
http://www.diva-portal.org

This is the published version of a paper presented at Australian Centre for Entrepreneurship Research
Exchange Conference (ACERE) 2016, 2–5 February 2016, Gold Coast, Queensland, Australia.

Citation for the original published paper:

Johansson, A., Engström, A. (2016)
Effectual learning in SME’s – activities promoting transformation in place of frustration.
In: Per Davidsson (ed.), Australian Centre for Entrepreneurship Research Exchange Conference
2016: Conference proceedings Queensland University of Technology, Australian Centre for
Entrepreneurship Research

N.B. When citing this work, cite the original published paper.

Permanent link to this version:
http://urn.kb.se/resolve?urn=urn:nbn:se:hj:diva-30824



 
 

Effectual learning in SME’s 
 – activities promoting transformation in place of frustration  

 
 

Keywords: 
Theme: Corporate entrepreneurship, Entrepreneurial Cognition, Small Business 

Management, (Organisational Learning, Effectuation Theory) 
 

Discipline:  
Management/Strategy/Organisation 

 
Method: Qualitative 

 
Level of Analysis: Individual/Team 

 
Context: Corporate Entrepreneurship 

 
Topic: Performance and Growth 

 
Abstract 

This paper takes its starting point in an empirical problem, to which we believe current 
research have difficulties offering operational solutions. The root of the problem lies in 
the tensions between the common held expectations of small firms (SMEs) to contribute 
to society’s growth and innovation – and the different factors which makes such 
accomplishment challenging, including lack of time and the need to master different 
skills. Upon adding uncertainty with regards to goal definition; information scarcity or 
overflow and the pressure to manage an ever-changing market, this triggers frustration at 
instances where innovative action is needed the most.  
 
The paper builds upon the idea that human interaction result in learning that either 
transforms or reproduces the processes involved. This relates back to the ideas of an 
organization’s need to explore new as well as exploit existing products and processes. 
The challenge for SMEs to deal with these both types of learning – and ultimately release 
innovative capacity – is at the core of this paper. We find that nature of the problem; 
degree of complexity and level of competence in the problem area are all important 
determinants for the chosen activities which also relates to the fit with the effectual 
learning processes. 
 
Introduction 
     This paper takes its starting point in an empirical problem, to which we believe 
current research have difficulties offering operational solutions. The root of the problem 
lies in the tensions between the common held expectations of small-medium sized 
enterprises (SMEs) to contribute to society’s growth as key drivers for economic growth, 
innovation and employment (EuropeanCommission, 2014; OECD, 2005) - and the 
different factors which makes such accomplishment challenging. We are specifically 
focusing on industrial, manufacturing SMEs, which in Europe include almost 2 million 
enterprises (EuropeanComission, 2013). Recent research on interactions in a 
manufacturing SME concluded that the strong customer dependency and financial 
vulnerability tend to stimulate adaptation and reproduction rather than development and 
innovation (Engström, 2014). Hence, the problem we are referring to is the internal, 



 
 

hindering forces which influence the ability to innovate. Whereby our study attempts to 
further our understanding of why and how such hindering forces materialize, and provide 
suggestions on how this can be prevented and/or dealt with.  
 
Hudson, Smart and Bourne (2001) summarized SME characteristics in comparison to 
larger firms as “personalized management with little devolution of authority; severe 
resource limitations in terms of management and manpower, as well as finance; reliance 
of small numbers of customers, and operating in limited markets; flat, flexible structures; 
high innovatory potential; reactive fire-fighting mentality; informal, dynamic strategies” 
(Hudson et al., 2001, p. 1105).   While SME’s in general have several characteristics that 
makes them apt for innovation (Hudson et al., 2001) these same characteristics also 
potentially restrain their innovation capability through a focus on daily operations and 
short‐term performance (Ates, Garengo, Cocca, & Bititci, 2013), where a constant quest 
for efficiency might inhibit innovation (Lovén, 2013). Maybe the most observable 
restraining force to innovation in SME’s is limited resources (Löfqvist, 2014). The fact 
that competencies in manufacturing SMEs are mainly technical ‐related rather than 
operational management related (e.g. people, process), may also be a restraining force. 
The prevailing learning strategy, learning by doing, mainly supports technical skills and 
know‐how, and is less effective in transferring operational managerial knowledge and 
practices (Cagliano & Spina, 2002). Upon adding uncertainty with regards to goal 
definition; information scarcity or overflow and the pressure to manage an ever-changing 
market (Ates and Bitici, 2011) this triggers frustration at instances where innovative 
action is needed the most. 
 
