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Original Research Article
The impact of overconfidence on entrepreneurial process:

Entrepreneurs versus Students

Abstract:

Empirical research documents that overconfidence &astrong impact on investment
decision. In this experimental study using a witirbject design and entrepreneurial process,
we detail this relationship by introducing a stafiédentification (initial knowledge about the
entrepreneurial opportunities to invest in) andl@ation (forecasts to be made) before the
investment decision. We also examine the role giegise by comparing a group of
entrepreneurs (320 Tunisian entrepreneurs) andupgf students (70), control in the role of
risk aversion, and implement different measurewdrconfidence (miscalibration in two
formats — the BTA effect and the illusion of comradur results show that no differences
were observed between entrepreneurs and studethis degree of overconfidence. However,
overconfidence seems to determine decision-makirzgdifferent way across the two groups.
Concerning students, we observed that overconfeldnfluenced general tasks such as
identification of the entrepreneurial opportuniti®g when it came to investing, risk aversion
had a major effect. In contrast, entrepreneurs wst®ngly influenced by their
overconfidence. For them, it mainly affected specifisks (evaluation and investment
choices) but, surprisingly, risk aversion had nte@fon investment decision. Our results
suggest that introducing an entrepreneurial oppdiés in the decision process is an aid to
understanding the differences between experts avides.

Key words: overconfidence, risk aversion, expertise, investimdecision, entrepreneurs,

entrepreneurial process.
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The traditional approach of finance rests uponctassical hypotheses of the homogeneity
of the agents’ anticipations and their economimnratlity. All the agents are supposed to have
the same anticipations and to behave in a ratwagl

More precisely, the agents are supposed to benedtin a normative way, it means, that
their behavior has to be in accordance with a tertamber of axioms. Then they are able to
revise their anticipations according to Bayes’ tleeo when new information arrives on the
market. The financial choices they make aim to mze their utility. These hypotheses form
the paradigm of the rational Homo oeconomicus. Adiog to this paradigm, nothing is
supposed to affect the rational behavior of anviddial, either social influence, psychology,
or mood.

After the emergence of the theories related tontlagkets efficiency (Markowitz, 1952),
the theorists described a pure and perfect finhnoia&verse where the evolution of rates
permanently reflects the available information atsdrational use. In reality, however, the
erratic movements of the stock market indicate thatbehavior of the markets permanently
involves an important share of psychology (DeBartt Thaler, 1994).

This new behavioral paradigm recieved an officedagnition with the attribution of the
2002 Nobel Prize in Economics to Kahneman for hisk& which introduced the acquired
knowledge from research in psychology in economicsday, it aims the success of the
behavioral finance approach is to prove that tleekstmnarket phenomena which can’t be
explained in the classical framework can be explditnrough a better understanding of the
individuals’ real behavior. Indeed, people credteirt anticipations in a contradictory way
with the supposed rationality of behaviors. In faleey are subject to biases such as heuristics
(of representativeness, anchoring.) and psychabgiaeses (overconfidence).

Overconfidence is one of the most documented hetavbiases (Daniel and Titman,
1999). In their synthesis on the foundations ofdw#dral finance, DeBondt and Thaler (1994)
state that « perhaps the most robust finding inpyehology of judgement is that people are
overconfident ». It characterizes an individual ihgvoverconfidence in his/ her own
competences, capacities or knowledge.

The notion of overconfidence can cover many defing. It can be defined as the
overestimation of an individual's own capacities toake the right predictions
(miscalibration). An individual can also be optitigsbut in an unrealistic way concerning
events connected only at random (irrealistic om)mand overvalues his/ her capacities

compared to other individuals (Better-than-Averaffect).
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In parallel, solving the decision-making problemretated to brain stimulation which may
be different, depending on the individual who waiftempt to solve the issue. The experiments
conducted by different researchers (Andersson [RA@&mbert and al[2012]) showed that
results vary according to the individual's degréexpertise. Bedard and Chi (1993) defined
expertise as a number of years of experience @tipea In this literature, entrepreneurs have
been insufficiently studied.

In this paper, we analyze the impact of overcomiggealong the dynamic process of decision-
making with different stages (identification, ewaion, decision). We considered an
investment decision between different entrepreaéwpportunities which are differently
known, perceived, judged and evaluated by the gipatnts. Our within-subject experiment
also focused on the role of experience by analyawagroups: 70 students (Bachelor’s and
Master’s Degree levels) and 320 entrepreneurs.

We divided the study into three stages: the judgmtre valuation and the investment
decision. We supposed that overconfidence coulelctyr impact these stages, but also the
investment decision through the judgment and theati@n process. As a control variable for
the investment decision, we included a measursskfversion.

