How do motivational factors influence entrepreneurs’ perception of business

opportunities in different stages of entrepreneurship?

Abstract

The purpose of this paper is twofold: first, it analyses the relationship between optimism about
the emergence of future entrepreneurial opportunities and the length of the entrepreneurial
experience; second, it aims to identify the external factors that can moderate this relationship.
Our empirical analysis is conducted on a cross-national sample of 450,000 individuals drawn
from the Adult Population Survey (APS), which is collected by the Global Entrepreneurship
Monitor (GEM) consortium and covers the period from 2009 to 2011. Our results find an
inverted U-shaped relationship between the length of the entrepreneurial experience and our
indicator of optimism. Additionally, the relationship between optimism and length of
entrepreneurial experience is conditioned by a set of external-factor moderators, such as social
capital and the individuals’ perception of how valued entrepreneurship is as a career choice in
their country.
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Introduction
Over the last decade or so, entrepreneurship research has started to focus on the ‘mental maps’
individuals use to process external information in an attempt to reconstruct how entrepreneurs
develop the unique knowledge structures (either scripted or heuristic) they use to assess
potential entrepreneurial opportunities (Cooper and Saral, 2013; Grégoire et al., 2011; Baron,
1998; Mitchell et al., 2007; Mitchell et al., 2004; Chell, 2000; Lazear, 2004; Busenitz and
Barney, 1997; Busenitz and Law, 1996). A key insight from this literature is that entrepreneurs
tend to be subject to various biases (including over-optimism and over-confidence) when
assessing potential opportunities (Baron, 2000; Gaglio, 2004; Groves et al., 2011; Haynie et al.,
2010; Markman et al., 2002; Mitchell et al., 2002; Storey, 2014; Shook et al., 2003; Pillai, 2010).
Moreover, many papers have found that entrepreneurs tend to be more optimistic about the
future prospects of existing opportunities than non-entrepreneurs (e.g., Wright et al., 1997;
Cooper et al., 1988; Keh et al., 2002).

Within this broad literature, some studies have started to focus on the role that previous
entrepreneurial experience has in shaping optimism about the perceived attractiveness of

existing opportunities among entrepreneurs. Jovanovic (1982) and Ucbasaran et al. (2009) point



out that entrepreneurs learn about their abilities by running a business and changing their
behaviour in response to their experience. However, the results from this literature have not
offered a clear picture of the direction of the relationship between optimism and previous
entrepreneurial experience. Some researchers have argued that learning and reflecting upon past
entrepreneurial experience may make entrepreneurs more optimistic than their less experienced
counterparts (Ucbasaran et al., 2010). By contrast, other authors have pointed out that the two
types of entrepreneurs are not directly comparable as experienced entrepreneurs develop unique
knowledge structures that allow them to assess the perceived attractiveness of an opportunity
differently than novice entrepreneurs (Mitchell et al., 2000; Smith et al., 2009; Ucbasaran et al.,
2010). Indeed, researchers have observed that experienced entrepreneurs may assess their own
capabilities in managing the nascent venture and overcoming future difficulties differently from
those of early-stage entrepreneurs (Levinthal and March, 1993; McMullen and Shepherd, 2006;
Landier and Thesmar, 2009). Alternatively, DeTienne et al. (2008) and Dawson and Henley
(2013) have pointed out that this is not always the case: some entrepreneurs realise that they
have not assessed correctly the attractiveness of a business opportunity, adjust their thinking,
and consequently adopt a different perspective on whether it is worth pursuing. In this context,
Ucbsaran et al. (2010) have tried to reconcile these two positions, pointing out that the type of
experience an entrepreneur has (e.g. whether it is successful or unsuccessful) conditions their
level of optimism. Dawson and Henley (2013), however, point out that such research is
incomplete and more analysis is needed to clarify how past entrepreneurial experience is
associated with optimism.

We suggest that past research in this field has overlooked two factors when analysing the
relationship between optimism and entrepreneurial experience. First, it is not previous
entrepreneurial experience that matters per se but rather the length of this experience. Indeed,
learning to recognise the potential prospects of an entrepreneurial opportunity requires time
(Dimov, 2007; McCann and Vroom, 2015), and this process may affect the expectations
individuals have about a potentially profitable opportunity. Second, we suggest that the
relationship between optimism and entrepreneurial experience may be conditioned by a set of
additional moderators that may make individuals more inclined to be optimistic about the
potential of existing entrepreneurial opportunities. To clarify this point, it is important to start
from one of the main tenets of social cognitive theory (Bandura, 1986; Wood and Bandura,
1989), which suggests that the cognitive process behind the recognition of opportunities (and
the related optimism about future opportunities) is influenced by certain moderators (Carsrud
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individuals to overlook costs associated with an entrepreneurial opportunity, and this may
generate a positive view of the emergence of future entrepreneurial opportunities. A few studies
have shown how moderators may influence the process of opportunity recognition (Rabin, 1998;
Baron, 1998 and Brailey et al., 2001), but not too much is known about the relative importance
of external factors in influencing the optimism individuals have about possible future
opportunities. In addition, we argue that a variety of moderators may influence the relationship
between optimism and length of entrepreneurial experience. For example, the desire to emulate
existing entrepreneurs may be important for non-entrepreneurs or for inexperienced
entrepreneurs, but not so much for experienced entrepreneurs.

