
   

Revista de Negócios, v. 20, n. 1, p. 29-43, April, 2015. 

Effectuation and causation: Propositions about 
decision making process in business network 

environments 
Anderson Queiroz Lemos1  Tales Andreassi2

 

ABSTRACT 

This theoretical essay focuses on the dichotomous question concerning whether entre-
preneurs adopt Effectuation or Causation decision making models. Decision making is 
an important theme in the studies of entrepreneurship. However, these models have 
not been explored in the context of business network environments. Due this gap, this 
essay proposes to examine the possible effects of the centrality of the firm on its organi-
zational structure, and this latter on the predominance of entrepreneur’s Effectuation 
or Causation decision making in a business network environment. It is argued here that 
to the extent that the firm acquires relevant resources while enhances its centrality in 
the network, changes will take place in its organizational structure over time forcing 
the entrepreneur adopt Causation instead of Effectuation. Four propositions support 
this argument. Business networks are appropriated environments to find evidences of 
where and when entrepreneurs are more likely to adopt one or another decision mak-
ing model. The potential practical implications of this study are described as follow: i) 
not all relations are equally important for the growth of the firm; ii) it is suitable for 
entrepreneurs use Effectuation model when the organizational structure is simple and 
resources are non-relevant; iii) it is recommended for entrepreneurs use Causation 
model in situations where failures could be critical to the growth of the firm. The theo-
retical framework focuses on the concept of inter-organizational networks, on the 
transformation of the organizational structure and on the principles of Effectuation 
and Causation.  
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1 Introdução 

 

This theoretical essay focuses on the dichot-
omous question concerning whether entrepreneurs 
adopt Effectuation or Causation decision making 
models. This issue has not been explored either 
empirically or experimentally in business network 
environments (PERRY; CHANDLER; MARKO-
VA, 2012). In addition, the externalities caused 
by centrality of the firm in a business network en-
vironment have not been considered in recent re-
searches on decision making processes 
(WOERTMAN, 2014).  

Due these gaps, this theoretical essay pro-
poses to examine the possible effects of the cen-
trality of the firm on its organizational structure, 
and this latter on the predominance of entrepre-
neur’s Effectuation or Causation decision making 

in a business network environment. Causation and 
Effectuation are different decision making models 
in their essences (SARASVATHY, 2001; READ; 
SARASVATHY, 2005). The former was devel-
oped along the theories of economy and strategic 
management for explaining how entrepreneurs 
use resources for guiding their decision making 
through a particular effect. The latter was devel-
oped by Sarasvathy (2001) based on previous re-
searches of Knight (1921), Weick (1979), March 
(1982) and Mintzberg (1978, 1994), as an alterna-
tive approach for explaining the creation of arte-
facts in accordance with entrepreneur's experience 
and the lack of firm’s resources. Here entrepre-
neur takes a set of means as given and selecting 
between possible effects that can be created with 
that set of means. 

Different authors (SARASVATHY, 2001; 
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DEW; SARASVATHY, 2002; KUPPER; 
BURKHART, 2009; GOEL; KARRI, 2006; 
WILTBANK, ET AL, 2009; DEW, ET AL., 2009) 
described Causation and Effectuation theoretical 
principles. Due both decision models are an inte-
gral part of human reason and may occur simulta-
neously, overwriting themselves, current efforts 
are striving to discover when one model is more 
adequate – not better – to be used 
(SARASVATHY, 2001). Read and Sarasvathy 
(2005) proposed entrepreneur’s experience and 
firm’s resources as dimensions to solve this issue. 
However, it is argued here that authors’ model has 
limitations if studied in business network environ-
ments.  

Business networks are important environ-
ments where companies relate to enhance their 
chances to acquire resources for survivor and 
growth (BALESTRIN; VERSCHOORE, 2008). 
Several studies have shown the benefits of central-
ity for the development and welfare of the organi-
zations, and the organizational structure has al-
ready been used in previous studies 
(FLAMHOLTZ; DAS; TSUI, 1985) as a modera-
tor variable over individual’s behavior. Therefore, 
it is proposed here that to the extent that the firm 
acquires relevant resources while enhances its 
centrality in the network, changes will take place 
in the organizational structure of the firm over 
time forcing the entrepreneur adopt Causation in-
stead of Effectuation decision making model. Four 
propositions support this argument. They promote 
a chance for future empirical studies find evidenc-
es of when and where entrepreneurs are more in-
clined to use Causation or Effectuation in business 
network environments.  

 The first part of this essay focuses on the 
concept of centrality, considering inter-
organizational business network as market where 
firms can acquire the necessary resources for the 
fulfilment of their objectives; then presents the 
changes that take place in the organizational struc-
ture of the firm when it interacts in the environ-
ment; finally presents the principles of Effectua-
tion and Causation decision making models. The 
second part presents the argument and the propo-
sitions of the research. The last part of this study 
presents the final considerations with some poten-
tial practical implications for entrepreneurs. 

 

2 Theoretical Framework 

 

2.1 Inter-organizational Business Networks and 
the Benefits of Centrality 

Network analysis is often used for exploring 
social and organizational themes (BALESTRIN; 
VARGAS, 2004; BALESTRIN; VERSCHOORE, 
2008). Wasserman and Faust (1994) define social 
network as a finite set of actors and all the rela-
tions among them. By deriving this concept, inter-

organizational network consists in a group of 
firms that are inter related, characterized by 
"relatively constant transactions, flows and con-
nections that occur between two or more organiza-
tions in their environments" (OLIVER, 1990, p. 
241). 

