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Abstract
Purpose – The purpose of this paper is to investigate the implications of causation and effectuation behaviour of
Ethiopian entrepreneurs on the eventual performance of their newly established small firms. It adds new knowledge
and insights to advance the theory of effectuation by extending its scope into the domain of entrepreneurial
behaviour and firm performance and by testing one of the operationalized scales in an African context.
Design/methodology/approach – This empirical research is conducted amongst Ethiopian tour operators
(n¼ 118) based on primary data from the field. The scales are based on Chandler et al. (2011), which are adapted
to fit to the tourism sector and validated in an African context using a two-stage exploratory factor analysis
(EFA). Hierarchical multiple regression is used to assess the ability of entrepreneurs’ behaviour (i.e. causation and
effectuation) at the startup phase to predict the eventual performance of their newly established firms
(self-reported changes in employment size, sales, profit and assets) over three years ( January 2012-2015).
Findings – The findings reveal a varied effect of causation and effectuation on financial and non-financial
measures. Causation is positively related to an increase in employment size, whereas the overall effect of
effectuation is positively related to financial performance measures, although its dimensions vary in their
effects on sales, profit and assets increase. The paper concludes that causation and effectuation have varied
implications on firm performance. In other words, unlike the findings of other research in Western contexts, a
strong empirical support is not found to claim that effectuation is superior to causation in outcomes such as
firm performance in Ethiopian context.
Research limitations/implications – While this paper provides a new data set for entrepreneurship
literature, its findings may lack generalisability. Not only it is industry specific (tourism sector),
but also it is conducted in a single African country (Ethiopia). Despite its limitations, the paper adds new
knowledge and insights for empirical studies in entrepreneurship field on the effects of entrepreneurs’
behaviour, such as causation and effectuation; on firm performance. Future research should focus on other
economic sectors and in different African countries before making generalisations about the effect of
causation and effectuation behaviour of African entrepreneurs on firm performance.
Practical implications – The findings of this paper can be used in other hospitality and tourism sectors
like hotels and souvenir shops since tour operating business includes a broad range of service activities
such as sightseeing, accommodation, transportation, recreational activities and shopping. Besides, these
results have practical implications to prepare and provide business and management training tools to
enhance entrepreneurial and managerial skills of owners of small tourism firms in Ethiopia. The findings
of the study can also be applied in other African countries with similar culture and business environments
to promote tourism development and success in Africa.
Originality/value – There have been hardly any empirical studies that are undertaken on the implications
of entrepreneurial behaviour such as causation and effectuation on the performance of small tourism firms,
particularly in an African context. The paper addresses this research gap in entrepreneurship literature in
drawing on empirical evidence from small tourism firms (tour operators) in Ethiopia.
Keywords Firm performance, Effectuation, Entrepreneurial behaviour, Ethiopia, Causation,
Small tourism firms
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1. Introduction
The theme of opportunity identification has attracted the attention of entrepreneurship
scholars, particularly after the seminal work of Shane and Venkataraman (2000). For example,
Alvarez and Barney (2007) introduced “creation theory” as an alternative to the dominant
“discovery theory” in opportunity identification. In a similar manner, Sarasvathy (2001)
introduced “effectuation theory” as an alternative to “causation theory”, which has been an
established entrepreneurial approach in literature on opportunity identification and new firm
development (Sarasvathy, 2001; Perry et al., 2012). Sarasvathy (2001) used a recipe analogy –
“what ingredients do I need?” and “what ingredients do I have?” – to, respectively, describe the
two entrepreneurial decision-making logics[1]: causation and effectuation. Causation serves
novice entrepreneurs (Brettel et al., 2012) who have a given goal and search for means to reach
that goal, whereas effectuation serves expert (Read, Song, and Smit, 2009) or habitual
(Chandler et al., 2011) entrepreneurs who start with the means at hand and look for potential
goals. In a recent study, experienced entrepreneurs often employ causation in their decision-
making logics (Vershinina et al., 2017). The distinction between causation and effectuation is
presented in detail in the next section.

In their meta review of effectuation research, both Read, Song, and Smit (2009) and Perry
et al. (2012) revealed that conceptual research outweighs empirical studies. The majority of
the empirical studies are experimental and conducted by analysing “think aloud verbal
protocols” (Read, Song, and Smit, 2009; Perry et al., 2012). There are few effectuation studies
based on primary data from the field. Here, qualitative data have been used widely
(e.g. Harting, 2004; Sarasvathy and Dew, 2005) and few scholars have used quantitative data
to develop and validate measurement scales (Chandler et al., 2007, 2011; Brettel et al., 2012).
There is still a lack of empirical research on effectuation and its principles (Chandler et al.,
2011), particularly on its implications for firm performance (Read, Song, and Smit, 2009;
McKelvie et al., 2013). This study addresses this research gap in the literature.

Prior studies revealed that early stage strategies and decisions have an impact on later
stage firm performance (Baron et al., 1999). Similarly, the processes entrepreneurs employ in
their pursuit of opportunities (e.g. causation or effectuation) may have a considerable effect
on eventual firm performance. Although there is no definitive claim in the literature whether
causation or effectuation leads to better firm performance, McKelvie et al. (2013, p. 1) argue
that, there is a “tacit undertone in the literature that the use of effectuation is superior”.
Similarly, Read, Song, and Smit (2009) provide evidence through a meta-analysis that
effectuation may lead to a “superior outcome” in eventual firm performance. However, this
claim has hardly been verified in a non-Western context such as Africa. Which early stage
behaviour of entrepreneurs’ leads to a higher firm performance eventually in an African
context: causation or effectuation? Recently, the empirical study of Eijdenberg et al. (2017)
among entrepreneurs in Burundi indicates that there is no significant difference between
effectuation and causation on small business growth. Similarly, this study attempts to
provide an answer to this basic research question by drawing empirical evidence from
formal small tourism firms in another African country (Ethiopia).

Nonetheless, even though both studies were conducted among small firms in an
uncertain environment in an African context (i.e. Ethiopia and Burundi), the current study
differs from the study of Eijdenberg et al. (2017) in the sectors studied and the scales used.
The study of Eijdenberg et al. (2017) was conducted in the retail sector (i.e. mini-markets,
alimentation shops and boutiques) based on the scales of Brettel et al. (2012), whereas the
current study was conducted in the tourism sector (i.e. tour operating firms) based on
the scale of Chandler et al. (2011).

This study is also prompted by scholarly calls for a thorough investigation about the
relationship between effectuation principles and new firm performance (Chandler et al.,
2011; McKelvie et al., 2013) based on primary data from field studies (Perry et al., 2012;
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Chandler et al., 2011). It has also been argued that the extant literature of entrepreneurship
has paid little or no attention to the service sector, particularly to the tourism industry
(Lerner and Haber, 2000; Li, 2008) as compared to the manufacturing sector. This paper
attempts to fill in this gap in the literature as well by focussing on the performance of small
tourism firms.

The main aim of this study is, therefore, to investigate the implications of entrepreneurs’
behaviour (i.e. causation and effectuation) at the startup phase on the eventual performance of
their newly established small firms in an African context. This study was conducted among
Ethiopian tour operators since they have flourished recently (see the methodology section
below). It was anticipated that in these newly established small tourism firms (tour operators),
both causation and effectuation have been employed in the new firm formation process.
This premise is in line with the statements of Sarasvathy (2001) who posited “both decision-
making logics are integral parts of human reasoning and can occur simultaneously,
overlapping and intertwining over different contexts of decisions and actions” (p. 245).

Extant research also confirm the existence of both causation and effectuation behaviours
among entrepreneurs in their decision makings at early stages. For instance, Dutta et al.
(2015) showed that both causation and effectuation exist in emerging technology industries.
A recent longitudinal study amongst Russian SMEs also revealed the simultaneous use of
both causation and effectuation, even though “an increase of institutional uncertainty boosts
effectuation” (Laine and Galkina, 2017, p. 905). In another longitudinal study among
technology-based firms, both effectuation and causation were used to “investigate strategic
decision making in new venture creation over time” (Reymen et al., 2015, p. 351). Interested
readers on the simultaneous use of causation and effectuation in extant literature are
referred to a recent literature review of Matalamäki (2017) in this journal.

By investigating the implications of both causation and effectuation on the performance
of small tourism firms, this study, therefore, contributes to the field of entrepreneurship
literature by providing a new primary data set from an African context. In so doing, this
study not only remedies the gap in empirical field studies, but also adds much needed
research on the tourism sector development in Africa. In a nut shell, the theoretical and
practical contributions of this study, which empirically investigates effectuation and its
effect on firm performance, are impressive to move effectuation research towards a mature
stage, as a “transition towards it is certainly in progress” (Matalamäki, 2017, p. 8).

2. Literature review and hypotheses
Sarasvathy (2001) broke new ground with her “effectuation’ theory” in the field
of entrepreneurship. Since then, effectuation theory has attracted the attention of
entrepreneurship scholars. Effectuation theory has also attracted the attention of scholars in
other fields such as strategy (Wiltbank et al., 2006) and marketing (Read, Dew, Sarasvathy,
Song, and Wiltbank, 2009). In this section, a brief description of causation and effectuation
as well as a distinction between them are presented first. Then, the relationship between
causation and effectuation on firm performance in entrepreneurship literature are reviewed.
Finally, based on theory and these conceptual descriptions, the working hypotheses
developed for this study are presented.