Against this background, the purpose of this paper is to contribute to the existing literature
on optimism among entrepreneurs — which considers the length of entrepreneurial experience
and moderators as key factors — by addressing the following research questions: (a) How does
the length of the past entrepreneurial experience influence optimism among entrepreneurs? (b)
How do external-factor moderators affect the relationship between the length of entrepreneurial
experience and optimism about the emergence of future entrepreneurial opportunities?
Importantly in our analysis, we focus on a specific type of optimism—namely, optimism about
the emergence of future entrepreneurial opportunities, which is commonly analysed in this
literature (Schmitt et al., 2013; Zacher and Frese, 2011).

Our empirical analysis is conducted on a cross-national sample of 450,000 individuals drawn
from the Adult Population Survey (APS), which is collected by the Global Entrepreneurship
Monitor (GEM) consortium and covers the period from 2009 to 2011. Additionally, the sample
includes 35 countries. This large geographical coverage ensures that we can easily deal with
cross-country (fixed) factors that can potentially influence our dependent variable. The use of
this database, unlike other studies, allows us to have an integral vision of how optimism and
length of experience relate to each other. The APS classifies individuals according to the length
of their entrepreneurial experience by distinguishing potential entrepreneurs, novice
entrepreneurs, and experienced entrepreneurs based on the length of their experience by using
cut-off points that are commonly used by the entrepreneurship literature. To examine the
relationship between optimism and length of entrepreneurial experience we use regression
analysis, complemented by the relationship critical test by Liu et al. (2009) to further corroborate
our findings.

The structure of the paper is as follows. In Section 2, we present the conceptual framework
and Hypotheses. Section 3 describes the dataset and the variables. The results are presented in

Section 4. Finally, some concluding remarks are offered in Section 5.



Theoretical Framework and Hypotheses

Cognitive perspectives and the entrepreneur

Cognitive perspectives refer to the perceptions, analyses, and interpretations of the
circumstances in which an action takes place (Baron, 1998; Busenitz and Barney, 1997;
Grégoire et al., 2011; Mitchell et al., 2004; Mitchell et al., 2007). Scholars have recently turned
to cognitive psychology to provide the psychological underpinnings of entrepreneurial
behaviour (Ucbasaran et al., 2010). Entrepreneurship research that is based on the principles of
cognitive psychology has become a significant sub-field (Baron, 2004; Mitchell et al., 2002;
Ucbsaran et al., 2010). Mitchell et al. (2002, p. 97) defined entrepreneurial cognitions as ‘the
knowledge structures that people use to make assessments, judgments, or decisions involving
opportunity evaluation, venture creation, and growth’. Further, Grégoire et al. (2011) pointed
out that cognitive theory can be separated into two streams: one that focuses on cognition
structures and one that focuses on cognition processes. The cognition-structures stream refers
to gained knowledge while the cognition-processes stream deals with the processes of receiving
and using knowledge. In our paper, we focus on cognitive processes, building on several studies
that suggest there are aspects of cognition that may play a key role in certain stages of the
entrepreneurial process and explain some differences between entrepreneurs and non-
entrepreneurs (Baron, 1998; Douglas, 2009; Douglas and Shepherd, 2002).

Studies focusing on entrepreneurial cognition emphasise the use of heuristics by
entrepreneurs (Baron, 2004). The result is that their decision-making and perceptions of the
world around them are affected by several cognitive biases, such as over-optimism, over-
confidence (i.e. belief in their ability to bring about a given result), and representativeness (i.e.
willingness to generalize from a small number of observations) (e.g., Brinnback and Carsrud,
2009; Krueger, 2007; Mitchell et al., 2002, Mitchell et al., 2004; Mitchell and Shepherd, 2010;
Chaston and Sadler-Smith, 2012; Gorgievski and Stephan, 2016). Some studies have shown that
entrepreneurs can be over-confident about their capabilities and over-optimistic about potential
business opportunities (De Meza & Southey, 1996; Helweg-Larsen and Shepperd, 2001;
Koellinger et al., 2007; Storey, 2014; Ucbasaran et al., 2010). This means they underestimate
risks, so they may have the tendency to perceive profitable business opportunities even though

they may turn out not to be so.

Optimism, entrepreneurship, and business opportunities



The role of subjective opinions in business decision-making is at the heart of a significant part
of the literature on entrepreneurship (DeTienne et al., 2008; Ucbasaran et al., 2010; Dawson and
Henley, 2013). Cognitive entrepreneurship literature suggests entrepreneurs may deduce too
much from limited information and become over-confident in their judgments (Brailey et al.,
2001; Dawson and Henley, 2013). This can be particularly relevant when trying to identify
business opportunities.! Recognising opportunities can be a long process which is articulated
in two stages: first, individuals try to make sense of new information and eventually form beliefs
on whether or not to enact a course of action; second, they follow the chosen course of action if
they believe it could lead to a certain benefit. In both stages, personal expectations about the
future influence individuals’ assessment of the initial stream of information, as well as the future
costs and benefits associated with the choice of a specific course of action.

