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Abstract This paper explores how government venture
capitalists approve or reject financing applications.
Based on longitudinal observations, complemented by
interviews, documentation, and secondary data, the
findings show the limited influence of the regulative
and normative logics (e.g., formal guidelines and accepted behavior) on government venture capitalists’
decisions. Instead, individual decisions are observed to
be largely overshadowed by cognitions and heuristics,
which dominate formal regulations and socially constructed group-level norms. Although official decision
communications state that regulations have been followed, the evidence suggests that the cognitive logic dominates the funding decision-making process through a
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set of overshadowing forces that restrict the influence of
the normative and regulative logics on funding decisions. This research has implications for venture financing and highlights the importance of cognitions in shaping venture capital decisions.
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1 Introduction
The entrepreneurial finance literature highlights the
need to understand a variety of financial sources besides
traditional venture capital to better understand the financing of high-growth-potential ventures and heterogeneity in venture capitalist decision making (Block
et al. 2018; Drover et al. 2017). Traditional venture
capital research dominates the entrepreneurial finance
literature, even though only 1% of ventures secure such
funding (Drover et al. 2017; Kaplan and Lerner 2016).
This paper focuses on government venture capitalists
(GVCs), a relatively neglected group of financiers in the
entrepreneurial finance literature (Colombo et al. 2016).
Government venture capital (GVC) has been a key
feature in extending the supply of financing to new
and innovative ventures, specifically in their early
phases, to ensure financial support for diverse types of
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entrepreneurs, minorities, and sectors and to support
growth opportunities where external financial support
is crucial (Gorman et al. 2005; Bertoni and Tykvová
2015). For example, based on the decisions of GVCs,
the European Union (EU) allocated €3.621 billion to
finance competitiveness and innovation in European
ventures between 2007 and 2013. Taxpayers’ money is
the single largest source of venture capital, making
GVCs quite unique and differentiating them from traditional venture capitalists (EVCA 2014). However, the
impact and contribution of GVCs should not be
underestimated. In 2014, governments in Europe provided 35% of early-stage venture finance (Invest Europe
2015). The magnitude of these figures is likely to be
representative for numerous countries outside the EU
(Bertoni and Tykvová 2015). Difficulties for ventures in
raising finance are increasingly pertinent for international, national, and local government institutions. The trend
of such support is expected to become even more important in the future (Block et al. 2018).
The conditions under which government financiers
operate suggests that understanding the decisions behind government financial support is problematic and
challenging. Government financial support is highly
controversial because it represents the distribution of
funds from the tax system and the transfer of public
money to specific individual ventures with commercial
interests. When financial support succeeds by allowing
the development of successful ventures, it is argued that
society as a whole receives future benefits in the form of
employment growth and the creation of new technologies and innovations (Croce et al. 2018; Luukkonen
et al. 2013). Despite the proposed benefits associated
with government financial support, government financiers face greater scrutiny in relation to their decisionmaking processes. These financiers must respond to and
consider multiple interests, including those of the market (e.g., finance, product, market, and management
potential) and politicians (e.g., social responsibility, environmental, rural survival). This balancing act creates
complex situations for GVCs to deal with and general
uncertainty in predicting future business potential
(Gorman et al. 2005; Leleux and Surlemont 2003;
Luukkonen et al. 2013; Colombo et al. 2016).
In addition, as external evaluators in charge of making balanced, responsible decisions to distribute public
funds to the private sector, GVCs are also at a disadvantage with respect to venture management, which may
possess inside information that is difficult for