Barney (1986) calls the place where the 
transit of resources occurs the “Market for Strate-
gic Factors”. For this theoretical essay, business 
networks are considered as market for strategic 
factors because they are environments where firms 
form their business connections and make all the 
necessary transactions for survival. Due to the di-
versity of tangible and intangible assets, resources 
are "anything that can be thought of as a strength 
or weakness of a particular enter-
prise" (WERNERFELT, 1984, p. 172). 

The number of connections one actor have 
in a business network defines its centrality 
(NIEMINEN, 1974). Centrality ranges from zero 
(when there is no connections) to g-1, where g is 
the maximum number of connections one actor 
can have in the network (WASSERMAN; 
FAUST, 1994). So, one can deduce that actors 
with more connections are in the center of the net-
work. Otherwise, those actors with few connec-
tions are in the periphery of the network or close 
to it.  

Centrality is considered one of the most fun-
damental aspects of social network studies 
(FREEMAN, 1979). It “gives an understanding of 
the role of actors in the network environment, and 
is relevant in identifying key actors as 
well" (RIBEIRO; BASTOS, 2011, p. 283). There-
fore, if one actor is more central than the others 
are, it means a synonym for visibility and poten-
tial for communication between individuals 
(SHAW, 1954).  

The central actor is closer to others 
(WASSERMAN; FAUST, 1994), and its proximi-
ty gives advantage of independence, productivity 
and efficiency (BEAUCHAMP, 1965; FRIED-
KIN, 1991). The centrality general proposition is 
that the actor with more connections in the net-
work has more access over the flow of resources, 
then better results (HOANG; ANTONCIC, 2003). 

 Several studies show the benefits of 
centrality for the development and ‘welfare’ of the 
organization, for instance: performance in 
knowledge networks (TSAI, 2001); performance 
of new products during the formation of alliances 
between technology networks (SOH, 2003); inde-
pendence and autonomy (BORGATTI, 2010); act 
as a gate keeper (OBSTFELD, 2005); political 
success (GALASKIEWICZ, 1979); investment 
strategy (RATCLIFF, 1980); participation in im-
portant decision-making processes (MILLER, 
1980); attraction of additional suppliers of re-
sources, knowledge and skills (SOH, 2010); coor-
dination for troubleshooting (ANDREW; KEN-
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DRA, 2009). 
Find out the centrality of one actor in a net-

work is the initial observation that researchers 
must do (HANNEMAN; RIDDLE, 2005), the sec-
ond step is analyze the externalities that it causes 
(BORGATTI, 2010). Due centrality promotes 
these benefits to the organizations, one can deduce 
that the relevance of resources transmitted through 
the relations may promote the changes that take 
place in the organizational structure over time.  

 

2.2 Organizational Structure and the Elements of 
its Complexity 

This session presents the horizontal, vertical, 
and geographical changes that take place in the 
organizational structure of the firm due the rele-
vance of resources transmitted through close rela-
tions in the network. The first element of a firm’s 
structure is its complexity. In simple terms, these 
three variations refer to the degree of depth, 
breadth and distribution of the complexity of the 
organizational structure (HALL, 2004).  

Organizational structures are not statics sys-
tems. They undergo constant transformations, 
building up as their interaction with the environ-
ment (RANSON; HININGS; GREENWOOD, 
1980). The variability of organizational structur-
ing (the particular set of rules, differentiation of 
labor and hierarchy for each organization) hap-
pens because organizations cannot escape environ-
mental contingencies (LAWRENCE; LORSCH, 
1967).  

The entrepreneur plays a particular relevant 
role in the transformation of the organizational 
structure. He is the link between the external envi-
ronment and changes that take place in the organi-
zation (HILLS; LAFORGE, 1996). Its action to 
recognize opportunities leads to the establishment 
of structures for enabling satisfactory performance 
to the company (MELLO; LEÃO; PAIVA JUN-
IOR, 2006).  

The adaptation of the organizational struc-
ture of the firm to meet environmental demands is 
not free of interest. The infrastructure of the envi-
ronment has a certain pattern of available re-
sources on which the organization has to count 
(RANSON; HININGS; GREENWOOD, 1980). It 
is not free of charge too. According to these au-
thors, the supply of resources will force entrepre-
neurs create departments, hire people, introduce 
new processes, and so on.  

One organizational structure definition suit-
able with this situation was that proposed by Blau 
(1974, p. 12), as “the distribution, among various 
lines, of persons among social positions that influ-
ence the relations among their roles”. This means 
that organizations possess divisions of labor, em-
ployees have different tasks, and levels or hierar-
chies that establish how persons must perform 
their roles within (HALL, 2004). 

Part of the general argument developed in 
this theoretical essay states that the distribution of 
relevant resources into the firm causes changes in 
its organizational structure, making it more com-
plex. Of the elements of organizational complexi-
ty, horizontal and vertical differentiation and geo-
graphical dispersion are the most commonly per-
ceived and studied (HALL, 2004).  

The horizontal differentiation is one of the 
key elements of the complexity of the organiza-
tional structure (HUMMON, 1990), with speciali-
zation and departmentalization as its main charac-
teristics (BILHIM, 1996). It can be accessed eval-
uating the number of individuals' occupational 
specialities and the time necessary for training in 
each of them. According to Hage (1965), the com-
plexity of an organization is measured by the 
quantity of knowledge available in it.  