Traditionally, the expectation that positive things will happen in the future is defined as
optimism (Carver and Schider, 2003; Rego et al, 2012). In this paper, we will follow the
conceptualization of optimism suggested by Zacher and Frese (2011), Ucbasaran et al (2010)
and Wood et al. (2015). They focus on the perception and expectations of entrepreneurs with
respect to the emergence of future business opportunities. Their view is that individuals focus
on opportunities and optimism refers to their positive perceptions and expectations about the
future benefits associated with these opportunities. First, this is a specific or situational
perspective of optimism which assumes that optimism may vary over time, along with the
several dimensions that make it up. Therefore, Tiger (1979, p.18) identifies optimism as an
‘attitude associated with an expectation about the social or material future’ (Tiger, 1979, p.18).
Second, optimism is linked to specific circumstances and objectives and therefore it is a
multidimensional concept. Indeed, the optimism of the entrepreneur draws from a variety of
dimensions, like the outcome of the opportunities’ search (Ucbasaran et al, 2010), the resources
and skills that the entrepreneur assumes are needed for the development of a business project
(Wood et al., 2015), as well as her personal attitude towards success (Storey, 2011, Westhead
and Wright, 2011).

Optimism and entrepreneurial experience
The literature on cognitive entrepreneurship and opportunity recognition suggests that

entrepreneurs identify opportunities by using cognitive frameworks that vary immensely,

! Please notice that in this paper, we do not distinguish between first-person opportunity and third-person
opportunity since the focus is on generic business opportunities (McMullen and Shepherd, 2006).



depending on the different experiences of individuals (Allison et al., 2000; Baron and Ensley,
2006; Huber et al., 2014). Cognitive research suggests that prior experience can interfere with,
and cause biases in, thinking and learning (Bazerman, 1990; Fraser and Greene, 2006), implying
that optimism could vary with the length of the experience. In this context, the literature provides
contradictory arguments regarding the influence of experience on optimism in identifying
opportunities.

Regarding the effects of entrepreneurial experience on the optimism, we anticipate that there
is an inverse U-shaped relation between entrepreneurial experience and optimism. Firstly, less
experienced entrepreneurs are more prone to over-optimism (Baron, 1998; Sanchez, 2012):
indeed, Grégoire et al., (2010) and Mitchell et al. (2002a) have suggested that novice
entrepreneurs might have an immature image of the obstacles and threats involved in the
development of a new venture, and will be more likely to misjudge the future profitability of
potential entrepreneurial opportunities than experienced entrepreneur (Baron, 1998; De Meza
& Southey, 1996; Helweg-Larsen and Shepperd, 2001; Ucbasaran et al., 2010). Second, some
scholars have argued that optimism will increase with experience, as a consequence of learning
while working for the business. Jovanovic (1982) argued that entrepreneurs gradually learn
throughout their experience by engaging in the actual running of a business and changing their
behaviour over time. Wright et al. (1998) and Ucbasaran et al. (2010) point out that the
experience acquired through having started multiple new ventures offers benefits in terms of
developing contacts (Danson, 1999), discovering the most appropriate sources of financing
(Starr and Bygrave, 1991), learning managerial and technical skills (Wright et al., 1998), and
identifying emerging market segments (Wright et al., 1997). Consequently, there is an increase
in entrepreneurial self-efficacy (Zhao et al., 2005) and therefore, from this perspective,
experience actually increases the optimism of the entrepreneur in their search for opportunities.
However, Fraser and Greene (2006) and Ucbasaran et al. (2010) point out that this initial
optimism about opportunities declines when the entrepreneur acquires more experience.
Mitchell et al. (2000) found that the cognitive frameworks of experienced entrepreneurs become
clearer and richer with experience compared to those used by novice entrepreneurs, and they
tend to have more realistic perceptions of potentially profitable business opportunities. In
addition, their heuristics change over time as they gain experience with the result that their
expectations are better aligned to the actual future profitability of projects (Mitchell et al., 2007;
Douglas, 2009). Evidence has shown that most of the start-ups do not last longer than 3.5 years
(Amor6s and Bosma, 2014; Shane, 2009), and in most cases those entrepreneurs should modify

aggressively their initial thoughts or strategies to continue to be competitive (Douglas, 2009).



Vice versa entrepreneurs, who have been working in the same industry for a considerable period
of time, should have a realistic understanding of the benefits that opportunities can bring
(Johnson, 2004; Shane, 2009). Thus, we hypothesize that the relationship between optimism
and experience changes during the entrepreneurial process and most of the biases affecting
novice entrepreneurs should be reduced to an equilibrium state where entrepreneurial optimism
is aligned with realistic future scenarios. Combined together these arguments suggest that there
is a turning point in the relationship between experience and optimism about entrepreneurial

opportunities above which optimism declines with experience. Hence, we propose:

Hypothesis 1: Optimism is an inverse U-shaped function of entrepreneurial experience so that

mature entrepreneurs will be less optimistic than potential entrepreneurs.

