” and “steady” (p. 253) and to initi@digh-rate of start-up activities in order
to successfully proceed through the process franmritial intention to the actual

launch of a new venture.

It is important to note, however, that having thiention to start a business is not
sufficient to initiate the necessary actions. Althb some scholars argued that
entrepreneurial intentions are the best predidtorentrepreneurial behavior (Bird,
1988; Krueger, Reilly, & Carsrud, 2000; Zhao, Sdib& Lumpkin, 2010), other
scholars emphasized that the strength of the oalstip varies strongly and in many

cases people fail to act on their intentions (Bsafittier, Heimbeck, Malzacher, & Frese,
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2003; Davidsson & Honig, 2003; Gollwitzer, 1999)eWbncur with the latter view and
suggest that intending to achieve the goal ofiagup a business is not sufficient for
actually succeeding in this endeavor. Based orrétieal frameworks of action
regulation (Frese & Zapf, 1994; Karoly, 1993), wguee that two cognitively based,
self-regulatory mechanisms play a major role ingharess that leads to the successful
implementation of entrepreneurs’ intentions. Firgigntions of starting-up a business
must be combined with action plans that specifynyhehere, and how to engage in the
necessary activities for a successful start-ups@;r2009; Gollwitzer, 1999). By
specifying how to proceed to achieve a goal, agtians bridge the gap between
intentions and actions (Frese, 2009; Frese & ZE§84; Heckhausen & Gollwitzer,
1987). Action plans are thus a self-motivating éoticat enhance the effect of intentions
by facilitating the initiation of actions. In thé&sence of action plans, entrepreneurs
should not achieve their goals even if they haxangtintentions because their goals are
not translated into actions. Thus, we expect tbabm@ plans moderate the effect of

intentions on entrepreneurial success.

A second important self-regulatory mechanism id-gef@rent thinking (Karoly,
1993). We argue that how an entrepreneur thinkstaiie or her goal affects the
initiation of start-up activities and thus importamtrepreneurial outcomes. We focus
on two different types of goal-referent thinkingpectations and fantasies.
Expectations are informed by past experiencesladthus reflect an individual's
performance history. In contrast, fantasies areggasaf future events that emerge
independent of past experiences (Oettingen & M&@02). These two forms should
have different effects on performance. On the arelhpositive expectations should
have positive effects on intentions, effort, andstence which should translate into
higher performance (Ajzen, 1991; Bandura, 1989)tl@mother hand, positive fantasies
should seduce people to indulge in the imaginedipeduture and prevent them from
initiating action (Oettingen & Mayer, 2002). Thuge expect a negative effect of

positive fantasies on entrepreneurial success.

With our study, we aim to contribute to the entegmurship literature in three
ways. First, we apply a theoretical framework dfacregulation (Frese & Zapf, 1994,

Karoly, 1993) to the field of nascent entreprenkiprén order to explain why some
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people are more successful than others in implangetiteir intentions of starting a
business. Previous research showed that certaor$send activities have an effect in
this process but offered little theoretical explamas for their findings (e.g., Kessler &
Frank, 2009). We seek to fill this gap by drawimgaztion regulation theories to

explain how initial intentions are successfully ieypented and what factors enhance or
hinder this process. Second, we answer calls iettrepreneurship literature to
investigate in more detail how nascent entrepreiexpectations and perceptions
regarding the future affect their performance (€aet al., 1996). While previous
research stated that thinking positively abouftftitere should be beneficial, a more
differentiated perspective might be necessaryekample, Hmieleski and Baron

(2009) showed that being overly optimistic (i.epecting positive outcomes in the
future) has negative effects for subsequent vergrowth. Similarly, we argue that
positive thoughts about the future in terms of dardés are detrimental for
entrepreneurial success. By differentiating betwai#farent forms of thinking about the
future, we seek to add to the entrepreneurshiatitee that emphasizes the importance
of entrepreneurs’ thoughts and cognitions in theegneneurial process (R. K. Mitchell
et al., 2007). Third, we conducted a longitudirtatly with three measurement waves to
be able to report data on nascent entrepreneursaq@eriod of 30 months. Scholars
stated that it is important to conduct follow-updies on nascent entrepreneurs beyond
the time of the first sale to get more insightsutlibeir success in the long run (Carter
et al., 1996; Delmar & Shane, 2003). Our studygtesilows us to make predictions
regarding several entrepreneurial success mea@iireR. A. Baron, 2007b).
Specifically, we investigate the entrepreneuriaicess measures of start-up, survival,
and value creation in terms of generated revendenamber of employees. We are thus
able to derive causal conclusions regarding thethgsized effects of intentions, plans,
and fantasies on different entrepreneurial sucecesssures. Our hypothesized effects

are depicted in Figure 4.1.
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4.2.1 Entrepreneurial Intentions, Action Planning, and Entrepreneurial Success

The importance of action for entrepreneurship éothtically acknowledged
(Frese, 2009; Gartner, 1985; McMullen & Shephe@f)&) and empirically supported
(e.g., Carter et al., 1996; Gatewood et al., 18@®5sler & Frank, 2009; Lichtenstein et
al., 2007; Lichtenstein et al., 2006; Newbert, 20@3eating new ventures is a process
of organizing and it requires ongoing interdepen@etions by the entrepreneur to
assemble the necessary resources and to develdp steuctures (Gartner, 1985). In
fact, Carter et al. (1996) found that nascent @néreeurs who did not successfully start-
up a business but remained in the status of a nesn&repreneur were more passive,
performed less start-up activities, and showeddésst in the preparatory phase before
launching the business. Given that entrepreneuddpends on actions and that these
actions must be directed towards the goal of si@tip a business, several scholars
argued that entrepreneurial action can be congsidesententionally planned behavior
(e.g., Bird, 1988; Krueger et al., 2000). Basedrentheory of planned behavior (Ajzen,
1991), they suggested that entrepreneurial integtiovhich are the expressed intentions
to start a business (Zhao et al., 2010), shoulthédest predictor for entrepreneurial
actions and success. The assumption is that peablestronger entrepreneurial
intentions are more likely to engage in entrepreaéactivities and to achieve the goal
of starting-up a business. Indeed, research swgaptris line of reasoning by providing
evidence for a positive relationship between eméegurial intentions and
entrepreneurial outcomes (Kolvereid & Isaksen, 20B86wever, other research did not
find entrepreneurial intentions to be a predictdoecoming self-employed questioning

the assumed importance of entrepreneurial intestjbienley, 2007).

Within an action-theoretical framework (Frese & Z&®94; Heckhausen &
Gollwitzer, 1987), several scholars argue thatntiteis are necessary but not sufficient
for initiating action. Additionally to forming thmtention, it is important to formulate
plans how to effectively implement the intentionr Example, Gollwitzer (1999) notes
that goal realization requires the formulationfethien plans specifying the course of
action to successfully implement the intention.|®dter (1999) distinguishes between
goal intentions and implementation intentions. Gotntions specify the end point an

87



Chapter 4 — Intentions, Plans, and Fantasies

individual wants to achieve which may be eitheeaickd outcome or performing a
desired behavior. Implementation intentions arepltaat specify when, where, and
how the individual will instigate the necessaryi@tieading to goal achievement. By
specifying the when, where, and how of actions,|@mgntation intentions increase the
accessibility of the situation that requires acionl they trigger the execution of the
predetermined behavior that one will perform toieed the goal (Gollwitzer, 2006;
Gollwitzer, Fujita, & Oettingen, 2004; Gollwitzer &heeran, 2006). Implementation
intentions (if-then plans or the specification dfem, where, and how someone intends
to perform a behavior) thus facilitate getting &drwith a specified action and increase

persistence in one’s goal pursuit.

Similarly, Frese (2009; Frese & Zapf, 1994) argilned successful goal pursuit
requires the development of action plans that ifnbentions into action. Action plans
are mental simulations of actions (Probehandluingf) determine the sequence of
operational steps to achieve a goal (Frese, 2@@%pn plans are distinct from business
plans. While business plans can be consideredewritbocuments that illustrate the
current state and the envisioned future of an orgéion (Honig & Karlsson, 2004),
action plans refer to lists of activities that apzessary for successful goal pursuit and
that are often not formally recorded (Frese e2&07). Action plans specify the
necessary steps for goal attainment and elabdratéetails of how to perform the steps
to achieve the goal. The detailedness of actionsptaay range from very elaborate and
specific to very general without specifying conersteps. By specifying the single steps
(what to do) and the operational details (how tatgaction plans mobilize and control
the effort necessary for initiating action. Actiplans thus increase the likelihood of
overcoming procrastination and getting started gahl-oriented behavior.
Furthermore, once goal-oriented actions are ieitiaaction plans direct effort and
increase persistence for successfully performingdlractions (Frese, 2009; Frese &
Zapf, 1994). Planning structures the pursuit ofilggdafacilitates prioritizing the
necessary activities and performing them in a syatie way (Locke & Latham, 2002;
Tripoli, 1998). People who plan are thus betteedblfocus their attention and efforts
towards activities that help achieving the goaktik@rmore, planning helps people stay

on track in the face of distractions and difficedti Plans provide marks people can
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return to in case they have been distracted. Rlenalso the basis for anticipating
problems and preparing alternative options to awaecthe problems (Locke &
Latham, 2002). Plans thus contribute to persistémgeal pursuit. In conclusion, action
planning is an important self-regulatory mechanisat supports the implementation of
intentions. Several studies provide support forehleancing effect of plans on the
relationship between intentions and performanag,(Brandstatter, Lengfelder, &
Gollwitzer, 2001; Gollwitzer & Brandstatter, 199%8heeran, Webb, & Gollwitzer,
2005)