government financiers to access (Gabrielsson and
Huse 2002). Accordingly, these financiers make investment decisions in an uncertain and complex environment where multiple interests must be considered
(Gorman et al. 2005). The value provided by GVC
investments is heavily discussed in the literature, but
the evidence of GVCs’ effectiveness is mixed (Lerner
2002; Cumming and Johan 2019). GVC has had debatable results in many countries (Lerner 2012; Lerner and
Watson 2008; Bertoni and Tykvová 2015). GVCs are
nevertheless considered catalysts of regional economic
development (Zhang 2018), aiming to support regional
ventures in markets where traditional venture capital is
thin. They thus complement traditional venture capital
by bridging the financial gap (Bertoni and Tykvová
2015) and providing a certification effect in front of
private venture capital, this by decreasing information
asymmetry (Martí and Quas 2018). GVCs are expected
to provide social value, yet failing to provide financial
value may raise reputational concerns and questions
over the public program and the GVCs’ efficacy. There
is an ongoing debate on how much social returns and
rural survival should be allowed to cost (Abrardi et al.
2019; Colombo et al. 2016).
Many previous studies have considered the macro
perspective of country-specific policies or have examined
GVC programs and their impact on performance (Block
et al. 2018; Brander et al. 2014; Cumming and MacIntosh
2007; Cumming et al. 2017). However, there is a lack of
studies exploring the demands placed on GVCs in their
decision-making processes. This study aims to reduce
this gap by contributing to the entrepreneurial finance
literature, particularly the venture capital literature, by
enriching our understanding of institutional mechanisms
and organizational behavior in GVCs’ decision-making
processes (Block et al. 2018; Drover et al. 2017). By
providing rich empirical insights coupled with an inductive, longitudinal, qualitative study of the decision meetings of GVCs, we answer numerous questions related to
government financiers’ decision-making processes: How
do GVCs balance regulative procedures, group norms,
and their own cognitions or judgments when making
decisions? How do they achieve balanced and responsible decisions concerning the distribution of public funds
to the private sector? Are they able to make objective
decisions that follow the regulations, or do they ultimately follow some other decision-making process?
Although the study was inductive, we found that
GVCs’ decision making was influenced by cognitive,
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regulative, and normative issues, which led us to draw
on institutional theory (Scott 2014) to understand how
GVCs make decisions. The institutional perspective
enabled us to thoroughly explore the GVC sector, specifically the institutional pressure and the endeavor to
capture organizational legitimacy and providing of venture support (Campbell 2004; Ruef and Scott 1998). The
inductive findings also led us to draw on the literature on
organizational decision making to understand the multiple pressures placed on GVCs and the bounded rationality enacted by GVCs in their decision making (Guler
2007). The combination of institutional theory and organizational behavior enabled us to enhance our understanding and extend the applicability of institutional
behavior in the entrepreneurial finance context (cf.
Guler 2007).
We provide insights into the institutional behavior that
guides decision making, where institutional regulations,
norms, and cognitions are typically not aligned
(Greenwood et al. 2011; Lawrence et al. 2011). Accordingly, this study makes a theoretical contribution to the
institutional theory dialog by showing how dominant
logics influence decision-making processes in the GVC
context (Bertoni et al. 2015). A key finding is that cognitive logic dominates decision-making situations where
regulations and norms are not aligned. This finding has
not been observed in previous studies of cases where
regulations and norms are not aligned (e.g., Greenwood
et al. 2010). In fact, this study shows that cognitions
consistently overrule norms and regulations in venture
support, which is an interesting finding for a study of
government decision makers. The empirical results identify four overshadowing forces that mitigate and compensate for the regulative and normative influences on financing decisions. These findings extend existing research in
this area of GVCs’ decision making by Thornton et al.
(2012), Greenwood et al. (2011), and Scott (2014),
forming the basis of what we call the cognitive
overshadowing effects in venture funding decisions. We
discuss the implications of our research for GVC practice.

2 Theoretical background
2.1 Contextualizing government venture capitalists’
decision making
GVCs have specific differences from traditional welldocumented venture capitalists. GVCs play a role in