2.1 Causation and effectuation: a conceptual review
Both causation and effectuation are behaviour (Sarasvathy, 2001) or cognitive processes
(Perry et al., 2012) that entrepreneurs use in opportunity identification and new business
development. Sarasvathy (2001, 2008) presented effectuation as distinct from causation, the
traditional view of decision-making taught in management sciences and business schools
(Sarasvathy and Dew, 2013).
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Sarasvathy defined causation as “processes that take a particular effect as given and
focus on selecting between means to create that effect” (Sarasvathy, 2001, p. 245).
The underlying logic of causation is that “to the extent we can predict the future, we can
control it” (Sarasvathy, 2001, p. 251). Novice entrepreneurs who employ causation in their
pursuit of opportunities and new business development (Brettel et al., 2012) begin with
a very clear and pre-determined vision from the onset (i.e. with given goals). To determine
their goals, they evaluate opportunities based on expected returns. They use their
pre-determined goals as a way to make competitive analysis and to exploit pre-existing
knowledge and capabilities (e.g. determining which stakeholders or resource owners to
approach for financing). Finally, they try to predict an uncertain future (Sarasvathy, 2001;
Sarasvathy and Dew, 2005, 2013; Read, Song, and Smit, 2009; Chandler et al., 2011;
Perry et al., 2012; McKelvie et al., 2013).

In contrast effectuation “takes a set of means as given and focus on selecting between
possible effects that can be created with that set of means” (Sarasvathy, 2001, p. 245). The
underlying logic of effectuation is that “to the extent we can control the future, we do not need
to predict it” (Sarasvathy, 2001, p. 251). According to Chandler et al. (2011, p. 377), effectual
entrepreneurs focus on “short-term experiments, projects where the loss in a worst-case
scenario is affordable, pre-commitments, and strategic alliances to control an unpredictable
future, and also exploiting environmental contingencies by remaining flexible[2]”.

Several scholars have attempted to describe the difference between the two
entrepreneurial behaviour. What makes effectuation different from causation is still an
on-going discussion in the field of entrepreneurship (Perry et al., 2012). As yet, there is no
consensus among scholars about the form and occurrence of causation and effectuation
(i.e. are they two distinct concepts or do they occur along a continuum in decision-making
processes?). For instance, there are studies that show that entrepreneurs use more
effectuation in the initial stage of new venture development and more causation in later
phases (Harting, 2004; Harmeling et al., 2004; Read and Sarasvathy, 2005). On the other
hand, scholars such as Chandler et al. (2011) contended that causation and effectuation are
dichotomous constructs.

Despite such debates, validated scales were developed for measurement of causation and
effectuation (Wiltbank et al., 2009; Chandler et al., 2011; Brettel et al., 2012) to move
effectuation research from its intermediary stage (Perry et al., 2012). For instance, Chandler
et al. (2011) developed and validated a survey instrument to measure causation and
effectuation as two distinct concepts and analysed the empirical distinctions between them.
This scale has now been used or at least cited in 385 studies as seen from Google Scholar as
of 24 August 2017. Since this study is based on the scale from Chandler et al. (2011),
causation and effectuation are considered as two distinct behaviours that entrepreneurs
exhibit in their pursuit of profitable opportunities.

2.2 Measuring firm performance
New firms contribute to economic growth through generating new jobs and personal income
(Brush and Vanderwerf, 1992). In developing countries, entrepreneurship is often seen as
one of the solutions for economic development through job creation in the private sector,
particularly in resource-constrained contexts such as Sub-Saharan Africa (Vermeire and
Bruton, 2016). Researchers emphasise that entrepreneurship research in developing
countries needs to better understand the “job creation and economic growth potential
of different types of entrepreneurial opportunities” (Alvarez and Barney, 2014, p. 160).
Hence, investigating the performance of new firms is a highly relevant topic for poverty
alleviation and economic growth. Nonetheless, the measurement of firm performance has
been a critical issue in entrepreneurship research. In this section, therefore, the major issues
in firm performance, such as the choice of performance measures, which is recognised long

794

JSBED
25,5



ago as a difficult task (Brush and Vanderwerf, 1992), data sources and the difference
between two points in time (Delmar, 1997), are reviewed.

According to Venkataraman and Ramanujam (1986), firm performance can be measured
using financial performance, operational (i.e. non-financial) performance or both. Following
this model of Venkataraman and Ramanujam (1986), the measurement of firm performance
as a multi-dimensional construct has become germane in the field of entrepreneurship
(Murphy et al., 1996; Chenhall and Langfield-Smith, 2007). For instance, in their meta review
of 51 articles, Murphy et al. (1996) classified firm performance measures as either financial
performance or operational performance, even though “the vast majority of the studies
considered only financial measures” (Murphy et al., 1996, p. 17). Scholars recommended
using both financial and non-financial performance measures in investigating firm
performance (Murphy et al., 1996). Accordingly, firm performance is measured through
financial and non-financial performance measures in this study.

Scholars also recommended that the performance indicators within the domain of either
financial or non-financial measures should not be treated as one composite dimension.
Venkataraman and Ramanujam (1986, p. 807) recommended that “within the domain of
financial performance indicators such as sales growth, net income growth, and ROI should
not be combined to form one composite dimension, because they seem to reflect distinct
dimensions”. For instance, financial performance can be examined using indicators such as
“sales growth, profitability and earnings per share”, whereas operational performance
“focuses on those key operational success factors that might lead to financial performance”
(Venkataraman and Ramanujam, 1986, p. 804). In a prior study, operational success is
measured using indicators such as survival and perceived success (Mayer-Haug et al., 2013).
Hence, in this study, financial performance is composed of three dimensions, as
recommended in Venkataraman and Ramanujam (1986). Besides, the non-financial
performance of Ethiopian entrepreneurs in the tourism industry is measured in terms of
their goals and operational success.

In a prior study investigating the performance of small tourism firms, firm performance
measures are assumed to be different from other sectors since “entrepreneurs within the
tourism industry have unique goals and performance measures according to which they
assess their success” (Reichel and Haber, 2005, p. 683). For instance, the goals and
performance measures in rural tourism are often related to generating jobs and personal
income, enriching social life and achieving life style goals (Reichel and Haber, 2005).
Accordingly, in this study, the operational success of Ethiopian tour operators is measured
in terms of their contribution to the macro economy through new job creation (e.g. increase
in number of employees). Nonetheless, unlike Mayer-Haug et al. (2013), the “survival”
indicator is not considered in this study, which is conducted among small tourism firms
older than three years (see methodology section).

In this study, therefore, financial performance is measured as a formative construct,
rather than as a reflective construct ( Jarvis et al., 2003), using the size changes in sales, profit
and assets, whereas non-financial performance is measured as a reflective construct using
the changes in employment size. A reflective construct is a latent variable that causes the
values that respondents have on the measured items. The classical example is that in an IQ
test your intelligence, the latent variable, affects the outcomes on the measured test
variables. In a formative construct the causality is in the opposite direction, the measured
variables cause the outcomes on the latent variable. For example, perceived service quality
results from the way the office of the service provider looks, whether the employees are
polite, whether the service delivery is on time, etc. In a reflective construct, the correlations
between the measured variables are positive and need to be zero when the values of
respondents on the latent variable are taken into account. This property is known as local
stochastic independence. In a formative construct there are no assumptions imposed on the
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correlations between the measured variables, they can be positive, negative or
non-significant. Interested readers about a detail discussion on the distinction between
reflective and formative constructs are referred to Jarvis et al. (2003).

In a nut shell, the performance of small tourism firms is measured using four performance
indicators (i.e. sales, profit, assets and employment), which are often used in extant literature.
For instance, in their meta review of 82 empirical studies on firm growth, Shepherd and
Wiklund (2013) revealed that sales was the popular indicator of firm growth (used in
60 per cent of the reviewed articles), followed by employment (12.5 per cent), profit (8.7 per cent)
and assets (5.8 per cent). The remaining 14.4 per cent of the studies used other indicators.

Firm performance is also measured as the difference between two points in time, in absolute
or relative terms (Delmar, 1997). However, absolute measures with the real figures are not easily
available, particularly in African countries. For instance, in the empirical study conducted in
three Sub-Saharan African countries by Frese et al. (2007), they observe that measuring the
success of small businesses in Africa is difficult, as bookkeeping is scarce and secrecy towards
the tax office is high. Chandler and Lyon (2001) also note that the mainstream of
entrepreneurship research is limited with available data since the focus is mostly on small and
emergent businesses and their founders or managers. According to them, archival data for this
kind of individuals and firms is limited. Moreover, they realise that “CEOs of small firms are
usually reluctant to provide historical financial statements” (Chandler and Lyon, 2001, p. 111).

In the absence of objective data, scholars have suggested the use of subjective measures
of firm performance when dealing with small businesses such as self-reported performance
measures (Droge et al., 2004) and have provided guides for measuring firm performance
(Venkataraman and Ramanujam, 1986; Chandler and Hanks, 1993; Murphy et al., 1996;
Chenhall and Langfield-Smith, 2007; Wiklund and Shepherd, 2005). See also Zulkiffli and
Perera (2011) for a literature review on objective and subjective measures of business
performance. Firm performance data in studies previously conducted in the context of
Sub-Saharan Africa were based on self-reported measures of firm performance indicators
such as changes in annual sales, number of employees, profit and total assets in a given time
span (Krauss et al., 2005; Frese et al., 2007; Cruz et al., 2012).