The horizontal differentiation happens when 
tasks are divided among specialists and/or un-
skilled individuals (HALL, 2004). In the former 
group, tasks are delegated to highly trained per-
sons, which have an extensive task to perform. 
According to Hall (2004) the division of labour 
among specialists is common in companies that 
perform a wide range of activities and which cater 
to customers that require this variety with quality, 
such as hospitals and universities. This kind of 
horizontal differentiation requires a high level of 
coordination of personal interests. For the un-
skilled individuals group, tasks are subdivided and 
delegated to a large number of employees 
(‘McDonalization’), thus making problems sim-
pler to resolve and control (RITZER, 1983). Ac-
cording to this author, ‘McDonalization’ refers to 
the contemporary forms of rationalization at work.   

The vertical differentiation is another key 
element of the complexity of the organizational 
structure (HUMMON, 1990). It happens accord-
ing to the proliferation of supervision levels. It can 
be measured by accessing the number of positions 
between the principal executive and the employ-
ees which work in production, or by the ratio be-
tween the total number of levels in all the divi-
sions (areas, sectors) of the organization and the 
number of divisions (HALL, 2004). 

The last aspect of organizational complexity 
is the geographical dispersion. This is character-
ised mainly by the distancing of members of the 
organization from the centres of power, i.e., where 
the main strategic decisions are taken. According 
to Hall (2004), geographical dispersion is relative-
ly easy to evaluate and its measurement consists 
of counting the number of localities in which a 
firm possesses business units, or establishes a rela-
tion between the number of persons that work in 
and outside the head office. It is important to 
stress that this type of dispersion does not pre-
clude that the previous types (horizontal and verti-
cal) may occur simultaneously. 
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2.3 Effectuation and Causation Decision Making 
Models 

Organizations are places with collections of 
choices looking for problems and decision makers 
looking for tasks (COHEN; MARCH; OLSEN, 
1972). The decision maker represents the interests 
of the organization, with the entrepreneur as its 
most important agent (ANDERSON; DODD; 
JACK, 2012). In this sense, the entrepreneur has a 
broader meaning for the development of organiza-
tions (LANDSTRON; BENNER, 2011).  

Decision making is the key element of en-
trepreneurship (KUCKERTZ, 2013), but "it is a 
mistake to consider decision making as a perfectly 
rational and calculated process. It is also a mistake 
to consider decision making as simply a random 
process" (HALL, 2004, p. 144). The notion that 
the decisions of entrepreneurs on how to recom-
bine resources are creative and subjective, and not 
the role of objective forces, influencing the exist-
ence, identification and exploitation of opportuni-
ties, should be rejected (SHANE, 2012). 

The dichotomous clash over the use of pre-
diction and rationality versus intuition in the deci-
sion making process was described by March 
(1982) as the biggest challenge of normative theo-
ries of decision. The difficulty in solving this 
problem occurs because both rational and intuitive 
logics are integral parts of human reasoning, and 
they can overlap. This issue arises because people 
are constantly deciding whether or not to follow 
standardized routines (WEICK, 1979).  

The most widely accepted argument is that 
there is no intention of wanting to prove that one 
single paradigm is better or more effective than 
the other is, because both can be used at appropri-
ate moments (SARASVATHY, 2001). Hodgkin-
son and Starbuck (2008) claim that both rational 
causality and intuitive decisions have appropriate 
situations for use, and mistakes happen when de-
cision makers adopt the wrong model. 

When considering that a dichotomy in the 

decision process exists, the researcher is accepting 
that a model of decision making cannot be com-
plete if it does not consider non-predictive and 
predictive aspects. After all, there is no business 
plan or ideal competitive analysis for reducing the 
chances of businesses failing to achieve their 
goals (TASIC; ANDREASSI, 2008), and intuition 
is not the only sign of success (READ; SARAS-
VATHY, 2005). 

In other words, entrepreneurs may vary their 
strategies in everyday business using parts of each 
decision making logic, sometimes they will make 
decisions in a causal rationality manner and some-
times in an effectual rationality way. Causation 
and Effectuation emerge in this scenario as very 
different types of decision models in their charac-
teristics (SARASVATHY, 2001; READ; SARAS-
VATHY, 2005).  

Accordingly to Sarasvathy (2001, p. 245) 
while “Causation process takes a particular effect 
as given and focus on selecting between means to 
create that effect. Effectuation is a process that 
takes a set of means as given and selecting be-
tween possible effects that can be created with 
that set of means”. In a broader sense in the for-
mer there is an emphasis on prediction, and in the 
latter there are strategies that emphasize non-

predictive control (WILTBANK ET AL., 2009). 
Table 1 summarizes the dimensions of Cau-

sation and Effectuation decision making models 
for six different issues. While the former was de-
veloped along the theories of economy and strate-
gic management for explaining how entrepreneurs 
use resources for guiding their decision making. 
The latter was developed by Sarasvathy (2001) 
based on previous researches of Knight (1921), 
Weick (1979), March (1982) and Mintzberg 
(1978, 1994), as an alternative approach for ex-
plaining artefacts creation in accordance with en-
trepreneur's experience and the lack of firm’s re-
sources. 

Table 1: Causation and Effectuation dimensions 

Issue Causal or Predictive Position Effectual Position 

View of the Future Prediction. The causal approach views 
the future as a continuation of 
the past that can be acceptably and use-
fully predicted. 

Creation. The effectual approach views the 
future as contingent on actions by willful 
agents, largely nonexistent and a residual of 
actions taken. Prediction is unimportant us a 
result. 

Basis for Commitment Should. Commit as a course of maximiz-
ing, analysis, and what should he done. 