The main contributions of our paper to the literatoan be summarized as follows. Firstly,
people can be overconfident in different ways dmsl implies different types of measures. In
this study, we use four measures. Two of them ddrivm prior studies that have emphasized
the sensitivity to elicitation methods in miscadibon tests, so we integrate two types of
frame in the estimation of confidence (a probatidisand a frequency judgment). The two
others are designed to capture the better-tharageesffect and the illusion of control. We
also compute a composite index based on a factdysis of these four measures. The second
goal is to study more closely how overconfidenctuances the decision-making process.
The third goal is to contribute to the literature expertise, by examining the above
relationships between overconfidence and decisiopiofessionals (entrepreneurs) and non-
professionals (students).

In all, to sum up our main results, overconfiderscelearly observed among experts and
non-experts. However, when we detail its effect decision-making by including an
identification/evaluation stage before the investmehoice, we document important
differences.

For students, we observe that overconfidence inflas identification phase such as global
knowledge of the entrepreneurial opportunitieswien they have to invest in opportunities,

risk aversion has a major effect. In contrast, egrgneurs are strongly influenced by their
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overconfidence. For them, overconfidence mainlye@# specific tasks (evaluation and
investment choice) and risk aversion has no etiaahvestment decision.

The article is structured as follows. In the negtt®n, present an overview of the
literature and our theoretical model. This is feléml by a discussion of the data collected and
the research method. Results are then reportethelrfollowing section, key findings are
discussed. Finally, conclusions are presented.

1. Literature overview and theor etical design
1.1. Overconfidence and entrepreneurial decisiohking

Many people are more able than others to discaaluate and exploit opportunities,
theories that attempt to address this problem arkidisciplinary economics, strategy and
psychology.

Cooper and al. (1988) tries to answer this quedbprtonducting a study of behavioral
biases. The study of these biases comes from pgghthat challenges the conventional
view of financial rationality of the subject. On&tbe violations of the classical theory is the
overconfidence factor.

These authors studied 2,994 entrepreneurs starewfy created their chances of success.
Contractors are asked about (a) "What are the esaot success of their business?, “(B)"
What are the chances that a similar business io $hecess? ". For these two questions
entrepreneurs have expressed their chances ofssugsteéhe most pessimistic 0% to 100%
more optimistic. The average responses regardiegtaluation of its own success is 81%,
while evaluating the success of the business ewen by someone else is much lower, 59%.
Note that almost 33% of individuals responded 10d@?%sthe success of their project. The
authors justify this optimism by the belief of teetrepreneur in his own abilities, unrealistic
optimism.

Overconfidence is the mental state of a person ewerestimates his personal ability in
terms of making correct choices. Broihanne an8l04) indicate that when the task and the
environment is complex, individuals tend to be sabto behavioral biases that lead to non-
rational judgments.

Overconfidence is actually a tendency of individutd overestimate their abilities and/or
skills. The individual feels he has such completstary over various aspects of a problem, at
which he fails consciously or not, to consider theverity of the problems. This
overconfidence can obviously lead to cognitive é&asr errors of judgment. According to
Duhaime and Schwenk (1985), this heuristic is @rpld in various ways. On the one hand,

when policy makers assess their likelihood of ssscéhey tend to omit the factors they
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cannot control and that may cause a failure. Ilalstbay focus only on the factors they can

control. On the other hand, the fact of exaggegatite extent of their control can reassure
policy makers, and reduce the anxiety experiendeehvin an uncertain environment.

1.2. Research on experts and laymen

In this paper, we focus our attention on the défgiation between laymen and experts. Such
opposition will be studied concerning the degreewdrconfidence and decision- making. In

past literature, differences have been observeddset these two populations both on their
level of overconfidence and their performance hili

Chase and Simon (1973) show that experts spend mark time, in adjusting the
information, than novices, which allows better cohof the problem they face. This control
is possible by repeating the same process whiam, tbecomes automatic. Automation
allows them to free a part of their memory, whicbvides a better control of the situation.
Experts are gifted with the faculty of processingprmation-contrary to novices- because
they tend to have an overall view of the problenstead of focusing on a specific point.
They will spend much more time defining a probleather than solving it.

1.3. Research on the relation between overconfeland risk aversion

The relationship between risk attitude and overicemice has been extensively studied
throughout the financial markets. Research on fuathagers has shown that the ones with
the least experience significantly produce higretums than their experienced colleagues
(Chevalier and Ellison [1999a]; Liang [1999]; Eddsiand Caglayan [2001]).

In their research work, Simon and al. (1999), Camand Lovallo (1999) indicate that the
act of entrepreneurship is directly related to cé#pafor risk-taking exhibited by the
individual.