2.3 Causation, effectuation and firm performance
In her pioneer work, Sarasvathy (2001) stated that neither causation nor effectuation is
superior in predicting firm performance. However, in a later joint publication she offered five
testable propositions about the relationship between entrepreneurial expertise, the use of
effectuation and new firm performance (Read and Sarasvathy, 2005). Read, Song, and Smit
(2009) argue that effectuation may eventually lead to a “superior outcome” in performance.

Few empirical studies have been conducted on the relationship between effectuation and
firm performance. For example, Wiltbank et al. (2009) compared control (effectuation) and
prediction (causation) processes employed by 121 business angels and found out that the
angel investors who emphasised on control strategies encountered fewer investment
failures. McKelvie et al. (2013) measured the effects of causation and effectuation on
firm-level performance. They found out that the different principles of effectuation have
varying effect on performance. For example, pre-commitment was a positive predictor of
profitability and financial performance. Flexibility also positively predicted financial
performance and the use of affordable loss were found to be a positive predictor of achieving
first sale and profitability. They also found that the use of causation has a positive
relationship with change in the number of employees.

Several scholars have suggested further studies on the relationship between causation
and effectuation and eventual firm performance (Read, Song, and Smit, 2009; Chandler et al.,
2011; Perry et al., 2012; McKelvie et al., 2013). This is important to move effectuation
research to a more mature stage. This study is partly prompted by such a call.
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Chandler et al. (2011) outlined four principles of effectuation and developed a validated
scale to measure effectuation as a formative construct through its four dimensions, namely,
experimentation, affordable loss, flexibility and pre-commitment. In recent empirical studies,
measuring effectuation through its four dimensions has become popular in
entrepreneurship literature (e.g. McKelvie et al., 2013; Smolka et al., 2016; Cai et al., 2016).
In the remainder of this section, the definition of the four dimensions effectuation and their
implications on firm performance are provided.

Experimentation refers to “a series of trial and error changes pursued along various
dimensions of strategy, over a relatively short period of time, in an effort to identify and
establish a viable basis for competing” (Cai et al., 2016, p. 4). According to Sarasvathy
(2001, p. 252), effectuation process focusses on “experimenting with as many strategies as
possible with the given limited means”. Hence, even though a series of trial and errors
incur additional costs and time for entrepreneurs (Sarasvathy, 2001), the use of
experimentation helps to formulate strategic goals and crystallise a viable business model
in unpredictable future (Chandler et al., 2011; Fisher, 2012). Nonetheless, unlike in the
developed economies, the formulated business models may not always work well in non-
Western contexts (Cai et al., 2016). Hence, experimentation is of great importance to
identify and pursue profitable opportunities, particularly in underdeveloped market
environments, such as an African context.

Affordable loss refers to “the tendency of expert entrepreneurs to evaluate an investment
according to whether they could survive the total failure of an initiative” (Read, Dew,
Sarasvathy, Song, and Wiltbank, 2009, p. 15). Hence, unlike a causal entrepreneur who
calculates expected returns, an effectual entrepreneur is willing to put at risk his assets he can
afford to lose in the worst-case scenario. Affordable loss may enable him to contain losses or
lessen the impact of possible failure by quitting of the new business and try pursuing another
opportunity (Dew, Sarasvathy, Read, and Wiltbank, 2009). Similarly, Fisher (2012) asserted
that the use of affordable loss helps to invest limited amounts of resources to new projects at a
time. Hence, the use of affordable loss is of great importance for the survival and growth of
new firms in resource-constrained environments, such as an African context.

Flexibility refers to “the exploitation of contingencies rather than the exploitation of
pre-existing knowledge that arose unexpectedly over time” (Sarasvathy, 2001, p. 252). Given
their “predisposition towards contingencies”, expert entrepreneurs respond quickly to
environmental contingencies and positive surprises that arose unexpectedly and “leverage
them into new opportunities” (Read, Song, and Smit, 2009, p. 576). In other words, flexibility
allows effectual entrepreneurs to creatively combine the resources and capabilities they
have and what they could mobilise in a short time to sustain the new firm by adapting to the
unexpected changes in the environment (Chandler et al., 2011). Hence, flexibility is of great
importance for the growth and survival of small firms, particularly in resource-constrained
and underdeveloped market environments, such as an African context.

Pre-commitment refers to “an emphasis on pre-commitments and strategic alliances to
control an unpredictable future” (Chandler et al., 2011, p. 377). The use of pre-commitment
allows effectual entrepreneurs to build partnerships and strategic alliances with
stakeholders (e.g. venture capitalists) in the new venture (Sarasvathy and Dew, 2008).
Nonetheless, they establish partnerships with “only those in which both parties share the
risk of the venture and benefit from the success of the venture” (Read, Song, and Smit, 2009,
p. 574). Sarasvathy and Dew (2008) argued that “neither indiscriminate over-trust nor naïve
altruism” constitute effectual partnerships. The only way any one can take a stake in the
new firm is by willing to commit enough resources and talents to sustain the new firm.
Hence, their emphasis on pre-commitments and strategic alliances helps effectuators to
“build networks of self-selected stakeholders, each of whom commits only what he or she
can afford to lose, to help shape new ventures and new markets that may or may not
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eventually turn out to be blockbuster financial successes” (Sarasvathy and Dew, 2008,
p. 731). Hence, building effectual partnerships with those stakeholders who make real
commitments is of great importance for the survival and success of new firms, particularly
in resource-constrained environments, such as an African context. In sum, in resource-
constrained contexts such as Sub-Saharan Africa (Vermeire and Bruton, 2016), the four
dimensions of effectuation are anticipated to have effects on the eventual performance of
small tourism firms, such as tour operating firms in Ethiopia.

2.4 Hypotheses
Causation focusses on exploitation of pre-existing capabilities and resources to maximise
expected returns (Perry et al., 2012; Chandler et al., 2011; McKelvie et al., 2013). As a result,
causal entrepreneurs follow a well-defined business plan and employ competitive analysis to
predict their future. Their human resource practices (HRP) are, therefore, characterised by
planned actions from business commencement. In fact, entrepreneurs, particularly in
developing countries, invest in HRP when they enter international markets and build
partnerships with more economically developed countries (Khavul et al., 2009). This applies
for both causation and effectuation entrepreneurs. Nonetheless, causal entrepreneurs tend to
play an active role by undertaking many of the business activities at the startup stage since
they have prior knowledge and experience about the founded business (Sarasvathy, 2001).

Prior studies also revealed that planning for the future significantly increases employment
size. For instance, Shane (2003, p. 223) provided empirical evidence that “the entrepreneur’s
tendency to plan for the future significantly increased the employment growth of their
ventures”. Hence, given their tendency towards planning for the future, in this study, a higher
change in employment size is expected among entrepreneurs with causation behaviour rather
than those with effectuation behaviour. This premise is in line with the principles of
effectuation, which focus on controlling the unpredictable future rather than on predicting the
uncertain future (causation), as described by Sarasvathy (2001).

Moreover, according to the organisation life cycles model, which assumes that new firms
go through a sequence of growth and change, the decisions about additional employees and
new facilities will vary depending on available resource over the different stages of the firm
(Brush et al., 1997). Aldrich and Langton (1997) asserted that almost all small and medium-
sized firms began small at the founding stage and expand at the survival stage. Start-ups
will only slowly translate their understanding of human resource management into
organisational change as the firm ages (Brush et al., 1997).

Even though the above explanation of the life cycle model applies for both causation and
effectuation, unlike effectual entrepreneurs who mobilise resources from stakeholders at the
early stages, causal entrepreneurs seek additional resources at the survival stage for
additional investments, for instance, for additional facilities and employees.

In other words, causal entrepreneurs start with hiring few employees and increase the
number of employees eventually depending on the available resources (Brush et al., 1997).
Empirical studies also show that causation results in changes in the number of employees in
the long run (McKelvie et al., 2013). In this study, it is therefore anticipated that causation
will eventually lead to a larger positive change in employment size among new firms than
effectuation. Hence, the first hypothesis in this study is stated as follows:

H1. In an uncertain and dynamic context, entrepreneurs who employ causation rather
than effectuation at the start of their new firm exhibit a higher change in their
employment size.

In their meta review of 35 articles comprising 9,897 new firms, Read, Song, and Smit (2009)
revealed that three of the effectuation principles (except affordable loss) “are positively and
significantly related to new venture performance” (Read, Song, and Smit, 2009, p. 574). These
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meta analytic findings support the premises in this study that there is a positive and significant
relationship between effectuation (at least for three of its dimensions) and firm performance.

Recent empirical evidences from non-Western contexts, such as in transitional
economies, also reveal that effectuation is a positive predictor of new venture’s performance
(Cai et al., 2016). This finding among Chinese entrepreneurs is consistent with the theoretical
explanations outlined in the preceding section that the principles of effectuation are relevant
for new firm’s performance in higher uncertainty market environments. In their meta review
of effectuation research, Perry et al. (2012, p. 838) also affirmed that entrepreneurs with
effectuation behaviour, as compared to those with causation behaviour, are “likely to be
more effective in settings characterised by greater level of uncertainty”.

