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The performance of newly founded ventures is influenced by a multitude of factors. It is
especially guided by the characteristics and behaviors of its founders. Founders exhibit
different levels of optimism (Dushnitsky, 2010), self-efficacy (Hmieleski & Baron, 2008)
narcissism (Mathieu & St-Jean, 2013), and overconfidence (Bernardo & Welch, 2001; Forbes,
2005). In addition to these factors, the effects of hubris were addressed in recent research (e.g.
Forster & Sarasvathy, 2007; Hayward, Shepherd, & Griffin, 2006; Hayward, Forster,
Sarasvathy, & Fredrickson, 2009; Hermanns, 2012a; Koellinger, Minniti, & Schade, 2007).
Hubris is characterized by excessive pride, exaggerated self-confidence and positive self-
evaluations as well as abnormal behavior that differs significantly from the average
(Hermanns, 2012a; Judge, Piccolo, & Kosalka, 2009).

The subject of hubris has attracted interest in various research disciplines (i.e.
entrepreneurship, organizational studies and psychology). According to the findings in the
area of entrepreneurship and organizational studies, two types of hubris can be differentiated.
While individual hubris emphasizes the effects shown by individual founders and company
executives, hubris describes, on an organizational level, the degree to which all members of
an organization collectively overestimate its organizational competences (Hermanns, 2012b).

These two types were considered and analyzed in different contexts.

Individual Hubris Organizational Hubris

Intermediate Empirical Evidence

Entrepreneurship (e.g. Forster & Sarasvathy, 2007; Theoretical Discussions -
Hayward et al. 2006, 2009; No Empirical Evidence
Koellinger et al, 2006)

Intermediate Empirical Evidence

(e.g. Hayward & Hambrick, 1997; First Empirical Evidence by Hermanns
Hiller & Hambrick, 2005; (2012b)
Hilary & Menzly, 2008)

Organizational Studies

Table 1: State of research on organizational hubris in entrepreneurship and organizational studies (author’s illustration).

A growing number of authors discuss the relevance of organizational hubris in entrepreneurial
settings on a theoretical basis. They assume that hubris cannot only be identified on the
individual level of founders but also within newly founded ventures as a whole (i.e.
organizational context) (Forbes, 2005; Hermanns, 2012a; Hmieleski & Baron, 2008). As
depicted in table 1, no empirical research was performed in an entrepreneurial context on
organizational hubris yet. So far, current research related to organizational hubris proved its
existence merely within large and established organizations (i.e. Enron Corporation,

CargoLifter AG). For example, Hermanns (2012b) performed an extensive investigation on
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CargoL.ifter ex-post to the failure of the company. He found empirical evidence that
organizational hubris was already existent in the initial phase of founding the CargoL.ifter AG.
Especially for newly founded ventures, it is important to analyze the effects of organizational
hubris not only ex-post to venture failure but also during venture creation in order to be able

to limit its effects.

Research that examined organizational hubris confirmed several symptoms that indicate ex-
post the existence of organizational hubris within established organizations (Hermanns,
2012b). As entrepreneurial settings differ in terms of internal and external conditions (c.f.
McGrath, 2001; Venkataraman, Van de Ven, Andrew H, Buckeye, & Hudson, 1990), we
assume that the entrepreneurial context might offer additional symptoms that facilitate the
identification of hubris during the phase of venture creation. In order to deal with distinct
burdens and challenges such as the liability of newness, the liability of smallness and
considerable uncertainties (c.f. McGrath, 2001), founding teams have to take a multitude of
decisions that have a crucial impact on the existence of their ventures (Reuber & Fischer,
1999).

Empirical evidence shows that decision and planning logics differ among entrepreneurial
settings (e.g. Sarasvathy, 2001). They can be distinguished between effectuation and
causation approaches (Chandler, DeTienne, McKelvie, & Mumford, 2011; Freese, 2014,
Sarasvathy, 2001). We assume that distinct conditions within certain industries, such as the
dynamics or the length of innovation cycles and the institutional framing, determine which of
the two decision-making logics appear favorable. However, newly founded ventures do not
necessarily exclusively pursue one of the two decision logics as a result that changing
circumstances might require rather untypical decision-making processes on a temporary basis
(Freese, 2014). Therefore, decision-logics that are entirely not in line with the respective
industry’s conditions and that contradict the average of similar venture projects and expected

behavior are considered to be abnormal.

The objective of this study is to examine whether abnormal decision-making logics can be
used as an additional symptom to identify organizational hubris. Moreover, it is investigated
whether this symptom can already be identified during the process of venture creation and not
only ex-post to venture failure. In order to examine these assumptions, two empirical
approaches are used. First of all, interviews with experts are conducted in order to investigate

their experiences with newly founded ventures that follow abnormal decision-making logics



and the resulting consequences for venture performance and existence. As a result that
organizational hubris is a reasonable assumption undertaken by third parties, we will ask these
experts regarding their experiences. Additionally we ask them to provide access to Start-Up
companies where they assume that organizational hubris is existent. Secondly, we will
conduct qualitative interviews with those Start-Ups that operate in the IT or health care
industry. We select these industries because we expect the decision-making logics in these
industries to differ. Unpredictable conditions of rapid change, disruption and short innovation
cycles force newly founded technology-based organizations to adjust their business models on
a short-term basis in particular (Midler & Silberzahn, 2008; Rai, Borah, & Ramaprasad,
1996). We expect that the effectuation approach is a more favorable decision-making logic in
the IT industry overall. Start-Ups operating in the health care industry have to deal with
numerous governmental and nongovernmental regulations, rules and institutional details
which can be seen as a special framing with more or less systemic rigidities that slow down
the diffusion process of new business ideas and innovations (Gersch, Schroder, & Hewing,
2011). Moreover, the generation of revenues is determined by legislations and fees regulation
(Gersch, Lindert, & Schroder, 2010). These conditions are likely to favor the causation
approach as a result that considerable changes within this particular industry are realized only
on a long-term and in comparison more predictable basis. We are going to investigate whether
the decision-making logics of our sample differ from our expectations and whether the

reasons can be attributed to hubris or other antecedents.