financing ventures that are not secure enough to acquire
bank loans. GVCs thus provide funding at a relatively
low capital cost to ventures that may not yet be able to
secure funding from traditional venture capitalists
(Colombo et al. 2016; Gorman et al. 2005). Examples
of ventures that may be supported by GVCs include new
or innovative ventures facing particularly high uncertainties or with less obvious potential for return on
investment (ROI; Block et al. 2018; Croce et al. 2018;
Luukkonen et al. 2013). Another important difference is
that GVCs’ support for ventures may serve certain political goals by, for instance, strengthening important
sectors that rely on government interventions and that
lack access to finance from free markets and venture
capital (Bertoni and Tykvová 2015; Clarysse et al. 2007;
Colombo et al. 2016). Accordingly, when ventures are
aligned with certain political goals, GVCs are willing to
take higher risks, and they lower their ROI requirements
with respect to other types of financiers (e.g. banks).
Consequently, GVCs do not operate under the single
measure of ROI, which is a core form of macro logic in
traditional financial markets, particularly venture capital
(Croce et al. 2018; Colombo et al. 2016; Davis 2009;
Luukkonen et al. 2013; Zajac and Westphal 2004).
Perhaps the most noteworthy difference in this realm
is how venture capital distributions are regulated. GVC
is derived from supranational or national sources and
depends on political will and taxation for its existence
(Colombo et al. 2016). This scenario creates major
complexity and imposes substantial constraints on decision making. For example, the government funding of
this study derives from both national and European
Commission sources of funding. Accordingly, financiers’ investment decisions are regulated by international laws and legislations. In performing this investment
decision, these financing bodies must comply with multiple political macro logics, including those of the European Commission, national, regional, and local municipality regulations, and political directives. A further
complicating factor is that these regulations and political
directives are subject to constant change between and
during government administrations. Each level of the
regulations and political directives contains multiple
macro logics, including concerns for the environment,
society, and quality of life. Ventures are intended to
contribute to developing an attractive area in which to
live, increasing employment rates, and aiding innovation and business growth (Colombo et al. 2016). All of
these factors imply that the financing decisions of GVCs
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require the balancing of political targets, policy aims,
alternatives, and venture potential.
This study builds on existing research on traditional
venture capital that focuses on how venture capitalists
assess investment potential (Drover et al. (2017). Early
research on venture capitalists showed that they use a
wide range of factors when evaluating business potential (Gompers et al. 2009). More recent research has
provided a more nuanced view of decision making
beyond rational formulas and rigid approaches,
looking into the subjective and interactive nature of
venture capital decision making (Kirsch et al. 2009;
Petty and Gruber 2011). Scholars have proposed cognitions and the multifaceted and contingent nature of
decisions as promising areas to advance the venture
capital literature (Drover et al. 2017; Malmström et al.
2017) and go beyond the obvious. Studies have shown
that venture capitalists are unaware of their decision
making; self-retrospection is a difficult task (Sharma
2015). The present study answers calls for knowledge
on the organizational behavior and institutional mechanisms underlying venture capitalists’ decision making
(Petty and Gruber 2011).
2.2 Institutional influences on government venture
capitalists’ decision making
From the contextual background where GVCs make
decisions, we acknowledge institutional influences on
decision making. Building on Scott’s (2014, p. 33)
widely used theoretical conceptualization, we view institutions as consisting of regulative, normative, and
cognitive logics that give meaning to, constrain, and
guide social behavior. The widely used institutional
theory enables us to understand organizational phenomena such as subtle and prevalent formal and informal
organizational structures (Battilana et al. 2009;
Greenwood et al. 2010; Scott 2000). These structures
are the rules of the game in the social setting that also
affect goals, beliefs, and behavior (Ahlstrom and Bruton
2006; Scott 2014).
The core idea of Scott’s (2014) framework is that all
institutions have a formal regulative influence that regulates, shapes, and constrains behavior. This regulative
influence is based on well-defined social obligations and
taken-for-granted assumptions concerning social realities (Judge et al. 2008). Regulative influence is typically
expressed through formal rules and legal sanctions
(DiMaggio and Powell 1983; Scott and Davis 2007;

Thornton et al. 2012). The less formal normative influence refers to established policy and professional standards and procedures (Bezemer 2002; Scott 2014). Normative influence determines professional and social obligations and guides behavior that is established socially,
thus defining the roles and actions expected of individuals (Johansson 2007; Scott 2014; Scott and Davis
2007; Trevino et al. 2008). Cognitive influence, the
most informal influence, reflects cognitions that are
shared among individuals such as shared perceptions
of what is taken for granted (Busenitz et al. 2000;
Scott 2014). Shared cognitions are based on values,
cultural rules, and symbols that form social reality,
increasing understanding and guiding behavior
(Farashahi et al. 2005; Zucker 1977). According to
studies of venture capital firms, institutions affect the
formation of goals and processes (Wright et al. 1992).
Institutional influences affect organizational members’ interpretations and actions. Behavior encompasses
a coherent set of assumptions and values that are deeply
embedded in actors’ cognitions and preferences. It defines what is perceived as meaningful and appropriate in
decision-making situations (Tolbert et al. 2011). Recent
studies have begun to explore cognitive, normative, and
regulative influences due to pressure from internal and
external conditions and to study how such pressure
affects organizational behavior (Biniari et al. 2015;
Souitaris et al. 2012). Scholars studying how to deal
with institutional influences and face conflicting institutional pressures have shown that rules and norms attached to such conflicting pressures constrain and regulate while also empowering innovation and enabling
strategic use of different institutional demands
(Thornton et al. 2012).
This study reveals specific insights into cognitive
influence in a complex, incongruent decision-making
environment where the above-mentioned institutional
forces are non-aligned. Being non-aligned implies that
regulative, normative, and cognitive influences may
push a decision in different direction with different
forces. Striving to act rationally requires a balancing
act when regulation and norms are non-aligned
(Thornton et al. 2012). Based on this view, we examine
the investment decisions that GVCs must make to balance competing cognitions, norms, and regulations
when assessing ventures and interpreting preferred decision outcomes. Our study shows that investment decisions are difficult for financiers to manage as social
beings (Friedland 1991: 258) and that the cognitive
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influence dominates when these logics are non-aligned.
These logics are expected to compete in this uncoordinated setting, where financiers are pressured to deal with
these incongruences (Binari et al. 2015; Souitaris et al.
2012). Little focus has been placed on the potential
dominance of the cognitive logic when actors are
pressured by incongruent regulative and normative
logics (Greenwood et al. 2011; Lawrence et al. 2011).
This study helps explain how using the cognitive influence enables financiers to interpret uncertain, complex
investment decisions by guiding their behavior and paying less attention to other non-aligned institutional influences. Although this issue has not been previously
discussed in the institutional literature, other authors
have shown that actors’ behaviors are bounded by cognitive limits on attention (Simon and Barnard 1947;
Ocasio 1997) and cognitive heuristics in decision making (Kahneman 2003; Kahneman et al. 1982). Thus, the
present study provides further conceptual development
and offers new insights into such strategies when navigating venture investment decisions. In outlining how
cognitive influence underpins investment decisions, we
show how the cognitive logic dominates the regulative
and normative logics.