In developing countries, and particularly in Africa, the business environment is dynamic
and uncertain. In such conditions, there are few angel investors or venture capitalists to
provide finance for start-ups. In addition, access to formal creditors such as commercial banks
is very limited. In other words, the resources required for implementing causation may not be
available. In such predominantly resource-poor situations, effectuation is more likely to
prevail (Read and Sarasvathy, 2005). Thus, entrepreneurs in a developing country should rely
on environmental contingencies for resource acquisition while starting up their new firm by
implementing effectuation principles. Read and Sarasvathy (2005, p. 23) proposed that
“successful firms are more likely to have begun through effectuation actions”. Empirical
studies also show that effectual entrepreneurs perform better financially than causal
entrepreneurs (McKelvie et al., 2013). Therefore, in this study, a higher financial performance
is expected among newly established small firms in an African context through effectuation
rather than causation. Hence, the second hypothesis in this study reads as follows:

H2. In an uncertain and dynamic context, entrepreneurs who employ effectuation
rather than causation at the start of their new firm exhibit a higher change in their
financial performance.

3. Methodology
3.1 Research setting
The empirical research was conducted amongst tour operators in Ethiopia, which is found
in Northeast Africa. With a population of nearly 100 million (Central Statistical Agency
(CSA), 2016), Ethiopia is the second most populous country in Africa. Ethiopia is a diverse
country in its religion, ethnicity and language. Ethiopians annual per capita income is
among the lowest in the world at $573.5 in 2014 (World Bank, 2016). In all, 29.2 per cent of
the Ethiopians live below poverty line and only 17.0 per cent live in urban areas.

Agriculture is the mainstay of Ethiopia’s economy, which accounts for 46.6 per cent of
the Gross Domestic Product (GDP) and 85.0 per cent of the total employment (CSA, 2016).
The service sector accounts for 38.9 per cent of the GDP and 10.0 per cent of the labour force.
The direct contribution of the travel and tourism industry to the total GDP and employment
in Ethiopia in 2014 was 4.1 and 3.6 per cent, respectively (World Travel and Tourism
Council (WTTC), 2016). Hence, it can be said that tourism is an important economic activity
for Ethiopia. Notwithstanding its importance to the macro economy, the contribution of
Ethiopian tourism sector to the GDP and employment is low as compared with the
economically developed countries in the West.

Ethiopia is endowed with a multitude of touristic attractions owing to its physical,
biological and socio-cultural diversity. The long history of the country also enables it to be
rich in material, spiritual and archaeological heritages. Currently, ten of them (both tangible
and intangible heritages) are registered by UNESCO as World Heritages (United Nations
Education, Scientific and Cultural Organization, 2016). In addition, the varied linguistic and
cultural practices of great anthropological interest attract many tourists.
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The tourism industry in Ethiopia is relatively young and only started to grow in the
1990s. Previously, drought, famine and political instability had negatively affected the
tourism industry. Recently, the number of tourists visiting the country has increased,
attributed to prevailing peace and stability. For instance, 468,000 individuals visited
Ethiopia in 2010, an increase of 61.4 per cent within four years compared to 290,000 in 2006.
The figure increased to 681,000 in 2013 and to 750,000 in 2014 (Ministry of Culture and
Tourism (MoCT), 2016), showing about 60.0 per cent growth within four years between 2010
and 2014. The tourism sector in Ethiopia generated a foreign exchange value of about
$2.9 billion in 2015 (MoCT, 2016). Due to its ever increasing contribution to the macro
economy, the tourism sector has recently attracted the attention of the Ethiopian government,
which hopes to triple the number of foreign visitors to more than 2.5 million by 2020 and to
make Ethiopia among the top five tourist destinations in Africa by 2025 (MoCT, 2016).

However, there are still challenges in the Ethiopian tourism sector, which include lack of
infrastructure, capable human resources, facilities, accommodations and hotels. Moreover,
unlike the stable environment in economically developed countries in the West, the tourism
sector in Ethiopia is characterised with an uncertain and dynamic business environment,
which is mainly manifested with weak institutional set up and undeveloped markets. For
instance, the issue of licences for start-ups is often difficult in Ethiopia due to inefficient
bureaucracies. This is particularly true for the sector focussed in this study since tour
operations are capital-intensive enterprises unlike most other small firms in Ethiopia. To get
a licence for tour operators, an individual should have a four-wheel station wagon car not
older than five years (MoCT, 2016). A tour operator trying to enter into the business may,
therefore, find it difficult to finance the purchase of car with his own resources. The
Ethiopian tour operators also rarely liaise with large tour operating firms in the West, which
undermines their market share in the global tourism industry.

3.2 Sampling
In this study, Ethiopian entrepreneurs, who started-up tour operating firms, were chosen as
subjects of the study. The use of individuals as units of analysis has been a long tradition in
entrepreneurship research (Davidsson and Wiklund, 2001; Chandler and Lyon, 2001).
The start-ups were selected for two reasons. First, they have formally established new firms in
Ethiopia with a relatively large capital need; characteristics which are ideal for an empirical
study. Second, many of these firms have flourished comparatively recently following the
downfall of the former socialist regime in 1991. In this study, it was, therefore, anticipated
finding entrepreneurs who had employed both causation and effectuation in starting up their
tour operating firm. A further discussion on the often applied behaviour among Ethiopian
tour operators (i.e. whether causation or effectuation) is provided below in Section 3.5.

In Ethiopia, the Ministry of Culture and Tourism (MoCT) registers and issues licences to tour
operating firms. However, the list obtained from the MoCT does not differentiate active tour
operators from those who ceased operations. Instead, the lists from two associations, namely; the
Ethiopian Tour Operators Association (ETOA) and the Society of Tour Operators in Addis
Ababa (STOA) were used in this study. The tour operators who were active during the data
collection process are members of either ETOA (180 members) or STOA (33 members). Both lists
serve as a sample framework in this study. The entrepreneurs were contacted via telephone and
asked to participate in the study. Those who replied positively were considered for the study.

The lead author of this paper collected data between March 2015 and August 2015 from
118 tour operators whose firms existed for three or more years. This has resulted in a
response rate of 55.4 per cent, which meets the threshold recommended to conduct an
empirical study like the one at hand. Hair et al. (2010) recommend a sample-to-variable ratio
of 20:1 for robust factor analysis. In this study with five variables (see below), this ratio is
23.6: 1, which exceeds the recommendation.
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3.3 Questionnaire
A survey questionnaire, which is the main data-gathering tool in this study, was first
prepared in English before translation into Amharic, a widely spoken language in urban
areas including the capital city, Addis Ababa, where all Ethiopian tour operators are based.
To verify the correctness of the translation, the questionnaire was translated back into
English by a professional translator from the Department of English Language and
Literature at Addis Ababa University who speaks both Amharic and English fluently.
Only minor refinements to items were required.

The questionnaire was piloted with 12 tour operators including the presidents of ETOA
and STOA who were asked to indicate any vagueness in the questionnaire. This has led to
the addition of sector specific examples to some terminologies included in the statements of
Chandler et al. (2011) to make the questionnaire better understandable to all respondents.
These terminologies include control processes, experimentation, and business model, being
flexible and using pre-commitments. In the second pilot study conducted with these 12 tour
operators, only minor concerns were raised as they understood and were able to complete
the questionnaire.

A phrase “while starting up my current business” was added at the beginning of each
statement (except for two experimentation items referring to current situations) to
specifically direct each respondent to his entrepreneurial behaviour at business start-up.
This helped minimise retrospective biases often occurring in cross-sectional studies using a
survey questionnaire (Davidsson et al., 2006). Moreover, the statements of Chandler et al.
(2011) were adapted to fit the situation of a service sector in Ethiopia (i.e. tour operating). For
instance, one of the causation items which reads as “we designed and planned production
and marketing efforts” is adapted to reflect the tour operating service in Ethiopia as “while
starting-up my current business, I designed and planned tour operating services and
marketing efforts”. Likewise, one pre-commitment item was adapted to reflect the service
sector by substituting the phrase “customers and suppliers” with the word “clients”. Except
for such minor adaptations, the other statements were used as they appear in Chandler et al.
(2011). Since the start-ups were all interviewed, a first person singular (i.e. “I”) rather than
the plural “we” was used in all sentences. The measurement utilised a five-point Likert scale
(1¼ strongly disagree, 2¼ disagree, 3¼moderately agree/disagree, 4¼ agree and
5¼ strongly agree) to rate each of the 20 items.

3.4 Measures and variables
In this study, the dependent variable is firm performance, which is measured through
non-financial and financial performance measures. The independent variables are causation
and effectuation. Similar with Chandler et al. (2011), causation is measured as a
uni-dimensional construct, whereas effectuation is measured as a formative second-order
construct composed of four dimensions. Hence, five independent variables were drawn from
the statements of Chandler et al. (2011). Four personal characteristics and two firm
characteristics were also used as control variables to effectively measure the impact of the
independent variable(s) over the dependent variables (e.g. Hmieleski and Baron, 2008).
However, the firm characteristics did not introduce any significant change in the R2 in the
model (see model II in Table III). Table I summarises the descriptions of measures and
variables used in this study.