Optimism and entrepreneurial experience: the moderating effect of external factors

The literature on cognitive entrepreneurship suggests that individuals’ attitudes towards
entrepreneurship are shaped by internal and external motivators (Riketta and Nienaber, 2007;
Carsrud and Brinnback, 2011; Fehr and Falk, 2002; Oosterbeek, 2010). In our paper, we are
going to concentrate on external motivators i.e. the external factors that reward behaviour. More
specifically, we suggest that they moderate the relationship between optimism and length of
entrepreneurial experience. External factors include financial reward and/or societal acceptance
(Ryan and Deci, 2000; Walker and Brown, 2004; Ozgen and Baron, 2007). Individuals who live
in countries or communities where entrepreneurship is considered an acceptable career option
may tend to underestimate the costs associated with potential opportunities (Ryan and Deci,
2000).2 According to Carsrud et al. (2009) and Baron (2002), role models (i.e. existing
successful entrepreneurs) may affect the perception individuals have about entrepreneurial

opportunities (Ozgen & Baron, 2007). Hence, we propose:

Hypothesis 2: External factors moderate the relationship between optimism about the

emergence of opportunities and entrepreneurial experience.

Some empirical studies have suggested that the role of external factors in influencing

entrepreneurs’ behaviour and attitudes varies with their experience (Ryan and Deci, 2000;

2 According to Davidsson (2015), opportunity confidence refers to the subjective evaluation of the attractiveness—
or lack thereof—of a stimulus as the basis for entrepreneurial activity (p.675).



Walker and Brown, 2004). Novice entrepreneurs tend to be driven by external factors (e.g.,
financial rewards) in their activities, whereas internal factors may be more important for
experienced entrepreneurs who may wish to pursue an opportunity to prove their capabilities
(e.g., McMullen and Shepherd, 2006). Thus, being acquainted with other entrepreneurs or the
existence of cultural support to entrepreneurship may affect the optimism that novice
entrepreneurs have about future opportunities. Along this line, Tichy (2004) and Lee et al.
(2008) point out that novelty can lead novice entrepreneur to diversify their goals, producing a
substitution effect leading to over-optimism about other opportunities, and decreasing the level
of optimism about current opportunities. Moreover, novice entrepreneurs tend to use less
structured mental maps when assessing potential opportunities because of their lack of
experience, producing external factors that affect their optimism with a greater variability
(Allison et al., 2000; Baron and Ensley, 2006). Among experienced entrepreneurs external
support is mostly used to confirm information and beliefs (Mitchell et al., 2007; Gibson and
Sanbonmatsu, 2004; Mitchell et al., 2000). In other words experienced entrepreneurs will

discard information that is not consistent with the existing beliefs. Hence, we propose:

Hypothesis 3: The moderating effect of external factors on the optimism about the emergence
of opportunities varies with the entrepreneurial experience so that for the same level of external

factors, mature entrepreneurs will be less optimistic than potential entrepreneurs.

Methods
For the empirical analysis, the main data source is the pooled APS, which covers 35 countries
over the period 2009-2011. The final number of observations is 459,581.

The APS is assembled by the GEM research consortium and is designed to capture
information about respondents’ involvement in venture creation as well as their motives and
aspirations toward entrepreneurship. In this respect, it is a quite unique data resource as it
captures start-up efforts at a very early stage as well as information about established businesses
(Reynolds et al., 2005). The APS is the main source of information about entrepreneurship at
the cross-national level as it provides internationally comparable data on entrepreneurial
activities across the world. Unsurprisingly, it has been widely used to identify the drivers of
entrepreneurship in cross-national settings (Alvarez et al., 2014; Amords and Bosma, 2014;
Koellinger, 2008).

As a dependent variable, we will use optimism in the recognition of entrepreneurial

opportunities. As we have pointed out above, we conceptualize optimism using linkages with



specific circumstances and objectives, and we assume it is a multidimensional variable (Zacher
and Frese, 2011, Ucbasaran et al, 2010, Wood et al., 2015). Therefore, to capture optimism, a
cumulative index is needed as pointed out by Acs et al. (2014) and Driver and Guedes (2012).
The APS-GEM questionnaire contains a set of questions on the entrepreneurial perception of
opportunities, skills, and resources, as well as questions on attitude. More specifically,
respondents are asked whether they agree with the following three statements: (i) In the next six
months there will be good opportunities for starting a business in the area where you live; (i1)
You perceive yourself to have the knowledge, skills, and experience required to start a new
business; and (iii) Fear of failure would not prevent you from starting a business. The variables
range originally between -2 to 2 (refused to answer, N/A, no, yes); however, we have dropped
the observations corresponding to individuals who refused to answer the question or for whom
the question was not applicable®. Following Acs et al. (2014), we then combine the replies to
these three variables and create a cumulative index for optimism that varies from 0 to 3;
individuals are considered optimistic if they agree with all of them.

Methodologically, a cumulative index requires: (a) that the components of the index be
uncorrelated (Miller, 1996, 1986); (b) that the scales of the variables be harmonised; and (c) that
the cumulative index reflects the behaviour of the population (Acs et al., 2014). Our index
satisfies all the requirements. First, the three components of the index are not correlated as the
Cronbach’s Alpha is lower than 0.6. Second, the scale of the variables is consistent with each
other. Finally, the index reflects the behaviour of the population as suggested by the results of
the ANOVA analysis conducted on the full data-set.