3 Research method
3.1 Sample approach
We use an embedded longitudinal case study
(Eisenhardt 1989a, 1989b; Hallen and Eisenhardt
2012) of GVCs to understand the institutional logics of
venture capitalists’ organizational decision making in
general and GVCs in particular, this in relation to decisions on ventures’ funding applications. The GVC industry provides an attractive entrepreneurial finance
scenario to study institutional mechanisms and organizational behavior. First, government financiers fill a
critical gap in the financial market for new and innovative ventures and act as catalysts of regional economic
development (Bertoni and Tykvová 2015; Zhang 2018).
Second, the investment decision making is embedded in
a highly regulated context where the use of taxpayers’
money means that the distribution of resources is expected to be efficient. Third, the decision makers are
experienced and competent in financial decision
making.

Our sample draws on data derived from observing a
group of GVCs who made investment decisions after
assessing multiple investment proposals—specifically,
for ventures seeking government financing. The selected case is a Swedish GVC organization that finances
small and medium-sized ventures to foster innovation
and business growth. The government organization is
nationally anchored with subunits in regions around the
country. The general regulations are the same for all
subunits, where the regulations are linked to the specific
type of venture capital fund. Therefore, the subunits
operate geographically near the market and the ventures
they assess. The financiers in this study are passive
investors who do not actively intervene in the companies they finance. In contrast, traditional venture capital
firms typically devote considerable management resources to coaching ventures (Petersen and Rajan
1995). The GVCs’ investment goals are both governmental and financial (cf. Block et al. 2018), whereas
traditional venture capitalists primarily focus on financial goals. Furthermore, GVCs’ financial goals do not
primarily focus on ROI, whereas ROI is critical for
venture capital funding.
The amount of funding distributed nationwide during
the observed period was approximately €190 million.
The informants belonged to one of the regional offices.
We gathered data from seven GVC officers: two women
and five men. The average age was 54 years. All had
university degrees, mostly in business and finance. The
group’s average length of occupational experience was
17 years. The most experienced officer had worked at
the organization for 25 years, whereas the least experienced officer had worked there for 2 years. The average
annual amount of funding available for allocation by
this specific regional group is €10 million.
Final investment decisions (i.e., the decision to approve or reject venture applications) were made in decision meetings where the whole group of GVC officers
took part. Previous research on venture capitalists has
focused on the screening phase and the post-investment
phase. There is a lack of studies of the context where the
final formal decision is made. This GVC organization
welcomed us into their decision meetings, providing
access to longitudinal observations of the officers’ investment decision-making processes. We took part in
nine decision meetings. Scholars have called for realtime research to capture venture capitalists’ decision
making and deal with self-rationalization bias. This
study of real-time observations based on actual decision
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situations complements previous studies of venture capitalists’ decision making primarily using post hoc
methods and studies using real-time methods such as
protocol and conjoint analyses typically based on experimental or tentative situations (Sharma 2015; Silva
2004). The final decision meetings provided the unit
of analysis.
GVCs are generalists who typically assess and make
decisions about ventures in different industries using
less-detailed and -in-depth analyses than specialists.
The venture applications that the GVC officers assessed
in this study included ventures that operated in different
industries, requested various amounts of funding, and
varied considerably in the estimated size of their potential market, product, management credibility, degree of
innovation, geographical location, and business model.
Variations of this kind are useful in validating an accurate, relevant, reasonable, and generalizable theory
(Hallen and Eisenhardt 2012). In the decision meetings
where the venture applications were assessed, the applications were either approved or rejected. In total, 125
decisions were taken.
The decision meetings took place as follows. One
GVC officer was in charge of each venture proposal.
That officer collected information on the venture, talked
to key people in the venture organization, held discussions with people in the GVC-officers’ network and
with people internally in the GVC organization, and
carried out analyses. The officer in charge of the application also presented the case to colleagues. A decision
was reached in a decision meeting where all seven
financiers were actively involved in the decision and
actively participated in conversations during the
meeting.
3.2 Data collection
We studied 125 funding decisions. Observations on
these decisions were made by a group of researchers, resulting in 36 h of pure decision observation time and 105 single-spaced pages of
transcriptions. All discussions were held in
closed-door meetings. This quantity of data increased the potential to identify fragmented and
complex patterns when assessing venture applications and to shed light on the institutional logics
used in the financiers’ decisions (cf. Mezias and
Scarselletta 1994). The process continued until a
sufficient number of embedded cases had been