Following this line of reasoning, we suggest thegaent entrepreneurs who
furnish their entrepreneurial intentions with antj@ans achieve higher levels of
entrepreneurial success. We thus assume that gdtioning moderates the relationship
between entrepreneurial intention and entrepreaksuiccess (see Figure 4.1). Nascent
entrepreneurs who intend to start-up a businessiéiwe more successful in actually
starting a business if they form action plans howahieve this goal. Action plans
should help nascent entrepreneurs to initiatetdme-8p activities necessary for
implementing their intentions. Additionally, oncastent entrepreneurs have initiated
the start-up activities, actions plans should adrbreir efforts and increase their
persistence to successfully accomplish the stadftipe business (Frese, 2009).
Planning helps nascent entrepreneurs to focuséeffeits on key start-up activities and
reduce the likelihood that entrepreneurs wastatdfpexecuting unnecessary activities
or activities in an ineffective sequence (DelmasBane, 2003). Furthermore, nascent
entrepreneurs who form action plans should be ale to monitor the progress of the
start-up process and make the necessary corredtidegations occur. As a
consequence, the start-up process should run rffmiergly and be completed in a
timely manner. We therefore hypothesize that aghilans enhance the effect of
entrepreneurial intentions on being successfulartiag-up a businesses. In case of
high levels of action planning, entrepreneuriaéntions should have a strong effect. In
case of low levels of action planning, nascentegrgneurs should be less likely to
successfully implement their entrepreneurial irterd resulting in a lower probability

of successfully starting-up a new business.
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Hypothesis 1: Action planning moderates the effect of entrepueiaé intentions
on entrepreneurial success in terms of start-upase of high levels of action
planning, there is a strong effect of entrepreraumientions on start-up. In case

of low levels of action planning, the effect is wen

We further argue that entrepreneurial intentiorgs attion planning in the pre-
launch phase also influence entrepreneurial suécdke post-launch phase. Activities
performed in the pre-launch phase can spill ovier snbsequent phases which means
that nascent entrepreneurs can already lay the fmadater success in the pre-launch
phase (R. A. Baron, 2007b). For example, secunidgrs with potential customers in
the pre-launch phase should be beneficial for sahand value creation in the post-
launch phase. In accordance with our line of reiagptiat leads to Hypothesis 1, we
argue that entrepreneurial intentions should beegequisite for engaging in start-up
activities. However, forming plans should help magentrepreneurs to gear start-up
activities towards the future and to prepare fourfel aspects that become relevant after
the start-up has been successfully accomplishedhérefore assume that action
planning moderates the relationship between er@neurrial intentions and
entrepreneurial success in later stages of themnetneurial process (see Figure 4.1).

Planning implies forethought and thinking aboutfilterre at present (Frese et al.,
2007; Frese & Zapf, 1994). Nascent entrepreneutstivbroughly plan the start-up of
their businesses should be more likely to surviveé @eate value because thinking
about the future facilitates considering prepasats well as preventive activities
conducive to later success (Castrogiovanni, 198&sd; 2009). For example, by
developing and executing a plan to test an ingrabuct or service on customers,
nascent entrepreneurs could identify a new marikberand thus obtain a better
competitive advantage. Similarly, plans that reiath the future should help
anticipating future demands and opportunities. Bakentrepreneurs can prepare for
such anticipated demands and opportunities at présay., by assembling resources)
and then exploit them more quickly than their cotitpes. Having actions plans ready
for potential opportunities facilitates initiatiarf action to exploit opportunities when

they appear (Gollwitzer, 1999). The increased saf@ticipation can also include
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considering potential threats and problems thattrogcur in future. For example,
retaliation by incumbents as a reaction to theyewsita new business might impair the
performance of the new venture (Robinson & McDol@#&l01). Planning makes it
possible to anticipate such threats and develok-bpor contingency plans to

effectively deal with them.

In conclusion, we hypothesize that entrepreneurtahtions which are furnished
with action plans are strongly related to entrepugial success in terms of survival and
value creation while entrepreneurial goal intergitimat are not furnished with action
plans are only weakly related to these entrepresesurccess measures. The rational for
this hypothesis is that action planning implie®eus towards the future thereby

facilitating the achievement of future goals.

Hypothesis 2: Action planning moderates the effect of entrepuoeia¢intentions
on entrepreneurial success in terms of (a) suramdl(b) value creation. In case
of high levels of action planning, there is a str@ffect of entrepreneurial
intentions on survival and value creation. In cafslew levels of action planning,

the effect is weaker.

4.2.2 Goal-Referent Thinking and Entrepreneurial Success

Besides forming intentions and action plans, ged+ent thinking is an important
self-regulatory mechanism underlying cognitivelygéa motivation and performance
(Karoly, 1993). Goal-referent thinking is a voliial regulator that refers to an
individual’'s thoughts and beliefs regarding hider goals (Karoly, 1993). In general,
scholars argue that thinking positively about thteife and one’s goals is beneficial for
motivation and performance while negative thougimts beliefs impair motivation and
performance (Bandura, 1989; Scheier & Carver, 18@figman & Csikszentmihalyi,
2000). However, recent approaches in the entreprenip literature question the
universally beneficial effect of positive thouglatsd beliefs. For example, Hmieleski
and Baron (2009) and Koellinger et al. (2007) shbtimat being overly optimistic or
confident is negatively related to performance sunvival. Accordingly, we argue that
it is important to adopt a more differentiating g@ctive and to distinguish between
different types of goal-referent thinking. Followifantasy realization theory (Oettingen
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& Mayer, 2002), we distinguish between expectatiang fantasies. Expectations are
based on past experiences and consequently, goskpectations should be a valid
predictor for future performance. Although the Hemal effect of positive expectations
is well demonstrated in the literature (e.g., Ra&dfrese, 2007; Stajkovic & Luthans,
1998), we include expectations in our theoreticatlet to show that fantasies have
additional exploratory value.

In the present study, we focus on expectationsrimg of ability expectations (i.e.
self-efficacy) regarding one’s entrepreneurial ¢algges (Bandura, 1989; Oettingen &
Mayer, 2002). Entrepreneurial self-efficacy is defi as an individual’s belief about his
or her capabilities to successfully perform thesand tasks of an entrepreneur (C. C.
Chen, Greene, & Crick, 1998). We focus on abilkpectations and not on outcome
expectations because ability expectations are astgivedictor of firm start-up while
outcome expectations play only a marginal role (iesnd, Busenitz, & Arthurs, 2010).
Self-efficacy arises from prior performance accasiphents and provides information
about what an individual is able to achieve (Gig¥i&chell, 1992). Entrepreneurial
self-efficacy has been theoretically (Boyd & Vosiki994; Krueger et al., 2000) and
empirically (Zhao, Seibert, & Hills, 2005) linked &ntrepreneurial intentions. Thus, we
assume that there is a positive relationship betves¢repreneurial self-efficacy and
entrepreneurial intention (see Figure 4.1). Thienale is that individuals who feel
more competent to set-up a business should foongr intentions to do so (Krueger
et al., 2000). Additionally, entrepreneurial sdfigacy should have positive effects on
goal pursuit and thus on entrepreneurial successKgjure 4.1). Self-efficacy has a
guiding function; individuals with stronger beliafstheir capabilities to control their
own level of functioning should exert more effondgpersistence in the start-up process
(Boyd & Vozikis, 1994). This line of reasoning spported by previous research that
provided evidence for a positive effect of peopke#-efficacy on their success in
starting-up and running a business (e.g., Baurh,2@01; De Clercq & Arenius, 2006;
Markman, Balkin, & Baron, 2002; Townsend et al.1@0 We therefore hypothesize:

Hypothesis 3: Entrepreneurial self-efficacy is positively reldt® entrepreneurial

intentions.
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Hypothesis 4: Entrepreneurial self-efficacy predicts entreprer@success in

terms of (a) start-up, (b) survival, and (c) vatueation.