The perceived risk is actually a problem of choi€ke individual does not have all the
necessary information, yet nevertheless builds mapans about the environment. The
individual faces cognitive limitations which redubies expectations, and assign probabilities
to negative consequence limits. The individual mietmonstrate subjectivity to overcome
this problem.

The overconfident entrepreneur will always overaate his skills and knowledge; in fact,
he has the greatest confidence in the accuracyisofolwn forecasts. Therefore, he will
continue his risky behavior.

Simon and Houghton (2003), state that the busimessronment can strengthen the

relationship between the entrepreneur and excsksEntrepreneurs often find taking risks
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168  more important than the success rate of new busif@soper and al. (1989) found that 33%
169  of entrepreneurs have 100% confidence in theiregt@nd their chance of success.

170 The presence of psychological bias, or overconfidereads to a lower rate of risk

171 perception (Daniel and al. 1998). The more confidenentrepreneur is, the more risky the
172 projects which he will invest in. The positive cgation between overconfidence and risk-
173  taking is confirmed by the work of Cooper and &B&8), Corman and al. (1988), Simon and
174  Houghton (2003).

175  1.4. The Model

176 Our model supposes that overconfidence positivélyénces investment decision, in line

177  with numerous studies. But this influence coulddirect or indirect through an additional

178  stage devoted to identification and evaluationuFadl depicts both influences. Overconfident
179  people can express overconfident judgment or vi@ludtut do not necessarily act upon them
180 when they make a decision. So we test a directiosakhip between overconfidence and
181  entrepreneurial process. We also integrate risksaue as a control variable, in line with the
182 literature that has pointed out its role on investtdecision. According to the literature, risk
183  aversion drives negatively and directly the levélimvestment in risky entrepreneurial

184  opportunities.

185
186 ) i . .
Overconfidence Relation1 Risk aversion
187
188 v Relation2 v Relation3
189 . . .
Entrepreneurial Entrepreneurial Entrepreneurial
190 opportunities opportunities opportunities
identificatior evaluatior exnloitatior
191 Relation 4 Relation 5
192

193  Figure 1: Conceptual model of research

194 Moreover, we test whether these relationships batveerconfidence and entrepreneurial
195 decision are influenced by expertise. Accordingthe literature, experts are prone to
196  overconfidence, just as people in general, and thairconfidence influences their decision-
197 making. But its effect might not be so direct besmauhey are used to acting through
198  procedures, in particular for important decisionshsas investment choices. They are used to
199 integrating entrepreneurial processes in theirggsibnal decision-making.

200 In addition to testing this model, we examine wiketlthere is a relationship between

201  overconfidence and risk aversion.
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2. Experimental design

2.1. Participants

Our within-subject experiment included two typespafticipants: a group of students and a
group of entrepreneurs. The first group was compase’0 business students from Tunisia
University (34 were male). Due to their sparse aoknd in Economics and Finance (42
students were in Bachelor's Degree groups and @&$sts were from a Master’s program),
they were assimilated as novice entrepreneurs.

The second group consisted of 320 entrepreneuts avitariety of experience. We did not
split their level of experience (mean = 8.35 yeaH4 entrepreneurs were male. Before
elaborating the questionnaire, we interviewed thefgssional subjects in order to better
understand their job and scope of decision.

2.2. Task and procedure

While explaining the instructions, participants kkbask questions. One hour was required to
participate in the experiment.

Due to the complexity of organizing a seminar sessvith all the entrepreneurs, we decided
to elaborate the questionnaire on a laptop andngeraindividual sessions with each
entrepreneur. We considered that an appointmepaiticipate to the experiment suggests a
sufficient interest for the study so we do not pfé@my compensation (Hodgkinson aad
[1999]; Andersson [2004]; Lambert amadl [2012]). Each question was similar for different
entrepreneurs and took the same time to fill oaftvgare was added to the end of a question
in order to establish when the time elapsed in rotdenanage their time equally and to be
homogeneous with the students’ settings.

For the students, we organized four sessions dtinmgame morning. They had to fill out the
same survey as that of the entrepreneurs (few iteans different due to the specificity of the
entrepreneur’ experience), with the same amoutita to answer.

The different steps of the experiment are summdrire figure 2. In the first part, the
guestionnaire measured overconfidence and risksewerThen, the second part was designed
to detail the stages preceding the decision: (ljpgment stage with a general perception of
each entrepreneurial opportunity (identificatiof) an evaluation stage with forecast

estimations for each opportunity, and (3) the itmesit choice (exploitation).