Can. The effectual approach is to do what 
you can (what you are able to do) rather than 
what your prediction says you should. 
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Within the dynamics of social science re-
search, causation is defined as “the operation that 
allows something (event, effect, condition, fact) to 
happen under certain determined theoretical con-
ditions” (BRUYNE; HERMAN; SCHOU-
THEETE, 1991, p. 164). Causation characteristics 
(table 1) state that entrepreneur’s decision making 
is driven by project targets, guided by expected 
returns, identified uncertainties are avoided 
through analyses of the market and competitors, 
contingences are avoided in order to achieve pro-
ject targets, and trends are exploited by the use of 
forecasts (KUPPER; BURKHART, 2009). 

Economic and management theories usually 
concentrate on rational decision making model 
(VENKATARAMAN; SARASVATHY, 2001; 
CHANDLER ET AL., 2011). There is an histori-
cal reasoning that explains the entrepreneurs’ im-
portance attributed to clear and well defined tar-
gets, bases and formal designs or revisions and 
other factors that are accessible in the construction 
of new projects or any other artefact. Ghemawat 
(2002) states that rational and causal thinking 
were strengthened in the post-war period, “which 
encouraged managers’ attitudes to use the formal 
strategic thinking to guide business deci-
sions" (p.13).  

On the other hand Effectuation is the es-
sence of a new theoretical approach, albeit still 
rudimentary, developed by Sarasvathy (2001) for 
explaining de creation of artefacts in the absence 
of resources. Here opportunities need to be con-
stantly created by human efforts, and there is no 
predictive control over the future, which means 
that if a person can control the future, there is no 
need to foresee it (SARASVATHY, 2001; DEW; 
SARASVATHY, 2007).  It sheds light on the idea 
that the development of products does not require 

the notion of concepts that are related to causality 
or determinism, but the success of the entrepre-
neur derives from the means available in the envi-
ronment for accepting risks, and from the use of 
imagination as it puts models into effect and pro-
duces new products (SARASVATHY, 2001).  

In the Effectuation model, the success of an 
enterprise does not depend on business plans or 
competitive analysis, but on the control of the 
means (resources) owned by the company and by 
the entrepreneur. At the enterprise level, the corre-
sponding means are physical, human and organi-
zational resources. At the individual level, there 
are three categories of means whose control can 
generate organizational success: entrepreneurs 
must know themselves, i.e., their own characteris-
tics, preferences and abilities, what entrepreneurs 
know, i.e., the information and knowledge pos-
sessed (previous industry experience and/or for-
mal knowledge), and finally who the entrepre-
neurs know, i.e., the social network to which he/
she belongs (SARASVATHY, 2001). 

Despite all characteristics summarized in 
Table 1, Chandler et al., (2011) verified that Ef-
fectuation and Causation are in fact formative con-
structs. They found that trial, acceptable losses, 
flexibility, and pre-set engagements are dimen-
sions for Effectuation, and that Causation is a sin-
gle dimensional construct with seven items (pre-

set engagements as well) that represent the actions 
of a rational causal paradigm in the sense of being 
able to lead organizations to the best possible out-
come. In a rational process, cause and effect are 
the operative logic itself (WILTBANK ET AL., 
2009). Causation construct represent the im-
portance given to clear and well defined targets, 
and/or reviews of formal projects and other varia-
bles that are not accessible to entrepreneurs during 

Basis for Taking Action And Ac-
quiring Stakeholders 

Goals. The causal approach is to let goals 
determine sub-goals. 
Commitment to particular sub-goals de-
termined by larger goal constrained 

by means. Goals determine actions, 
including individuals brought on board. 

Means. Actions emerge from means and 

imagination. Stakeholder commitments and 
actions lead to specific sub-goals. Feedback 
from achievement/non-achievement of sub-
goals lead to design of major goals. 

Planning Commitment. Path selection is limited to 
those that support a commitment to an 
existing goal. 

Contingency. Paths are chosen that allow 
more possible options later in the process, 
enabling strategy shift as necessary. 

Predisposition Toward Risk 

  

Expected Return. The causal approach is 
to pursue the (risk adjusted) maximum 
opportunity, but not focus on downside 
risk. 

Affordable Loss. The effectual approach is 
to not risk more than can afford to be lost. 
Here, the calculation is focused on the 
downside potential. 

Attitude Toward Outside Firms Competition. The causal approach is 

to be concerned with competition and 

constrain task relationships with custom-
ers and suppliers to just what 
is necessary. 

Partnership (pre-set engagements). The ef-
fectual approach is to create a market joint-
ly, building your market together with cus-
tomers, suppliers and even prospective com-
petitors. 

Source: Read and Sarasvathy (2005). 
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the construction of new artefacts. 
The Effectuation contribution as a nascent 

theory goes beyond simply being a way that is op-
posite to the rational logic of cause and effect to 
explain the decision making process, "effectuation 
is useful in situations where there is no pre-

defined universe of possibilities to explore - in-
stead, a universe is created, often unintentionally, 
by acts of human imagina-
tion" (VENKATARAMAN; SARASVATHY, 
2001, p. 15). 

 

3 Research Argument 
 

Although Effectuation and Causation are not 
mutually exclusive, i.e., entrepreneurs can take 
decisions based as much on causal as on effectual 
models, both are located on the opposite sides of a 
continuum. This essay intends to help resolve 
when one is more appropriate than the other by 
linking the concept of centrality, the relevance of 
resources obtained by economic and social ties, 
and also the elements of organizational structure 
complexity. This section presents the general ar-
gument and the propositions of the research. 

