
International Journal of Psychosocial Rehabilitation, Vol. 24, Issue 06, 2020 

ISSN: 1475-7192 

Received: 18 Jan 2020 | Revised: 09 Feb 2020 | Accepted: 02 Mar 2020                                                                                                17790 

AN INSIGHT INTO EFFECTUATION AND 

ITS USAGE IN PSYCHOSOCIAL 

ENTREPRENEURIAL RESEARCH 
Ms. Priyadarshini.J1*   Dr. Vaneeta Aggarwal2, 

                                                                                      

ABSTRACT 

This article gives a detailed insight into the concept of Effectuation which was developed by Dr 

Saras.D.Sarasvathy and its varied usage in Psychosocial Entrepreneurial Research. Decision making is an 

inevitable skill for all entrepreneurs. How do they make decisions and is there any universal principle or method 

behind their decision making ability? The term “Effectuation” answers this question. It is defined as “a logic of 

thinking that uniquely serves entrepreneurs in starting businesses”. It also creates a way to regulate a completely 

unpredictable and unknown future. Effectuation is a psychosocial dimension, based on heuristics which does the 

do-able in order to know how to run a business successfully. It offers a new perception to the old domain of 

entrepreneurship. This paper explores the antecedents to effectuation and also studies the impact of effectuation 

on new venture performance. The authors of the paper aimed to conceptually explore the mediating role of 

technology orientation in the relationship between effectuation and new venture performance. The model 

proposed by the authors incorporate a serial mediation approach and is also found to highlight the undeniable 

and influential role played by effectuation in entrepreneurial research. This paper can be further explored 

empirically by researchers and academicians in the field of entrepreneurship. 
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I. INTRODUCTION 

Decision making skills are very important for entrepreneurs in the dynamic technology driven environment. 

Entrepreneurial decision making facilitates the new venture to sustain and flourish in a dynamic, immature and 

uncertain market environment. Various models like causation, effectuation, etc aids in the process of managing a 

firm. In simple terms causation model means focussing on a predetermined goal and then finding means to achieve 

this goal. New ventures as said above operate in a dynamic, immature and uncertain environment and  the 

entrepreneurs running these new ventures also suffer from lack of reputation and scarcity of resources. It is 

impossible to apply the causation approach in these kind of situations (Long et al, 2017). In order to overcome 

the lacunae created by causation many researchers engaged in exploring entrepreneurship, and one such researcher 

gave a solution to this in the name of effectuation theory (Sarasvathy, 2001). It is defined as “a logic of thinking 

that uniquely serves entrepreneurs in starting businesses”. It also creates a way to regulate a completely 

unpredictable and unknown future. Effectuation in simple terms is a thinking framework, based on heuristics 

which does the do-able in order to know how to establish the services and products.  
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While studying the importance of effectuation in entrepreneurial research it is mandatory to study the antecedents 

of effectuation as this type of research is still in its infancy (Long et al, 2017). Various researchers found 

environmental uncertainty and social capital (Meuleman et al, 2010), resource flexibility and organization 

structure (Da Costa, 2010) and entrepreneurial experience (Wiltbank et al, 2009) as antecedents to effectuation. 

There exists a need to study the antecedents of effectuation which is found to create an impact in the effectual 

decision making process. This paper conceptually explains the impact of discovery of opportunities and 

innovation orientation on effectuation by taking into account the past research studies. Discovery of opportunity 

holds two different perspectives namely fortuitous discovery (Kaish & Gilad, 1991) and systematic search (Herron 

& Sapienza, 1992). Fortuitous discovery is more inclined towards the alertness exhibited by the entrepreneurs, 

whereas in the systematic search approach the entrepreneurs intentionally search and exploit valuable information. 