As for the independent variables, we created a set of binary indicators to distinguish first
between entrepreneurs and non-entrepreneurs and then between 1) potential entrepreneurs 2)
nascent entrepreneurs (business duration from zero to three 3 months) and non-entrepreneurs,
3) baby entrepreneurs (business duration from three months to three-and-a-half years) and non-
entrepreneurs, and 4) established entrepreneurs (business duration more than three-and-a-half
years) and non-entrepreneurs. This classification of entrepreneurs as well as the employed cut-
off points has been suggested by Reynolds et al. (2005, p. 209) and is commonly used by the
literature on entrepreneurship. Two variables were included as moderators in the empirical
analysis. The first variable proxies individual-level social capital; respondents were asked to
respond to the following question: Do you know someone personally who started a business in

the past 2 years? The variable ranges originally between -2 to 2 (refused to answer, N/A, no,

3 The total number of deleted observations is 124,800 representing 27% of the original database.



yes) and tries to capture the possibility that role models may influence optimism among
respondents (Amor6s et al., 2013; Arenius and Minniti, 2005; Scherer et al., 1989). In our
analysis, by contrast, we discarded the individuals who refused to answer and for whom the
question was not applicable, and created a dummy variable taking the value of 1 for individuals
who responded ‘yes’ and O otherwise. The second moderator (i.e. societal acceptance of
entrepreneurship as a career option) captures respondents’ perceptions about the extent to which
entrepreneurial activities are socially accepted. This individual-level variable was constructed
by combining the answers to the following questions: (i) Do you agree that most people consider
entrepreneurship a desirable career choice?; (ii) Do you agree that successful entrepreneurs have
a high social status?; and (iii) Do you agree that cases of successful entrepreneurship have plenty
[of] media attention? The index varies by individuals and has four values: 0 if the respondent
replies ‘no’ to all three questions, 1 if he or she replies positively only to one question, 2 if the
respondent replies ‘yes’ to two questions, and 3 if the respondent replies positively to all
questions. In addition, in this empirical specification, we controlled for gender, (the log of) age,
as well as the year the survey was administered. Gender was coded as a dummy variable taking
the value of O for females and 1 for males. Finally, we included a set of country dummies to
control for time-invariant factors that may be correlated to our dependent variable.

Table 1 presents the main descriptive statistics for our variables while the correlation matrix

is presented in Table 2.

Before it tested the hypotheses, we calculate variance inflation factors (VIFs) for each
predictor variable to check for multicollinearity. VIF values greater than 10 indicate reasons for
concern due to collinearity among the variables, and tolerance values less than 0.1 indicate
collinearity among variables. The VIFs values were below the value of two, indicating that
multicollinearity was not an issue in our analysis. Therefore, our values do not suffer from

collinearity.

Results

The results are presented in Table 3 and 4. Table 3 presents the results of seven models,
estimated using OLS. Model 1 is the baseline model that captures the relationship between
optimism and the entrepreneurial status of the individual, whereas Models 2—7 model the
relationship between optimism and the length of entrepreneurial experience of each respondent.

Table 4 shows the same models where moderators (i.e., social capital and societal acceptance



of entrepreneurship) are included as additional variables. We estimated a set of models that
include the interaction term between each proxy of the length of entrepreneurial experience and
each moderator.

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

Minniti, 2006).

Both Table 3 and Figure 1 suggest that entrepreneurs tend to be more optimistic than non-
entrepreneurs. Indeed, the results of the regression model suggest a positive association between
optimism and entrepreneurial experience (Models 3 to 6). These results are consistent with
previous studies and with the general notion that entrepreneurs appear to structure the reality
they live in differently than non-entrepreneurs (Brannback and Carsrud, 2009), either in terms
of entrepreneurial opportunities, (Douglas, 2009, Grégoire et al., 2010; Groves et al., 2011;
Haynie et al., 2012), or in terms of perceived costs and risks (Koellinger et al., 2007; Elfving et
al., 2009. However, this is not the case among non-entrepreneurs. Figure 1 shows that the value
of the optimism index is null among non-entrepreneurs: this may explain their lack of interest
in possible entrepreneurial opportunities and their desire to look for, for example, other work
alternatives (Arranz et al., 2018).

Regarding the effect the experience in the opportunism and experience, the results in Table
3 confirm Hypothesis 1. Models 3—7 suggest an initial increase of the optimism between
potential and nascent entrepreneur, however as individuals become more experienced, they are
less likely to score high on the index of optimism, confirming the inverse U-shaped relationship
between optimism and experience. In addition, we use the test suggested by Liu et al. (2009) to
identify which models perform better in explaining the variance of the dependent variable. More
specifically, we compared the adjusted R? of the different regression models. For example, if
we compare the R? of Model 7 vs the R? of model 5 and Model 4 respectively, we find that
R2Model7- R2Modets = 0.220 - 0.155 = 0.065, while the equivalent figure when comparing Model 7
against Model 4 is (0.220- 0.161) = 0.059. Since AR?Model7-Models > AR?Mode7-Modeld, We can
conclude that the contribution of the variable ‘nascent entrepreneurs’ to explaining the variance

of the dependent variable is larger than the contribution of the variable ‘baby business’. We



have done the same for all the other variables of interest (potential, nascent, baby and
established) in Table 3. These results confirm Hypothesis 1, taking into account the coefficients
of the regression model and the contribution of the variance explained. This is a clear
contribution of the paper to the literature. Indeed, while there are studies arguing that
entrepreneurs’ subjective knowledge and intuition are shaped by experience (e.g., Kor et al.,
2007), and that individuals with no prior business-ownership experience detect fewer
entrepreneurial opportunities (e.g., Baron, 2006), our results suggest that optimism about the
emergence of generic business opportunities is not enhanced by experience. Figure 1 shows that
the value of the optimism index decreases as entrepreneurs become more experienced.