This study builds upon the idea that human interaction result in different types of 
learning that either transforms or reproduces the processes involved (Argyris and Schön, 
1978, Ellström, 2010). This relates back to March’s (1991) ideas of an organization’s 
need to explore new as well as exploit existing products and processes. These two logics 
– exploitation that needs an adaptive learning process and exploration which needs a 
developmental learning process - need to be balanced (Ellström, 2006b, 2010a; March, 
1991). The challenge for SME’s to deal with these both types of learning – and 
ultimately release innovative capacity to transform – is at the core of this paper. While 
several studies has delved into the relationship between learning and innovation in 
general (e.g. Sadler-Smith et al, 2001)) few have looked into small and medium sized 
firms and the field could be described as fragmented or incomplete (Keskin, 2006).  Even 
fewer have engaged in the typical hindering factors in the learning-innovation 
relationship within industrial manufacturing firms. Furthermore, existing studies on the 
learning-innovation relationship is pre-dominantly of quantitative, theory-testing nature 
thus missing in depth, rich descriptions of activities as well as factors hindering and 
enabling innovation.  
 
Following from the discussion above, our primary aim was to analyze the activities and 
logics used in SME’s problem solving situations including its outcomes (type of solution) 
and learning type. We approached the study with a qualitative, empirically grounded 
design including a process and activity analysis of 12 operational work-place meetings 
involving people from different parts of a manufacturing SME organization. The 
meetings constitute the arena for problem solving interactions relating to the operational 
business of a manufacturing SME in Sweden, and thus constitutes a suitable context to 
study how hindering and enabling factors to innovation evolve.  
 



 
 

The first round of analysis of the data made us however look for additional theoretical 
frameworks beyond the learning field, which could better explain the patterns we found – 
which pointed at different activities, outcomes and learning types depending on the task 
situation. We turned to the entrepreneurship and innovation literature and found that 
while the learning literature discusses developmental learning as drivers for 
transformations and enablers of innovation (Argyris and Schön, 1978; Ellström, 2010) – 
a similar discussion takes place in the entrepreneurship literature within effectuation 
theory (Sarasvathy, 2001). The use of the effectual principles essentially evoke a learning 
process that assist to produce or enables the production of a desired effect1. While 
effectuation developed from research on expert entrepreneurs there is now ample 
research supporting the use and usefulness of the effectual principles not only by 
individual entrepreneurs (Sarasvathy, 2001; Chandler et al., 2011) but also by 
organizations (Brettel et al., 2011; Johansson, 2014). The solid evidence for the effectual 
process explaining entrepreneurial activity, as well as its tangible, well operationalized 
principles, makes it interesting to evaluate as enabler of innovative activities in SMEs. 
The effectual framework was applied after the data collection and the first round of 
analysis using learning theory, as a means of understanding the lack of learning and the 
conflicts arising in some of the meetings.  We mapped the activities identified in the data 
against the effectual process (Sarasvathy, Dew et al., 2008) in order to identify sources of 
hindering and/or enabling factors to an efficient learning process.  
 
While the problem as such is of empirical nature – the analysis and discussion has 
interesting implications for the learning literature as well as the effectuation literature.  
 
 
Theoretical framework 
    When exploring different forms of learning in the context of innovation in a 
manufacturing SME, it is vital to view learning in relation to the task performed. The 
level of complexity of the task influence the behavior and consequently its learning 
outcomes. This section will hence discuss learning in relation to the task as well as 
different types of learning.  
 