3.5 Statistical procedures
In this study, the items developed by Chandler et al. (2011) were validated by using a two-
stage exploratory factor analysis (EFA) with SPSS version 23 since data on causation and
effectuation were collected for the first time in an African context from small tourism firms.
First, convergent validity tests for causation and for each of the four dimensions of

801

Causation and
effectuation
behaviour



effectuation (experimentation, affordable loss, flexibility and pre-commitment) were
conducted to test whether the items measure the same concept. The items were extracted
using principal component analysis based on Eigen values greater than one and Varimax
rotation method. The Kaiser-Meyer-Olkin (KMO) results which are above the recommended
0.6 value (Hair et al., 2010) and the Bartlett’s Test of Sphercity ( po0.001 in all cases) proves
the factorability of the items under each construct. Except for one item of flexibility “while
starting up my current business, I adapted what I was doing to the resources I had”, all the
items for each of the five dimensions fall under a single factor confirming convergent
validity. This item failing convergent validity criteria is, therefore, dropped.

Second, a discriminant validity test was conducted. The remaining 19 items of causation
and effectuation were subjected to principal components analyses (PCA). Prior to
performing PCA, the suitability of the data for factor analysis was assessed. Inspection of
the correlation matrix revealed the presence of many coefficients of 0.4 and above. The KMO

Variables Construct(s) Sub-construct(s)
Description of Items, mean and
Cronbach’s α

Dependent variables
(self-reported
measures of firm
performance)

Non-financial
performance
( first-order construct)

Employment How do you see the change in your
employment size within the last three
years ( January 2012-January 2015)?
(m¼ 3.44)

Financial
performance
(second-order
construct)

Sales How do you see the change in your annual
sales within the last three years ( January
2012-January 2015)? (m¼ 3.76)

Profit How do you see the change in your net
profit within the last three years ( January
2012-January 2015)? (m¼ 3.45)

Assets How do you see the change in your total
assets within the last three years ( January
2012-January 2015)? (m¼ 3.33)

Independent variables Causation Uni-dimensional Seven items (α¼ 0.862)
Effectuation
( formative second-
order construct)

Experimentation Four items (α¼ 0.768)
Affordable loss Three items (α¼ 0.844)
Flexibility Three items (α¼ 0.689)
Pre-
commitments

Two items (α¼ 0.616)

Control variables Personal
characteristics

Age Number of years (m¼ 42.96)
Education level Having a tertiary level education

(m¼ 0.67)
Work
experience

Have worked in tour operating business
before for at least five years (m¼ 0.53)

Entrepreneurial
experience

Have founded another business
individually or with others before
(m¼ 0.64)

Firm characteristics Firm size Full time equivalent number of employees
as of 1 January 2015 (m¼ 10.29)

Firm age Number of years since the firm established
(m¼ 9.24)

Notes: The measurement utilised a five-point Likert scale including decreased dramatically (1), decreased
somewhat (2), remained the same (3), increased somewhat (4) and increased dramatically (5); The items of the
independent variables are described in Table AI; Two control variables (education level and work experience)
were measured as categorical variables. Then, they were coded as dummy variables to control the effects of
having a tertiary level education after completing a high school and working in a tour operating business for
at least five years on firm performance. The variable of entrepreneurial experience was measured as a dummy
variable. Hence, the mean values of these control variables are between 0 and 1

Table I.
Summary of the
measured variables
among Ethiopian tour
operators to predict
firm performance
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value was 0.794 and Bartlett’s test of Sphercity reached statistical significance
(X 2¼ 997.198, df¼ 171, po0.001), supporting the factorability of the 19 items. The final
PCA revealed the presence of five components. This five-component solution explained a
total of 66.6 per cent, with each variable showing a number of strong loadings. There was no
cross-loading to affect discriminant validity[3].

This study aimed at investigating the effect of causation and effectuation as main
predictors of firm performance and personal and firm characteristics as control variables.
Hierarchical regression was utilised as the main statistical procedure in this study since it
adds terms to the regression model in stages and enables us to see the additional term or
terms that are added to the model and the change in R2 (Pallant, 2010). The mean scores of
each dimension were calculated to use in the hierarchical regression model.

Accordingly, four personal characteristics, namely age, education level, prior work
experience and entrepreneurial experience were entered into step 1. Firm age and firm size were
entered in step 2. Causation and the four dimensions of effectuation, namely, experimentation,
flexibility, affordable loss and pre-commitment, were entered in step 3 as the main predictors of
the change in employment, sales, profit and assets. SPSS version 23 was used to conduct the
statistical analyses. Table II presents the descriptive statistics and bivariate correlation matrix
of all the variables used in the analysis. There is no significant correlation among the
independent and control variables to affect regression results in this study. The largest
correlation found in this study is between experimentation and flexibility (r¼ 0.467), which is
not strong enough to introduce multicollinearity as a problem (Pallant, 2010). Moreover,
preliminary analyses were conducted to ensure there was no violation of the assumptions of
normality, linearity, multicollinearity and homoscedasticity. For instance, the data set (n¼ 118)
violates none of the above assumptions allowing hierarchical regression analysis. For instance,
there was no deviations from normality as proved from the normal probability plot of the
standardized residuals and the variance inflation factors (VIF) were all below the recommended
cut-off value of 10 (Hair et al., 2010). Neither was multicollinearity a problem with the highest
VIF being 1.739.

On the other hand, there is a high degree of correlation among the dependent variables,
confirming their measure of the same concept, namely, firm performance. For instance, the

No. Variables
Mean
scores SE 1 2 3 4 5 6 7 8 9

1 Causation 3.32 0.09 1.000
2 Experimentation 3.31 0.11 0.257 1.000

(0.005)
3 Affordable loss 3.30 0.11 0.311 0.271 1.000

(0.001) (0.003)
4 Flexibility 3.77 0.09 0.251 0.467 0.320 1.000

(0.006) (0.000) (0.000)
5 Pre-commitment 3.77 0.11 0.252 0.319 0.369 0.460 1.000

(0.006) (0.000) (0.000) (0.000)
6 Employment 3.44 0.09 0.395 0.387 0.296 0.368 0.282 1.000

(0.000) (0.000) (0.001) (0.000) (0.002)
7 Sales 3.76 0.12 0.215 0.320 0.249 0.264 0.370 0.714 1.000

(0.019) (0.000) (0.007) (0.004) (0.000) (0.000)
8 Profit 3.45 0.11 0.216 0.290 0.333 0.205 0.417 0.605 0.863 1.000

(0.019) (0.001) (0.000) (0.026) (0.000) (0.000) (0.000)
9 Assets 3.33 0.09 0.259 0.349 0.246 0.275 0.320 0.724 0.777 0.771 1.000

(0.005) (0.000) (0.007) (0.003) (0.000) (0.000) (0.000) (0.000)
Notes: SE, standard error. The figures in parenthesis are p-values at 0.01 and 0.05 significance levels

Table II.
Descriptive statistics

of causation and
effectuation among

Ethiopian tour
operators plus

correlation
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relatively lowest correlation is between employment and profit (r¼ 0.605), whereas
the highest correlation is between sales and profit (r¼ 0.883). However, these high
correlations are not problematic in the regression analysis since they are dependent
variables used separately to measure firm performance (Hair et al., 2010).

The aggregate mean score of effectuation, as a reflective construct, was also computed
from its four dimensions (α¼ 0.69). In this study, it was found that both causation and
effectuation behaviour exist among Ethiopian tour operators, although effectuation seems a
more often exhibited behaviour[4]. The respondents scored higher on effectuation (m¼ 3.54)
than on causation (m¼ 3.32). This claim is also statistically supported. The two tailed paired
sampled t-tests revealed that effectuation is more applied than causation (t (117)¼ 2.214,
po0.05). In this study, it was also tested whether Ethiopian entrepreneurs are more
causation driven or more effectuation driven or driven by both behaviour while starting up
their tour operating firms. Recent empirical research has found a three category approach
convenient to define entrepreneurs on the basis of their entrepreneurial actions (Hechavarria
and Welter, 2015; Smolka et al., 2016; Upson et al., 2017).

Accordingly, based on their relative mean scores on effectuation and causation, the
respondents were categorised into three groups: those who scored 0.25 higher on effectuation
than on causation; those who scored 0.25 higher on causation than on effectuation and those
who scored between a 0.25 difference at a five-point Likert scale on causation and effectuation.
In a similar fashion with Smolka et al. (2016), in this study, the first group was defined as
“mainly effectual” entrepreneurs (40.7 per cent our samples), the second group as “mainly
causal” entrepreneurs (26.3 per cent) and the third group as “balanced use” entrepreneurs
(33.0 per cent). In a nut shell, Ethiopian entrepreneurs in the tourism sector are driven more by
effectuation, as compared with causation, to establish tour operating firms, even though both
entrepreneurial behaviour exist in this developing country situation.

A further statistical analysis was also conducted to examine the correlation between
entrepreneurial experience and the two behavioural types: causation and effectuation.
A relatively higher correlation was found between effectuation and entrepreneurial
experience (r¼ 0.269) rather than between causation and entrepreneurial experience
(r¼ 0.172) in this study. This finding of the study partially supports the theoretical
framework in entrepreneurship literature that effectuation behaviour serves experienced
entrepreneurs (Dew, Read, Sarasvathy, and Wiltbank, 2009; Read, Song, and Smit, 2009;
Chandler et al., 2011), whereas causation behaviour serves novice entrepreneurs (Dew, Read,
Sarasvathy, and Wiltbank, 2009; Brettel et al., 2012).

