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Describing effectuation

A

the case are discussed ax
learning. i

This teaching note was prepared by Saras Sarasvathy, Associate Professor of Business Administration, Darden
Graduate School of Business Administration, and Stuart Read, Professor of Business Administration, IMD,
Switzerland. Copyright © 2009 by the University of Virginia Darden School Foundation, Charlottesville, VA. All
rights reserved. To order copies, send an e-mail to sales@dardenbusinesspublishing.com. No part of this
publication may be reproduced, stored in a retrieval system, used in a spreadsheet, or transmitted in any form or by
any means—electronic, mechanical, photocopying, recording, or otherwise—without the permission of the Darden
School Foundation. ¢



-2- UVA-ENT-0119TN
through action, which is itself an inversion of the causal logic embodied in decision-making

cases typically taught in the business classroom. The emphasis on action cases is on visualizing a
series of next steps rather than on the analysis of a particular decision.

Describing Effectuation

Again, the first thing we do in the session is briefly cover
effectuation. There are several approaches to presenting effectuation;

scholars, entrepreneurs, and  instructors
http://www.effectuation.org/ (accessed July 15, 2009).

Effectuation presented straight up

Table 1 compares causal and effectual thinkiy

Ny
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Table 1. Causal versus effectual thinking.

View of the Future

Causal

Effectual

Prediction: The future can be reliably
predicted

When the future cannot be reliably
predicted, what can ygu\do?
Control/Design: Strategids for creating a

desirable “futurg”™~_
>\

Where to Start

With given goals

Subject<to re{o\m;ce\onstra' ts

With readily available means

Whe-lam >

What kW /

\Wh@m henow

Basis for Taking
Action

L O

NEANEANEA NN
7\)5

Should: Focus on optipaal scenanos
and reaching for prpsgai%‘sgls

Car: Moing the doable and
then pushing it.

Attitude Toward Risk

Expected feturn:

Affordable loss: Calculate downside
potential and risk no more than you can
afford to lose

potentialland ue
adpaSied) esmuﬂ

\

Attitude Toward
Others

iti
relationships With.custo

: etﬁ‘p%nsa tional

rs and

Co-creational: Build your market
together with customers, suppliers, and
even prospective competitors.

shppliess.
P

Avoid\@es.

Leverage surprises: Surprises can offer
new opportunities and trigger
innovation.

/N
Attitude Tpwarpe-the
D N

<

)

Tg the extent we can predict the
tuture, we can control it.

To the extent we can control the future,
we do not need to predict it.

R

1

Source: Created by case writers.

While it is possible to present this material reasonably quickly (Torben Bager at the

University of Southern Denmark presents

the

basics

in about 3.5 minutes at

http://media.sdu.dk/cases/meyer/effectuation.wmv [accessed July 15, 2009[), we find that there
are at least two teaching components that effectively complement the “straight-up” presentation
of effectuation: (1) an introduction to uncertainty and (2) implications of uncertainty for
effectuation.
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An Introduction to Uncertainty
We present effectuation as a series of heuristics for making decisions under uncertainty;

therefore, prior to presenting effectuation, it is useful to engage with participants on the
definition and examples of uncertainty. There are several approaches we have found useful.

known distribution, unknown draw, (2) unknown distribution,
unknowable distribution.

had_goed luck (and good fun) with using three physical “urns” in the classroom.
the second and third opaque—and the first and second containing objects of a
single ‘sategory/—chocolates in different colored wrappings, for example, and the third urn
containinga yariety of absolutely random stuff—anything and everything that could fit into the
container.

Alternatively, it can be fruitful to simply ask the class what uncertainty means to them
and provoke an interactive discussion leading to the three categories on the board. Once the three
categories have been derived, we can ignore the first and begin asking the class to provide

2 See https://www.msu.edu/~emmettr/fhk/journalarticles.htm (accessed July 29, 2009) for a more technical
exposition of this concept.
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examples of the second and third—examples from their personal as well as professional
experience and from stories of entrepreneurs and ventures they already know about. In this
exercise, it is useful for instructors to have in their back pocket a canonical uncertainty example
(the Internet, 15 years ago), and a canonical risk example (Intel and its strategies based on
Moore’s law).?

Implications of Uncertainty for Effectuation

Table 2. Manageﬁ/eﬁ\questio g \ncertainty.

Risky Situation Uncertain Situzn\ibn\‘g/lj)wagerial Questions for Facing
ncertainty

Where to start Set a goal Have you made an inventory of your

means?