While entrepreneurial self-efficacy is hypothesitedbe positively related to
entrepreneurial success, other forms of thinkingjtpeely about one’s future or goals
should be less beneficial. So far, several studiéise entrepreneurship literature
investigated the negative effects of entrepreneaps8imism and over-optimism (e.g.,
Hmieleski & Baron, 2009; Koellinger et al., 200we & Ziedonis, 2006). Optimism
is the generalized believe that the future in gaingil be positive (Scheier & Carver,
1992). These studies found that being overly ogtiiimay lead to flawed strategic
decisions and judgments with negative effects drepreneurial success. Thus,
optimism might exert a negative effect throughéh&epreneur’s decision making
behavior. We want to extend this line of researglpwing that positive thoughts
might not only have negative effects on entrepresielecision making but also on
entrepreneurs’ initiation of action. We therefameeastigate the concept of positive
fantasies because fantasies have a direct releVanicestigating action. Fantasies are
imagined future events and they appear in themstedahought independent of past
experiences (Oettingen & Mayer, 2002). As fantaaresnot informed by an
individual's performance history, they exert noifige effect on effort or persistence.
Instead, positive fantasies embellish desired éuawents and lead to a positive state
based on imagination but removed from reality. fResfantasies seduce people to
mentally enjoy the imagined future and obscurenneessity to act. Indulging in
positive fantasies should be a motivational burtthem hampers the initiation of action
(Oettingen & Mayer, 2002). Setting-up a businessydver, requires high levels of self-
regulated and self-initiated actions; entreprenewst show more self-initiated actions
than other people because there are no externalgtiens or role requirements that
push an entrepreneur towards action. As positineagies are detrimental for initiating
action, we expect a negative effect of positivddaies on start-up (see Figure 4.1).
Furthermore, we expect a negative effect of pasif@antasies on entrepreneurial success
in later stages of the entrepreneurial processtiBofantasies prevent people from

thinking about possible upcoming threats and problerhich leads to less preparatory
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action to overcome them (Oettingen, 2000; Oetting§ak, & Schnetter, 2001).
Particularly in the beginning of a new business$regreneurs have to deal with many
problems and responsibilities (Locke & Baum, 20@B8cause of the high workload and
the fact that most tasks are non-routine and regb& entrepreneur’s full attention,
entrepreneurs are at risk of being cognitively aradivationally overextended.
Preparatory actions, for example in form of readydmsolutions, reduce the load and
free resources that can be used to develop théduosiwess and increase the likelihood
of survival and business success (Frese, 200908iive fantasies should lead to less
preparatory actions, we expect that positive fagsasave a negative effect on survival

and value creation. In summary:

Hypothesis 5: Positive fantasies have a negative effect on préneurial success

in terms of (a) start-up, (b) survival, and (c)usaktreation.

4.2.3 Entrepreneurship in Uganda

Investigating entrepreneurship in developing caastsuch as Uganda is useful
for several reasons. In general, entrepreneurstgpan as an important means to reduce
poverty and promote economic growth (Acs & Varg20%, van Praag & Versloot,
2007). Several developing countries acknowledgedrtiportance of entrepreneurship
for economic development and revised their develagmlans. A common objective of
these development plans is to establish policiasgiomote the private sector and
allow private enterprises to flourish. Given thentnon objective of the development
plans, it seems to fit that developing countried eimanging economies have in general
higher rates of entrepreneurial activity becaussiich environments opportunities
emerge more likely and people have a higher ndgasdbecome self-employed (Acs,
Desai, & Hessels, 2008). In Uganda, for example eifitrepreneurial activity is among
the highest in the world. About 30% of the Uganddalt population is involved in the
start-up of a new business (Walter et al., 2005weéler, only a small part of nascent
entrepreneurs is successful in actually startingwva firm (Reynolds & Curtin, 2008).
Identifying mechanisms that facilitate the procefssstablishing a new business would

have practical implications to support the governtakeprograms.
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Furthermore, the governmental development plansaaipnomoting sustainable
and wealth creating businesses. However, Ugandersdfom a very high rate of
business closures. A similar rate as the rate gplgewho report to be involved in a new
start-up state that they have closed down a busingbe past 12 months (Walter et al.,
2005). This means that business churning in Ugandery high with a net change that
is near zero and that the businesses in Ugand@oareistainable. Additionally, there is
a negative relationship between entrepreneurialigcand growth in gross domestic
product in developing countries (van Stel, Car&&hurik, 2005). These results
suggest that much of the entrepreneurial actigiipvested in marginal businesses (e.qg.,
shopkeepers or small crafts) with only little pdiainfor wealth creation. We seek to
identify factors that contribute to the creatiommdre promising ventures. Identifying
factors that predict sustainable success in emngorship should therefore be of

practical relevance for the micro- and macro-ecanatavelopment.

4.3 Method

4.3.1 Sample and Procedure

The longitudinal study was carried out in 40 diéfietr parishes in the wider area of
Kampala. In each parish, we selected a randomt stneeasked an adult (between 18
and 64 years) from a random household to partieipabur study. Our study focuses on
nascent entrepreneurs’ action planning and goaterft thinking. We therefore asked
the selected adult whether he or she intendeatboasnew business within the next six
months. In case the selected adult affirmed thstgue he or she was included in our
sample. We then asked the person to introduce aisdther adult in the parish who
might be willing to participate in our study. Thearviewers were told to repeat this
procedure until the designated number of partidpaer parish was reached. The
designated number of participants per parish waggrtional to the size of the parish.

In our sample, the number of participants from pagsh ranged betweenn=1and n =
19. We chose this approach to acquire our samglause the total population of adults

in Kampala is not reliably listed in an officialgistration or telephone directory. We
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therefore applied an approach similar to the GEkA dallection method in Uganda
(cf., Walter et al., 2005).

We applied face-to-face interviews and administerediestionnaire at the end of
the interview to collect our data at the first measnent wave (T1). The standardized
interviews were conducted by local interviewerse Tilajority of interviews were
conducted in English (87%). The remaining intendgemere conducted in Luganda
(12%) or Runyankole (1%). Whenever a second largwags used, it was the mother
language of the interviewer. The standardized wegrs included questions on the
nascent entrepreneurs’ entrepreneurial intentact&on planning, positive fantasies,
and on background information such as the nascegrggreneurs’ age, gender,
entrepreneurial experience, and level of educafdinnterviewers received a thorough
interviewer training which included sessions orimiew techniques to probe
participants’ answers, the proper use of promptdanfy abstract statements, on note
taking, and on typical interviewer errors, sucmas-verbal agreement. The

interviewers were told to take verbatim notes afroguestions.

The sample at the first measurement wave (T1) dedul39 people who intended
to start a business. Of the 139 patrticipants, 6 &ewnale. The average age was 30
years. The majority of participants held a collégaiversity degree (48%) or
completed at least the A-Level (17%). On averageptrticipants earned between 118

and 294 USD per month. 55% of the participantsdtadted a business before.

Six months after T1 we traced the participantsusfioitial sample and collected
data for our second measurement wave (T2). We aldecto collect data from 71
participants (51%). We conducted a series of stesexamine whether the 71
participants interviewed at T2 differed from the@8ticipants who were not
interviewed at T2. We did not find any significatifferences except for gender. There
were significantly more male participants in thesample we interviewed at T2 (75%)
than in the subsample we did not interview at T24% At the second measurement
wave, we conducted a standardized interview talaslparticipants whether or not they

had started-up their intended business. The irdemis were the same persons as at T1.
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We carried out the third measurement wave (T3) @4dths after T2 (i.e. 30
months after T1). At T3 we were able to trace 1la@fipipants of our initial sample
(72%). We calculated t-tests to examine whethed @teparticipants interviewed at T3
differed from the 39 participants who were not imtewed at T3. There were no
significant differences between the two subsamgkegpt for gender. The subsample
interviewed at T3 included significantly more maketicipants (74%) than the
subsample not interviewed at T3 (51%). We gathalediata at T3 on the basis of a
standardized interview. Interviewers were two Germmaster students who received an
interviewer training on the basis of the training @onducted with the interviewers at
T1. The majority of interviews were done in Engl{810%). The remaining interviews
were done in Luganda or Runyankole with the helarointerpreter. To increase the
accuracy of the data of the last two years, we eygal the method of a life history
calendar (Freedman, Thornton, Camburn, Alvin, & NguDeMarco, 1988). Life
history calendars increases the quality of retrospaly gathered information by
relating the timing of critical life events with ents relevant for the research question.
Critical life events, such as marriages or birdesye as reference points for recalling
less salient events. The life history calendar owps respondents’ recall accuracy even
over lengthy periods of time because the resposdemt place different events within
the same time frame (Freedman et al., 1988). Werded monthly sequences over the
whole research period of the 30 months. We usedlifthhistory calendar to collect
data on business start-up, business closure, dedemvenue, and number of
employees. We were able to interview more partrdipat T3 than at T2. 29
participants who were interviewed at T3 had nonbeterviewed at T2. We used the
information collected on the basis of the life brgtcalendar at T3 to complete the
information regarding start-up of the intended hass for the 29 missing participants at
T2. To justify this approach, we cross tabulatexivariable for start-up measured at T2
with the variable for start-up retrospectively maasl at T3 on the basis of the life
history calendar. The cross tabulation revealetiGli¢o of the participants correctly
indicated at T3 whether they had started-up timéénded business at T2 or not. This
rate is similar to the rate for correctly rememblezenployment status found by

Freedman et al. (1988) in their validation studyhf life history calendar.
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4.3.2 Measures

Entrepreneurial intentionBased on Ajzen (1991) and Carter et al. (1996), we
developed seven items asking the participantshf@r tntentions to start a business and
to perform several start-up activities within trexnsix months. We asked the seven
guestions during the interview at T1. Two questiasised for the participants’ intention
and determination to start a business within the si@ months. The items regarding
the start-up activities covered the areas of logkar facilities, looking for employees,
preparing a business plan, registering the busima@ssmaking the first sale. We asked
“Within the next six months, do you intend followed by the specific activities.
Participants answered all items on a 5-point Likegle ranging from “not at all” to
“absolutely”. If a participant indicated that arstap activity was already accomplished,
the item was not included for this participant. ¢é&culated the mean of the seven

items to form our scale of entrepreneurial goantibn (Cronbach’s Alpha = .67).