Part 1: Psychological Part 2: Entrepreneurial
traits process

Identification
e 0 0

-
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Risk aversion
Measures

Figure 2: Experimental process

2.3. Entrepreneurial process

In general, the decision-making process includeacivities from the time a stimulus for
action is perceived until engagement in the actsoperformed (Mintzberg and al., 1976).
This series of actions represents the elementseceka the research and treatment of the
information. In fact, the actions come from veliifia information, and/or sources which are
cognitive processes of the entrepreneur, and irdtam sources that they may have difficulty
in verifying. Dynamic factors correspond to the aator and the environment or the process
itself, with the identification of the stimulus, dhis perceptions of opportunities or any other
triggers.

The problem identification phase, meets the entregurial logic, when it comes to
identifying opportunities or diagnosing a problerigh can bring opportunities.

The evaluation phase addresses the entreprenesamese, when the solutions sought
involve creativity or innovation. They address tihnranagerial sense, when solutions are
sought through optimization and effective managdnwénexisting resources. In fact, the
choice is based on a spirit of enterprise, and amgnies taking risks or using a managerial
logic when the choice is based on the value otiexigesources.

There are stages of implementation or operati@chieve the solution which most closely
meets the essential managerial logic of efficidiotation of resources.

Studies in psychology, finance and entrepreneurst@ipe shown that there may be
distinctions in the treatment of a problem anddgsisions. These distinctions are made on a
linear basis, and may exist between judgment aruside. Studies on overconfidence

generally do not distinguish between judgment agcision. The authors implicitly state that
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the decisions taken by the agents are of the satugenas the judgments they have made
previously.

2.4.Measures

2.4.1. Overconfidence

The second part of the experiment analyzes theidemde level of an individual. This
concept has been developed around three typeseséaviidence that we have seen in the
literature i.e., miscalibration, better than ther@ge and the illusion of control.

» The misalibration (variable PJ and FJ)

The miscalibration is measured twice using theofelhg judgment probability and
frequency of judgment calculation.

Variable miscalibration probabilistic judgment (Rd)adapted to the study of Russo and
Schoemaker (1992). The first step of the miscdiitnais obtained by requesting a numerical
range in which the response to a question is ldca#éer each question, the respondent will
assess the percentage of certainty. The confidieve is calculated by using the average
percentage of certainty which is then subtractedhfthe proportion (percentage) of correct

answers (Broihanne and al., 2012).

PJ =% certainty -% correct answers

If the answer is zero, the subject will be quatifaes properly calibrated. In other words, he
or she will assess their knowledge accuratelyhdf iesult is greater than zero, it means that
the percentage of certainty is higher than the ramalb correct answers. The individual will
then overstate his knowledge, reflecting overcanfik.

The questions within the general culture for thstffive of them are the specific culture
for the other five. Entrepreneurs were utilizingues related to the economic and financial
news, while students were utilizing issues relai@dhe student world. The five general
knowledge questions were the same for both pojuisti

An additional question was added after the art@igerenzer and al. (1991), Lambert and
al. (2012), for calculating a second confidenceslesalled "frequency judgment" (FJ). The
analysis of the differences in results allows uertoch the literature on the subject.

The judgment of frequency is represented by thestiue below. The same way as the
variable PJ, the confidence index is obtained Mytraating the value in question from the
number of correct answers. Its interpretation ésthme as the variable PJ.

According to you, how many correct answers do yavel?
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» Better than the average (variable BTA)

Better than the average is the second characteostverconfidence, which was detailed
in the previous chapters. The most famous exansp&énson (1981), who put forward that
81% of students considered themselves above avevhge responding to the question:
"How would you address your driving?”

To measure this variable, we took as the first jt8renson (1981), and two of the studies
by Lambert and al. (2012) which measured on a Ligeale of five points. The arithmetic
average of the responses allows us to obtain arlibtin the average score.

* The lllusion of Control (variable IC)

The illusion of control, our third variable in theverconfidence" concept, is measured
according to the same principle as better thanatle¥age, i.e. on a Likert scale. The scale
score, after an arithmetic average of the resporiBeis methodology for measuring the
illusion of control is adapted from the work of Qimand al. (1999), Langer and Roth (1975),
Lambert and al. (2012).

2.4.2. Risk aversion

The risk aversion variable is based on the metlogyobf Nos¢ and Weber (2008). The
subjects had to allocate an amount ranging fronND To 100,000 TND between a risky and
a safe investment. A participant was consideredeag risk averse with a high amount in a
safe investment.