Revisit your goals in light of this inventory—
you\are, What you know, and | look for rigidities and complacency in how

m yop know. For people define the business you are in—and let
examplg/ because I know slack resources be your friend in that
person A, I can achieve X, definition.
/— therefore I will undertake X.
Basis for adtion Shoulb\> Can Have you played around with the
ibilities?
Try tdseledt the best pdssible | Ask yourself, “What can I do possibilities

doable and then push it; and
then push it even further.

action to achieve the | with what I already Look for opportunities that you are taking a
ivsa goal, subject to resource | have?”—and then, “What pass on because they seem too mundane or too
% ints. else can [ do?” Do the much out of your comfort zone.

Attitude alculate expected return Set affordable loss Have you come to grips with the worst-case
toward ris . . . . scenario?
Pursue the (risk-adjusted) | Pursue interesting
return, and . . . e . . . . .
resources highest possible upside. Focus | opportunities without Failure is part of the process in dealing with
on large markets with high | investing more resources uncertainty. Think how you can design failure
potential ~ opportunities for | than you can afford to lose. in ways that lead to learning and the opening
growth. Set a limit on downside up of more options.
potential.

3 Gordon E. Moore, “Cramming More Components onto Integrated Circuits,” Electronics Magazine 38, no. 8,
April 19, 1965; available at http://download.intel.com/research/silicon/moorespaper.pdf (accessed July 20, 2009); a
search of Moore’s law and his article title reveals many applications of and discussions about Moore’s law.
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Risky Situation Uncertain Situation Managerial Questions for Facing
Uncertainty
4. Attitude Perform competitive analysis Form partnerships Who can and who wants to help
tg;‘:g:g The market is “out there”—and all The market is co-created
you can do is position yourself with partners and is more a
within it and then protect your result of your actions than a
position against all comers. The driver of your strategies.
overall stance is that of a “hunter- The overall stance is that of
gatherer” seeking to penetrate and a “farmer/gardener” who
protect. seeks to cultivate, nurture
grow, and sometimgs cut
down and reseed.
5. Attitude Avoid surprises
toward the Surprises are bad. Contingencies are
unexpected g
managed by careful planning and
focus on specific targets.
many things are indeed going
according to plan, find ways to
shake things up.
6. Attitude Predictiv; Is your environment stable
toward the The future is a reliafle continuat enough so that you can rely on
future . past data to formulate future
of the past. Acgurate pred s - -
. actions? How will you know?
possible andduse And how will you measure
cyntrollable through i
. . stability?
cregative cooperation
bétween human beings. But | Stress-test it with your own
this creativity injects effectual actions to build not only
uncertainty into the system. | elaborate forecasts but also new
So prediction is neither competitive advantages.
easy nor useful.

SourcemCreated by caseNwrityys.

While it is great to use a real example of a venture idea or product being developed in the
class, the exercise can work just as well with something as simple as a green pen that the

* For a more in-depth discussion of the philosophical concept of GRUE and BLEEN, see Nelson Goodman,
Fact, Fiction, and Forecast, 4th ed. (Cambridge, MA: Harvard University Press, 1983), this book was first
published in 1955.
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instructor pulls out of his pocket or her purse. The green pen signifies any widget or venture
idea. Therefore, it is good to explain that at the beginning and mention that even the pen (or the
widget it signifies) does not actually exist yet—all that exists is a gleam in the eye of the
entrepreneur
Or manager.

The situation is posed: You have come up with a product or venture id&a
widget of some kind. What do you do next? How do you go from a gleam¢n tt

working venture—whether inside a company or as an independent cn

say, a green

following diagram (Figure 1), which is what we 3
whole:

ausal Logic Visionary Logic

ic Persist

Evolutionary Logic Effectual Logic

Adapt Co-create

J [conTeor

Rource: Created by case writers.

Thereafter, we can point out to the class that when an entrepreneur goes out and pitches
his or her idea to potential stakeholders (let’s focus on the customer for now, but this is true of
all stakeholders such as suppliers, investors, and so on), most people will not say yes or no—
they will offer advice, proffer suggestions for improvement, point out flaws and inadequacies,
and say: “If only it were blue, I would consider buying—or “I know someone who wants to buy
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a blue widget.” That is the anchor on which we will build the 2x2—The question now becomes
“What do you do next?”