observed and the data set was considered large
enough to meet the aims of the study. Thus, we
continued to observe decisions until a saturation
point was reached and patterns were clear and
validated (Yin 1994).
We addressed potential informant biases in several
ways. First, by taking part in meetings over 2 years, we
became close to the insiders. The financiers became
used to our presence and took no particular notice of
us during their discussions. Second, retrospection and
rationalization bias were avoided because the observations were carried out in situ in a real-world setting.
Third, we triangulated observations with follow-up interviews with the GVC officers, and courtroom questions were asked in reference to actions observed in the
decision meetings. Thus, we recorded what the speaker
said and did, and we observed what others did in response (cf. Hallen and Eisenhardt 2012).
3.3 Data analysis
We used an established three-step coding procedure
to identify the decision making of the GVCs, iteratively moving back and forth between qualitative
data and emerging theoretical structures (Tavory
and Timmermans 2014; Pratt et al. 2006). In the
first-order coding, we manually coded the transcribed data. This initial coding was inspired by
Strauss and Corbin’s (1990) grounded theory approach, in which the stories and statements used
during the meetings and the background documentation used for financing decisions were scanned. We
searched for statements and expressions associated
with a set of guiding questions that helped us make
sense of the data. Sample questions included “What
was the rationale for the decision?” and “What were
the main arguments presented in the investment decision?” In the next step, coding was discussed by
the research group. We held recurring meetings to
match individual researchers’ coding structures, with
a focus on groups of five to ten stories at a time. In
doing so, we noted very high consistency, which in
our view, strengthened the internal validity of the
research (Gibbert et al. 2008). At this stage, we
observed that the dialogs concerned the market,
product and production, finances, and human capital,
mirroring the issues identified in the traditional venture capital literature (e.g., Gompers et al. 2005;
Knockaert et al. 2010; Muzyka, Sharma 2015;
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Zacharakis and Shepherd 2001).1 Tables 1 and 2
provide descriptive data on the official justifications
for approving or rejecting applications in accordance
with these discussion and decision dialogs.
In the second-order coding process, we grouped the
discussions and data related to the first-order codes into
categories and more abstract themes about what influenced the investment decision making. At this stage, we
found that the observations and decision influences
could be understood through Scott’s (2014) work on
institutions and that this understanding could be elaborated upon by integrating the literature on conflicting
institutional influences of regulations, norms, and cognitions (Thornton et al. 2012). The institutional influences we observed were typically non-aligned, creating
complexity that financiers must overcome when
reaching investment decisions on how taxpayers’ money should be distributed (Greenwood et al. 2011;
Lawrence et al. 2011). Thus, the in-depth analysis of
the institutional influences of regulations, norms, and
cognitions on investment decisions was conducted
using coding and interpreted through the lens of institutional theory. The coding of the discussions and the
justifications for the decisions were based on Denzin
and Lincoln’s (2011) approach of identifying three institutional influences: regulative, normative, and cognitive. In the analysis, therefore, these three institutional
logics were used as categories to classify the discussions
that we observed in accordance with a content analysis
approach. When reviewing patterns from the secondorder coding, we looked for relationships, leading to the
overarching third-order categorization. In this coding
stage, we observed that the institutional influences we
identified and focused on could drive either approval or
rejection, and we used the three logics (regulative, normative, and cognitive) to differentiate patterns in terms
of what actually influenced the decision of whether to
approve or reject applications. Consequently, we coded
the presence or absence of all institutional influences for
each decision in the data set. We coded the influence
associated with each one of the regular, normative, and
1
Key assessment indicators in the venture capital literature: (1)
market/competitive conditions (e.g., marketing, sales, distribution systems, market dominance, customer segments, competition, and competitors’ products); (2) Product/service characteristics and attractiveness and production issues (e.g., design, technology, business potential,
production capacity, order processing, and organizational structure and
facilities); (3) Human capital (e.g., entrepreneur/management
team/core people, capabilities, and potential); and (4) Financial (e.g.,
future potential and ROI).