The results are going to be presented at the G-Forum conference in November 2014.



References

Bernardo, A. E., & Welch, I. (2001). On the evolution of overconfidence and entrepreneurs.
Journal of Economics & Management Strategy, 10(3), 301-330.

Chandler, G. N., DeTienne, D. R., McKelvie, A., & Mumford, T. V. (2011). Causation and
effectuation processes: A validation study. Journal of Business Venturing, 26(3), 375-390.

Cooper, A. C., Woo, C. Y., & Dunkelberg, W. C. (1988). Entrepreneurs’ perceived chances
for success. Journal of Business Venturing, 3(2), 97-108.

Dushnitsky, G. (2010). Entrepreneurial optimism in the market for technological inventions.
Organization Science, 21(1), 150-167.

Forbes, D. P. (2005). Are some entrepreneurs more overconfident than others? Journal of
Business Venturing, 20(5), 623-640.

Forster, W. R. & Sarasvathy, S. D. (2007). When hubris is good: an error based theory of
entrepreneurial overconfidence, Working-Paper, University of Virginia.

Freese, T. (2014). Entscheidungsfindung in jungen Unternehmen. Eine empirische
Untersuchung der Determinanten der Effectuation-Logik und ihres Einfluss auf
Geschaftsmodelle und Produkte (Dissertation (noch nicht vertffentlicht)). Freie Universitét
Berlin, Berlin.

Gersch, M., Lindert, R., & Schroder, S. (2010). Erlds-und Vergltungsmodelle im
Gesundheitswesen. E-Health@ Home-Projektbericht, Berlin.

Gersch, M., Schroder, S., & Hewing, M. (2011). Erl6és-und Finanzierungsmoglichkeiten
innovativer Versorgungs- und Geschaftssysteme im Gesundheitswesen — Systematischer
Uberblick und exemplarische Analyse ausgewahlter Geschéaftssysteme. E-Health@ Home-
Projektbericht, Berlin.

Hayward, M., Forster, W. R., Sarasvathy, S. D., & Fredrickson, B. L. (2009). Beyond hubris:
How highly confident entrepreneurs rebound to venture again. Journal of Business
Venturing, 25(6), 569-578.

Hayward, M., Shepherd, D. A., & Griffin, D. (2006). A hubris theory of entrepreneurship.
Management Science, 52(2), 160-172.

Hermanns, P. (2012a). Entrepreneurship, Hubris & Organizsational Identity. Presented at the
SMS Miami, Miami.

Hermanns, P. (2012b). Organizational Hubris—Aufstieg und Fall einer Celebrity Firm am
Beispiel der CargolLifter AG, Dissertation, Freie Universitdt Berlin, Kolner
Wissenschaftsverlag.

Hmieleski, K. M., & Baron, R. A. (2008). When does entrepreneurial self-efficacy enhance
versus reduce firm performance? Strategic Entrepreneurship Journal, 2(1), 57-72.

Judge, T. A., Piccolo, R. F., & Kosalka, T. (2009). The bright and dark sides of leader traits:
A review and theoretical extension of the leader trait paradigm. The Leadership Quarterly,
20(6), 855-875.

Koellinger, P., Minniti, M., & Schade, C. (2007). “I think I can, I think I can™:
Overconfidence and entrepreneurial behavior. Journal of Economic Psychology, 28(4),
502-527.

Li, J., & Tang, Y. I. (2010). CEO hubris and firm risk taking in China: The moderating role of
managerial discretion. Academy of Management Journal, 53(1), 45-68.

Lowe, R. A., & Ziedonis, A. A. (2006). Overoptimism and the performance of entrepreneurial
firms. Management Science, 52(2), 173-186.



Malmendier, U., & Tate, G. (2008). Who makes acquisitions? CEO overconfidence and the
market's reaction. Journal of Financial Economics, 89(1), 20-43.

Mathieu, C., & St-Jean, E. (2013). Entrepreneurial personality: The role of narcissism.
Personality and Individual Differences, 55(5), 527-531.

McGrath, R. G. (2001). Exploratory learning, innovative capacity, and managerial oversight.
Academy of Management Journal, 44(1), 118-131.

Midler, C., & Silberzahn, P. (2008). Managing robust development process for high-tech
startups through multi-project learning: The case of two European start-ups. International
Journal of Project Management, 26(5), 479-486.

Rai, A., Borah, S., & Ramaprasad, A. (1996). Critical success factors for strategic alliances in
the information technology industry: an empirical study. Decision Sciences, 27(1), 141—
155.

Sarasvathy, S. D. (2001). Causation and effectuation: Toward a theoretical shift from
economic inevitability to entrepreneurial contingency. Academy of Management Review,
26(2), 243-263.

Simon, M., & Houghton, S. M. (2003). The relationship between overconfidence and the
introduction of risky products: Evidence from a field study. Academy of Management
Journal, 46(2), 139-149.

Venkataraman, S., Van de Ven, Andrew H, Buckeye, J., & Hudson, R. (1990). Starting up in
a turbulent environment: A process model of failure among firms with high customer
dependence. Journal of Business Venturing, 5(5), 277-295.