The prior focus is on that of Read and Saras-
vathy’s (2005) model (FIGURE 1). These authors 
suggest firms’ resources (as moderating variable) 
and entrepreneurs’ experience to explain when 

Causation and Effectuation are more appropriate 
to be used. Indeed these dimensions are necessary 
for explaining entrepreneurs’ actions in the face of 
environmental uncertainty (SCHLÜTER ET AL., 
2011). While experience is an important micro 
foundation of entrepreneurship for explaining how 
individuals perceive opportunities and develop 
artefacts (ZAHRA; WHITE, 2011), the lack of 
resources is the basis of Effectuation model 
(SARASVATHY, 2001).  

In Figure 1, proposition P1 states that 
“Although novices may vary in their use of causal 
and effectual action, their preferences for Effectu-
ation in the early stages of new ventures will in-
crease as they become experts”. Furthermore, 
“both highly causal and highly effectual novices 
learn to balance causal and effectual approaches 
during the growth phase of new ventures, before 
developing a clear preference for highly effectual 
strategies as their expertise grows”. Proposition 
P2 states “the more resources available to novices, 
the more causal their actions are likely to be. In 
the case of expert entrepreneurs, availability of 
resources will not affect their use of highly effec-
tual action”. Propositions P3 and P4 explain the 
change in the decision making process toward the 
logic of Causation as far as the company grows. 
Both are agreed, so will not be commented. 

 

Figure 1:  Relationship between causal/effectual logic and the life-cycle of firms and entrepreneurs 

Source: Model from Read and Sarasvathy (2005). 
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However, there are some considerations 
about propositions P1 and P2. Here it is argued 
that firms’ resources and entrepreneurs’ experi-
ence are not sufficient means to explain the preva-
lence of Causation or Effectuation decision mak-
ing models when business network is the opera-
tional environment. Here the notion is defended 
that even if entrepreneurs become experts, Effec-
tuation characteristics will not persist in time 
when the firm strives for get a central position 
while access relevant resources and develops its 
organizational structure. Here the theory is to ex-
tent that entrepreneurs become experts and their 
firms grow in time, their preferences for Causation 
will increase. The theory is also defended that in 
the case of expert entrepreneurs, availability of 
resources will affect their use of highly effectual 
action and transform it into a causal action.   

Figure 2 illustrates externalities promoted by 
centrality over organizational structure, and this 
latter on the predominance of the decision making 
model. Due to businesses growth and develop-

ment depends on capital (SILVA, 1985) and intan-
gible assets accumulation (BARROSO; GOMES, 
1999; UHRY; BULGACOV, 2002; DANTAS; 
BELL, 2011), one can deduce that the importance 
of resources accessed through organizational ties 
promotes high or low changes in the complexity 
of organizational structure in a vertical, horizontal 
and/or in a geographical way.  

Despite Read and Sarasvathy’s (2005) ar-
guement that firm’s resources are mechanism for 
moderating decision making, Simon (1997) states 
that there is a closer relationship between organi-
zational structure and decision making process. 
The organizational structure was used in previous 
studies (FLAMHOLTZ; DAS; TSUI, 1985) as a 
moderator variable over individual’s behavior. 
The theory states that its role is to avoid random 
behaviour of individuals (WEBER, 1947), in other 
words, it is to regulate the effects of the individu-
al’s interests on the interests of the shareholders 
(HALL, 2004).  

In this sense, while modifications to organi-
zational structure may occur, control mechanisms 
will start working limiting decision makers adopt 
Effectuation actions. Therefore, firms with a more 
complex organizational structure the Causation 
decision making model becomes typical. Other-
wise, firms with simple organizational structures 
control mechanisms will be not necessary, there-
fore null or negligible, justifying the use of the 
Effectuation model. Four propositions support this 
argument. 

 

4 Propositions  
 

Understanding the effects caused by firm’s 
centrality concerning the choices and behaviours 
of the organization itself is one of the goals of net-
work theorizing (BORGATTI, 2010). The first 
observation researchers should make in studying 
networks is finding the centrality of the researched 
object in the network, whether individuals or or-
ganizations (HANNEMAN; RIDDLE, 2005). 
Equally important is the analysis of externalities 
caused by centrality on the behaviour of organiza-
tions (BORGATTI, 2010). 

An actor with relative centrality can enjoy 
the greatest function of social networks, i.e., re-
ceiving the flow of resources available in the envi-

Figure 2: Conceptual model of the study. 

Source: Elaborated by the authors 
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ronment before other actors (BORGATTI, 2010). 
However, the relevance of centrality for the pur-
poses of the organization is related to the types of 
links it generates in the network and the relevance 
of resources transmitted by them. 

The simple definition of centrality is criti-
cized for being vague about the nature of relation-
ships (BLIEMEL; MAINE, 2008). Therefore, can 
be difficult to researchers answer if it is advanta-
geous for a person to be the center of a social net-
work or for a company to be the most central point 
in an inter-organizational network level, without 
taking into account the perspective on what makes 
the actor be central. 

Jen (2013) showed that the centrality could 
have different effects on the actor’s welfare. Ac-
cording to him, if the network of relationships is 
conflicting, the impact on job satisfaction is nega-
tive. Otherwise, if the network is challenging then 
the actor’s centrality could has a positive impact 
on its satisfaction and welfare. Burt (1992) states 
that if an actor is located in a very central part of a 
redundant network that can be a burden. Other-
wise, if the actor is in the same position in a heter-
ogeneous network it can receive completely new 
and relevant information. 

It means that the usefulness of the centrality 
depends on the relevance of resources transferred 
through ties. Burt (1992) proposed a type of con-
nection – the concept of bridging ties arises – re-
lated to economic interests and a strategic and in-
strumental view of relations. In bridging ties the 
bonds are not accidental, but purposely useful, and 
so they are intentionally sought. Bridging ties per-
mit fill structural holes when an actor makes a 
connection with other distinct clusters.  