Action planning Our measure of action planning was based on apipesa
developed by Frese et al. (2007) and Brandstatedr €003). To ascertain the
participants’ level of action planning, we askerbthquestions during our interview at
T1. We first requested the participants to tellmee about their intentions to start a
business and to describe how they wanted to s@rthusiness. Subsequently, we
referred to two specific start-up activities thatended to perform within the next six
months. For each start-up activity, we requestecptrticipants to tell us more about
their intention and to describe how they wantegd@bout to accomplish the specific
activity. Whenever statements by the participargsawinclear or too abstract, the
interviewers used standardized prompts to probeckanify the statements. The
participants’ responses were rated by two indep@ndgers. The detailedness of the
description indicates the elaborateness of anraglen. Important details of an action
plan are the specification of sub-steps (i.e., \&ib-steps how to achieve the goal)
and time aspect (e.g., exact date when a sub-atefotbe accomplished) (Frese et al.,
2007). We therefore rated the participants’ respsis the two dimensions
“specification of sub-steps” and “specificationtmhe aspects”. We used 5-point Likert
scales ranging from “not at all detailed” to “vetgtailed”. We adapted guidelines and

anchors developed by Frese et al. (2007) to stdimaour rating procedure. We
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determined inter-rater reliabilities by calculatimgra-class coefficients (Shrout &
Fleiss, 1979). The intra-class coefficients for shedifferent ratings ranged between
.82 and .95 indicating good inter-rater relialatti The mean score of the six ratings

formed our measure for action planning (Cronbadtyha = .625.

Entrepreneurial self-efficacyVe measured entrepreneurial self-efficacy at T1
with five questionnaire items. The items were depetl by Frese et al. (2007)
following theoretical conceptions by Bandura (1989) example item iSHow
confident are you that you can identify new busirggportunities well?” Participants
answered the items on a 5-point Likert scale. Tikert scale ranged from “not at all
confident” to “very confident”. We computed the meaf the five items for our scale of

entrepreneurial self-efficacy (Cronbach’s Alph&2).

Positive fantasiesOur measure for positive fantasies followed trecpdure
developed by Oettingen and Mayer (2002). Duringnkerview at T1, we first asked
the participants whether they had any positivedsies or imaginations with regard to
their intentions to start a business and with garthe time when they are running the
business. Answers were recorded as either “yesir(1no” (0). If they affirmed the
guestion we asked them to describe their posianéakies and imaginations. We asked
these questions to activate the positive fantaeeeparticipants had in the past. After
the participants had finished the description efrtpositive fantasies, we requested
them to indicate on a 5-point Likert scale how pesithese fantasies or imaginations
were for them. The answers ranged from “a littk2 to “extremely”. We repeated this
procedure asking for the negative fantasies andima#ions the participants had with
regard to starting-up and running a business. Suiasely, the participants indicated on
a 5-point Likert scale how negative these fantasiasaginations were for them. To
arrive at our measure for positive fantasies, wapmaed two difference values: we
subtracted the factual information whether they heghative fantasies from the factual
information whether they positive fantasies andswietracted the reported negativity

from the reported positivity of fantasies. We tistandardized and combined the two

® It is objectively not necessary to plan out alportant parameters in detail for each intended-sgr
activity. Rather, the most important parameteraikhbe considered (Frese et al., 2007). The impoéa
of different parameters may vary across differégttaip activities which may results in lower intal
consistency. Furthermore, the different aspectei@/by planning need not necessarily coincide kwvhic
also leads to lower values for the measure’s CrcimbaAlpha (Brandstatter et al., 2003).
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difference values to form our measure of positawgdsies (Cronbach’s Alpha = .77).
This measure represents the experienced tone tasfas regarding the intention to
start-up a business (Oettingen & Mayer, 2002). Qaing difference values from
participants’ reported positive and negative faetabhas been shown to be reliable and
valid for assessing individuals’ tone of experiah&antasies (Oettingen & Mayer,
2002).

Start-up.Successful start-up was measured at T2 six marftéisour first
measurement wave. We asked the participants datingterview whether they had
started-up their business within the previous soaths. Answers were coded as “yes”
(1) or “no” (0). For participants who were interwied at T3 but not at T2 (29
participants), we used the retrospective repoitected at T3 to ascertain whether or
not they had started-up their intended businefisarsix-month period between T1 and
T2. These information were derived using the metbfatie life history calendar. This
method improves participants’ recall accuracy (Brean et al., 1988). In our study, the
recall accuracy of the participants interviewedatand T3 was 67% which is in line

with accuracies reported by Freedman et al. (1988).

Survival. We measured survival at T3 (i.e., 24 months 8i&r We asked the
participants during the interview whether they Btatted-up their intended business.
This could have been in the first six months ofghely (the period between T1 and T2)
or later. 55% of the participants (55 participamslicated that they had started-up their
intended business. Out of the 55%, 72% had stanppetieir business within six months
after T1 and 87% had started-up their businessmwith months after T1. All new
businesses were started-up within a period of 28thsoafter T1. We then asked them
whether their business was still running or whethey had closed it down. Answers
were coded as “survival” (1) or “failure” (0). Axgected, there was a positive
correlation between the time the business wasstémonths after T1) and survival (r
= .37, p <.01) indicating that the later the basgwas started the more likely it was to
be categorized as survival. We therefore contrdbedime lag of start-up (measured in

months after T1) when we conducted our analysesrdaty survival.

Value creationAt T3, we ascertained the value the participaats ¢reated with

their businesses in the previous 24 months. We otedm scale based on two
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measures that are considered to important indis&orentrepreneurial success and
value creation: generated revenue and number ologegs (R. A. Baron, 2007b).
During the interview, we asked the participants mouch revenue they had generated
in the current year and how much revenue they lkeaémted in the previous year.
Because standard accountancy procedures and bepkageare not prevalent among
small businesses in Uganda, we asked for the nuaflggrod, bad, and fair months in
the respective years and how much revenue thecipanits had generated in a good,
bad, and fair month. Based on the participantsivans, we computed the total amount
for the respective years. We relied on subjectstarates of generated revenue because
many small businesses in Africa do not keep firareicords or records might be
altered to reduce business income tax (Bradfor@ly 28apienza et al., 1988).
Additionally, subjective estimates were shown tabalid reflection of objective
performance measures (Wall et al., 2004). Our aurds line with other research
conducted in similar settings (e.g., Delmar & Wildi) 2008; Frese et al., 2007; Unger
et al., 2009). During the interview, we also astelparticipants how many employees
they had in the current year and how many emplogre®shad had in the previous year.
We then standardized the amount of revenue anduimder of employees to combine
them to one scale of value creation (Cronbach’$1alp .89).

Control variables At T1, we asked the participants whether theydnaat started
a business before. We used participants’ answges('= 1, “no” = 0) for our measure
of entrepreneurial experiencét T1, we also asked the participants for theghbst
degree of formal education. Answers ranged fromnary school to post graduation
education. We used the participants’ answers fi3paint measure aducation

Finally, we controlled fogender(“female” = 1, “male” = 0) in all our analyses.

4.3.3 Method of Analysis

To test our hypotheses, we used linear regressaatel® in case of continuous
dependant variables (entrepreneurial intentionvaathgle creation) and logistic
regression analyses in case of dichotomous dependaables (start-up and survival).
To compute the interaction term for the regressioalyses, we centered and then
multiplied the independent and moderator variaBikgn & West, 1991). As the

101



Chapter 4 — Intentions, Plans, and Fantasies

detection of interaction effects is difficult irefd studies, we consider an interaction
effect as significant if its p-value is below ttedshold of .10 (G. H. McClelland &
Judd, 1993).

4.4 Results

Table 4.1 shows the descriptive statistics and-medler correlation of our
variables. The descriptive statistics show that ®7%he participants had started-up
their business between T1 and T2 (mean value dfgbaat T2 = 0.37). The zero-order
correlations among the measures collected at Tdate¢hat entrepreneurial self-efficacy
is positively related to entrepreneurial intent{or .20, p < .05). This finding indicates
that higher levels of entrepreneurial self-efficatg associated with higher levels of
entrepreneurial intention. Entrepreneurial intemi®also positively related to action
planning (r = .28, p <.01). Stronger entrepreraunitentions are thus associated with
developing action plans. We also found a positélationship between entrepreneurial
intention and positive fantasies (r = .25, p <.®¥jth regard to our dependent variables
measured six and 30 months later, we found matgisgnificant relationships
between action planning and value creation (r #pl< .10) and action planning and
survival (r = .25, p <.10). Positive fantasies latkgative effect on survival (r =-.32, p
<.05). This finding indicates that positive fanéssare detrimental for survival and lead

to failure.

4.4.1 Test of Hypotheses

We test our hypotheses in chronological order efrtteasurement waves. We
hypothesized that entrepreneurial self-efficacyats related to entrepreneurial
intention at T1 (Hypothesis 3). To test this hymsils we regressed entrepreneurial
intention on our control variables and entrepreia¢self-efficacy. The results are
shown in Table 4.2. In the first step, we enteheddontrol variables. Gender was
marginally related to entrepreneurial intenti@r=(-0.17; p < .10) indicating that male
participants were marginally more likely to havesger entrepreneurial intentions.
Neither entrepreneurial experience nor educatiom wrgnificant predictors of
entrepreneurial intention. In the second step, ntered entrepreneurial self-efficacy.
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Table4.1
Descriptive statistics and inter-correlations ofdst variables.