cognitive institutions as positive or negative based on
the following reasoning: if all financiers attached positive values, the specific institutional influence was satisfied and was coded as + 2; if some financiers attached
positive values, the influence was satisfied and was
coded as + 1; if all financiers attached negative values,
the influence was not satisfied and was coded as − 2; if
some financiers attached negative values, the influence
was not satisfied and was coded as − 1; finally, if a form
of influence was not present in the discourse, it was
coded as 0.
Based on this coding through the lens of institutional
theory, our theoretical conceptualization offers insights
into the dominance of the cognitive logic that we observed in this highly uncertain and complex setting. We
also coded the discourses associated with cognitive
logic and identified four forces reflecting the essence
of cognitive logic: (1) initial perspective, (2) expression
of positive/negative feelings, (3) cognitive identity restriction, and (4) multiple-perspective validation. As a
final step, we conceptually developed a more abstract
overarching dimension arising from the patterns and
relationships identified in the third-order conceptualization, explaining the dominance of the cognitive logic. At
this stage, we used the conceptualization from cognitive
dissonance theory (Festinger 1957) as an interpretative
framework to further conceptualize the dominance of
the cognitive logic in government financiers’ investment
decisions. We discuss this point further in the last part of
our findings.

4 Empirical results
4.1 Using institutional influences to understand
government venture capitalists’ decision making
From our observations and interviews, we noted how
the GVC officers relied on three interdependent institutional influences that guided their discussions and decision making. Consistent with the work of Scott (2014),
we observed how the three types of influences (regulative, normative, and cognitive) guided the GVC officers’ financing decisions. Table 3 provides examples of
the three institutional influences that guided GVC officers’ decision making regarding the key assessment
indicators of the market, production, finances, and human capital (Table 4).
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Table 1 Discussions/justification for approval of applications
Key assessment indicators
Market/product/production

Official approval justification

Percentage of applications

New or refined products/services

29.0

New markets or increased export

17.3

New technology solutions

5.1

Prioritized industry

6.7

Service in rural areas

5.1

Service industry

1.8

Sum of market/product/production
Financial
Human capital

65.0
–

–

Establishment of new entrepreneur

29.4

New entrepreneur in new industries

1.7

Education quality, environment, or organizational development

3.9

Sum of human capital

35.0

Bold entries presented the distribution of justifications among all rejects and all approvals respectively

Regulative influence was always present because the
financiers worked in a highly regulated environment,
constrained by both national and international legislation and regulations (national laws, European Commission regulations, and national regulations of government
authorities). The regulative influence on GVCs’ investment decisions was based on an external orientation and
the legal sanctions that they used to justify the decision
outcomes. In their discussions of applications when

nearing a decision, the financiers commonly asked,
“What does the regulation say?” There were various
restrictions on finance, the amount of finance available
for allocation, and the time frame for receiving funds.
As one GVC-officer reported, “There is no ambiguity
when looking into the regulations. We are not allowed to
support applications that have a competitive distorting
effect.” Regulative influence was also the most explicit
influence because it could be identified not only through

Table 2 Discussions/justifications for rejection of applications
Key assessment indicators

Official dismissal justification

General

Incomplete application

0.8

Withdrawn application

15.7

Sum of general
Market/product/production

16.5
No clear business concept
Competitive distorted effect
Lack of market-related conditions
Not a supported industry

Sum of market/product/production
Financial

2.5
29.5
4.9
23.0
59.9

Other funding has been provided

1.6

Not financially viable

0.8

Investment can be made without support

4.1

Non-profitable business

0.8

Debt account at the enforcement authorities
Not a supported investment
Sum of financial
Human capital

Percentage of applications

0.8
13.9
22.0

Not a growth generating investment

Bold entries presented the distribution of justifications among all rejects and all approvals respectively

1.6
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Table 3 Government venture capitalists’ decision-making and use of key assessment indicators in the institutional system
Key
Institutional systems
assessment
indicators Regulative system

Normative system

Cognitive system

○ Own norms among the group of
financiers (e.g., on businesses, support
areas, unique products, market
characteristics, and competition).
Ethical aspects of the funding. (e.g.,
entertainment machinery in tourism)
○ Although not mentioned in regulation,
supportive of businesses that
collaborate with large national
cooperation contributing to social
development
○ Norms on what is relevant
(entrepreneurial characteristics,
education, experiences, and social
network). Entrepreneur’s track record