Learning in relation to the task. Ellström (1992; 2006a) suggest that performing tasks 
creates opportunities for individuals and groups to learn. At the same time some 
knowledge is required in order for individuals and groups to handle different tasks in the 
first place.  More or less complex tasks causes different patterns of behavior and different 
types of learning where the complexity can range from routine action to tasks requiring a 
higher degree of reflection. There are tasks that can be performed completely routinized 
without much of awareness, and there are others requiring that we need to stick to rules 
or instructions (Ellström, 2006a). Some tasks, often the more complex, uncertain and 
unclear ones, require collaboration between several individuals and groups with different 
skills in order to reach a solution. While on the other hand, group problem solving 
sometimes tend to complicate the handling of a simple task or cause unnecessary 
coordination problems (Hackman & Oldham, 1980; Oldham & Hackman, 2010; Sjovold, 
2008). Tasks can also have different dimensions attached to them - a mere execution 
dimension and/or a development dimension. The first dimension involve the 
responsibility to follow instructions and procedures (e.g. a certain routine to control 

                                                 
1 Last part in italics is a definition of the word effectual adapted from Merriam Webster online dictionary 



 
 

product quality). The second dimension involve the responsibility to develop and 
improve the nature of the task itself (Ellström, 1992; Engström, 2014). 
 
Human beings are complex and learn not only by their cognitive processes. Nor is human 
action shaped completely in a relation to the social context. Learning is rather an 
interaction in between these two processes (Granberg & Ohlsson, 2005). Dewey (2005) 
argue that individuals learn in reaction to and in communication with their environment. 
Once our habits are disturbed, we act on impulse and get experience. These experiences 
can, depending on the degree of reflection, stimulate the transformation of habits and 
give us new routines in our way of handling tasks. Several researchers  has the same 
starting point and believe in individual's interaction with its environment when it comes 
to learning (Ellström, 1992; Illeris, 2007) and also that learning becomes collective when 
it occurs in a communicative process together with others (Ohlsson, 1996; Wilhelmson, 
1998). Ellström (1992) points out that the definition of learning can be supplemented 
with what is taught (content of learning) and how it is done (process). What is taught, 
experienced and done has implications for the type of learning as well. 
  
 
Different types of learning. Ellström (Ellström, 2010a, 2010b; Ellström & Hultman, 
2004)  argues that there are two types of learning out of two different logics. Production 
logic2 give rise to an adaptive-oriented learning 3 when change is implemented from the 
top down, through instructions and rules. In this focus the acquisition of knowledge and 
problem solving are on basis of given knowledge, concepts, rules and methods. 
Development logic4 give rise to development-oriented learning5 when problems are made 
visible and results in bottom-up reflected common agreements. The development-
oriented learning focus on innovation and exploration.  
 
There are several studies suggesting a competitive relationship between these different 
types of learning in organizations. Both of them must be taken into account and 
complement each other, rather than competing (Ellström, 2006a, 2006b). Argyris (1994, 
2010)  conclude that humans often hinder development in organizations due to our fear 
of critical reflection and that we resist to learn. We use defensive routines like closing 
conversations down or by blaming others. Illeris (2007)  also discuss the barriers to 
learning and mentions the process of learning wrong  which aligns with Ellströms 
(2010a) way of reasoning about negative learning, or learned helplessness as an aspect of 
what is learned.  
 
Method 
     A phenomenon which is determined by its context is best studied through a qualitative 
case study (Bryman, 2011; Merriam, 1994; Yin, 2013). The empirical material in this 
paper is based on a qualitative case study in an industrial company over the years 2008 to 
2010. The company designed, manufactured and sold customized cabinets and machine 
clothing made from sheet metal. The company produced approximately 500 different 
models in various shapes and colours based on customer needs and delivered mainly to 
customers within the segments of industry, building, transport and machinery.  The 
company HQ was in in the south of Sweden and they also had sales offices in Denmark 
                                                 
2 See e.g Exploitation (March, 1991) 
3 See the concept of single-loop learning (Argyris & Schön, 1978) 
4 See e.g Exploration (March, 1991) 
5 See the concept of double-loop learning (Argyris & Schön, 1978) 



 
 

and Norway. Since 2005 the company was part of an industrial group together with two 
other companies. One of the sister companies where situated next door and did the 
coating on the company’s products. The company had been in substantial growth since 
2005 and large investments in machinery had been made, the planning function had been 
strengthen, the designers had started working closer to the company’s customers and 
weekly staff meetings on Fridays had been conducted.   The peak came 2007/2008 when 
the company’s turnover reached 89 Million SEK with 50 employees plus an additional 18 
people insourced into production. The financial crisis and the industrial downfall in 
Sweden 2008-2009 had tremendous impact on the company. The number of orders 
declined and typically, a customer previously having ordered 50 cabinets now only asked 
for 25. The turnover declined dramatically during 2008/2009 and 2009/2010 and all 
contracts on insourced personnel were cancelled and reduction in the number of 
employees was made. 
 