The alertness exhibited in the fortuitous discovery is nothing but a psychological phenomenon of discovering 

opportunities which helps entrepreneurs to face new events (Gaglio & Katz, 2001). Various researchers have 

studied the importance of innovation orientation towards effectuation (Gatignon & Xuereb, 1997; Hurley & Hult, 

1998 & Calantone et al, 2002). They believe that there are two perspectives to measure firm’s innovative 

orientation. They are cultural and behavioural innovativeness. Cultural innovativeness is nothing but the reflection 

of the firm’s capacity to exhibit innovativeness, whereas behavioural innovativeness measures the firm’s reaction 

towards an innovative new challenge. A researcher named Samuelsson in his research work in 2004 indicated the 

importance of opportunity innovativeness which provides a third perspective to innovative orientation. 

Opportunity innovativeness is understood as the process responsible for improving the existing means-ends 

relationships i.e. the methods through which one achieves a goal and produces an output (Eckhardt and Shane, 

2003).  These antecedents are found to impact effectuation. Further with reference to the past research studies the 

effectual principles and found to impact technology orientation. Thus the authors of this paper attempts to study 

the role of technology orientation in the relationship between the effectual principles and new venture 

performance. Globalization urges the developing countries to pursue technological orientation in their business to 

gain competitive advantage for sustaining the global competition (Urban & Barreira, 2009). Firms pursue 

technology orientation i.e they adopt to the advancements in innovations and technology and are also engaged in 

making investments in disruptive technologies and discontinuous innovations for creating new business entries in 

the market (Brettel et al, 2012; Schindehutte et al, 2008). This paper also studies the direct impact of the principles 

of effectuation on new venture performance. The author delineates the five basic effectuation principles as given 

by Dr Saras.D.Sarasvathy in 2009. They are Bird-in-hand (starting with the resources at hand), Affordable Loss 

(focussing on the risk), Lemonade (dealing with leveraging contingencies), Crazy Quilt (forming partnerships) 

and Pilot-in-the-plane (dealing with the control and predict mechanism). Finally the author of this paper 

conceptually highlights the mediating role of the effectuation principles on the relationship between discovery of 

opportunity & new venture performance and innovation orientation & new venture performance. The authors of 

this paper have also highlighted the mediating role of technology orientation on the relationship between 

effectuation principles and new venture performance. This paper is an attempt made by the authors to develop a 

conceptual model with a serial mediation incorporating the principles of effectuation.  
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II. REVIEW OF LITERATURE 

Effectuation 

The term effectuation was initially proposed by Professor James in 1912 which was later on introduced to the 

management domain by Professor Sarasvathy in 1998. The theory of effectuation disproves the primary 

assumption of management studies and economics and engages in proposing novel assumptions which is found 

to be in coherence with decision – making skills of entrepreneurs (Long et al, 2017). Effectuation is nothing but 

a decision making process encompassing a thinking framework based on heuristics in a dynamic and uncertain 

environment. Effectual logic also helps the entrepreneurs to overcome obstacles in an immature market. 

Effectuation is held responsible for idea creation, stakeholder commitment and making decisions. It aids in 

advancing ideas towards selling products and services and also helps increase the customer base through these 

effective ideas. It also facilitates the process of finding partners for entrepreneurs for co-creating firms. Finally 

aids in decision making by providing a set of techniques which serves as a foundation on which decisions are 

build. The effectuation model has been built on the following three aspects namely, Knightian uncertainty (lack 

of any measurable knowledge about an event or situation which could probably occur, as opposed to the already 

present measurable risk), ambiguous nature of the goal and environmental isotropy (explains that which part of 

the environment is useful for efficient decision making) (Sarasvathy, 2009). Effectuation basically explains 

specific entrepreneur’s behaviour in creating new ventures under uncertainty. In 1998 Sarasvathy has started 

researching with effectuation. She adopted verbal protocol analysis in which the selected entrepreneurs who are 

experts in their field are asked to talk continually aloud about the problems they faced and the decisions they 

made. Based on this experiment she has initially extracted four principles namely strategic partnerships, affordable 

loss, controlling the unpredictable future and leveraging contingencies. Based on these four principles, five views 

of effectuation was developed (Sarasvathy, 2009). The five basic views or principles are entrepreneurs  

- initiate their actions with the set of means available at hand,  

- concentrate more on the affordable losses and then engage in experimenting with the available resources, 

- emphasize more on strategic alliances in order to reduce the uncertain nature of the environment, 

- leverage the contingency present in the environment & 

- seek a control mechanism towards an unpredictable future. 