4. Results
Hierarchical multiple regression was used to assess the ability of causation and effectuation
to predict firm performance (self-reported changes in employment, sales, profit and assets)
over three years after controlling for the effects of personal and firm characteristics. In this
study, a three years time span was preferred to other time differences (e.g. five years) for
evaluating firm performance because the study was conducted among young small tourism
firms. Besides, a five years time is a very long period in uncertain contexts, such as Ethiopia.
Hence, to capture the firm performance of young SMEs in uncertain contexts, the choice for
the 3-year time span was advised in extant literature (e.g. Shepherd and Wiklund, 2013).

The non-financial performance indicator (employment) and the three financial
performance indicators (sales, profit and assets) were regressed on the control variables
and the independent variables four times for each of the dependent variables. In models
I and II, each of the dependent variables was regressed on the four dimensions of personal
characteristics and the two dimensions of firm characteristics, respectively. In model III, the
dependent variables were also regressed on causation and the four dimensions of
effectuation to test the two hypotheses forwarded in Section 2.4 before.
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The entry of age, education level, previous work experience and entrepreneurial experience
in model I explained the variances in both non-financial and financial performance measures.
These four dimensions explained the perceived changes in employment (5.2 per cent), sales
(5.1 per cent), profit (7.0 per cent) and assets (8.3 per cent). However, as can be seen frommodel II
in Table II, the entry of firm age and firm size explained very limited variances in both
non-financial (only 1.3 per cent) and financial performance indicators (0.3 per cent in sales,
0.1 per cent in profit and 0.5 per cent in assets). The performance of Ethiopian tour operators
was largely explained with the entry of the five predictors (causation, experimentation,
affordable loss, flexibility and pre-commitment) in model III. The total variance explained in the
model of the non-financial performance indicator was 33.3 per cent (F (11, 108)¼ 4.811,
po0.001). These predictors therefore explain an additional 26.8 per cent of the variance in the
change of employment size. The full model is statistically significant ( po0.001). The results of
these hierarchical regression models are displayed in Table III and discussed below.

The total variance explained in the three models of the financial performance indicators
increased after the entry of the five predictors. As can be seen from the R2 values in
model III, the total variance explained in the whole model regressed for sales was
24.4 per cent (F (11, 108)¼ 3.109, po0.001), 31.4 per cent in profit (F (11, 108)¼ 4.420,
po0.001) and 27.0 per cent in assets (F (11, 108)¼ 3.565, po0.001). These predictors
therefore explain an additional 19.3, 24.3 and 18.2 per cent of the variances in the changes of
sales, profit and asset size, respectively. The full models are statistically significant
( po0.001) for all the three financial performance indicators.

H1 suggests that the use of causation, rather than the use of effectuation, leads to a
higher change in employment size. The findings reveal that causation ( β¼ 0.269, t (3.062),
p¼ 0.003) was statistically significant to predict a higher change in employment size.
Among the dimensions of effectuation, only experimentation ( β¼ 0.184, t (1.807), p¼ 0.074)
is indicative for a change in employment size. Hence, a support for H1 was found.

H2 suggests that the use of effectuation, rather than the use of causation, leads to a higher
financial performance. Nonetheless, the findings from the three regressed models on financial
performance show that not all the dimensions of effectuation are significantly associated with
its three indicators, even though causation is associated with none of the indicators. The use of
pre-commitment is significantly associated with higher changes in sales ( β¼ 0.281, t (2.785),
p¼ 0.006), profit ( β¼ 0.346, t (3.603), p¼ 0.000) and assets ( β¼ 0.201, t (2.024), p¼ 0.045).
The use of affordable loss is only associated with a higher change in profit ( β¼ 0.216, t (2.228),
p¼ 0.028). Neither the use of experimentation nor the use of flexibility is associated with
financial performance indicators. Hence, a partial support to H2 was found in this study.

To further investigate the aggregate effects of effectuation[5], it was regressed as a
first-order construct on the three financial performance indicators. As discussed before,
a mean score of effectuation was also computed from its four dimensions (α¼ 0.691) as a
reflective construct in a similar way as in previous empirical studies (e.g. McKelvie et al.,
2013; Smolka et al., 2016; Cai et al., 2016). The findings from the three regressed models
reveal that effectuation is significantly associated with financial performance. The use of
effectuation positively predicts the changes in sales ( β¼ 0.422, t (4.911), p¼ 0.001), profit
( β¼ 0.451, t (5.383), p¼ 0.000) and assets ( β¼ 0.409, t (4.836), p¼ 0.000). Hence, these
findings strongly support H2, even though the four dimensions of effectuation showed
varying effects on financial performance indicators.

5. Discussion
Scholars such as Fisher (2012) remarks that effectuation has become the most compelling
emerging theory in entrepreneurship. Having a theoretically and empirically sound scale would
encourage scholars to conduct more empirical research (Nelson and Goldsby, 2011), which will
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eventually enable effectuation research to move to a mature stage (McKelvie et al., 2013).
There have been attempts to develop and validate scales to measure causation and effectuation
in literature (e.g. Chandler et al., 2011; Brettel et al., 2012). Nonetheless, there has not been
consensus on a comprehensive scale that is universally accepted. Moreover, the subsequent
application of these scales has been lacking, particularly in an African context. For example,
the scale of Chandler et al. (2011) used in this study has not been validated among small
tourism firms in an African context. Hence, exploratory factor analysis (EFA) was applied to
validate this scale with a new data set drawn from small tour operating firms in Ethiopia.

In developing the instrument, one item of flexibility, which read “while starting up my
current business, I adapted what I was doing to the resources I had” was dropped since it
failed to meet convergent validity criteria. This raises a question of uni-dimensionality of

Firm performance measures
Model Variables Employment Sales Profit Assets

I Constant 0.000 0.000 0.000 0.000
Age −0.140 −0.163* −0.217** −0.209**
Education level −0.121 −0.178* −0.216** −0.218**
Work experience −0.275* −0.173 −0.101 −0.180
Entrepreneurial experience 0.206 0.110 0.031 0.017
R2 0.052 0.051 0.070 0.083
R2Adjusted 0.180 0.017 0.380 0.510
R2 change 0.052 0.051 0.070 0.083
F-value 1.541 1.512 2.143 2.572
p-value 0.195 0.204 0.080 0.042

II Constant 0.000 0.000 0.000 0.000
Age −0.186* −0.174 −0.219** −0.243**
Education level −0.103 −0.175* −0.215** −0.204**
Work experience −0.274* −0.167 −0.100 −0.183
Entrepreneurial experience 0.201 0.101 0.029 0.019
Firm size 0.088 0.061 0.011 0.034
Firm age 0.068 −0.002 −0.001 0.065
R2 0.065 0.054 0.071 0.088
R2Adjusted 0.014 0.003 0.020 0.039
R2 change 0.013 0.004 0.001 0.005
F-value 1.280 1.063 1.406 1.796
p-value 0.272 0.389 0.219 0.106

III Constant 0.000 0.000 0.000 0.000
Age −0.191* −0.183* −0.270*** −0.250**
Education level −0.053 −0.147 −0.170* −0.167*
Work experience −0.250* −0.181 −0.064 −0.186
Entrepreneurial experience 0.198 0.145 0.036 0.044
Firm size 0.009 −0.009 −0.073 −0.035
Firm age 0.062 −0.007 0.006 0.060
Causation 0.269*** 0.072 0.067 0.145
Experimentation 0.184* 0.129 0.057 0.140
Affordable loss 0.082 0.070 0.216** 0.067
Flexibility 0.155 0.060 −0.023 0.078
Pre-commitment 0.074 0.281*** 0.346*** 0.201**
R2 0.333 0.244 0.314 0.270
R2Adjusted 0.264 0.165 0.243 0.194
R2 change 0.268 0.190 0.244 0.182
F-value 4.811 3.109 4.420 3.565
p-value 0.000 0.001 0.000 0.000

Notes: Standardized coefficients presented *po0.10; **po0.05; ***po0.01

Table III.
Effects of causation
and effectuation on
firm performance of
Ethiopian tour
operators
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flexibility in the scale of Chandler et al. (2011) in its wider application. It can be argued that this
item is not consistent with the practice of resource acquisition by effectual entrepreneurs who
rarely rely on their own resources to startup a new firm, particularly in uncertain and dynamic
business environments such as an African context. Instead, they form partnership with people
and organisations to partly or fully invest in their new firm (Dew, Read, Sarasvathy, and
Wiltbank, 2009). According to McKelvie et al. (2013), in uncertain and dynamic entrepreneurial
environments, entrepreneurs build their firms by applying effectuation principles in their
resource acquisition (who they are, what they know and whom they know). Hence, finance and
other resources acquisition of entrepreneurs, particularly in an uncertain business
environment like Ethiopia, involves loans from family, relatives or acquaintances, described
as the three Fs ( family, friends and fools) by Alvarez and Barney (2007). According to
Sarasvathy (2001), effectual entrepreneurs utilise the means at their hand (e.g. “whom they
know”) to obtain startup capitals. In resource-constrained environments, such as an African
context, individuals are often motivated starting a new firm due to financial incentives they
get from their networks, such as peer lending or loans from family members, which is also
referred as “patient capital” since these capital sources allow them to “have flexible or
unspecified payback terms” (Dew, Sarasvathy, Read, and Wiltbank, 2009, p. 116).