Table 4 re-examines the relationship between experience and optimism, but this time we
include external moderators among the regressors. The results are similar to those reported in
Table 3 and, indeed, the shape of the relationship between the optimism index and the length of
entrepreneurial experience (Figure 2) is remarkably similar to what we observe in Figure 1. In
addition, each proxy for social capital and social acceptance of entrepreneurship is significant
and positive. As mentioned above, we have interacted the moderators with each indicator of the
type of entrepreneur, testing the effect of the length of the entrepreneurial experience and the
interactions with the moderators (Table 5). The results show that these variables are significant
and confirm that external moderators condition the relationship between the optimism index and

length of entrepreneurial experience—thus supporting Hypotheses 2.

Table 5 shows how each moderating variable affects the relationship between
entrepreneurial experience and optimism (Hypothesis 3). In line with what we expect from
Hypothesis 3, the results show that the impact of each moderating variable varies the length of
the entrepreneurial experience. For example, model 7 in table 5 suggests that societal acceptance
moderates the relationship between optimism and potential entrepreneurship and nascent
entrepreneurship. Thus, societal acceptance has a positive impact on optimism among potential
entrepreneurs and a negative impact among nascent entrepreneurs. In addition, among
experienced entrepreneurs, the interaction term is not significant. Furthermore, Model 7 in Table
5 also suggests that the joint effect of social capital and length experience moderates the

optimism, but we observe a variability in the coefficients of the regression model. This suggests

4 The optimism values are 0.060 for potential entrepreneurs in Model 7 (0.047+0.013); and 0.023 for nascent
entrepreneurs (0.047-0.024).



that the overall impact of social capital reduces the optimism, but the more experienced the
entrepreneur is, the less important social capital is as a moderating effect’. Figures 3 and 4
summarize these findings graphically. Figure 3 shows how the relationship between optimism
and entrepreneurial experience varies among individuals that belong to communities where
entrepreneurship is accepted as a career option. Figure 4 shows that the relationship between
optimism and entrepreneurial experience when the moderating effect of social capital is taken
into account. Both sets of results suggest that external moderators have a larger impact on
optimism among less experienced entrepreneurs than among the more experienced ones. The
results are in line with the works Allison et al. (2000) and Baron and Ensley (2006), who show
that novice entrepreneurs have greater variability in the optimism than experienced
entrepreneur, as consequence, novice entrepreneurs tend to use less structured mental maps

when assessing potential opportunities because of their lack of experience.

Discussion and Conclusions
The present study expands the research on entrepreneurship in a number of ways. Firstly, it
provides evidence that supports claims in the literature about the nature of entrepreneurial
opportunities. Entrepreneurs’ actions are driven primarily by their perceptions (Arenius and
Minitti, 2005). Moreover, even when these perceptions are influenced by external factors, the
definition of a good opportunity is personal and it is only nurtured by external factors that shape
these interpretations. This is likely to be especially true for potential and nascent entrepreneurs
who are looking to start businesses under the biases of entrepreneurial lenses (Douglas, 2009)
and entrepreneurial euphoria (Cooper et al., 1988). Entrepreneurs tend to be significantly more
optimistic than non-entrepreneurs, so it seems they use their subjective interpretations to give
meaning to objects and situations, as well as using concepts to connect the dots (Baron, 2006).
For example, desiring to set up a business may increase entrepreneurs’ likelihood of discovering
business opportunities since they are in an active state of entrepreneurial alertness.

Secondly, the paper helps to clarify the relationship between optimism and experience. Much
of the venture-creation process involves seeking and processing information, which makes this

activity critical in entrepreneurship (Kirzner, 1979). Some studies have argued that experienced

5 Also, the optimism values are 0.19 for potential entrepreneurs (0.328-0.138); 0.226 for nascent entrepreneurs
(0.328-0.102); 0.27 for baby business (0.328-0.057); and 0.278 for established business (0.328-0.050).