We have done this several times with many different audiences—and we have always
been able to group responses to the “what to do next” question into one of the four verbs in the
four quadrants of the diagram—namely:

e Persist: Stick to your vision of the green widget.

e Pick: Go out and find what other colors people might wan
for you.

e Adapt: Customer wants blue, so, make it blue.

entrepren )
the game. Ns the actual commitments (not promises from the customer, not predictions based

on market information or any other type of armchair analysis or even the entrepreneur’s own
vision) that drive what to do next.

The 2x2 in the diagram above (Figure 1) can be linked very nicely with the dynamic
diagram below (Figure 2) at the end of the class—after completing the ICEHOTEL case.
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Figure 2. Stitching together the crazy quilt using effectual logic.

Expanding cycle of resources

Actual courses of
Action possible

v

Who I/we am/are What can Interactions
'What I/we know I/we do? with other
Whom I/we know people

(Affordable loss)

A

Actual Means

EW WORLDS )

Source: Created by cdse wxte \>

i§ thattrteractions between two parties can actually create a

audiences With different class durations—using different combinations of the effectuation
exercises elaborated so far.
Timing and Design for a Four-Hour Executive Education Class

This case and accompanying material have been used successfully with executive
audiences ranging from junior executives with 10 to 15 years of experience who are starting an
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EMBA curriculum to more senior executives with 20+ years of experience and significant
business-unit and profit-and-loss responsibility. In a session named “Managing Uncertainty,” we
typically organize it according to the following teaching plan shown in Table 3.

Table 3. Teaching plan for managing uncertainty session.

Time Action /\\ \

5 minutes Introduction with description of an uncertain situation. =

5 minutes Discussion of what constitutes uncertainty. < N \

10 minutes BOARD 1: Spectrum from risk to uncertainty, ~with sp mea ples plo d
the spectrum, and (if time and creativity perfit) spect es to deahng
with each in a different color on the same s ect m.

30 minutes Presentation of the effectual princigles, staxti h ho er derlved from
the heuristics of experts at maklng dec' r unge alnt , and proceeding
using either the “Straight Up” or° approac

15 minutes Introductory discussio licatio 0 uch different approaches to
decision making in p&o suclydifferent st atlons

40 minutes Group work: portunity: The Nils Bergqvist Story (A),” along
with the grodp work 1 ions provided below to participants in teams of no
more than si or@ew e.

15 minutes Breakxd\r\\\ }Q\pler}%ry\

50 minutes 1 ordef) four of the teams to present in plenary.

s business idea and discusses Bergqvist’s “Means” (the

y 9 making this work is pointing out that we have set his “Affordable Loss” at
ro—\-and challenging people to imagine what that would look like for new
projegts in the corporate environment).

15 i : m B presents business idea and discusses Bergqvist’s “Risk” (the
b

15 minutes: Team C presents business idea and discusses “Partnerships” (the key
to making this work is having the team pitch its partnership idea to the most
skeptical participant in the room and showing that partnerships of this sort only
work when together the partners could do something that neither could do on their
own).

15 minutes: Team D presents business idea and discusses Bergqvist’s “Means” (the
key to making this work is opening up the idea that not all surprises are bad
things—what if 10,000 people show up to the ICEHOTEL?).
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Table 3. (continued)

Time Action

15 minutes Discuss what Bergqvist actually did, revealing that it was he who was behind the
ICEHOTEL.

10 minutes Hand out “Cold Opportunity (B): The ICEHOTEL Story,” an g1 icipants a
chance to read it.

10 minutes If you choose to hand out “Cold Opportunity (C): Th
class, discuss the “surprise” that arises—namely, thdt ev.
seemingly grew the [ICEHOTEL into the ICEBAR busine
really in is exporting ice—and what that impfies abo
or are created.

15 minutes Open up discussion about the differefice een ppo unite hat re made
versus opportunities that are found. Challen/ge parttsipanis to\ide 1fy examples of
both.

10 minutes Close with a discussion
set of means that include a re tlonshlp
gathered through b
Opportunlty
here. Altern tlvel , yoscou

\>\>

QD
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Group Work Instructions for “Cold Opportunity (A): The Nils Bergqvist Story”

You are Nils Bergqvist:
What will you do next (near term) to manage this uncertai

« To get started, | suggest:

— How will you minimize your risk?
— How will you leverage partnerships?

come up with unexpected events, and
take advantage of the unexpected)?