This mode of resource acquisition is in particular true in the sector under study (i.e. tour
operators), which demands a relatively large capital to establish a new firm. For example,
Ethiopian entrepreneurs may not be able to fund the purchase of new cars from their own
resources to start up a tour operating firm. Post hoc analyses revealed that many of the
Ethiopian tour operating firms have been established with a financial assistance from clients
and friends (mostly from former international clients) and/or families and relatives. Even
though these post hoc explanations are obviously topics to be addressed in further research, it
is recommended for the future inclusion of items measuring “partners and alliances” in the
current scale used to measure causation and effectuation, adapted from Chandler et al. (2007).

With regard to the implications of causation and effectuation on eventual firm
performance, this study reveals mixed effects on financial and non-financial measures. For
instance, none of the four dimensions of effectuation significantly explained the growth of
employment size of the Ethiopian tour operating firms (although experimentation is
indicative of growth in employment). In other words, effectual entrepreneurs tend not to hire
more employees over a short time (McKelvie et al., 2013). Read, Dew, Sarasvathy, Song, and
Wiltbank (2009, p. 14) also found that expert entrepreneurs (i.e. effectuators) apply “distinct
mechanisms for keeping costs down and pushing revenues up”. One mechanism of reducing
cost seems to be through keeping the number of employees stable. Conversely and
consistent with H1, in this study, causation results in a higher growth in employment size.

The findings of this study reveal that the effects of effectuation on financial performance
vary when measured as a reflective construct and as a formative construct. Unlike its
overall positive and significant effects on financial performance indicators, effectuation,
through its four dimensions, only partly explains the financial performance of new firms.
Since effectuation is more often employed in a dynamic and uncertain environment, such as
the Ethiopian context, in this study, it was expected that each of the four dimensions of
effectuation to dominate practices among Ethiopian tour operators to bring positive change
to their financial performance. However, this study does not entirely support this: the four
dimensions of effectuation vary in their effect on financial performance, a similar finding to
that of McKelvie et al. (2013). For instance, the dimensions of experimentation and flexibility
did not explain any of the three financial performance indicators at all, whereas
pre-commitment positively predicts all of the three financial performance indicators while
affordable loss only positively predicts one of the indicators (profit).

Effectual entrepreneurs focus on short-term remedies to control their unpredictable
future in pursuit of profit opportunities (Sarasvathy, 2001). Such short-term experimentation
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by effectual entrepreneurs may result in a better financial performance than causal
entrepreneurs who expect returns in the long run. Nonetheless, experimentation did not
predict any of the financial performance indicators. During the field study, it was learned
that most tour packages, which tour operators sell to their clients, are almost identical.
They focus on established historic routes to the North and to safaris and national parks in
the South and Southeast of the country. It seems that Ethiopian tour operators rarely
research and develop new touristic destinations (i.e. experimentation) but rather follow
established and successful itineraries. Besides, as noted by Chandler et al. (2011), the concept
of experimentation also involves “different approaches”, which can be in the form of process
improvements (e.g. through human resource managements, promotion of Ethiopia’s tourism
products etc.). Nonetheless, as noted during field visit, Ethiopian tour operators rarely
provide trainings to their employees to improve their service delivery. Neither have they
participated in tourism exhibitions held in the developed world to expand the base of
their clients. They commonly rely on “word of mouth” as an important promotion strategy.

According to Sarasvathy (2001), effectual entrepreneurs remain flexible, rather than
strictly follow existing goals. Such flexible behaviour enables them to embrace surprises
arising from uncertain situations in their entrepreneurial activities. In this study, even
though Ethiopian tour operators seem quite flexible, with a mean score of 3.77 as compared
to a mean score of 3.32 for causation, this behaviour has not resulted in an increase in sales,
profit or assets. Ethiopian tour operators may be unable to take advantage of opportunities
as they arise (noted also by Chandler et al., 2011). For instance, they are not actively engaged
in their tour operating business throughout the year. They expect to operate fully for five
months in the two peak seasons, namely, Winter ( January-February) and Summer
( June-August). At other times, none of them has attempted to extend their services to transit
travellers who stay in Addis Ababa between 7 and 24 hours, yet a more flexible
entrepreneur could have accessed this untapped market.

This study reveals that affordable loss predicts the profitability of new firms. This can
be explained through the concept of “control-based strategies”, one of the two theories that
focus on how entrepreneurs deal with uncertainty (Kuechle et al., 2016). Expert
entrepreneurs have a preference for control-based strategies such as affordable loss, as
opposed to predictive strategies (Dew, Sarasvathy, Read, and Wiltbank, 2009). Such
preferences for non- predictive strategies may be “significantly related to new venture
positive performance” (Dew, Sarasvathy, Read, and Wiltbank, 2009, p. 109). For instance,
Wiltbank et al. (2009) show a lower number of investment failures for angel investors who
employ control-based strategies such as affordable loss.

According to Sarasvathy (2001), effectual entrepreneurs decide what they can afford to lose
and accept risks when they take the plunge into new firm formation. For instance, they make
investments in stages by applying control-based strategies such as affordable loss
(Dew, Sarasvathy, Read, and Wiltbank, 2009). If their investments fail, they look for ways to
contain losses to an acceptable level. In such a worst-case scenario, they immediately shift to
identify and pursue a new opportunity (Sarasvathy and Dew, 2005). In a similar manner,
Ethiopian tour operators who rely on financial sources from acquaintances for establishing
their tour operating firms (i.e. effectuation behaviour), evaluate the performance of their new
firms (e.g. profit) within a short period. In this study, tour operating firms, which have been
active in the business over the last three years, were surveyed. As entrepreneurs with
effectuation behaviour who regularly evaluate the success of their new firms, these operators
must have remained in the business for making a profit. Otherwise, they would have
withdrawn from the tour operating business. Hence, these results are consistent with the
theory that the principle of affordable loss positively predicts the profitability of small tour
operating firms in Ethiopia. Once the new firm is deemed sustainable and irreversible (Dew,
Sarasvathy, Read, and Wiltbank, 2009), the profits may be reinvested in the business itself.
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Consistent with a previous study (McKelvie et al., 2013), this study shows that pre-
commitment leads to an increase in sales, profit and assets of new firms. A high level of
commitment to strategic alliances, with their clients, the Ethiopian Government and among
tour operators themselves, could explain the strong positive relationship between
pre-commitment and all the three financial performance indicators. This finding is also
consistent with the principles of effectuation that effectual entrepreneurs start with their
means at hand (e.g. whom they know) in their new firm formation (Sarasvathy, 2001; Read,
Song, and Smit, 2009; Chandler et al., 2011). In other words, effectual entrepreneurs
emphasise on the means, resources and capabilities they have or what they can easily
mobilise for “controlling the unpredictable future rather than predicting an uncertain one”
(Sarasvathy, 2001, p. 252).

Moreover, given a higher R2 percentages observed on both non-financial and financial
performance measures, the findings in this study are more encouraging for effectuation
research in the field of entrepreneurship. The R2 results in this study show that the total
variances explained on the four regressed models are substantial as compared with the R2

values of similar empirical studies[6]. For instance, Smolka et al. (2016) reported an R2 of
23.1 per cent, after the entry of the main predictors (i.e. causation and the four dimensions of
effectuation) in model IV. In the study of Cai et al. (2016) among Chinese entrepreneurs,
the reported R2 was 11.0 per cent, after the entry of the main predictor of firm performance
(i.e. effectuation) in model II. In another study among entrepreneurs in another African country
(Burundi), the reported adjusted R2 to explain the growth of small businesses were small
percentages (i.e. less than 5 per cent for three firm growth indicators, namely., employment,
sales and profit), after the entry of four predictors in model III (Eijdenberg et al., 2017).
Nonetheless, these differences in R2, between this study and the other empirical studies, could
be attributed to the differences of the research contexts. Hence, further research is suggested to
explain the variances on new firm’s performance due to the effects of causation and
effectuation behaviour.

The findings of this study also have practical implications. First, the findings are
applicable to other hospitality and tourism sectors like hotels, lodges and safaris and
souvenir shops due to the fact that tour operating business includes a broad range of
service activities, such as sightseeing, accommodation, transportation, recreational
activities and shopping, second, by concentrating on startup processes, this study
highlights the need for future assistance programmes to new firms (e.g. provision of
training and education) to be given by governmental or non-governmental bodies in
Ethiopia where the empirical study was conducted and other African countries with
similar culture and business environments. For instance, this study may prove to be an
important document for institutions striving to train and support start-ups in new
structures, such as “Entrepreneurship Development Centre (EDC): Ethiopia”, which is a
quasi-government organisation established in 2013 and funded by the United Nations
Development programme. For instance, the EDC (Ethiopia) provides various
entrepreneurship trainings, which aimed at enhancing the skills and competency of
entrepreneurs, in five packages. Besides, the department of Business Development Service
(BDS) of the EDC provides advisory services, particularly to youth and women
enterprises. Interested readers on the contents of the entrepreneurial training packages of
the EDC (Ethiopia) and the BDSs it provides can find on its website[7].