Variable Wave Mean SD 1 2 3 4 5 6 7 8 9
1. Entrepreneurial intention T1 4.09 041 (.67)

2. Action planning T1 2.65 0.55 .28** (.62)

3. Entrepreneurial self-efficacy T1 4.46 0.49 .20*-.02 (.82)

4. Positive fantasies T1 0.00 0.90 .25* .06 -.05 .77)

5. Start-up T2 0.37 0.49 .07 .09 .05 .06 -

6. Survival T3 0.55 0.50 -.03 251 .21 -.32%  -40*

7. Value creatioh T3 0.00 0.95 .03 A7t 12 -05  .21* 28*  (.89)

8. Gender T1 0.33 047 -17* .04 -29** -13 -09 08. .13 -

9. Entrepreneurial experience T1 0.55 0.50 .04 0111 -.03 A1 .07 A3 -.28**
10. Education T1 4.22 1.23 .12 .00 -11 21* .02 2 .0.01 -.02 -.10

Note: Sample size n = 139 if not indicated otherwfsmmple size n = 108sample size n = 55. Scale reliabilities in theydizal.
t p<.10;*p<.05; * p <.01.
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Table4.2
Entrepreneurial intention regressed on entrepréalesalf-efficacy.

Entrepreneurial intention

Model 1 Model 2
Unstandardized Unstandardized
Coefficient SE B Coefficient SE B
Intercept 4.13 0.23 3.37 0.45
Gender -0.15% 0.08 -.17 -0.10 0.08 -.12
Entrepreneurial experience 0.00 0.07 .00 0.00 0.0@0
Education 0.04 0.03 .11 0.46 0.03 .13
Entrepreneurial self-efficacy 0.15* 0.07 .18
R® .04 .07
F 1.93 2.46*

Note: Sample size n = 139. T p <.10; * p < .05; ** 4.
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The coefficient for entrepreneurial self-efficacgsyositive and significanf € 0.18; p
<.05). This finding supports our hypothesis thghbr levels of entrepreneurial self-

efficacy are associated with stronger entrepreakintentions (Hypothesis 3).

At T2, we ascertained whether or not our participdrad started-up a business in
the previous six months. To test our hypothesiandigg start-up, we calculated binary
logistic regressions and used start-up at T2 asraegt variable. We calculated three
different models entering the control variableshia first step, the main effects in the
second step, and the interaction term betweenpetreurial intention and action
planning in the third step. Table 4.3 presentgdisealts of the three binary logistic
regression models. The three models in Table 4ag@e the probability of having
started-up a business six months after our firgsueement wave. Model 1 included the
control variables. Model 1 did not explain the bttty of starting-up a business
significantly better than a model with the intercejone (change in deviancg:= 1.66,
ns.). The control variables of gender, entrepraakeaxperience, and education did not
significantly predict start-up. In Model 2, we emé the main effects of entrepreneurial
intention, action planning, entrepreneurial seffeaty, and positive fantasies. Model 2
did not predict the probability of start-up sigoéntly better than Model 1 (change in
deviancey? = 0.95, ns.). None of the main effects was sigaift. We thus did not find
support for Hypothesis 4a stating that entrepraakself-efficacy predicts start-up or
Hypothesis 5a stating that positive fantasies lzanegative effect on start-up. Model 3
presents the full model. The full model predictee probability of start-up significantly
better than Model 2 (change in devianges 4.99, p < .05) and it correctly classified
two out of three participants as having or havingstarted-up a business (hit rate of
66%). The interaction term between entrepreneiriahtion and action planning had a

significant effect on the probability of having s&al-up a businessTo illustrate the

* We also ran a model with the same specificatisnmadel 3 based on only the 71 participants who
were interviewed at T2 and without the 29 partinigavho were retrospectively added by using their
responses at T3. The model revealed the samerpaftezsults. We did not find support for our
hypotheses regarding the main effects of entreprréaleself-efficacy and positive fantasies but warfd
a significant interaction between entrepreneunirtion and action planning (p <. 01). The natfréhe
interaction effect was the same as the interaetftact based on the sample of 100 participantsviieat
display in Figure 2.
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Table4.3

Binary logistic regression of start-up at T2.

Start-up at T2

Model 1 Model 2 Model 3
Unstandardized Unstandardized Unstandardized
Coefficient SE Coefficient SE Coefficient SE
Intercept -0.09 1.39 -1.38 3.57 -0.53 3.64
Gender -0.50 0.52 -0.49 0.55 -0.39 0.57
Entrepreneurial experience 0.26 0.44 0.26 0.44 36 0. 0.46
Education -0.05 0.19 -0.08 0.19 0.03 0.20
Entrepreneurial intention 0.18 0.69 -0.35 0.78
Action planning 0.27 0.40 0.37 0.46
Entrepreneurial self- -0.02 0.48 0.01 0.50
efficacy
Positive fantasies 0.09 0.23 0.07 0.24
Entrepreneurial intention x 2.76* 1.34
Action planning
Nagelkerke's R .02 .04 .10
Hit rate 63% 62% 66%
Deviance 126.30 125.35 120.36
Change in Deviance)  1.66 0.95 4.99*
Note: Sample size n = 100. T p <.10; * p < .05; ** p4.
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nature of the interaction we followed recommendeiby Jaccard (2005). On the basis
of the full model, we predicted the probabilitystérting-up a business using values of
one standard deviation above and below the meaihédorariables of entrepreneurial
intention and action planning. The probabilities plotted in Figure 4.2. Figure 4.2
shows that in case of high levels of action plagnthe probability of starting-up a
business increased with increasing levels of ergreurial intention (probability of
28% for low entrepreneurial intention vs. probadhidf 47% for high entrepreneurial
intention). In case of low levels of action plargpithe probability of start-up decreased
with increasing levels of entrepreneurial intent{probability of 43% for low
entrepreneurial intention vs. probability of 17% liagh entrepreneurial intention). This
finding supports Hypothesis 1 which states thatethe a positive effect of
entrepreneurial intention on start-up in case ghhevels of action planning but not in

case of low levels of action planning.

Probability of

start-up at T2 0.60
High action planning
0.40 -
0.20 - . .
“A Low action planning
0.00 .
Entrepreneurial
intention

Figure 4.2. The moderating effect of action planning on tHatrenship between

entrepreneurial intention and start-up at T2.
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At T3, we assessed survival of businesses dur@@@months period of our
study. Again, we used binary logistic regressiams @alculated three different models.
The three models shown in Table 4.4 examine thiegtnitity of survival as a function
of our control variables, the four predictor vatesh) and the interaction between
entrepreneurial intention and action planning. Mddghows that the results for the
control variables alone. The change in deviancealexd that Model 1 was significantly
better in predicting the likelihood of survival tha model with the intercept alone
(change in deviancg® = 11.44, p < .05). The control variable of timg &f start-up
since T1 was a significant predictor. The laterlibsinesses were started-up, the more
likely survival was at T3. The other control vaitedof gender, education, and
entrepreneurial experience were not statisticafjgiBcant in predicting the probability
of survival. Model 2 presents the main effects wf four predictor variables. Model 2
predicted the probability of survival significanthetter than Model 1 (change in
deviancey? = 15.04, p < .01) and it correctly classified faut of five participants as
having survived or failed (hit rate of 83%). Indimvith Hypothesis 4b, which states that
entrepreneurial self-efficacy has a positive eftatsurvival, we found the coefficient
of entrepreneurial self-efficacy to be positive aighificant. We also found a
significant effect of positive fantasies on surVivEhe coefficient was negative. This
finding supports Hypothesis 5b which states thaitp@ fantasies are detrimental for
survival. In addition to the main effects of entepeurial self-efficacy and positive
fantasies, we also found a significant main efécction planning on survival. This
finding indicates the action planning had a posit¥fect on survival independent of
entrepreneurial intention. To test Hypothesis Zaictv states that action planning
moderates the relationship between entrepreneataltion and survival, we entered
the interaction term between entrepreneurial inderdnd action planning into the
equation (Model 3). We found that including theenaiction term in Model 3 led to a
marginally better model fit (change in deviange= 3.09, p < .10). However, the
coefficient for the interaction term was not sigraht. Hypothesis 2a was thus not

supported by our data.
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Table4.4
Binary logistic regression of survival at T3.

Survival at T3
Model 1 Model 2 Model 3

Unstandardized Unstandardized Unstandardized

Coefficient SE Coefficient SE Coefficient SE
Intercept 4.22 2.63 -24.96 8.86 -31.29 11.02
Time lag of start-up 0.37* 0.19 0.69* 0.35 0.95* 0.43
Gender 0.40 0.81 1.34 1.15 1.45 1.24
Entrepreneurial experience 0.23 0.66 0.85 0.86 48 1. 1.03
Education 0.22 0.28 0.60 0.40 0.84t 0.46
Entrepreneurial intention -0.31 1.22 -0.16 1.44
Action planning 2.30* 1.13 2.09t 1.26
Entrepreneurial self-efficacy 2.26* 0.98 2.68* 1.19
Positive fantasies -0.95* 0.45 -1.25* 0.55
Entrepreneurial intention x Action planning .88 3.08
Nagelkerke’s R 26 53 57
Hit rate 67% 83% 83%
Deviance 59.96 44.92 41.87
Change in Deviancey) 11.44* 15.04** 3.05t

Note: Sample size n =55; t p <.10; * p <.05; ** p0< .
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At T3, we also ascertained the value created bypatticipants in the previous 24
months. We calculated three regression analysésvaitie creation at T3 as dependent
variable. The results are displayed in Table 4&hl& 4.5 shows that the control
variables of gender, entrepreneurial experienag ealnication had no significant effect
on value creation (Model 1). In Model 2, we entetteglmain effects. Neither
entrepreneurial self-efficacy nor positive fantadiad significant effects on value
creation. Thus, our findings do not support hypsése4dc and 5c¢ which state that
entrepreneurial self-efficacy has a positive ansitp@ fantasies have a negative effect
on value creation. Although not hypothesized, wentba significant main effect of
action planning on value creation. The coefficias positivef = 0.23; p <.05). This
finding indicates that nascent entrepreneurs wioavdtigher levels of action planning
in the pre-startup phase are more likely to crealee than nascent entrepreneurs who
show low levels of action planning. To test hypaiee&b that action planning
moderates the effect of entrepreneurial intentionvalue creation we entered the
interaction term into the equation (Model 3). Theeraction term was a marginally
significant predictor of value creatiofs € 0.20; p <.10). To illustrate the nature of the
interaction, we followed recommendations by Aikeia &Vest (1991) and plotted
values of value creation at T3 for one standardadiev above and below the mean of
entrepreneurial intention and action planning (Segere 4.3). The illustration supports
hypothesis 2b. There is a positive effect of emrrpurial intention on value creation in

case of high levels of action planning but notase of low levels of action planning.