Within the scope of the case study a part study over 12 work place meetings was 
performed. The meetings took place over a six week period, in three different groups that 
all dealt with the whole process from customer order to product delivery. Many of the 
people participating in the meetings had some kind of technical education on the 
equivalence of a High School level and several had been with the company for a number 
of years, in a variety of functions. One person had university education in 
technology/business administration. 
 
The meetings were observed and filmed. Transcription took place in parallel with the 
meetings being analysed based on content as well as process. The content analysis 
focused on what the groups discussed (the task). The process analysis focused on how the 
groups dealt with the content. Every single sequence of content has been analysed based 
on how the communication developed and on its outcome. A result of the methodology 
was that, in the following step, content and process could be linked and communication 
threads like “during meeting A, when they discuss matter B they use communication 
pattern C” and so forth be formulated. The next step in the analysis has dealt with 
connecting communication patterns with issue handling patterns. In this article four 
different descriptions of chosen sequences from different meetings are used to illustrate 
the result.   
 
Results 
     We find four interesting patterns based on our extensive content and process analysis 
of the meetings (Figure 1). On one hand there are differences in the groups’ abilities to 
handle technical and work-organisational problems. On the other hand there are 
differences in communication patterns regarding if the task is more or less complex. 
Those four sequences are illustrated in the examples below figure 1. 
 
 



 
 

 
 

Figure 1. Four sequences of meeting sequences in relation to type of problem and 
different approach that the task needs to be handled 
 

 
Meeting sequence 1: meeting in the production group regarding execution of a 
simple technical problems. 
The meeting sequence is from the production group where a customer required design 
change in a case is discussed. The content of the meeting regards rather simple 
manufacturing techniques and a design that needs minor changes. The head planner has 
been in contact with the customer. The group discuss what needs to be done in order to 
fulfil the customer requirement. Questions, which are answered immediately with 
specific and relevant information, are asked regarding technical details. The group 
appears to have sufficient knowledge and solves the issue in short time. The 
communication is characterized by outlining the problem, clarifying questions and 
answers and proposed solutions, order giving and instructions.  
 
Meeting sequence 2: meeting in customer centre group regarding manufacturing of 
a project already in assembly process, which leads to change in design 
The meeting is one of the meetings held in the customer centre group where the sales 
manager presents an assembly project ordered by a customer. A sheet metal part that is to 
be a part of the assembly is already in production. When the group start scrutinizing the 
project it soon becomes evident that the sheet metal device needs a few more holes 
drilled for the whole assembly to be made possible. Early in the meeting the sales 
manager realise that he has not done enough homework on the project before approving 
parts for production. Some of the holes needed should be punched rather than drilled 
manually at assembly. The group decides to stop the production and re-send the project 
to one of the designers for changes. The group discuss with intra-personal respect until 
they jointly find a new of handling the issue. Even though the sales manager made a 
possible mistake no one shows sign of being irritated. The communication consists of 
questioning, ideas, listening, questions answered, proposals, conclusions and joint 
agreements. 
 
Meeting sequence 3: meeting in the design change group regarding needed changes 
in work orders related to designations in the MPS-system 
The meeting is a development meeting and the reason for the meeting was a need to 
handle a number of design issues that had been discovered during other meetings. 



 
 

Production personnel as well as designers are present and in this sequence they discuss 
article names and labels in the MPS program “Monitor”.  It appears that the designers 
have a tendency to simplify for themselves by naming details in a general rather than 
specific way when entering information and creating a manufacturing order. The 
production personnel would rather have more specific technical information on each and 
every detail when opening up drawings in the system. The group has sufficient 
knowledge for solving the issue and they discuss unit they reach consensus. The 
communication is categorized by short descriptions and clarifications of the problem, 
active listening by adding to, confirming and giving nuance to ideas by others. 
 