A bridging tie is defined as a tie that fills the 
voids between groups of contacts (Burt, 1992). 
Borgatti (2010, p. 11) defines it as “a tie that con-
nects a person to someone who is not connected to 
its other friends”. This means that only one person 
in the group maintains contact with others outside, 
so this person who keeps the tie will have exclu-
sive access to information that others do not have. 

Bridging ties create bridges between differ-
ent groups of contacts – through email corre-
spondence, telephone conversations, sales transac-
tions or formal contracts – allowing them time to 
time receive new information and resources. This 
type of tie aids firms in the perception of business 
opportunities. According to Tiwana (2008, p. 
251), "the greater the extent of bridging ties in an 
alliance between groups, the greater the diversity 
of accessible knowledge, skills and perspectives 
that a contact can have on the network". 

As the type of tie that actually promotes ac-
cess to non-redundant features is the bridging one 
(TIWANA, 2008; BORGATTI, 2010), one can 
infer that every time a company has new contacts 
through this type of tie, it means that it has ac-

quired a centrality that promotes more autonomy 
to transit across the network and access to new 
resources. When these resources are considered 
relevant by the entrepreneur for the growth and 
development of the firm, they may require chang-
es in the organizational activities of the compa-
nies, such as in the division and distribution of 
work, tasks, or occupied hierarchical positions, 
i.e., in the differentiation of tasks (RANSON, 
HININGS; GREENWOOD, 1980).  

The organizational structure changes be-
cause more relevant resources are transacted, and 
to manage them more skilled people are hired, 
more departments and hierarchical levels are cre-
ated, more business units are opened, and more 
administrative intensity is generated. Therefore, 
the way in which organizational structure is for-
matted depends on the centrality of the company 
in the network, but on the increases of the re-
sources transacted with its stakeholders. Thus, the 
first proposition of this study states that: 

 

Proposition 1: Centrality contributes for a 
complex organizational structure when resources 
are accessed through bridging ties. 

 

Whereas the focus of bridging ties is eco-
nomic and the main feature is its non-redundancy 
in the resources transacted (MCEVILY; ZA-
HEER, 1999), the focus of studies about social 
embeddedness entails strong ties (LAVIE, 2007). 
According to Granovetter (1973), the characteris-
tics of strong ties are long time spent by individual 
in interactions, high intensity and emotional inti-
macy involved, and mutual assistance capacity. 
Because of the high intensity presented in the rela-
tions, "people tend to have similar social attributes 
such as education, income, occupation and 
age" (BURT, 1992, p. 16). 

Strong ties can be understood as follows: 
people who live in a group of close contacts have 
strong relationships, and all information flows 
quickly and continuously for this group, so that 
everyone knows about everything that happens. 
This capability occurs because individuals share 
truth, reciprocity, trust, legitimacy and proximity 
in their interaction (TIWANA, 2008). 

Granovetter (1973) reasons that strong ties 
are not likely to be a source of new information, 
therefore cannot form bridges to fill structural 
holes (BORGATTI, 2010). The lack of infor-
mation occurs because individuals are aloof and 
because of their partners’ incapability to generate 
new information. In other words, the relationships 
are not good enough to promote new and valuable 
information and resources. 

Accordingly to Burt (1992), the force on the 
social relationship between these individuals will 
connect one to another, providing the same net-
work benefits. The smaller the network between 
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individuals with the same contacts, the more re-
dundant the network will be. Simple examples are 
“the relationship between father and son, brother  
and  sister,  husband  and  wife,  close  friends,  
people  who  have been  partners  for  a  long  
time,  people  who  frequently  get  together  for 
social occasions, and so on” (p. 18).  

The particularity of the strong ties is that if 
the relationship between firms are extremely 
strong they will have much capacity to implement 
actions, but on the other hand will not have the 
capacity to create them, meaning no innovation 
(TIWANA, 2008). In other words, the firms of the 
network connected by this tie have legitimacy to 
execute the action, but have difficulty in planning 
it. 

According to (Burt, 1992, p. 12), "whatever 
the source for strong relationships between social-
ly similar people, it is expected that the resources 
and opinions of an individual will be correlated 
with the resources and the opinions of its close 
contacts". Accordingly, the redundancy happens 
because companies are saturated of themselves 
and their partners, and the actors are susceptible to 
produce information "superfluous and unin-
spired" (MCEVILY; ZAHEER, 1999, p. 1138). 
Previous researches have empirically demonstrat-
ed that strong ties were not significant for the 
growth of firms. By studying 1600 German com-
panies, Bruderl and Preisendorfer (1998) found 
evidences that strong ties were more important for 
the survival of the firms than for growth in sales.  

By the economic perspective of firm’s na-
ture purposed by Coase (1937), companies grow 
in time when they make additional transactions. 
Once again, if the resources transmitted through 
relations in a network are redundant, the centrality 
of the firm will not affect its growth nor its devel-
opment. Without important resources for manag-
ing, there are probably no modifications in the 
complexity of the organizational structure in any 
direction. Therefore, the second proposition of the 
study states that: 

 

Proposition 2: Centrality does not contrib-
utes for a complex organizational structure when 
resources accessed through strong ties. 

 

Many organizations begin their activities 
with few resources, products and services in a sin-
gle location (SILVA, 1985), "even large corpora-
tions start as small startups" (GRANT, 2003, 
p.147). The most suitable configuration model for 
small companies is having a simple organizational 
structure (SILVA, 2004), which means simple 
horizontal and vertical differentiation and proba-
bly no geographical distribution.   