4.5 Discussion

In this study, we built on theories of action regigdn (Frese, 2009; Karoly, 1993)
to develop a better understanding of the factasabntribute to the successful
transition from nascent to mature entrepreneurdtip.question why some nascent
entrepreneurs successfully set-up a business wfiégs fail in this endeavor is still of
central importance to the field of entrepreneurgighnson, Parker, & Wijbenga,
2006). Previous research demonstrated that imgatihigh-rate of start-up activities is
important to succeed in the process that leadsetarieation of new organizations
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Table4.5

Value creation at T3 regressed on main effectgraedaction between entrepreneurial intention asttba planning.

Valuecreation at T3

Model 1 Model 2 Model 3

Unstandardized Unstandardized Unstandardized

Coefficient SE B Coefficient SE B Coefficient SE B
Intercept -0.16 0.30 -1.13 0.76 -0.97 0.75
Gender -0.03 0.11 -.03 -0.02 0.11 -.02 -0.00 0.11 -01
Entrepreneurial experience 0.08 0.10 .09 0.08 0.030 0.09 0.09 .10
Education -0.00 0.04 -01 -0.00 0.04 -.010.01 0.04 .03
Entrepreneurial intention 0.09 0.15 .07 0.00 0.15 .00
Action planning 0.18* 0.09 .23 0.21* 0.09 .26
Entrepreneurial self-efficacy 0.03 0.10 .03 0.03 0.10 .03
Positive fantasies -0.01 0.05 -.03 -.01 0.05 -.03
Entrepreneurial intention x 0.44t 0.24 .20
Action planning
R .01 .07 11
F 0.31 1.03 1.35

Note: Sample size n =100; T p <.10; * p < .05p*¢ .
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Value creation
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Figure 4.3. The moderating effect of action planning on tHatrenship between

entrepreneurial intention and value creation at T3

(e.g., Carter et al., 1996; Gatewood et al., 1285jtenstein et al., 2007). We sought to
contribute to the existing literature by investiggtself-regulatory mechanism that
facilitate initiating and maintaining action. Wecfesed on two cognitively based factors
that have motivational effects: action planning godl-referent thinking in terms of
positive fantasies. We also included goal-refetieimking in terms of ability
expectations (i.e., self-efficacy) in our modetlemonstrate the exploratory value of

positive fantasies over and above such expectations

Our findings supported our general assumptiongakitregulatory mechanisms
play an important role in the entrepreneurial psscéction planning moderated the
effect of entrepreneurial intention on start-up andralue creation. There was only a
positive effect of entrepreneurial intention on tive entrepreneurial success measures
in case of high levels of action planning. In agait we found significant main effects
of action planning on the entrepreneurial successsores of survival and value
creation. We measured these entrepreneurial sustssures 30 months after our
initial measurement wave. This means that actiannphg has a positive effect on long-

term outcomes independent of entrepreneurial ilen?We also found significant

112



Chapter 4 — Intentions, Plans, and Fantasies

effects for goal-referent thinking in terms of epreneurial self-efficacy and positive
fantasies. Entrepreneurial self-efficacy was sigaiitly related to entrepreneurial
intention and it predicted survival. In contrasptusitive expectations in terms of
entrepreneurial self-efficacy, positive fantasiesewdetrimental for entrepreneurial
success. The analyses revealed a significant vegeffiect of positive fantasies on the
likelihood of survival.

Our findings have several theoretical implicationse demonstrate the usefulness
of adopting an action theory perspective to expdaitiepreneurial success and failure
(cf., Frese, 2009). Acknowledging that entrepresieiprrequires action (McMullen &
Shepherd, 2006), a more detailed examination o$itigle steps in the action sequence
might advance our understanding of the entreprésqunocess. We focused on the
interplay between the first two steps in the aciequence: forming intentions and
implementing the intentions by developing actioangl. Including action plans into our
theoretical considerations yielded a model withesigw predictive value compared to a
model that was based on entrepreneurial intenaioree. In our study, action planning
had significant effects in the form of moderatingmain effects on all three
entrepreneurial success measures. This findinghdgtgrevious theoretical notions that
ascribed a central role to entrepreneurial intestid@ird, 1988; Krueger et al., 2000;
Zhao et al., 2010). Our results suggest that ergngurial intentions are only one step
in the action sequence. Entrepreneurial intenttmmdribute to entrepreneurial success
only in case of high levels of action planning. 3&eesults suggest that action planning
has a functional value in the venture creation @sedy helping nascent entrepreneurs

implement their intentions and initiate entreprataaction.

The functional value of action planning in the epteneurial process becomes
also evident considering the positive main effeétaction planning on long-term
entrepreneurial success measures. Action planmgngisantly predicted survival and
value creation. These finding suggest that a hegkllof action planning in the pre-
launch phase is an important prerequisite for orgat sustainable and financially
successful organization. Previous research provegetence that action planning in the
post-launch phase contributes to post-launch sadndsrms of value creation and
business growth (Frese et al., 2007). We extersdréisiearch by showing that action
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planning in one phase has sustaining effects théegond this phase. There are
positive effects of action planning across différentrepreneurial phases which points
to the importance of action planning for entrepteia success in the long-run. Action
planning is important for successful transitiomfrthe pre-launch phase into the post-
launch phase and, because of its future-orientedgeaaction planning is also an
important preparatory mechanism to influence, atanty stage, the performance of the

business at later stages.

Our study also contributes to the debate aboupdiséive and negative aspects of
planning in the entrepreneurial process. Some achargued that planning leads to
more rigidity and less flexibility which impairserability to adapt to environmental
changes (Bresser & Bishop, 1983). Accordingly, egmeneurship scholars questioned a
positive effect of planning on entrepreneurial ®sscand concluded that nascent
entrepreneurs should rather focus on start-upiies\that add visible substance to the
business than on planning (Carter et al., 1996;dJ@004; Honig & Karlsson, 2004).
However, other scholars advocated planning as basameral positive effects on
entrepreneurial success. For example, planning lsgsbolic function legitimizing the
company and improving communication with exterrtaksholders; preparing a plan
contributes to learning and facilitates gaining nesights; and planning increases
efficiency because of its anticipatory value (Cagitvvanni, 1996). A recent meta-
analysis sought to dissolve this debate and fouméan effect size of .20 for planning
on entrepreneurial success (Brinckmann, GrichniKapsa, 2010). We think that in
this discussion, it is important to distinguishvibeen different types of planning. Liao
and Gartner (2006) showed that two thirds of naseetmepreneurs make informal or
unwritten plans and only one third develops stash¢baisiness plans in a formalized
format. We argued that action plans (which ardrtisfrom formal business plans)
facilitate the initiation of action and provide aideline for the operational steps
necessary to achieve a goal. Our approach isenwith an action theory perspective
(Frese, 2009; Frese et al., 2007) as well as wviitaraecent research that argued that
planning is an important precursor to action gsot/ides a framework for the correct
sequence and timing of action (Delmar & Shane, 280&ne & Delmar, 2004). Our

study focuses on informal action plans and we ghraside new insights at one end of
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the broad spectrum of research on planning in tivereneurship domain.
Distinguishing between different forms of planningheory development and
providing more fine-grained definitions of planswia contribute to a more detailed
understanding of the beneficial and detrimentaaff of different forms of planning on

entrepreneurial success (Honig & Karlsson, 2004¢01& Gartner, 2006).

We also sought to contribute to the literature rdigg goal-referent thinking as a
second self-regulatory mechanism that is impoffi@angoal attainment. Not only
different forms of planning might have differentesits, but also different forms of
goal-referent thinking should exert different irdhces on entrepreneurial success. In
our study, entrepreneurial self-efficacy had pusitffects while positive fantasies had
detrimental effects. In general, these findings/jgte evidence for recent notions in the
entrepreneurship literature that emphasized theitapce of entrepreneurs’ cognitions
in the entrepreneurial process (cf., R. K. Mitclelal., 2007). Our results show that
entrepreneurs’ cognitions are important for actionation and entrepreneurial success

in terms of start-up and survival.