Meeting sequence 4: meeting in the production group regarding delays in delivery 
that expose fundamental problems in work organisation 
The meeting is one of the production group’s weekly meetings where planned projects in 
production but to be delivered are reviewed. During the meeting problems arise with 
some of the orders which proves unable to meet deadline. The production manager and 
the head planner asks questions in order to understand the situation as prioritizing is 
needed, and possibly re-planning. The production leaders approach is to rather discuss 
the underlying problem with orders being squeezed into production with short lead times, 
making the task impossible. The group is very frustrated. The issue is brought up a 
number of times during the meeting without being brought to a solution. Finally the issue 
is forwarded to another group – the customer centre group – for solving. The group 
seems to lack knowledge (information enough for decision-making) to solve the problem. 
The task seems impossible. The communication is characterized by outlining the 
problem, a number of un-answered questions, parallel monologues, sarcasm and open 
questioning. 
 
Analysis 
The learning theory is used in this paper with the starting point that the individual learn 
when interacting with others in the work place. The content of the learning process is 
depending on the task which is handled and the process is made visible through the 
communicative activities which are manifested when interacting. Depending on how the 
communicative activities evolve, different types of learning do so as well.  
 
It is clear that the groups have the expertise and effective methods for dealing with the 
technical problems whether the tasks are more or less complex. In the first sequence (1) 
handling a planned task of simpler character the group solves the problem quit easy. A 
necessary adaptative-oriented learning occurs which can be attributed to the production 
logic (exploitation). In the second sequence (2) the group handles a more complex task of 
technical nature, where they needed to do some re-construction. A development-oriented 
learning make it easier for the group to solve the task according to the logic of 
development (exploration).  
 
When it comes to problems in the operations a clearer distinction between whether the 
groups can handle the problems or not occur. In the third sequence (3) the group handle a 
simple operation problem (even though it is about technical things). They share 
knowledge and experience to agree on new ways to deal with technical terms in the 
system. Communication patterns show a development-oriented learning according the 
exploration logic. In the last example (4) the group runs into a fundamental problem in 
the operations that causes major disruptions and a lot of frustration. The problem seems 
impossible to solve. The group is stucked. The communication is essentially obstructing 



 
 

and triggers an adaptative-oriented learning, not to say a negative learning, and the 
problem remains the same. The task seems to need development according to exploration 
logic but is managed through exploitation logic. It is clear that the groups need some 
method, new ways to deal with the fundamental problems of operations character. The 
expertise or the resources available within the group or the company does not seems to be 
enough. 
 
Effectual learning 
     Effectuation (Sarasvathy, 2001), is a theory of entrepreneurial decision making and a 
logic outlining principles employed by experienced entrepreneurs when starting new 
firms. The continuous use of the effectual principles is referred to as an effectual process 
(Sarasvathy et al., 2008). The solid evidence for the effectual process explaining 
entrepreneurial activity, as well as its tangible, well operationalized principles, makes it 
interesting to evaluate as enabler of innovative activities in SMEs. 
 
Effectuation is, despite its relatively short lifespan as an academic research area, a well-
established term in entrepreneurship research (Perry et al., 2012). It has conceptualized 
the process of thinking and acting involved in entrepreneurial decision making at the 
individual level and offers an alternative logic to goal- and planning-oriented logics, 
these approaches have been labeled by Sarasvathy (2001) as causation. Effectuation is 
characterized by the view that as long as the future can be influenced through thoughts 
and actions, there is no need to predict it (Sarasathy, 2008). In other words, while both 
causal and effectual logics seek control over the future, causation focuses on the 
predictable aspects of the future whereas effectuation focuses on the controllable aspects. 
While effectuation stems from research on how entrepreneurs go about starting new 
firms and creating new markets (Sarasvathy, 2001) – this also includes many parallels to 
innovation in established firms.  
 
The decision making heuristics embodies four core principles (Sarasvathy, 2008): First, 
the bird-in-the-hand principle. This implies that an effectual learning process starts with 
the means currently at hand – who you are, what you know and whom you know. These 
means can be extended from individual means to those of a team, department or even the 
organization as a whole. This principle also imply that there need not be a specific, 
outspoken goal to strive towards when starting a process – but the goal can emerge from 
the given means. The second principle, affordable loss, refers to a focus on what you 
think you can afford to lose in terms of resources (time, money) – as opposed to 
considering how much you could gain. This principle effectively minimizes risk in 
projects where the circumstances as well as potential outcomes are uncertain. The third 
principle, the crazy-quilt principle, refers to building strategic alliances with committed, 
self-selected stakeholders. The crazy-quilt is an analogy to the creation of the traditional 
Indian textile quilt, where different pieces of fabric are brought by different people and 
gradually compose the finished product. The result is a quilt different from the squared, 
symmetric quilt. Used more broadly in an organizational context this principle could 
includes financial, transactional pre-commitments as well as more intangible pre-
commitments such as sharing knowledge, showing interest and forming alliances (see 
e.g. Chandler et al., 2011) internally and/or externally. The final, fourth principle relates 
to how one deals with surprises (pleasent as well as unpleasent). The lemonade principle 
refers to activities leveraging contingencies, i.e. instead of avoiding surprises or 
disregarding them, one embraces them and leverage them into something new – 
knowledge, product, process etc.  