These five principles are named as bird-in hand, affordable loss, crazy-quilt, lemonade and pilot-in-the-plane. 

Later on various researchers gave different sub constructs for effectuation disguised as principles (Read et al, 

2009; Garonne et al, 2010; Chandler et al, 2011 & Gabrielsson & Politis, 2011). The following table summarizes 

the multidimensional constructs of effectuation. 

TABLE 1: List of Constructs of Effectuation 

RESEARCHERS CONSTRUCTS OF EFFECTUATION 

Sarasvathy, 2009 - Bird-in-hand 

- Affordable loss 

- Crazy-quilt 

- Lemonade 

- Pilot-in-the-plane 

Read et al, 2009 - Available means 

- Affordable loss 
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- Partnerships 

- Leveraging contingency 

Garonne et al, 2010 - Affordable Loss 

- Attitudes towards contingency 

- Control 

- Development of partnerships 

- Use of internal resources 

Chandler et al, 2011 - Experimentation 

- Affordable loss 

- Flexibility 

- Pre-commitments 

Gabrielsson & Politis, 2011 - Market definition 

- Goal orientation 

- Attitudes to uncertainty 

- Stakeholder 

- Market research 

 

ANTECENDENTS or FACTORS IMPACTING EFFECTUATION 

The following section comprises of literature review related to the antecedents or factors impacting effectual 

principles in entrepreneurial research. It explores the relationship between the dimensions of discovery of 

opportunity and effectuation and the facets of innovation orientation and effectuation.  

Discovery of Opportunity and Effectuation 

Entrepreneurial actions help in recognizing opportunities which is a multistage process beginning with innovative 

ideas and evolving into achievable opportunities (Dimov, 2007). According to Bhave, 1994 there are different 

types of discovery of opportunity. The two general perspectives are found to be fortuitous discovery (Kaish & 

Gilad, 1991) and systematic search (Herron & Sapienza, 1992). Austrian school of thought proposed a new pattern 

of discovery of opportunity namely fortuitous discovery (Kaish & Gilad, 1991). This phenomenon is nothing but 

“notice without search” i.e. “the alertness” exhibited by the entrepreneur while identifying information for 

problem solving or decision making. Entrepreneurs who exhibit high levels of alertness have a great sense of 

information which have not been sufficiently explored and suitable to the market demand (Long et al, 2017). 

Systematic search is found to be one perspective of discovery of opportunity according to the cognitive school 

(Herron & Sapienza, 1992). According to this perspective entrepreneurs are engaged in through searching of 

valuable information and identify the same for decision making purposes. This perspective of opportunity 

discovery requires entrepreneurs to be highly aware of the type of information which they are intended to search 

(Long et al, 2017). Later in 2002 a third perspective to discovery of opportunity was brought into light namely 

proactive search. This type of search is nothing but searching for information according to the situation in which 

the entrepreneur is, at the particular time (Chandler et al, 2002). Proactive search hasn’t gained much research 

importance with respect to the principles of effectuation and thus the authors of this paper has decided to adopt 

only the two perspectives of discovery of opportunity i.e. fortuitous discovery and systematic search.  
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When it comes to available means and discovery of opportunity, systematic search is more inclined towards 

identifying entrepreneurial opportunities by evaluating new venture creation ideas through known and popular 

information channels (Fiet, 2007). As mentioned earlier alertness is a trait exhibited by entrepreneurs while 

identifying entrepreneurial opportunities in the case of fortuitous discovery (Kirzner, 1997). Thus it is found that 

fortuitous discovery of opportunity is more reliant on alertness. Alertness offers a psychological basis to the 

discovery of opportunities which aids entrepreneurs to be more attentive about novel events (Gaglio & Katz, 

2001). Alert entrepreneurs are highly inclined to counterfactual thinking and also engage in changing the current 

means-end framework. Thus entrepreneurs engaged in fortuitous discovery always tend to possess high level of 

alertness while scanning their surroundings for new venture creation ideas. Besides, entrepreneurship is more 

about immediately seizing opportunities and taking actions. As anticipation cannot be done in the case of 

discovery of opportunity it is really hard for alert entrepreneurs to effectuate detailed business ideas in advance 

or prepare solutions for solving problematic situations in advance. Thus they are pressed to expedite actions with 

the available means and here is where the effectual logic comes into play (Long et al, 2017).   