Our findings regarding entrepreneurial self-efficace in line with previous
research that found similar positive effects of@mteneurs’ expectations and beliefs
about their capabilities to perform entrepreneudaks (e.g., C. C. Chen et al., 1998;
De Clercq & Arenius, 2006; Markman et al., 2002wheend et al., 2010). Our findings
regarding positive fantasies, however, provide masights into potential detrimental
effects of thinking positively in the entrepren@liprocess. Oettingen and Mayer
(2002) argued that positive fantasies seduce iddals to mentally enjoy certain ideas
instead of showing effort and persistence to imglenthem. Similarly, Parker and
Belghitar (2006) note that some nascent entrepreneight be “lethargic dreamers” (p.
96) who consider themselves to be entrepreneursltbaitake little concrete actions.
Our findings suggest that positively fantasizingattthe future has negative effects.
There is a significant negative effect on survividdis suggests that indulging in
positive fantasies may lead to unrealistic expemtatregarding the upcoming tasks of a
business owner. In a different research area, pemith unrealistic expectations about a
job were shown to develop less preparatory copiaghanisms to deal with challenges

of a new job and are more likely to leave an org@tion when they are confronted with
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reality (Wanous, 1978). Nascent entrepreneurs wiagine a positive future might be
surprised by difficulties awaiting new business evagnand the “reality shock” might
lower their intention to persevere and to contiru@ing the business. The negative
function of positive fantasies might also expldie finding that a high degree of
optimism might be dysfunctional for entreprenetimieleski & Baron, 2009).
Possibly, excessive optimism may stem from sucltipegantasies. Oettingen and
Mayer (2002) consider optimism to be a form of galized expectations about the
future and optimism is thus different from fantasigowever, research showed that
high optimism may lead to unrealistic expectatiand reconstructing past experiences
(Geers & Lassiter, 2002). Thus, optimism mightdmsibased on past, accurate
experiences but rather on people’s tendency totrais desirable and pleasant future

independent of realistic forecasts.

Some of our findings need further discussion. Wanéba high probability to
start-up a business among nascent entreprenelr$owitentrepreneurial intention and
low action planning (see Figure 4.2). This may lggap of people who follow an
opportunistic approach as described by Frese €@00). These people are
characterized by a high situational responsivern@ssy neither predetermine a specific
goal nor a plan to achieve the goal but they a@neglier an opportunity arises.
Following an opportunistic approach implies thaalgaare determined by opportunities
and planning is not done beforehand but when toatgn requires it. These people act
quickly when an opportunity arises without havimg\pously specified a goal or plan.
An opportunistic approach means that there is h pignning and action overlap which
is also characteristic of improvisation or bricateas described by Baker et al. (2003).
Such a strategy is particularly successful in ulageenvironments (Baker et al., 2003;
Frese et al., 2000). This might explain why we famincreased probability for these
people to start-up a business in our study.

4.5.1 Strengths and Limitations

A limitation of our study might be our sample. Weose the context of Uganda
because of the importance of entrepreneurshigdiasldood strategy in developing
countries such as Uganda. This means that the ajeaion of our results might be
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limited to the developing world with a high deg@enecessity entrepreneurship.
However, this happens to be a large part of théda@cs et al., 2008). We found that
action planning was an important factor in modejsl@ning entrepreneurial success.
The effect of planning may vary across differedtural contexts (Brinckmann et al.,
2010). Future research that compares the effemttadn planning across different
contexts would advance our understanding of tHereintial effects of planning in the

entrepreneurial process (cf., Rauch, Frese, & Stage2000).

We also chose Uganda because of a particular catitoinof contextual factors.
In Uganda, the general base rate of people staufing business is very high. In fact, it
is the second highest in the world (Walter et2005). At the same time, the pressure
for developing plans is lower in Uganda which metiiaé some entrepreneurs start a
business without preparing a plan. The high rateastent entrepreneurs in
combination with a wide range of planning behawamong nascent entrepreneurs

provided a better basis for testing our theory.

With regard to our sample, we also have to notedhaanalyses of survival are
based on a subsample that might be considered/edyasmall. Although we agree with
Combs (2010) that it is of greater theoretical prattical relevance to have small
samples and big effects than vice versa, the saalble size regarding our dependant
variable of survival might have created power peafd. Specifically, we did not find a
significant interaction effect of entrepreneuriatieintion and action planning on
survival. Particularly the detection of interactieffiects suffers from power problems
(G. H. McClelland & Judd, 1993).

A possible limitation of our study might also be thperationalization of our
dependant variables of survival and value creaidith regard to survival, we did not
distinguish between different reasons for closhmgliusiness. Participants might have
closed the business because of failure or bechegddund a better opportunity (which
can also be employment). However, we think thatoparationalization of survival
offers interesting insights even though it doesstiottly distinguish between
organizational failure and other reasons for difocoimg the business. If some
participants closed a business because they had better opportunity, it also means

that their business did not suffice and other ofypaties promised to be of greater
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value. Thus, our operationalization includes aspettvhether people were able to
successfully run their businesses and whetherfthey an opportunity that met their
expectations and that provided sufficient incomethBaspects reflect being
entrepreneurially successful and we therefore tthiak our operationalization of

survival is sufficiently content valid.

With regard to value creation, we have to note plaat of our measure for value
creation was based on the participants’ subjeetstenates about their revenues in the
previous two years. Obtaining more objective datg.( accountancy-based) is
generally difficult in the small business domain particularly so in an African setting.
Business records might not reflect the actual perémce of the businesses (Sapienza et
al., 1988). In Africa, business owners often inelytrsonal expenses to reduce
business profits (Bradford, 2007). Additionally, myasmall businesses in Africa but
also elsewhere have no accounting system in piltader, 1997; Wall et al., 2004).
We therefore relied on subjective estimates. Opraaxh is justified by research
showing that managers and chief executives hawengiehensive overview of the
performance figures of their businesses and tlubijestive estimates are valid
measures (Wall et al., 2004). To further incre&geaiccuracy of our measurement, we
employed the method of life history calendar. Thisthod improves recall and thus
enhances the validity and reliability of retrospealy assessed data (Freedman et al.,
1988). We think that this method assisted us imiabtg more accurate data on when
and how much revenue the participants had genevatedheir businesses.
Furthermore, our measure of value creation aldodiec data on number of employees
which is usually less susceptible to biases. Nurobemployees is an appropriate
indicator of business success (Weinzimmer, Nyst&ifRreeman, 1998). Our measure
of value creation including generated revenue amdber of employees was internally
consistent indicating that we had a valid measoréhfe performance of the businesses.

A patrticular strength of our study is its longitndi design. We followed our
participants over a 30-months period and conduitiesst measurement waves. We were
thus able to investigate in more detail the emargeri organizations and the process
that leads to the value creation. Due to the lonlyital design, we were able to
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determine the causal effect of self-regulatory naeedms on three different measures of

entrepreneurial success.

Finally, we consider our operationalization of antplanning to be a strength of
our study. Many studies that investigated the ¢féplanning on entrepreneurial
success relied on relatively crude operationabregtiof planning using for example one
item measures that ask whether participants hatieve not completed a business plan
(e.g., Delmar & Shane, 2003; Honig & Karlsson, 20@uch a measure provides no
detailed information on the quality of a plan whiolakes questionnaire measures more
subjective than interviews. We used standardizemhiiews to assess the elaboration of
participants’ action planning. This method makgsogsible to probe participants’
statements and to get a detailed assessment wiijpants’ approach towards how they
plan to achieve their goals. For example, affiroratf the question whether the
participants intended to look for facilities wasped by using prompts, such as “What
do you mean by...?”, until it was clear whether ot the participant had a plan of how
and when he or she wanted to execute the sub+stepssary to achieve the goal. The
standardized interview in combination with a staddaed rating procedure is
particularly useful and highly valid when investigg aspects of action regulation
(Frese et al., 2007).

4.5.2 Practical Implications and Conclusions

Successful transition from nascent to mature ergregurship depends on the
individual entrepreneur and the actions he or shiaies (Carter et al., 1996). An
important determinant of action is having the iti@mto perform the activity but
intentions alone are not sufficient for initiatingtions. Our study provides evidence
that further self-regulatory mechanisms are necgsbar example, nascent
entrepreneurs have to furnish their intentions a&tton plans to be successful. By
furnishing their entrepreneurial intentions witlghilevels of action planning, nascent
entrepreneurs can significantly increase the prtibabf starting a business. Outlining
a development path and setting milestones helpmgetarted and provides guidance
how to proceed in the venture creation processaiexof the difficulty and complexity
of starting a business, nascent entrepreneursahbeyparticularly encouraged to
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develop detailed action plans. Research showedrtltaise of difficult and non-routine
tasks the beneficial effects of plans become etrenger (Gollwitzer & Brandstétter,
1997). Furthermore, our research shows that aptemming does not only contribute to
entrepreneurial success in the short-term butialffoe long-term. Action planning in
the pre-launch phase plays an important role forigal and value creation once the
business is running. Due to the preparatory functioe positive effects of action
planning last beyond initial goal attainment ofstgp and contribute to later
entrepreneurial success. Planning prepares fooapng threats and increases
readiness for action when opportunities emergel{@aker, 1999). These long-term
effects are of practical relevance but it is ateportant to keep them in mind when
theoretically debating the positive and negatiyeeats of planning for
entrepreneurship. Planning may yield immediatefatde returns. In summary,

entrepreneurial intentions are effectively enharnmedetailed action planning.