When the firm operates through simple or-
ganizational structures, managers do not accom-
plish planning nor employee training 

(MINTZBERG, 1979). They also "do not have the 
time or detachment to clearly express the exact 
nature of their needs” (PADULA; VADON, 1996, 
p. 33). During this time – without policies, explicit 
goals, nor strategic or operational planning 
(PADULA; VADON, 1996) – important aspects 
of intuitive logic will be preserved during the de-
cision making process, as the use of imagination 
for example (READ; SARASVATHY, 2005).  

The vast majority of entrepreneurs running 
small companies do not use any form of data anal-
ysis for decision making (LIMA; IMONIANA, 
2008), "being that the management of these com-
panies is often done intuitively" (p. 29). This affir-
mation is in accordance with the belief that with 
each passing day emerging entrepreneurs are guid-
ed by feelings of what they are able to do with 
lack of resources, using intuition, experience and 
personal values, i.e., the emerging result of the 
actions is in the mind of the entrepreneur 
(SARASVATHY, 2001; ANDRADE; ALYRIO; 
MACEDO, 2004).  

There is nothing more subjective than run a 
business based on ideology, feeling and emotions, 
personal values (SIMON, 1947), and creativity as 
well (BUCHANAN; VANBERG, 1991). With a 
simple organizational structure, important aspects 
of entrepreneurs' intuitive logic and their expecta-
tions will be preserved during decision making 
process (PADULA; VADON, 1996), which make 
the decision process closer the Effectuation mod-
el. 

In simple structures planning is contingent 
and the entrepreneur can chooses paths that allows 
change strategy whenever necessary (READ; 
SARASVATHY, 2005). With a simple organiza-
tional structure, is argued here that dimensions 
proposed by Chandler et al., (2011) for Effectua-
tion model are more evident. It means that entre-
preneur can be flexible to adapt strategies accord-
ing to the environment contingencies and thus 
change the course of future events (CHANDLER 
ET AL., 2011).  

In small firms with simple organizational 
structure decisions are deeply centered on the 
owner who is the most important agent 
(LAKATOS, 1997). Entrepreneurs’ agency are 
constant (MINTZBERG; QUINN, 1996), as well 
as in Effectuation model (SARASVATHY, 2001). 
Therefore, they are able to try many different 
management models until find one suitable 
enough for manage their organizations 
(CHANDLER ET AL., 2011).  

In Effectuation model entrepreneurs can de-
cide how much they are willingness to lose 
(SARASVATHY; KOTHA, 2001). Due small 
firms have few relevant resources and simple or-
ganizational structures, entrepreneurs have not 
much to lose making wrong decisions and risk ac-
ceptance is high as well (SARASVATHY, 2001). 
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So, one can deduce that even if decision makers 
become experts in time – as stated by Read and 
Sarasvathy (2005) – their preferences for adopting 
the model of Effectuation will increase while the 
company has a simple organizational structure.  

Therefore, the third proposition of this essay 
states that: 

 

Proposition 3: In companies with simple 
organizational structures, Effectuation model will 
be predominant in the decision making process. 

 

As new resources enter the firm, it gets big-
ger horizontally, vertically and/or geographically. 
According to Padula and Vadon (1996, p. 35), 
"the company's own success creates new sets of 
problems and challenges to their survival. (...) 
mainly because of its growth in size and complex-
ity of activities". The Brazilian Aeronautics Com-
pany (EMBRAER), for example, has complex 
projects that combine planning, organization and 
the use of appropriate tools (GIACOMETTI ET 
AL., 2007), where "all the decisions made must be 
grounded based on what is wanted to achieve for 
the product being developed, such as cost, quality, 
timeliness, logistics and environment" (p.600). 

Ranson, Hinings and Greenwood (1980) 
state that an efficient management will require 
differentiation in individual functions and control 
mechanisms through an elaborate network of rules 
and procedures. The organizational structure and 
its control mechanisms, such as strategic planning 
(MINTZBERG, 1994), formalization (PUGH, ET. 
AL 1968), centralization (BRESSER PEREIRA, 
1963), socialization (GIBSON; IVANCEVICH; 
DONELLY, 1988), and reward (ETZIONI, 1964) 
can work as moderating mechanisms for inducing 
entrepreneurs adopt Causation decision making 
model.  

According to (MINTZBERG, 1994), plan-
ning in organizations such as programs, schedules, 
budgets and other control mechanisms, "can serve 
as an early media to communicate the intentions 
of the strategy and to control individual interests, 
to the extent that a common direction is more im-
portant than individual free will" (p. 112-113). 
The most obvious reason for using planning is to 
ensure that everyone in the organization is moving 
in the same direction, and the best explanation for 
establishing normative techniques for developing 
strategies in organizations is that they reduce the 
power of managers in the formulation of strategies  
(MINTZBERG, 1994),  

For organizations exercise their functions, 
their processes have to be integrated through 
mechanisms / control tools (CAMPS; LUCA-

ARONAS, 2009). Since the studies conducted by 
Aston Group in the 1960s about the relationship 
between technology, size and environment in 
shaping organizational structure (PUGH ET AL. 

1968; PUGH; HICKSON; HININGS, 1969), cen-
tralization and formalization have been used as 
control mechanisms in complex organizations.  

According to Pereira (1963), in highly cen-
tralized organizations the most tactical and strate-
gic decisions are reserved for strategic cupola, "so 
that the consistency of decisions and coordination 
are preserved (p.73)". Some studies show that a 
formalized organizational structure can lead to 
inflexibility and slowness in decision making pro-
cess (BAUM; WALLY, 2003), as well as limita-
tions on the speed of promoting innovation in the 
development new artefacts (BROWN; EISEN-
HARDT, 2004). 