2.4.3. Entrepreneurial Process
» The Identification of Entrepreneurial Opportunities

According to studies by Shepherd and De Tienne §g00cbasaran and al. (2009), the
variable identifying entrepreneurial opportunitysa@perationalized in terms of the number of
opportunities identified. The measurement of tldgable is to pose the question "During the
past year, how many business opportunities youtiigeh The answers to this question have
faced eight identification results opportunity (e0g 1, 2, 3, 4, 5, 6 to 10, or more than 10

opportunities).

» The Opportunity Evaluation

In our study, we adopted the proposed measure byakdal. (2002) and Ucbasaran and
al. (2009). This method allows each of the respondentsave the same information (Finch
[1987]; Hughes [1998]).
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Three criteria were established to indicate whetttex entrepreneur perceives the
opportunity, presented in the case study, as anessiopportunity. These items represent a
general assessment of the situation.

This is done by utilizing a 5-point Likert scaleanging from "strongly disagree" to
"strongly agree". The mathematical average of #spaonses allows us to obtain a score
evaluation. The higher the score, the more it iadis that the contractor evaluates
entrepreneurial opportunities in a positive way.

» The exploitation of Entrepreneurial Opportunities

Entrepreneurs must combine resources (human capithlfinancial capital) in order to
exploit new opportunities (Shane, 2003). Therefdhes contractor must know how to
combine their personal resources in an optimal imagrder to fully take advantage of the
opportunity. Therefore, the entrepreneurial opputyuexploitation phase is designed as a set
of allocation decisions (human and financial) reses. This phase of the decision-making
process is the result of a good combination of huarad financial capital.

In our research, we calculate a score to measargdhable "exploiting opportunities” as
outlined in the study of Grichnik and al. (2010).

Participants in our study were asked to answeethreestions using assessment 11 points
from 0 (0%) t010 (91-100%) scales.

3. Resultsand Discussion
3.1. Overconfidence

Table 1 presents the degree of overconfidence antlbegfour different measures of
overconfidence and the composite index. Consistétht the previous literature, our sample
shows overconfidence whatever the measures' (Béais andal. [2005]; Glaser and Weber
[2007]; Nosic and Weber [2008]; Lambert aald[2012]).

To test these differences, a t-test was perforrmethe four variables of overconfidence.
The results presented in the table below, showptbsence of significant differences between
experts and novices for both the measures caldorgprobability and frequency), and better
than the average. While in the variable illusiorcontrol, there was no significant difference
between entrepreneurs and students.

This observation confirms the results obtained Bgs€&r andal. (2005) who observed
significantly higher levels of trust among professl traders than students. Our results are

also consistent with those of Griffin and Tvers&®92), which showed that experts were

L We also computed an equally weighted index forowefidence (instead of using the percentage ofaéngd
variance). Results did not differ.
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better calibrated than novices when the predidgtabdf a task was high, and more

overconfident than novices for tasks with low pogability. In this research, the findings are

at odds with those of Lambert aall (2012), who found no significant difference obsetv

between experts and novices for the various messdir@verconfidence.

Table 1: Overconfidence measures

Entrepreneurs (N : 320) Students (N : 70) t-test
Mear SD Mear SD entrepreneursy.
students
Miscalibration 15.81% 16.039% 14.91% 18.443% -1,988
(probabilistic judgment)
Miscalibration 14,62% 19,197% 14,14% 21,769%|  -2,186
(frequency judgment)
(B;;ts)r than average effect 16 750, 13,663% 12% 12,137% | -2,686
lllusion of control 40,41% 14,384% 37.79% 16,188% -1,349
Overconfidence index 21.9% 9.626% 19.7% 11.482% 129.

* None of the t-tests between bankers and studeatsigmificant. All the overconfidence variables significantly different

from zero, at least at the 1% level.

* A mean above 0% shows overconfidence (with a maxirati100%) and a mean below 0% shows underconféd@mith a

maximum at-100%).At 0%, the subject is neither over nor underconfid

3.2. Risk aversion

We have also documented no differences in risk samerbetween entrepreneurs and

students - both groups are risk averse and invtist Inoney in the risky asset (table 2)

compared to the risk-free deposit in the choicenstibd by the test. The homogeneity

between entrepreneurs and students observed dnatression” measure is consistent with

the results observed by Lambert aald (2012). In fact, these authors found no significan

difference between the experts 'bankers' and newstedents' in their risk behavior.

In addition, we observe a significant correlati@ivizeen risk aversion and overconfidence

(relation 1). This relationship should be read @kws: the more a contractor overestimates

his/her abilities, the more they will be overcoefid, and the less they will be risk averse.

This negative relationship between overconfidemoex and the risk aversion, confirm the

results observed in the literature.

Table 2 : Risk aversion measure

Entrepreneurs (N : 320)

Students (N : 70)

t-test
entrepreneurs v.