○ Own subjective evaluation of the
market, product, and production
potentials
○ Own preferences. Some more favored
than others
○ Taken-for-granted assumptions not
shared by regulation or group

Market,
product
and
production

○ Prioritized/supportable industries
○ Type of companies to support
○ Supportable/prioritized geographical area
○ New markets, increased export
○ New technology solutions
○ New or refined products/services
○ Clarity of business concept
○ Competitive distortion effect
○ Market conditions

Human
capital

○ Be legally competent
○ No payment defaults
○ Disqualified for running own
business
○ Increase of employment rate
○ Educational investments (quality,
environment, or organizational
development)
○ New establishment of entrepreneur
○ New entrepreneur in new
industries
○ Scope of support clear limits (e.g., ○ Group norms on scope depending on
particular characterized situations
20%–50% of the applicant’s
investment). Substantial financial ○ Group norms for interpreting the
effects of investment
substantial financial effects of
○ Regulations on the companies’
investments
financial situation
○ Norms for what is acceptable counter
○ Not bankruptcy
financing
○ Unable to self-finance the whole
investment
○ Profitability of business
○ Degree of earlier public funding

Financial

discussions but also through website resources, written
laws, and standardized application forms. When considering a decision, the financiers often checked and
recalled explicit material. As one of the financiers stated,
“Let’s make sure that this is in line with the rules and
application requirements; regulations only support new
investments and not the maintenance of old equipment.”
We found support for the normative influence because we observed that the financiers had established
strong norms and policies over the many years they had
worked together. This situation was evident in statements such as “We have always followed this reasoning.” Norms and policies were typically expressed via
explicit written guidelines specified by the group and
via explicit and implicit or tacit verbal discussions. An

○ Individual subjective definitions of
entrepreneurs’ and key people’s
characteristics that are not shared or
mentioned in regulation or group norms
○ Analogies between situations that are
used for decision-making argumentation

○ Subjective perceptions of the scope of
investment; how much to support
○ Subjective expectations on future
financial performance, in comparison to
prior own experiences (e.g., of industry
performance)

example of such a norm is a decision situation described
by one financier as follows: “Our written guideline on
machinery in tourism is to support eco-friendly investments.” Nevertheless, re-evaluating the policies and
norms was invariably an item on the regular meeting
agenda. The financiers discussed specific and explicit
policies and norms and subsequently changed, refined,
or confirmed them. The financiers related specific venture applications to their established norms and policies.
Common expressions included “What is our policy
regarding this?” and “Our policy is not to support this
type of business.” This evidence reflects the financiers’
normatively governed justifications of decision outcomes. The group often discussed what they could or
could not do and how they were expected to act

Illustrating
quotations

Phases in the
decision-making
process
Rationales for the
overshadowing
force
Characteristics of
the
overshadowing
force
Judging the application

Deciding potential

Familiarizing

Expressing perceptions
Rationalizing

Defining and outlining boundary
of self

Outlining identity boundaries

Decision validation

Cognitive identity restriction

Prioritizing: suppressing or
emphasizing information

Decreasing complexity/simplifying

Seeking multiple-perspective

I have a good feeling about this
application; you know I like
this, and I want to approve it
I do not like this; I would not like
to be in their shoes if they risk
all in this investment...my
whole system signals a BIG NO
I do not trust this person ... I am very
hesitant; everything I sense leads
me to a rejection

I love this product; it is so
beautiful

The ICT technology is really complex, and
my fear is that support will not make for
improved efficiency

We do not know much about
this type of product

My gut feeling tells me that this
will be a hit; let us approve…

Yes, as you know, we are all
fond of these kinds of product

Our role is to approve financing
There are so many different
where others do not; we need to
factors to consider and the decision may
be risk
be ok according to one direction but not
takers if we are to make a
ok according to another direction
difference
in terms of innovation and
financing newly founded
businesses
Let us express it like this to the
media. Then we know it will be
appealing

This is an appealing product, both
I am excited. This is an extremely We, as government venture
Be sure to communicate this clearly
in design and price, and the
talented man; he’s a solid guy,
capitalists, cannot support this
to this applicant; otherwise, we
market channel is promising.
and he is smart
investment
will have a problem. This is a
So is the entrepreneur, who created a good
since this entrepreneur is suspect
troublemaker who will use his
impression at our meeting. I really have a
and is indulging in hocus pocus.
influential connections to
good feeling about this application
We have an ethical
question our decision…We
responsibility to take [this] into
know that municipality and politicians
account
want us to support tourism