While dealing with discovery of opportunity and affordable losses, entrepreneurs engaging in systematic search 

tend to spend considerable amount for searching in order to reap high marginal benefits. These type of 

entrepreneurs expect that marginal benefits exceed marginal costs and must also concentrate on evaluating the 

expected risks and returns while engaging in systematic search (Smith et al, 2009). Whereas, fortuitous discovery 

of opportunities is characterised by prior knowledge and alertness which makes the entrepreneurs spend very less 

time in predicting the estimated returns which may found to be in accordance with the affordable loss principle. 

According to this principle the entrepreneurs possess a will to lose rather than concentrating on expected returns 

while thinking about a new venture creation or solving a problematic situation. Thus decision making is found to 

be dependent on the affordable loss estimate. When an entrepreneur makes his or her decision based on affordable 

losses the entrepreneur is found to reduce his or her dependence on the predictions (Sarasvathy, 2008). 

In the case of discovery of opportunity and partnerships entrepreneurs engaging in systematic search faces an 

inevitable need for dealing with information related to new venture creation and must engage in searching 

information channels for elaborating plans. They also exploit opportunities in advance which will make them less 

inclined towards partnerships. Whereas, entrepreneurs utilizing fortuitous discovery doesn’t take initiative for 

searching information and is also not interested to spend too much time. The entrepreneurs are found to be 

accidental and lucky when they find opportunities to exploit under fortuitous discovery (Fiet, 2007). Entrepreneurs 

engaged in fortuitous discovery are found to be unprepared and are more likely to create and build partnerships. 

These types of entrepreneurs engage in contacting others through social network sites and are also engaged in 

negotiating with stakeholders in order to reduce uncertainty and obtain actual commitments. 

According to Smith et al, 2009 while dealing with discovery of opportunity and leveraging contingency, 

entrepreneurs adopting systematic search anticipate their behaviours and intentionally seek while searching for 

opportunities. When it comes to known domains entrepreneurs restrict certain information and would prepare for 

systematic search. In the case of fortuitous discovery entrepreneurs are not found to prepare in advance. They 

generally obtain information through alert scanning rather than searching the environment (Kirzner, 1997). Once 

the entrepreneurs identify the opportunities they must collectively bring the resources together and must exploit 

the opportunities immediately. Entrepreneurs must leverage contingencies rather than avoiding in order to reduce 

the opportunity exploitation time. 
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According to an empirical paper from China the patterns or perspectives of discovery of opportunity is found to 

have a significant and positive effect on the principles of effectuation. Entrepreneurs engaging fortuitous 

discovery are found to use available means and leverage contingency than the entrepreneurs adopting systematic 

search for discovering opportunities (Long et al, 2017).    

 

 

Innovation Orientation and Effectuation 

An important issue faced by the researchers in the field of innovation is whether innovation is found to be the 

capacity to innovate which is nothing but described in a single word as “innovativeness” (Calantone et al, 2002; 

Gatignon & Xuereb, 1997) or is said to be the final outputs of innovation i.e. cultural, behavioural and opportunity 

innovation) (Story et al, 2014). Researchers are faced with multiple questions with respect to the predictors of 

innovation orientation and are also intrigued by the fact that, whether there is a difference between the innovation 

orientation between MSMEs and large organizations (Prajogo & McDermott, 2014). MSMEs are found to be 

different than other organizations irrespective of their lower turnover or smaller size. The governance structure of 

the smaller firms are often under the domination of the managers or owners, which confuses the innovative 

orientation of the entrepreneur when compared to larger firms (Varis & Littunen, 2010; North & Smallbone, 

2000). MSMEs function interconnectedly with their close networks i.e. suppliers, customers and competitors with 

respect to innovative orientation. 