entrepreneurs—given their exposure to customers, competitors, and suppliers, among others—
tend to have a more external orientation as they are more aware of external pressures and
challenges (e.g., Cooper et al., 1995). Other studies, however, have suggested that entrepreneurs
fail to incorporate external information into their decision-making process since they believe
they can successfully pursue an opportunity independently of the environment (e.g., Mitchell
and Shepherd, 2010). This phenomenon is intensified for entrepreneurs with successful prior
ventures, such as serial entrepreneurs. Consequently, the balance between personal attitude and
external environment as the drivers of entrepreneurs’ behaviours seems to be incomplete, at
least in regard to the role experience plays in influencing each one. Further, Grégoire et al.
(2011) observed that it is not totally clear whether entrepreneurs’ cognitive differences originate
from idiosyncratic factors and events that precede their efforts and actions or from the very
experience of undertaking entrepreneurship (Foo et al., 2009). In this regard, our results have
shown that experienced entrepreneurs are less optimistic than novice entrepreneurs, and we find
an inverted U-shaped relationship between entrepreneurial experience and optimism
(Hypothesis 1). Individuals with entrepreneurial intentions and early-stage entrepreneurs (i.e.,
entrepreneurs in the subsequent stages of the entrepreneurial process) can be optimistic in
comparative terms about business opportunities, skills, and capabilities. While this study has
not focused on why some individuals choose to become entrepreneurs (Baron, 2004; Mitchell
etal., 2007; Simon et al., 2000), the fact that mature entrepreneurs are less likely to be optimistic
than novice entrepreneurs suggests that entrepreneurial experience can make a difference in the
way individuals perceive business opportunities and their capabilities.

Lastly, we find that the relationship between optimism and length of entrepreneurial
experience is conditioned by external moderators (Hypotheses 2 and 3). Our findings suggest
that entrepreneurs who live in communities where entrepreneurship is perceived as a respectable
career option (i.e. entrepreneurship is culturally supported) are not more optimistic than those
who live in areas where there is no cultural support for entrepreneurship. The findings on the
importance of social capital are quite interesting: potential and novice entrepreneurs who work
in communities where there is an informal support network for entrepreneurs tend to be less
optimistic about future entrepreneurial opportunities than those who do have access to these
informal networks. Knowing other entrepreneurs personally reduces the likelihood of having
optimism. Moreover, the effect of these external factors vary in relation to entrepreneurial
experience. This effect decreases in the case of experienced entrepreneurs, where the reduction
of optimism is lower than in the case of novice entrepreneurs, showing the low permeability of

the experienced entrepreneur before external factors.



As with every study, there are some limitations to be considered, such as the variables used
to capture each concept, such as optimism or social capital, among others. Despite this issue,
every variable included in this study has been used in previous research (e.g. Koellinger et al.,
2007; Arenius and Minitti, 2005). In this sense, they have academic support and reliability
(Alvarez et al., 2014; Amord6s et al., 2013)—even if it may be more fruitful to capture more
aspects involved in each construct. This study provides a better understanding of the likelihood
of over-optimism about perceptions of future business opportunities during several
entrepreneurial phases. However, it is not possible to speculate about any change (i.e., increase
or decrease) in the degree of optimism in different entrepreneurial stages or about how
entrepreneurs increase or decrease their over-optimism as they go through different
entrepreneurial phases. It is important to consider that optimism was evaluated using a set of
variables, none of which suggest that we are measuring a threshold about the positive or negative
influence on opportunity recognition. As a result, there is no information about the degree of
the measured construct. Further, since this study does not use panel data, it is not possible to
infer information about individuals’ progress through the entrepreneurial process.

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

acceptable reliability and validity).
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Table 1: Descriptive Statistics

Std.

Variable Name Variable Description Mean Dev. Min Max
Age Age (years) 42.54 14.948 18 99
Gender Gender Male = 1 and female = 0 0.48 0.5 0 1
Optimism Composite index computed by using

replies to 3 questions on startup skills, the

perception of future business opportunities

and fear to fail. 1.51 0.963 0 3
Social capital You know someone personally who started

a business in the past two years. Dummy

variable with agree = 1 and disagree =0 0.36 0.481 0 1
Societal acceptance Societal acceptance of entrepreneurship as

a career option. 1.94  0.965 0 3
Non-entrepreneurs  Non-entrepreneurs (with no previous

entrepreneurial experience) 0.841 0.365 0 1
Potential You are, alone or with others, expecting to
entrepreneurs start a new business, including any type of

self-employment, within the next three

years. Dummy variable with agree = 1 and

disagree =0 0.18 0.38 0 1
Nascent Actively involved in start-up effort, owner,
entrepreneurs and no wages yet. Dummy variable with

yes=1and no=0 0.05 0.215 0 1
Baby business Manages and owns a business that is up to

42 months old. Dummy variable with yes

=landno=0 0.04 0.198 0 1
Established Manages and owns a business that is older
business than 42 months. Dummy variable with yes

=]landno=0 0.07 0.262 0 1




Table 2: Correlations among Independent Variables

Variables 1 2 3 4 5 6 7 8
Gender 1

Age (log) 0.033%* 1

Non-entrepreneurs 0.113%* -0.011%* 1

Potential entrepreneurs -0.070%** -0.208** -0.214%* 1

Nascent entrepreneurs -0.049%** -0.068** -0.511%*%  0.255%* 1

Baby business -0.041%*  -0.060%*  -0.473%F  0.112*%*  -0.004** 1

Established business -0.093** 0.080%* -0.659**  -0.030*%*  -0.020%*  -0.049%* 1

Societal acceptance -0.001 -0.048+* -0.053**  (0.132%%* 0.047%* 0.041%* 0.006** 1
Social capital -0.097**  -0.158**  -0.193*%*  (0.201%** 0.129%* 0.121%** 0.085** 0.044**