Mean SD Pearson Mean SD Pearson
« OC index » « OC index » students
Risk aversion 44.92% 24.859 -.230% 18.55% 12.684% -.096* -.877

**_The relationship is significant at 0.01 (biladd).
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*. The relationship is significant at 0.05 (bilaBr ‘

3.3. Analysis of the entrepreneurial process

The results of table 3 indicate an average of préreeurial opportunity recognition of
80.7%. The majority of entrepreneurs postulate tively can identify more than three
entrepreneurial opportunities. These results ansistent with those identified by Ucbasaran
andal. (2009). These authors, in their research, arevarage of the variable of opportunity
of 73% identification.

Regarding the evaluation phase, the results shawathaverage of 18.4% of entrepreneurs
can evaluate entrepreneurial opportunities. Thisficas the findings of Grichnik andl.
(2010), Keh andl. (2002).

Based on the descriptive statistics (table 3),ait be seen that on average 50.75% of
entrepreneurs make decisions to allocate finan@ahnical and human resources to exploit
entrepreneurial opportunities (Grichnik aald 2010).

After studying the variables of the entrepreneysralcesses for an entrepreneurial sample,
these variables will now be analyzed for studefitse table below shows the descriptive
statistics of the variables of the business praxegs the sample students.

As has been shown, one of the interests of thierxent is to compare the opposing
results found for entrepreneurs and students, bgegmting a comparison of the responses of
entrepreneurs, opposed to student responses. iE@uipose, the students were tested on all
variables of the entrepreneurial process (variatdatification, evaluation and exploitation of
entrepreneurial opportunity), as in previous tegke results presented in the table 3 indicate
significant differences between entrepreneurs aundkests.

The results show the presence of a significantedifice between entrepreneurs and
students in the three phases of the entreprenguoeéss.

In fact, students do not have the capacity, skilisl experience necessary to identify,
evaluate and exploit business opportunities. Wailerepreneurs with their overconfidence
behavior are able to identify, evaluate and makeistins to exploit entrepreneurial
opportunities (relation 2).

In reading table 3, it is interesting to observe tmpact of “overconfidence" behavioral
variable of the entrepreneurial process in thesetphases. This effect seems to be different
between entrepreneurs and students.

The results show entrepreneurs with a highly sigaift relationship between

overconfidence and identification, evaluation, expltion of entrepreneurial opportunity.
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423  There is no relationship observed among studentthénevaluation and exploitation of
424  entrepreneurial opportunities phases. On the fpbiase entrepreneurial opportunity
425 identification, there is the presence of a sigaificcorrelation with the overconfidence index
426  among students.

427 This observation raises the question of the efééatxperience between overconfidence
428 and the entrepreneurial process. Researches ingotelated experience and overconfidence
429  have reported opposite results. Some studies fwelfnegative relationship, implying that
430 overconfidence decreased with acquisition expeeieme contrast, studies in psychology
431 show that experts tend to be overconfident in mosekperienced subjects, reflecting a
432  positive relationship (Heath and Tversky, 1991)isTiesult was later confirmed in research
433  on experimental markets (Kirchler and Maciejovs902). Glaser andl. (2005) also
434  confirm this result by observing a level of overfidaence significantly higher among traders
435  as opposed to students.

436 Overconfidence does not translate into an ovemadiginent on knowledge and risk
437  perception among entrepreneurs, but impacts theepton of specific tasks (estimated
438  difficulty making predictions). These tasks areatetl to the action, and not just the
439 identification of entrepreneurial opportunity. Inther words, among entrepreneurs,
440  overconfidence impacts actual results (investmamt) specific tasks (evaluation difficulty).

441  Table 3 : Entrepreneurial process measures

Entrepreneurs (N : 320) Students (N : 70)
Pearson Pearson ttest
Pearson | Mea Pearson| €ntrepreneurs
Mean SD «OC SD «0C
“RA n “RA” v. students
index » index »
Opportunity
o 80.7% | 41.8% | .200** -.080 12%  42.3% 111+ .292 -18.020
Identification (OID)
Opportunity 17.02
) 18.4% A37* -.075 6% | 18.14% .016 -.054 -6.445
Evaluation (OEV) %
Opportunity 50.75 | 14.63 37.2
o .135* .215 17.72% .089 .025** -10.070
Exploitation (OEX) % % 4%
** The correlation is significant at 0.01 (bilagdy.
*. The correlation is significant at 0.05 (bilatBra
442 The results show that among the students, theidedis opt for a business opportunity

443  seems to be driven by the level of risk aversi@2%**). The more students are risk averse,
444  the higher the chances of a lower level of invesitin(eelation 3). It has been shown that
445  overconfidence in students impacts the opportudéptification phase, but during the action,

446  risk aversion dominates their choice. This tramsfation of non-judgment action is called
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“think twice” by Bukszar (2003). In his study, hetpgforward that people will think twice
before making an investment decision, which confies a profit forecast (evaluation).