Several researchers engaged in exploring the various predictors of product innovation in MSMEs, cross industrial 

comparison and their export orientation approach (Story et al, 2014). It is also stated that other characteristics of 

innovation orientation i.e. behavioural innovation affects the success of product innovation and so a clear 

understanding of all the aspects of innovation orientation is required. Certain researchers speculate that causational 

approach i.e systematic search is considered the most superior method as it possesses the potential to identify 

opportunity innovation, which is another aspect of innovation (Varis & Littunen, 2010). Other researchers 

proposed that further research must be initiated with respect to ownership structures and incentive types which 

will enhance the innovation orientation and will also have an acquiescent nature towards the principles of 

effectuation (Dew et al, 2008) for better firm performance. 

Research provides only a limited explanation about the relationship between innovation orientation, effectuation 

and venture performance. On the whole, it is still vague that, how the firm’s characteristics affect their innovation 

orientation (Roach et al, 2015).     

Innovation and entrepreneurship have a connection which is close, long and overlapping (Schumpeter, 1934). 

Individuals who provide novel ideas for new businesses assume to play the entrepreneurial role for the entire 

innovation process. In fact, an individual possessing innovativeness is often construed as the innovative 

entrepreneur (Varis & Littunen, 2010). Thus entrepreneurs are considered to perform the innovator role in order 

to be an efficient entrepreneur. Thus, entrepreneurship and innovation go hand in hand, as entrepreneurship 

enables innovation in order to realize the potential for value creation and innovation also acts as the source of 

entrepreneurship (Zhao, 2005). This is referred to as the entrepreneurial traditional model which holds economic 

thinking as its base with an emphasis on the search for opportunities or exploiting areas for innovation (Shane & 

Venkataraman, 2000). Generally a causation approach is followed while exploiting a known opportunity (Fisher, 

2012). This method suits the existing management paradigm involving decision making in a rational way in which 
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the process begins with specific, well-structured goals. This process of prediction helps in identifying and 

selecting the potential means on the basis of minimized environmental barriers and maximized returns. The basic 

logic behind this approach is to manage the uncertainty and ambiguity faced by the environment by applying 

predictive principles in the process of searching and exploiting opportunities (Roach et al,2015). 

On the contrary, the main goal of effectual approach is to show what makes an entrepreneur “entrepreneurial”. 

Effectuation focusses on an alternative approach where the opportunities are not only found (causation approach) 

but are created (effectuation). Effectuation theory states that theory of causation is dependent on the prediction 

logic, whereas the theory of effectuation is dependent on the control logic (Saravathy, 2001). This aids in creating 

a new perspective in which the entrepreneur acts as an innovator and his or her stakeholders are engaged in 

conducting a co-creation process. Effectual logic possesses a belief that individuals are responsible for the future 

which is in contradiction to the causation approach. This logic is built on the argument that individuals are 

responsible for the shaping and creation of products, firms, services, ideas and markets and so there happens to 

be a very less need for predicting the future.  

According to an empirical study conducted in small and medium sized enterprises the innovation orientation were 

characterized into two constructs namely cultural and behavioural innovation (Calantone et al, 2002 & Gatignon 

& Xuereb, 1997). The following effectuation principles such as leveraging contingencies and available means 

showed a positive mediation towards the relationship between innovation orientation (cultural and behavioural 

orientation) and product or service innovation (Roach et al, 2015).     

Opportunity innovation is considered to be another aspect of innovation orientation and is of great importance in 

entrepreneurial research (Samuelsson, 2004). In general, reproduction and innovation are the two types of 

opportunities (Aldrich & Martinez, 2001). Mostly the common type of opportunities is reproduction as the 

entrepreneur engages in exploiting the opportunity by merely changing or imitating the current products and 

services which are profitable and also organize the entrepreneurial activity in the similar manner in accordance 

with their predecessors. On the contrary, very few opportunities fall under the innovation type i.e. the 

entrepreneurs are found to be engaged in exploiting it by significantly diverging from the existing services and 

products. In general, higher the level of opportunity innovation for a particular opportunity, that opportunity is 

considered to be more valuable. Even though opportunity innovation is proportional to surplus commercial value, 

it brings huge risk as there are no predecessors to reproduce or copy. 