; ¥¥p < 0.005; #*+*p < 0.001



Table 3: Length of Entrepreneurial Experience and Optimism

Dependent Variable (Optimism about Future Business Opportunities)

Control Variables Model 1 Model 2 Model 3  Model4 Model 5  Model 6  Model 7
Gender -0.272%%%* -0.219%*%* -0.244%%% - .0.259%*F*  .0.263*** -0.248*%** -(0.201***
(log) Age -0.045%*%* -0.074%#%%* -0.030%**  -0.032%** -0.038*** -0.083***  -0.004
Year dummies Yes Yes Yes Yes Yes Yes Yes
Country dummies Yes Yes Yes Yes Yes Yes Yes
Independent Variables

Non-entrepreneurs -0.558#%%*

Potential entrepreneurs 0.502%* 0.43 %%
Nascent entrepreneurs 0.558%** 0.466%**
Baby business 0.490%** 0.527%**
Established business 0.417#%%  0.461***
Adjusted R2 0.144 0.191 0.182 0.161 0.155 0.158 0.220
Number of observations 459581 459581 459581 459581 459581 459581 459581

*p < 0.010; **p < 0.005; ***p < 0.001
Note: OLS coefficients are reported in the table.

Figure 1: Length of Entrepreneurial Experience and Optimism about Future
Entrepreneurial Opportunities.
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Dependent Variable (Optimism about Future Business Opportunities)

Control Variables Model 1  Model 2 Model3 Model4 ModelS Model 6 Model 7
Gender -0.219%%%* -0.183#%%* -0.204%%*%  -0.212%**  -0.214%**  -0.203*** -0.171%**
(log) Age 0.021#%%* -0.023#%%* 0.077#%*%  0.027%*%*%  0.023%*%* -0.017**%* (.034%**
Year dummies Yes Yes Yes Yes Yes Yes Yes
Country dummies Yes Yes Yes Yes Yes Yes Yes
Independent Variables

Non-entrepreneurs -0.448#%%

Potential entrepreneurs 0. 388%*** 0.361%**
Nascent entrepreneurs 0. 426%** 0.397%**
Baby business 0.361%** 0.441%**
Established business 0.313%**  (.391%*%%*
Societal acceptance 0.056%** 0.056%** 0.048%***  0.055***  0.056***  0.057***  0049***
Social capital 0.371%#%%* 0.314%#%%* 0.329%%*  (0.348***  (.356%*%*  (.358***  (.276%**
Adjusted R? 0.194 0.226 0.220 0.206 0.201 0.203 0.249
Number of observations 192399 192399 187632 192399 192399 192399 187632

*p < 0.010; **p < 0.005; ***p <0.001
Note: OLS coefficients are reported in the table.

Figure 2: Length of Entrepreneurial Experience, Optimism about Future

Entrepreneurial Opportunities, and Moderators.
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Table 5: Length of Entrepreneurial Experience, Optimism about Future

Entrepreneurial Opportunities, Moderators and Interactions, OLS Estimates

Dependent Variable (Optimism about Future Business Opportunities)
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Control Variables Model1  Model 2 Model3 Model4 Model5 Model6 Model 7
Gender -0.219%%%  -0.183***  -0.204%** -0.212%** -0.214%** -0.203%** -(0.171%**
(log) Age 0.021#%*%  -0.023***  (0.079%** (0.028***  0.024%*%* -0.016%** (.034%***
Year dummies Yes Yes Yes Yes Yes Yes Yes
Country dummies Yes Yes Yes Yes Yes Yes Yes
Independent Variables

Non-entrepreneurs -0.448#%%

Potential entrepreneurs (P.E.) 0. 457*** 0.406%**
Nascent entrepreneurs (N.E.) 0.606%** 0.511%**
Baby business (B.B.) 0.414%** 0.467***
Established business (E.B.) 0.390%** (.51 1%**
Societal acceptance (S.A.) 0.056%** 0.056%** 0.048%***  0.057***  0.056%**  0.059%**  (0.047***
Social capital (S.C.) 0.371%#%%* 0.314 %% 0.368***  (0.361*** (0.361*** (0.367**%* (.328***
P.E. * S.A. 0.005 0.013**
P.E. * S.C. -0.150%%*%* -0.138%#**
N.E. * S.A. -0.028#%*%* -0.024%#%%*
N.E. * S.C. -0.197#%%* -0.1027%%*%*
B.B. * S.A. 0.003 0.004
B.B. *S.C. -0.095%*%* -0.057#*%*
E.B. * S.A. -0.017#*%*  -0.002
E.B. *S.C. -0.088***  -0.050%**
Adjusted R? 0.194 0.226 0.221 0.206 0.202 0.203 0.249
Number of observations 192399 192399 187632 192399 192399 192399 187632

*p < 0.010; **p < 0.005; ***p <0.001
Note: OLS coefficients are reported in the table.
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Figure 3: Relationship between Optimism and Length of Entrepreneurial Experience
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Figure 4: Relationship between Optimism and Length of Entrepreneurial Experience
with Social Capital (SC) as moderator
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