Returning to the concept of “think twice", it appg#hat it has no effect on the experts or
entrepreneurs, while the inexperienced studentddauzei sensitive to this process. Indeed, we
observe students in a “think twice" because theiigion is based on their level of risk
aversion and not their immediate impression. Intremt, the “think twice" is not present
among entrepreneurs because their decision is bdisectly on an assessment, not an
immediate impression. The experience effect jestifithe distinction between the
inexperienced and experts (Lambert ahd2012).

Conclusion

Testing our model allowed us to achieve three figdipresented below:

1- The identification of the overconfidence and attéwagainst risk level of entrepreneurs
and students. In the first analysis, it is showat tthese populations reveal significantly
different behaviors when compared to overconfideano attitude to risk. On the other hand,
it turned out that the overconfidence concept wascbnsistent and coherent in relation to the
literature.

2- In an exploratory phase of the experimental stuthg relationship between
overconfidence and risk attitude was investigafBue results led to confirmation of the
results observed in the literature, namely a muehs Irisk-averse behavior if the
overconfidence level is important.

3- Testing the central hypothesis was a study of thpact of overconfidence on the
identification and evaluation of entrepreneurialpogiunities on the one hand, and the
decision to operate, on the other. The study detrates significant differences between
entrepreneurs and students. According to theseltsesentrepreneurs are affected by
overconfidence in carrying out specific tasks (opyuty evaluation and operational
decision). In contrast, overconfidence among sttedeaems to affect the identification of
entrepreneurial opportunities phase. This distim;tientrepreneurs-students can be found in
the impact of risk aversion on the investment level

In conclusion, our results suggest that introdu@ngntrepreneurial opportunities stage in
the decision process helps in the understandinghefdifferences between experts and
novices. Additional studies should investigate st@bility of these findings over different

samples.

)



481
482
483
484
485
486
487
488
489
490
491
492
493
494
495
496
497
498
499
500
501
502
503
504
505
506
507
508
509
510
511
512
513

References

*Andersson P. (2004), Does experience matter irditey? A process-tracing study on

experienced loan officers' and novices' decisidmalb®r, Journal of Economic Psychology

vol 25, pp. 471-492.

*Bedard, J., & Chi, M. T. H. (1993). Expertise inditing. Auditing: A Journal of Practice

and Theory12, 21-45.

)



514
515
516
517
518
519
520
521
522
523
524
525
526
527
528
529
530
531
532
533
534
535
536
537
538
539
540
541
542
543
544
545
546
547

*Biais B., Hilton D., Mazurier K. and Pouget S.,05), Judgmental overconfidence, self-
Monitoring, and trading performance in an experitaerFinancial Market,Review of
Economic studiesvol 72, n° 25, pp. 287-302.

*Broihanne M.H., Merli M. and Roger P. (2004jjnance Comportementaléconomica,
2004.

*Bukszar E. (2003), Does Overconfidence Lead torPbDecisions? A Comparison of
Decision Making and Judgment under Uncertaidoyrnal of Business and Managemerdl
9,n°1, pp. 33-43.

*Camerer C. and Lovallo D. (1999), Overconfidenoe &xcessive Entry: An Experimental
Approach, American Economic Reviewol 89, n°1, pp. 306-318.

*Chase W. G. and SimdA. A. (1973),The mind’s eye in chess Chase W. G. (Ed.), Visual
Information Processing (pp.215-281), New York: Aeanic Press.

*Chevalier J. and Ellison G. (1999a), Are some mautund managers better than others,
Journal of Financevol 54, pp. 875-899.

*Cooper A. C., Woo C. Y., and Dunkelberg, W. C. &% Entrepreneurs perceived chances
for successjournal of Business Venturingol 3, pp. 97-108.

*Cooper A., Woo C. and Dunkleberg W. (1989), Entezyeurship and the initial size of
firms, Journal of Business Venturingol 3, pp. 97-108.

*Corman J., Perles B. and Vancifl. (1988), Motivational factors influencing high
technology entrepreneurshijpurnal of Small Business Managemenl, 26, pp. 36-42.
*Daniel K. and Titman S. (1999), Market Efficienagg an Irrational World.Financial
Analysts Journalvol 55, pp. 28-40.