Hence, the trainers and business advisors at the EDC (Ethiopia) may find the findings of
this study as important guidance tools in their provision of entrepreneurial trainings and
business advisory services. For instance, they can be guided with the principle of
pre-commitments in their entrepreneurship training workshops, which is aimed at “helping
entrepreneurs to put their idea into action”. This is because in resource-constrained
environments such as Sub-Saharan Africa (Vermeire and Bruton, 2016), the use of
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pre-commitment to form partnership and strategic alliances enable entrepreneurs to obtain
finance and resources from external sources “for quickly transforming new ideas into
successful products or services in the marketplace” (Cai et al., 2016, p. 392). Besides,
the business advisors at the EDC can provide their services using pre-commitment
principles on issues such as “innovative financing” since the study revealed the significance
of pre-commitment for achieving a higher financial performance.

Third, several of the findings in this study have relevance to prepare and provide business
and management training tools to entrepreneurs in tourism sector to promote tourism
development and success in Africa in general and Ethiopia in particular. For instance, the
findings of this study have shown that tourism entrepreneurs, such as tour operators, widely
employ effectual behaviour in entrepreneurial activities at the startup phase, even though
both the behaviour exist among them. Moreover, the use of effectual principles results in a
higher financial performance, in terms of increase in sales, profit and assets. Therefore, the
provision of entrepreneurial education and trainings, which aimed to enhance the managerial
and entrepreneurial skills of start-ups in Ethiopia and other African countries, will be more
effective through the effectual approach rather than the common way of teaching through the
causation approach. For instance, entrepreneurship courses are already included in higher
education institutions in Ethiopia in fields such as engineering and teaching them focussing
on enhancing the effectual behaviour in start-ups, will eventually result in a higher financial
performance. Among the four principles of effectuation, a particular emphasis on pre-
commitment is important since this study revealed a positive and significant association
between pre-commitment on one hand and an increase in sales, profit and assets on the other
hand. One of the aims of entrepreneurship education in Ethiopian universities is, for instance,
to acquaint students with skills of “identifying alternative financing models for small
businesses” (Dugassa, 2012, p. 236). As discussed before in Section 2.1, the use of pre-
commitment allows effectual entrepreneurs to build partnerships and strategic alliances with
stakeholders (e.g. venture capitalists) in their new firm formation process (Sarasvathy and
Dew, 2008). Hence, in teaching courses such as “entrepreneurship for engineers”, the principle
of pre-commitment can be practiced through “think aloud verbal protocols” in which the
engineering students could be asked “to continually talk aloud and describe what they
are thinking as they were faced with problems and decisions” (Perry et al., 2012, p. 839).
For instance, as future engineers who aspire to establish new engineering firms, which are
capital intensive like tour operating firms, they could be asked to think aloud how they would
emphasise on the means, resources and capabilities they have or what they can easily mobilise
(Sarasvathy, 2001; Read, Song, and Smit, 2009; Chandler et al., 2011).

6. Conclusion
The literature often indicates that the firm performance of effectual entrepreneurs is better
than that of causal entrepreneurs. However, this claim has hardly been verified in a
non-Western context. Recently, Eijdenberg et al. (2017) found neither effectuation nor
causation have effects on small business growth in Burundi. The variation in findings
between Eijdenberg et al. (2017) and this study may be ascribed to the differences in the
sectors studied and the scales used.

This study is one of the few in a developing country context to compare the firm
performance of entrepreneurs who used causation and effectuation decision-making logics
in their identification and pursuit of profit opportunities. From a data set of 118
entrepreneurs who have founded small tour operating firms in Ethiopia, this study
attempted to determine whether or not there is an increase in employment size among the
firms of entrepreneurs who used causation rather than effectuation logic. The study also
attempted to determine whether the financial performance of entrepreneurs who used more
effectuation is better than those who did not.
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In line with the first hypotheses, this study can demonstrate that the firms of
entrepreneurs with causation behaviour show a greater increase in their employment size
than the firms of entrepreneurs with effectuation behaviour. However, those adopting
effectuation practice showed (at least partly) better financial performance. Not all the four
dimensions of effectuation explain the financial performance of Ethiopian small tour
operating firms. Among the various effectuation dimensions examined, pre-commitment
provided the strongest association with all the three financial performance indicators
(sales, profit and assets). Affordable loss also predicted profit. Nonetheless, the financial
performance of Ethiopian tour operators seems unrelated to a tendency to experiment
with new packages or be flexible. There appears to be little financial incentive to explore
new routes. In a nut shell, despite the partial effects of effectuation, as measured through
its four dimensions, this study found a positive and significant association between
effectuation (as an aggregate construct) and financial performance indicators. Hence, H2
was also supported.

This study concludes that both causation and effectuation have implications on firm
performance. In other words, unlike other scholars (e.g. Read, Song, and Smit, 2009), in this
study, a strong evidence was not found to claim that effectuation is superior to causation in
the outcomes in a developing country context. It is believed that this is an impressive
contribution to entrepreneurship literature. The other theoretical implications of this study
is that it further validates the operationalized scale by Chandler et al. (2011) in showing it is
applicable in an African context. Consistent with their findings, the factor analysis in this
study revealed five constructs (causation and the four dimensions of effectuation).
This study concludes that their validated scale, adapted in places to suit a particular
situation, can be confidently used by researchers on African small businesses.

Notes

1. Sarasvathy (2001) also used the term “behaviour” in explaining the decision-making logics of
entrepreneurs in their early stages of new firm formation. In this study, therefore, causation and
effectuation are used to refer to entrepreneurs’ behaviour at the startup phase.

2. A further description on the principles of effectuation as well as their implications on firm
performance is provided below in Section 2.3.

3. The result of the second EFA test is provided in Table AI.

4. The authors would like to thank one of the anonymous reviewers for suggesting to point out
whether the entrepreneurial behaviour of Ethiopian tour operators is typically more effectuation
or causation.

5. The authors are thankful to one of the reviewers who recommended for this additional analysis to
point out the aggregate effects of effectuation on financial performance indicators.

6. The authors are thankful to one of the anonymous reviewers for suggesting to show the relative
quality of the R2 in our study as compared with the R2 in previous studies.

7. www.edcethiopia.org
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Appendix

Components
Variables Items 1 2 3 4 5

Causation While starting up my current business,
I analysed long run opportunities and selected
what I thought would provide the best returns 0.783 −0.008 −0.057 0.001 −0.277
While starting up my current business, I
developed a strategy to best take advantage of
resources and capabilities 0.734 0.202 −0.067 0.199 −0.246
While starting up my current business, I
designed and planned business strategies 0.807 0.103 0.092 0.120 0.074
While starting up my current business, I
organised and implemented control processes to
make sure I met objectives. E.g., establishing an
internal reporting structure in a fixed time like
monthly or biannual report 0.743 0.065 0.132 −0.004 0.308
While starting up my current business, I
researched and selected target markets and did
meaningful competitive analysis 0.812 0.057 0.105 0.016 0.230
While starting up my current business, I had a
clear and consistent vision for where I wanted to
end up 0.716 0.201 0.170 0.067 0.147
While starting up my current business, I
designed and planned tour operating services
and marketing efforts 0.406 0.261 0.314 −0.420 0.104

Experimentation While starting up my current business, I
experimented with different tourism routes or
itineraries. E.g., I selected my tourist
destinations after trial and error 0.198 0.213 0.746 −0.019 0.005
The service that I now provide is essentially the
same as originally conceptualiseda −0.087 −0.039 0.821 0.100 0.100
The service that I now provide is substantially
different than I first imagined 0.101 −0.003 0.799 0.343 0.169
While starting up my current business, I tried a
number of different approaches until I found a
business model that worked. E.g., the tour
packages I use now are developed after many
trial and error efforts 0.146 0.363 0.461 0.326 −0.098

Affordable loss While starting up my current business, I was
careful not to commit more resources than I
could afford to lose 0.146 0.829 −0.004 0.133 0.172
While starting up my current business, I was
careful not to risk more money than I was
willing to lose with my initial idea 0.022 0.865 0.154 0.111 0.059
While starting up my current business, I was
careful not to risk so much money that my firm
would be in real trouble financially if things did
not work out 0.185 0.812 0.075 0.036 −0.012

Flexibility While starting up my current business, I
allowed the business to evolve as opportunities
emerged 0.242 0.133 0.347 0.513 0.153

(continued )

Table AI.
Exploratory factor
analysis test results
for causation and the
four dimensions of
effectuation among
Ethiopian tour
operators
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Components
Variables Items 1 2 3 4 5

While starting up my current business, I was
flexible and took advantage of opportunities as
they arose. E.g., instead of following a rigid
business plan, having a business plan that
changes situationally 0.211 0.151 0.240 0.745 0.163
While starting up my current business, I
avoided courses of action that restricted my
flexibility and adaptability −0.033 0.140 0.088 0.723 0.166

Pre-commitment While starting up my current business, I used a
substantial number of agreements with clients
and other organisations and people to reduce the
amount of uncertainty 0.190 0.465 0.062 0.220 0.601
While starting up my current business, I used
pre-commitments from clients as often as
possible. E.g., asking for a down payment 0.047 0.033 0.132 0.235 0.832

Note: aThis item was reverse coded Table AI.
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