The organizational socialization and the re-
ward are also manners of obtain control over the 
behavior and thinking of individuals. While the 
former uses informal mechanisms such as culture 
and symbols (CÂMARA, 2012), principles and 
guidelines (GRANT, 2013), assumptions values 
and attitudes (SCHEIN, 1992), and informal lan-
guage (KOTTER, 1982), the latter is a kind of re-
munerative power “based on control of material 
resources, such as salaries, commissions, so 
on" (SERGEANT; FERES, 1972, p.100). 

Coordination and control discourage em-
ployees’ freedom to put into practice the improve-
ment of processes, products and services in re-
sponse to opportunities that have been identified 
(HODGKISON; STARBUCK, 2008). Control is 
an attempt to increase the probability that people 
will behave in a manner to achieve the organiza-
tional objectives (FLAMHOLTZ; DAS; TSUI, 
1985). Empirical evidences proved relationship 
between intrapreneurship and formal control. Zah-
ra (1996) found that over-formal control is a disin-
centive to the development of entrepreneurship 
within a company.  

Previous research has demonstrated the ef-
fects that the growth of organizational structure 
has on decision making process. Mintzberg and 
Waters (1982, 1984) found evidences that in so far 
as organizations in the food retail chain and wom-
en's underwear industry grew and became more 
formal, the future visions of managers became 
more rational (planned and programmed) while 
the flexibility and adaptability became less and 
less in evidence. 

Tasic and Andreassi (2008) studied the case 
of a technology company that compares prices of 
products for sale on Internet. They found that the 
events surrounding the decision making process at 
the beginning of the company's activities were ex-
plained by the logic of Effectuation. To the extent 
that the company has grown in size, the causal ra-
tionality has become more evident in the decision 
making processes. 

As stated earlier, the logic of Causation can-
not be assumed to be unique and exclusive in the 
decision making process (READ; SARAS-
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VATHY, 2005). However, to the extent the firm's 
organizational structure grows – horizontally, ver-
tically and/or geographically – entrepreneurs will 
have no reasons to use the Effectuation model 
(READ; SARASVATHY, 2005), especially in 
situations where failures are catastrophic 
(MAINE; SOH; DOS SANTOS, 2014). The liber-
ty for managers’ use trial, their capability for high 
acceptable losses, flexibility and excessive risk 
acceptance while managing their firm, will be re-
tained in the organizational structure due its con-
trol mechanisms. Therefore, decision makers will 
be forced to adopt the Causation decision making 
process.  

The last proposition of this study is stated 
that: 

Proposition 4: In companies with more com-
plex organizational structures, causation model 
will be predominant in the decision making pro-
cess. 

 

5 Final Considerations and Practical Implica-
tions 

 

This theoretical essay focuses on the dichot-
omous question concerning whether entrepreneurs 
adopt Effectuation or Causation decision making 
models while manage their businesses. The con-
ceptual model proposed by Read and Sarasvathy 
(2005) was used as an inspiration for this study 
because it purposes a bridge to the problem of en-
trepreneurs’ dichotomy in the decision making 
process. However, the effects of the centrality of 
the firm over its organizational structure, and this 
latter on the predominance of decision making 
logics has yet to be explored.  

The whole argument built along this essay 
suggests that although entrepreneurs are able to 
adopt Causation and/or Effectuation in the early 
stages their firms, causation logic is proposed to 
explain the decision making process mainly of 
firms with relevant resources and a high levels of 
complexity in their organizational structure. On 
the other hand, companies with non-relevant re-
sources for managing will have entrepreneurs run-
ning their business adopting Effectuation model. 
In turn, the effects caused by the bridging and 
strong ties on the vertical, horizontal and/or geo-
graphical growth of the organizational structure, 
will define the most appropriated decision making 
model to be used.  

In considering a business network environ-
ment as a market, this theoretical essay developed 
the argument that bridging ties and strong ties are 
useful to connect firms providing them access to 
resources. Therefore, centrality by itself is not an 
important dimension for defining when entrepre-
neurs will adopt Causation or Effectuation without 
taking into account what makes the firms central.  

Said that, business networks are appropriat-

ed environments to find evidences of where and 
when entrepreneurs are more likely to adopt the 
Effectuation or Causation decision making mod-
els. Where, because to extent that the firms makes 
new connections and arises its centrality in the 
business network environment, it is feasible to lo-
cate its positions in the network at the time that 
evidences of these decision models arise. When, 
because not all new close relations will generate 
externalities on how entrepreneurs manage the 
business (ALDRICH; ZIMMER, 1986). Which 
means that organizational structure will change in 
accordance with the importance of contents trans-
mitted through ties in the relations. 

This theoretical essay has potential practical 
implications for entrepreneurs who manage their 
firms in a business network environment. The first 
one is that not all relations in the network are im-
portant for the growth and development of the 
firm. The second one is that it is suitable for them 
use Effectuation decision making model when the 
organizational structure is simple, saving time 
while chases opportunities. The third one is that it 
is recommended the use of Causation model when 
in situations where failures in the decision making 
could be critical to the growth of the firm. 

Effectuation still a new theory. In these 
terms, a theory with few stages of development 
has has hardly any developed paradigms (KUHN, 
1996). Researchers could test the four proposi-
tions developed in this theoretical essay using the 
bridging and strong ties scale developed by Tiwa-
na (2008). It is suggested the use of measurement 
forms proposed in the section 2.2. Researchers 
could find when centrality is important for the 
growth of organizational structure. They also 
could use the Effectuation and Causation scale 
developed by Chandler et al., (2011).  
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