+ Deliverable: Name for and overvie
ahead in the near term {(on a flipchaNn
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Timing and Design for a Single Session of a 90-Minute MBA Class

This case and materials have been used effectively in the standard 90-minute class format
typical of an MBA program—as a two-session module or in a single-session class. In the single-
session format, we expect that effectuation and its core principles were introduced during a prior
session or by assigning the technical note “What Makes Entrepreneurs Entreprepéyrial?” (UVA-
ENT-0065) in preparation for the class session. It is possible to take the de for the first
portion of the executive session and use that to introduce effectuation along witk f exercise.
Additionally, you can introduce the effectual principles very quickly, gspe dents have
read the technical note.

g tory
earch the Internet

heir creativity in

regponse to the rained-out exhibition that could lead to building your venture going
forward.

3. Deliverable: Select one person from your team to take no more than two minutes’ to
describe Bergqvist’s response that day and the next set of actions going forward.

> You can determine this time limit by dividing the 30 minutes allotted for their presentations by the number of
teams in your class. For the purpose of this teaching note, we are assuming a maximum of 10 teams.
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Timing for the MBA application of this case in the context of an entrepreneurial strategy
or entrepreneurial management curriculum is provided in Table 4.

Table 4. Timing for MBA application of the case.

Time Action
20 minutes Split into teams, hand out assignment and send them Mo&t\rooms.
30 minutes Two-minute presentations—Ilist responses and W t&board.
25 minutes How did the responses use the principles }

different principles drove different aspge
and how the use of the principles led t
discuss the role of stakeholders

se is this: Effectuation, using nonpredictive
n lead you to strategies that you simply

aluable artifacts (firms, products and markets) at
Is of investment. Ergo: How the ICEHOTEL came into

ow the\yideo montage of the ICEHOTEL and then wrap up with the
>sli below for the What?, So What?, and Now What? of this case. If the
clasy had already done a separate session on effectuation using the GRUE
exefcise, you can hearken back to the 2x2 in Figure 1 and the dynamics of
the crazy quilt in Figure 2 for wrap-up. In case you plan on setting aside
two sessions for the ICEHOTEL series,, the wrap-up would be to hand out
the B case with the assignment provided at the beginning of the next
section of this teaching note. Finishing with Figure 3 as an overhead is an

effective way to end the class.
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Figure 3. Essential Takeaways: What, So What, and Now What?

Non Predictive Control Strategy
e ———— e

What? Prediction and Control are different fundamcnial
approaches to the question of what to do next.

So what? your emphasis in one direction or the other, and

balancing them, influences the options you pursue.

Now what?

*Create strategic alternatives from both perspeciives.

*Consider the implications of your competitors” approaches.
*Reevaluate project selection: Influencable vs. large & predictable.
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Timing and Design for a Second Session of a 90-Minute MBA Class

What follows is an assignment to be handed out at the end of the first session in
conjunction with a copy of the B case—students can work in the same teams as in session one.

Session two assignment

1. How can you get Absolut to take your call—or better still, how
call you?

2. Assuming Absolut calls, or somehow you manage to get
is your pitch to Absolut?

4. Deliverable: Select one person on your tef
present your pitch.

Ny

® You can determine this time limit by dividing the 30 minutes allotted for the presentations by the number of
teams in your class. For the purpose of this teaching note, we are assuming a maximum of 10 teams.
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Table 5. Timing for a second session of a 90-minute MBA class.

Time Action

20 minutes Discuss ways to get to Absolut to take your call or better still, to get them to call
you. Discuss the notion of “self-selected” stakeholders as opposed stakeholders
who are “sold” by a charismatic entrepreneur. Discuss why
better than “sell-in.” Hark back to the buy-in of stakeholdgrs.that happened in the
break-out team exercise in the A case used in the previou i

30 minutes Two-minute presentations of pitches to Absolut—Aist 1nte sting~glemgnts from
each on the board

15 minutes Discuss key elements of a great pitch. How e

simply by asking them gqd also
game. /3\

10 minutes Hand out copies of/ﬂle C Qée and hathe\cTass ry%ad it.

15 minutes oR effectuation “and—How it was used in the entire

oma Strategy Perspective

erigs can e a highly illustrative connection between strategy and
Q do opportunities come from? The series enables the instructor to
ics from both the “found” and the “made” perspectives, so participants

approach? VIt also enables the instructor to challenge participants working on
strategy/entrepreneurship projects to reevaluate project selection and consider opportunities that
appear to soundly create their own future, even if they are not in what appear to be the best
markets today (big and growing).
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Additional Supporting Materials Available

“What Makes Entrepreneurs Entrepreneurial” (UVE-ENT-0065)

http://www.icehotel.com/ (accessed July 16, 2009)