*De Bondt W. and Thaler R. (1994), Financial DecisMaking in Markets and Firms: A
Behavioral Perspectivb|BER Working Paper No.W47itp://ssrn.com/abstract=420312

*Duhaime I. M. and Schwenk C. R. (1985), Conjecturen cognitive simplification
inacquisition and divestment decision-making, Acag®f Management Review, vol 14, n°4,
pp. 287-295.

*Edwards F.R. and Caglayan. (2001), Hedge fund performance and manager, dkilirnal
of Futures Marketsvol 21, pp. 1003-1028.

*Finch J. (1987), The vignette technique in survesearchSociology vol 21, pp. 105-114.
*Gigerenzer G., Hoffrage U. and Kleinbdlting K1991), Probabilistic mental models: A
Brunswikian theory of confidenc@sychological Reviewol 98, pp.506-528.

*Glaser M. and Weber M(2007), Overconfidence and trading volum@eneva Risk

Insurance Reviewol 32, pp. 1-36.

o




548 *Glaser M., Langer T. and Weber M. (2005), Overdderfice of professionals and laymen :
549  Individual differences within and between task®varking PaperUniversity of Mannheim.
550 *Grichnik D., Smeja A. and Welpe |. (2010), The ionfance of being emotional: How do
551  emotions affect entrepreneurial opportunity evatumand exploitation?Journal of

552  Economic Behavior & Organizatiowol 76, pp. 15-29.

553  *Griffin D. and Tversky A. (1992), The Weighing d&vidence and the Determinants of
554  OverconfidenceCognitive Psychologyol 24, pp. 411-435.

555 *Heath C. and Tversky A(1991), Preferences and Beliefs: Ambiguity and Cetapce in
556  Choice under Uncertaintypurnal of Risk and Uncertaintyol 4, pp. 5-28.

557  *Hodgkinson G.P., Bown N. J., Maule A. J. and GkiK.W. (1999), Breaking the frame: an
558 analysis of strategic cognition and decision makinder uncertaintyStrategic Management
559  Journal vol 20, pp. 977-985.

560 *Hughes R. (1998), Considering the vignette techeignd its application to a study of drug
561 injecting and HIV risk and safer behavi@ociology of Health and Ilinessol 20, pp. 381—
562  400.

563 *Keh H., Foo M. and Lim B. (2002), Opportunity Euation Under Risky Conditions: The
564  Cognitive Processes of Entreprene&mstrepreneurship Theory and Practjosl 27, n°2, pp.
565 125-148.

566  *Kirchler E. and Maciejovsky B. (2002), SimultansoQver- and Underconfidence: Evidence
567 from Experimental Asset Market¥purnal of Risk and Uncertaintyol 25, pp. 65-85.

568 *Lambert J., Bessiere V. and N'Goala G. (2012)eB expertise influence the impact
569  of overconfidence on judgment, valuation and vegiment  decision?,
570 Journal of Economic Psycholagyol 33, Issue 6, pp.1033-1272.

571  *Langer E. J. and Roth J. (1975), Heads | win, ita&l chance: The illusion of control as a
572  function of the sequence of outcomes in a puregnck taskJournal of Personality and
573  Social Psychologyol 32, pp. 951-955.

574  *Liang B. (1999), On the performance of hedge fyrieleancial Analysts Journalyol 55,
575  pp.72-85.

576  *Nosi¢ A. and Weber M. (2008), How Risky Do | Invest: TRele of Risk Attitudes, Risk
577  Perceptions and Overconfiden®¥éorking PapetJniversity of Mannheim.

578 *Olsson H. (2014), Measuring overconfidence: Methlodical problems and statistical
579  artifacts Journal of Business Researdfol 67, Issue 8, August 2014, pp. 1766-1770

580 *Shane S. (2003)A General Theory of Entrepreneurship: The Individoportunity Nexus
581  Edward Elgar: Northampton, MA.

s




582
583
584
585
586
587
588
589
590
591
592

*Shepherd D.A. and De Tienne D.R. (2005), Prior Whamige, Potential Financial Reward,
and Opportunity IdentificatiorEntrepreneurship Theory and Practiggp. 91-102.

*Simon M., Houghton S. and Aquino K. (1999), Cogret biases, risk perception, and
venture formation: How individuals decide to sttnpaniesjJournal of Business Venturing
vol 15, pp. 113-134.

*Simon M. and Houghton S.M. (2003), The RelatiopsBetween Overconfidence and the
Introduction of Risky Products: Evidence from al#i&tudy, Academy of Management
Journal,vol 46, pp. 139-149.

*Ucbasaran D., Westhead P. and Wright M. (2009),e Textent and nature of
opportunityidentification by experienced entrepruaselournal of Business Venturingol.
24, n° 2, pp. 99-15.