Innovative opportunities are found to have ambiguous and uncertain means-ends relationship which might 

overturn the conventional means-ends relationship (Sarasvathy et al, 2003). When entrepreneurs aspire to create 

a great business in the world, they look for innovative opportunities. Hence, entrepreneurs are unable to take 

actions on the basis of established ends in the context of innovative opportunity. Entrepreneurs are more likely to 

utilize available means for reducing the time of opportunity exploitation. Thus, entrepreneurs can become more 

informative and resourceful if they reconstitute the available means and then work on making clear ends through 

available resources. 

With respect to affordable losses, entrepreneurs engaging in exploiting innovative opportunities must be more 

vigil and open as there are no customer feedback and precursors (Danneels & Kleinschmidtb, 2001). It is clearly 

evident that innovative opportunity exploitation is an experimental and explorative process. It is difficult for 

entrepreneurs engaging in exploiting these types of opportunities to estimate the expected return in the uncertain 

future if they possess very little information about the market. Moreover, lots of risks are associated in this 
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exploitation process. Most entrepreneurs engaging in exploiting innovative opportunities are open with affordable 

losses and does not gamble on all the available resources.    

While dealing with the relationship between innovative opportunities and partnerships entrepreneurs are prone to 

lots of risks. In the earlier stage of exploitation of innovative opportunities, entrepreneurs are not completely aware 

of the means for achieving entrepreneurial goals. Only through exploration for a longer time they tend to reduce 

the risks and propose solutions. Hence, entrepreneurs must build partnerships with others through social networks 

(Fields et al, 1983). The partnerships built by them will provide support to them in order to find the most feasible 

means for exploring. Moreover, this type of opportunities engage in embracing valuable knowledge. Thus making 

it difficult for entrepreneurs to comprehend and utilize it. Indeed, entrepreneurs will spend most of their time in 

exploiting and exploring this type of opportunities (Long et al, 2017).   

The attitude of entrepreneurs with respect to leveraging contingencies are found to be influenced by opportunity 

innovation. When opportunity innovation is found to be low, opportunities demand concentrated and complete 

information which will help the entrepreneur in predicting the future and avoiding contingencies. When 

opportunity innovation is found to be high, opportunities necessitate incomplete information which will enable 

the entrepreneur in predicting the future under ambiguity and uncertainty. Despite future prediction, entrepreneurs 

intend to take actions in order to create future under ambiguity and uncertainty. Entrepreneurs will never avoid 

contingencies, whereas engage in transforming them into opportunities by applying subjective initiative 

(Sarasvathy, 2009). 

An empirical research study conducted in China stated that with lower chance of opportunity innovation, 

entrepreneurs are most likely to use the principles of effectuation such as leveraging contingencies and affordable 

losses rather than the other principles (Long et al, 2017).     

Effectuation and Technology Orientation 

According to the creative destruction theory of Schumpeter, entrepreneurs alter the market equilibrium through 

introduction of new innovations or new products in the market (Schumpeter, 1934). A type of innovation i.e. 

radical innovation is found to play a major role in long term wealth creation and developing new businesses (Wang 

et al, 2013; Schindehutte et al, 2008). Technological innovativeness comprises of creating new technologically 

innovative ideas and applying them in the businesses. The importance of developing new technology for 

introducing a product in the market and the need for creativity and technical expertise, validate the crucial role 

played by the technology-oriented ventures for selecting strategies through which the businesses can be executed 

successfully (Steyn & Buys, 2011; Schindehutte et al, 2008).  