Our study also suggests that nascent entrepresieoutd be careful to distinguish
between different beneficial and detrimental thdagkgarding the start-up and
management of a business. In general, researclestisghat entrepreneurs are inclined
to have overly positive thoughts about the futideieleski & Baron, 2009). Having
positive thoughts is beneficial if they are grouthdle past experience and if they are
indicator for specific entrepreneurial capabiliteesd performance levels a hascent
entrepreneur is able to achieve. High levels afegméeneurial self-efficacy led to higher
probabilities of survival. However, we also showkdt positive thoughts in the form of
positive fantasies are detrimental for survivalef@diore, nascent entrepreneurs should
employ methods of mental contrasting. Mentally casting the positive fantasies with
the current state and considering up-coming jaoltsetbacks should reverse the negative
effects of positive fantasies and lead to stromgeal commitment (Oettingen, 2000). In
conclusion, self-regulatory mechanisms provide eassentrepreneurs with effective

means to successfully start and run their ventures.
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CHAPTER 5

General Discussion

In this dissertation, | sought to investigate gmte@eurship from a psychological
perspective and work on the notion that “entrepuestap is fundamentally personal”
(Baum, Frese, Baron et al., 2007, p. 1). Buildingpeychological theories that describe
people’s cognitions and actions, | put a partictdaus on the cognitive factors of
creativity and goal-referent thinking as well astlbh@ behavioral factors of action
planning and active information search to examieedffects of individual factors on
entrepreneurial success. In three different engdistudies within different
environmental contexts, the findings showed thgtipslogical factors are significantly
related to different entrepreneurial outcomes. Bigatly, we found main effects of
creativity and active information search on oppoitiuidentification. We also found
that creativity interacts with active informatiogasch in the opportunity identification
process and that creativity interacts with the tgpmformation people have available
for the generation of business ideas. The findsuggyest that an active information
search leverages the full potential of people’sitvéy and highly creative people
should seek diverse information to come up withiess ideas. Furthermore, we found
that action planning plays an important role fax &@mtrepreneurial outcomes of start-up,
survival, and venture growth. Action planning maded the effect of entrepreneurial
intention on start-up over a six-month period,@cplanning had direct effects on
survival and value creation over a 30-month peraod it also moderated the effect of
entrepreneurial intention on value creation ov@danonth period. Finally, we found
that goal-referent thinking in terms of positivatasies had negative effects on survival

over a 30-month period.
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5.1 General Theoretical Implications

The findings have several theoretical implicatidfisst, psychological factors
play a significant role in the opportunity identdikion and exploitation process.
Recently, entrepreneurship scholars noted thgbskiehology of the entrepreneur has
only been rudimentary studied and called for rededeveloping and testing theoretical
models with a focus on psychological success fad®aum, Frese, Baron et al., 2007).
In particular, it is important to investigate psgtdgical factors that are more proximal
to entrepreneurial performance than personalifist{Rauch & Frese, 2007). This
dissertation focused on cognitive and behavior@bis that are conceptually closely
related to entrepreneurial actions and thus, dfquéar interest for the scholarly domain
of entrepreneurship (R. A. Baron, 2007a). By depelg and testing models that
include the cognitive processes of creativity andlgeferent thinking as well as the
behavioral factors of active information search aation planning, this dissertation
contributed to a better theoretical understandinty@® psychological mechanisms
underlying successful entrepreneurship. | acknogédtiat psychological factors alone
cannot fully explain entrepreneurial success aat #dditional to psychological
factors, there are multiple organizational, insinal and, environmental factors
influencing entrepreneurship (Baum et al., 200&sEr 2009; Hmieleski & Baron,
2009). However, as it takes human cognitions atidrecto identify and exploit
opportunities, psychological factors are centrahtfield of entrepreneurship.

Second, this dissertation adopted a process péngpea entrepreneurship.
Recent theoretical considerations emphasizedhleagntrepreneurial process consists
of different phases (R. A. Baron, 2007b). In linkhwhis theoretical conception, the
dissertation developed and tested different thexalanodels to explain different
entrepreneurial outcomes that are important ireéspective phases of the
entrepreneurial process. Specifically, entrepraakautcomes investigated in this
dissertation were business idea generation, opuitytiaentification, start-up, survival,
and venture growth. Also in line with the processspective on entrepreneurship (R. A.
Baron, 2007b), | examined different sets of premgto explain why some people are
more successful than others in achieving the réisjgeentrepreneurial outcomes. In

general, the findings showed that both cognitive la@havioral factors play an
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important role in each phase of the entreprenepradess. Cognitive and behavioral
factors had direct as well as interaction effectgntrepreneurial outcomes. The
theoretical models presented in this dissertatigrapstronger focus either on cognitive
or on behavioral factors depending on the partiquit@se that was under examination.
While a stronger focus was put on cognitive factorthe processes leading to the
identification of business ideas and business dppities, behavioral factors were more
in the foreground in the processes leading to xipéoéation of business opportunities.
Thus, this dissertation adds to theoretical coneeptemphasizing the particular
importance of cognitive factors for opportunity migéication and of behavioral factors
for opportunity exploitation (R. A. Baron, 2006; Mallen & Shepherd, 2006; Shane &
Venkataraman, 2000).

Third, this dissertation is among the first emgitistudies in the entrepreneurship
literature to investigate the entrepreneurs’ aeteated cognitions in terms of positive
fantasies. Positive fantasies had a negative affesurvival of new ventures. This
contributes to the entrepreneurship literaturefarsas entrepreneurship scholars called
for research on new psychological concepts thatlasely related to activities
important for the start-up and operation of newtusss (R. A. Baron, 2007a; Baum,
Frese, Baron et al., 2007). However, in line with process perspective on
entrepreneurship, the findings also indicate thistmecessary to take a differentiated
perspective on potential predictors of entreprestapr The design of the study
presented in chapter 4 allowed us to examine tiferelntiated effects of cognitive and
behavioral factors on three different entrepreraaitcomes over a longer period of
time within one sample of entrepreneurs. Positargdsies had an impact on survival
but not on value creation. These results suggasthle post-launch outcomes of value
creation and survival are not on a single dimensitwe process underlying value
creation might be different from the process undeg survival. Psychological factors
important for one entrepreneurial outcome mighlelss important for another
entrepreneurial outcome and different processemaniace regarding different
outcomes. Thus, it is important to conduct more-gnained analyses of entrepreneurial
success not only across but also within the diffeplases of the entrepreneurial

process. Depending on the specific entrepreneoui@ome that entrepreneurship
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researchers are interested in, different setseafiptors must be considered. Taking a
differentiated perspective on the set of relevaatetors for different entrepreneurial
outcomes across and within the phases of the eatreprial process might be complex
but also the most promising approach to enhancemderstanding of entrepreneurship.
Entrepreneurs fulfill a multifaceted and complesktand entrepreneurship research
should reflect this complexity.

5.2 General Practical Implications

By taking a psychological perspective on entrepuestap, the main focus of this
dissertation is on the entrepreneur. An entrepneideuntifies and exploits opportunities
and, mainly, he or she establishes and manageseamwes for the general purpose of
profit and growth (Gartner, 1985; Shane & Venkataana, 2000). Entrepreneurs
themselves consider their own decisions and actmbs the decisive reasons for their
firm’s success (e.g., Sexton, 2001). This dissertainderlines these considerations by
showing that the entrepreneurs’ cognitions andasthave a significant impact on their
entrepreneurial success. This means that to adegree entrepreneurs are masters of
their own fates and that they can take considerainyrol over the performance levels
they achieve. This dissertation shows that entreanes can make use of several self-
regulatory means to enhance their success in apptyridentification and exploitation.
First, chapter 2 provides evidence that an achf@mation search directly contributes
to opportunity identification and subsequent veanowth and additionally, active
information search enhances the positive effecnefs level of creativity on
opportunity identification. This means that actimtormation search has a doubly
positive effect. Entrepreneurs can enhance thetess by searching more actively for
information. A broader information base increaselikelihood of having available the
necessary information to “connect the dots” andeom with a viable business idea (R.
A. Baron, 2006, p. 106; Shane, 2003). Second, eh&xhows that depending on the
levels of creativity, entrepreneurs should lookddferent types of information. In case
of high levels of creativity, entrepreneurs shautd constrain their search to one
specific domain but look for diverse informationrn many different domains. By

acquiring diverse sets of information, they maleuse of their creative potential and
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generate numerous and original business ideagask af low levels creativity,
entrepreneurs might benefit from a search in a monstrained way and focus on the
domains they are experts in. This would ensurettieat can connect the new
information to their existing knowledge base arat they generate feasible business
ideas because the expertise would help them teessftdly implement the idea (Fiet,
2002). Third, chapter 4 demonstrates that entrepmsmrshould take considerable time to
elaborate on their action plans to set-up a busiri®lanning the different steps in the
launch phase increases the likelihood of succdgsetting-up a new venture.
Additionally, developing action plans also helpsrepreneurs sustain long-term
success. This means that action planning has pesitiort- and long-term effects on
entrepreneurial success. Finally, chapter 4 aldicates that entrepreneurs should avoid
indulging in positive fantasies, and instead, migntantrast the envisioned positive
future with the current state. Mentally contrastihg status quo with a desired positive
future state increases the motivation to act afgsheplementing one’s goals
(Oettingen et al., 2001). In conclusion, given tmatrepreneurs are in control of the
decisions they make and the actions they takeg @uer several means for entrepreneurs
to take charge and to attain the desired entrepreti®utcomes. Consultants, trainers,
and entrepreneurs themselves might benefit frondidsertation’s findings and use
them to further contribute to the positive effeat&ntrepreneurship, such as technology

transfer, employment, and wealth creation.
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