 
 

 
When used in a sequence or iteratively – the principles form an effectual process which  
could be described as one which is collaborative and enactive, and one that leveraging 
contingencies and “transform current means into co-created goals with others who 
commit to building a possible future” (Wiltbank et al., 2006, p. 983).   
 
Applying the effectual framework to the four meeting situations pulled out from the 
study, provides interesting insights relating to learning for innovation. While situation 1-
3 all involve elements of the effectual principles (starting with given means in terms of 
technical knowledge, embracing surprice in a constructive and creative manner, co-
creating solutions with the assembled people in the meeting or referring to other people 
within our outside the firm), situation four lacks an important ingredient in order for the 
effectual learning process to work well. The missing link is mainly the pre-requisites for 
the first principle – i.e. lack of given means in terms of knowledge, competence and 
experience. Situation four involves a problem relating to organizational issues – which 
implies that in order for the effectual process to work – knowledge, competence and 
experiences need to be brought in from elsewhere. In this case most like from people 
outside of the firm.  
 
Another interesting pattern we see referrs to the affordable-loss principle. While 
Sarasvathy talks about affordable loss in the context of business start-up, mainly 
implying financial loss – our analysis points at a possible widening of the affordable-loss 
principle. In meeting number four, it is implicit that the participants do not want to 
display their own ignorance and thus risk losing respect and reputation. Hence – as 
thinking they cannot afford to lose – they do not invest this potential resource. Or more 
likely, they do not see the act of showing ignorance and vulnerablity as a trigger of 
developmental learning which at lenght could potentially transform their current 
activities.  
 
 
 
Discussion 
     The pros and cons of SME are well debated in the literature  (Qian and Li, 2003), still 
there is a considerable lack of studies suggesting tangible actions beyond widely 
explained suggestions such as “aligning culture and strategy”, “assuring competence” 
and “structured processes to follow-up learning”. In this paper we combined 
contemporary theory on learning related to innovation and specifically in the context of 
SMEs, with recent research on entrepreneurial logics and processes as found to be 
present among expert entrepreneurs (Sarasvathy, 2001; 2008) as well as in established 
firms facing great uncertainties in their attempts to innovate (Brettel, 2011; Johansson, 
2014). We suggest that the effectual principles have potential to be used as problem 
solving tools which enables learning that transform existing processes and activities into 
factors enabling innovation. If being aware of the principles as tools – this would imply 
that one becomes aware when one or more tools are not possible to use due to lack of 
knowledge or experience. In those cases, that would be a signal to look for this elsewhere 
and bring it in to the problem solving discussion. 
 
On a more overall note, we find that nature of the problem (technical or organizational); 
level of uncertainty; degree of complexity and level of competence in the problem area 



 
 

are all important determinants for the chosen activities which also relates to the fit with 
the effectual learning process.  
 
To summarize, in order to embrace problem solving as opportunities of innovation, we 
see possibilities in applying the effectual learning process. By mapping existing activities 
with the effectual principles, it is possible to identify gaps which are necessary to fill in 
order to obtain an effectual learning process. As identified in this study, this particular 
firm needs to attend to its means (extend knowledge and experiences in organizational 
issues), preferably by teaming up with people who can provide this in a win-win situation 
(self-selected stakeholders). 

 
While the starting point was empirical, our findings provide practical as well as 
theoretical contributions which furthers our understanding of the limits and possibilities 
of effectuation as a logic for entrepreneurial action in established firms. Our study also 
responds to the call for qualitative studies on the learning-innovation relationship, 
including close observation of processes in SMEs (Macpherson and Holt, 2007).  
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