The firm’s technological choices are based on the technology strategy of the firm. The technology strategy helps 

in accumulating and deploying the technological capabilities and resources of the firm (Zahra, 1996). When the 

firm’s strategy and technological choices go hand in hand, the venture can use its technological capabilities and 

investments for creating competitive advantage which helps in supporting the firm’s strategic objectives and 

posture (Binneman & Steyn, 2014; Kuratko & Audretsch, 2009; Galbraith et al, 2008). 

Technological orientation is conceptualised as the combination of organizational decisions dealing with 

technological posture which is aggressive in nature, process innovation and automation and new product 

development (Zahra & Covin, 1993). Technological orientation can be operationalized by using the dimensions 

such as pioneering posture (here the firm decides whether to introduce a new product based on new technology to 

the market or not), internal and external sources of research and development (internal sources refer to the 
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resources obtained through firm level research and development activities, whereas external sources refer to 

licensing or purchasing of technology from other ventures or through strategic alliances for acquiring the most 

needed innovative technology), basic vs applied research (basic research deals with advances in the field of 

science, whereas applied research deals with research and development activities related to new technologies and 

product) and the firm’s use of patented products or services gained from its research and development activities 

for protecting its competitive advantage (Zahra, 1996a).  

Furthermore, most research on strategy related to technological fit hypothesize that external factors are found to 

drive the process of research and development. Human actions and the organization are found to be the core 

elements of the research and development process, thereby claiming that the elements of effectuation has an active 

role in the process of research and development. Research reveals that resources or means-driven approach is 

found to have a positive impact on the outputs obtained from the research and development activities, especially 

in those activities which exhibited a higher level of innovation  (Brettel et al, 2012). Innovativeness and 

technology work towards developing new organizational competencies through creativity and trial and error 

method, which is similar to that of the effectual principles (Alegre et al, 2012). 

An empirical study conducted in the renewable energy sector has found that the various effectual principles have 

a positive relationship with technological orientation and is also found to influence the performance of a firm 

(Urban & Heydenrych, 2015).   

Technological Orientation and New Venture Performance 

The relationship between technological orientation and new venture performance is found to be controlled by 

business strategy. This finding is based on the fact that different configurations of business strategies affect the 

level of strength between the technological orientation and new venture performance relationship. It is also found 

that a business strategy which is designed to be more technologically oriented is directly associated with high 

performance of new ventures. Therefore, the strategic technological fit is considered to be of great importance 

while predicting the new venture performance. Thus, there exists a need to show the importance of aligning 

business strategy with technology as technological orientation acts as a precondition towards superior new venture 

performance (Zahra & Covin, 1993). 

The studies from the past literature reveals that there is an association between business strategy and technological 

orientation in homogenous, low intensity marketing and middle-of-the-road concerns when these concerns use 

advanced process innovation and automation. When firms follow aggressive technological exposure for 

developing new products there is found to exist a fit between the business strategy and technological orientation 

which ultimately lead towards better performance of the companies. The firms must also not put too much of 

emphasis on process innovation and automation, whereas they must use their technological orientation for gaining 

competitive advantage. According to an empirical research study conducted by Zahra & Covin, 1993 reveal that 

all the technological orientation variables have a positive relationship with the firm performance irrespective of 

the profile of the firms. 

There is also a risk named “technological myopia” faced by the firms reflecting in low performance of firms. 

Technological myopia is nothing but, the entrepreneurs of the firms only concentrate on the investments related 

to technological orientation as they believe that competitive advantage can be achieved only through technological 

orientation, which in turn results in the neglect of other equally important competencies required for businesses 

to perform well. As technology is found to be a core determinant of success, mere investment in technology must 
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not be carried out, instead technological investments can be made when the business strategy favours 

technological orientation for the successful running of businesses (Zahra & Covin, 1993).  

According to an empirical study conducted among 73 firms in South Africa revealed that there exists a positive 

and significant relationship between technological orientation and business performance (Urban & Heydenrych, 

2015).  

Effectuation and New Venture Performance 

According to various researchers, effectuation is nothing but a type of expertise of entrepreneurship, which helps 

entrepreneurs while making decisions in uncertain environment or situation (Sarasvathy, 2001; Knight, 1921). 

Effectuation is found to be a set of heuristics which enables decision making in ambiguous and uncertain situations 

or environment. The effectual reasoning comprises of strategies which combine the available means or resources 

with contingencies that are unanticipated in order to build stakeholder commitment. Effectuation gathers huge 

amount of interest in theoretical discussions in the field of economics (Dew et al, 2004), psychology (Sarasvathy, 

2003) and management (Augier & Sarasvathy, 2004; Sarasvathy, 2001). The concept of effectuation was 

developed in order to support the new venture creation and its also now extending its attention towards problems 

dealing with innovation (Dew & Sarasvathy, 2001) and finance (Sarasvathy & Wiltbank, 2002). 

The effectual principles is nothing but a decision making approach which relies on the assumption of the impact 

of individual creation rather than prediction (Sarasvathy & Dew, 2005). Effectuation provides a normative 

approach towards problem solving which are designed in such a way that they got to be functional under uncertain 

and ambiguous situations. The effectual principles with respect to new venture performance are explained as 

follows: means are sources which provides an entrepreneur, a basis for identifying and utilizing certain 

opportunities emerging from the contacts, available resources and knowledge. Partnerships are found to be new 

opportunities which are created by additional means offered by new stakeholders of a venture. Affordable losses 

deal with the possible downside while evaluating alternatives, which will help the entrepreneur understand that 

an opportunity failure does not lead towards a great personal or venture failure. Whenever an entrepreneur is stuck 

in a situation where the future seems to be unpredictable, he or she must be ready to leverage the contingencies 

i.e. they must find new opportunities from surprises – even though they are negative (Read et al, 2009).  

A meta analytical research study incorporating past research studies in the field of entrepreneurship and 

effectuation reveal that the available means are measured under three aspects namely “What I Know, Who I am 

and Whom I Know” and its relationship with venture performance has been studied (Ericsson et al, 2006; Ensley 

et al, 2006; Lu & Beamish, 2006; Durand & Coeurduroy, 2001; Anna et al, 2000). All these three aspects of the 

available means was found to have a significant and positive relationship with venture performance. Partnership, 

another principle of effectuation was measured under two aspects namely endogenous (employee partnership) and 

exogenous (Customers, other firms, standard bodies partnership) (Jones et al, 2001). Affordable loss was 

categorized into two measures namely the degree to which the entrepreneurs take risks (Miller & Friesen, 1983) 

and how entrepreneurs distribute or mitigate risk. Leveraging contingencies were coded as the degree to which an 

entrepreneur is willing to modify a product as well as customize it according to the openness, organicity and 

transformational leadership style. This meta analytical research study also found that the other two principles of 

effectuation such as partnership and leveraging contingency were found to have a positive and significant 

relationship with venture performance, whereas affordable loss was found to have an insignificant relationship 

with the venture performance (Read et al, 2009). 
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III. PROPOSED FRAMEWORK 

Based on the past research studies the authors of this research study has proposed this model which incorporates 

a serial mediation approach. 

 

 

  

 

 

 

  

 

 

 

 

 

 

 

 

IMPLICATIONS  

 

 

The basic purpose of this research study is to encourage research in the field of effectual entrepreneurial research. 

The authors of this paper explored the antecedents of effectuation and the relationship between the discovery of 

opportunity & new venture performance and innovation orientation & new venture performance with a mediating 

role of the principles of effectuation. Through this paper the authors developed a serial mediation model 

highlighting the serial mediation role of the variables namely effectuation and technology orientation. This paper 

is a comprehensive study of all the major variables related to the study of effectual principles. The model 

developed in this study might be used by future researchers for validating it empirically. 

A through and deep understanding of the factors impacting effectuation, the relationship between the effectuation 

and new venture performance and the relationship between effectuation and new venture performance with a 

mediated role of technology orientation is considered to be of great importance to policy makers and practitioners 

as well as academicians. Thus the authors state that opportunity must be identified through proper means in an 

innovative way by applying effectual principles with the incorporation of latest technology for the successful 

functioning of the firm.    
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