Outlining own competence base

Expressing emotional values

Application decision

Expression positive or negative

Application screening

Initial perception

Overshadowing forces

Table 4 Overshadowing forces in the GVCs decision making process
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according to norms. Statements such as “All tourism
ventures can’t have a full machinery park; we stipulate
that we want them to cooperate” were common during
the discussions.
Finally, we observed that the cognitive influence was
important in investment decisions. Cognitive influence
was expressed verbally in the financiers’ discussions,
and cognitive guidance had both an outspoken explicit
character and a less outspoken tacit character. The financiers often drew analogies with earlier situations,
asking themselves questions such as “How did we respond before in a similar situation?” or “In the case of
venture X, we dealt with it by...” The group often
referred to feelings and emotions in the investment
decisions: “I have a good feeling about this product. It
is so beautiful,” “I don’t like this…,” or “I don’t trust
this person.” These examples illustrate the taken-forgranted, shared understanding, and the subjectively
agreed-upon criteria within the group, expressed
through analogies, feelings, emotions, and beliefs (i.e.,
based on compliance). Cognitive influence is based on
an internal orientation. The financiers discussed applications with varying degrees of passion, and their body
language helped express feelings of dislike or excitement. For example, when the financiers had difficulty
understanding the product or the entrepreneur and
displayed a negative bias toward the application, we
sometimes heard statements such as “this entrepreneur
is suspect and is indulging in hocus pocus.” On such
occasions, the discussions revolved around the location
of the business or the reputation of the entrepreneur,
particularly when linked to previous poor performance,
which encouraged financiers to reject the application.
The examples in our observations and interviews suggest that the justifications for decision outcomes were
built on what was comprehensible, recognizable, and
culturally and emotionally supported. Furthermore, cognitive logic is characterized by bounded rationality or, in
some cases, irrationality in investment decisions.
Consistent with the literature on legitimacy in the
institutional framework (Scott 2014; Thornton et al.
2012), we found that the investment decisions were
subject to all three influences. Regulative influence
serves as the basis for or the input of the work, while
normative and cognitive influences are used to decide
on financing support. It should be noted, however, that
the regulative influence was used to justify the final
decision outcome but that any signs of the involvement
of norms or cognitions were absent from official

communications. Interestingly, although all three institutions were present in financiers’ investment decisions,
cases in which all three institutions supported a decision
were rare. This finding somewhat contradicts the traditional understanding of institutional theory in terms of
dynamism (DiMaggio and Powell 1983; Scott 2014)
and is close to the conceptualization in research on
fragmented institutions (Biniari et al. 2015; Friedland
1991; Greenwood et al. 2010; Pache and Santos 2010).
By carefully analyzing the impact of the three institutions, we were able to identify meaningful implications
regarding the dominance of cognitive institutions, which
the institutional theory literature does not fully acknowledge. Thus, we contribute by providing new knowledge
on how financial institutions deal with the multiplicity
of internal and external pressures by predominantly
leaning on cognitive institutions.
Notably, the institutionalized investment decision
framework involves all three types of institutions, with
the cognitive logic playing a dominant role in guiding
investment decision outcomes. Below, we elaborate on
these considerations and shed light on the official and
unofficial justifications for GVCs’ investment decisions.
4.2 The importance of the cognitive logic
and the presence of overshadowing forces
We observed that cognitive institutions substantially
influenced the way in which the decision making was
institutionalized. The cognitive influence underpins the
habitual ways of thinking and behaving within a particular organization. This was found to be the case with the
funding decisions by the GVCs (see Mouritsen 1994;
Sharma 2015). Furthermore, we noted that the cognitive
logic affected how complexity in investment decisions
was framed and how the financiers, in their discussions
prior to investment decisions, found solutions and justified decision outcomes in the absence of clear regulative
guidance (Greenwood et al. 2011; Thornton et al. 2012;
Lawrence et al. 2011).
In the context of this study, cognitive institutions
enabled financiers to orient their investment decisions
with a degree of assurance when facing multiple macro
logics. The GVCs often turned to bounded rationality
when relying on these multiple macro logics to assess
information and make decisions (Gabrielsson and Huse
2002). Certain decisions were somewhat irrational given
the major influence of the cognitive logic. We noted that
bounded rational-irrational cognitive frameworks were
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involved at critical decision points. These frameworks
helped financiers make more balanced decisions, ultimately reaching decisions where the regulative and normative
logics were not satisfied or where the logics conflicted. The
financiers could thus act flexibly and renegotiate their
behavior from situation to situation (e.g., depending on
the pressure and direction for legitimation needed for
instance internal or external pressure or legitimation).
We assessed how much time the financiers spent
discussing important information and how the three institutional influences interacted. During these investment
decisions, GVCs discussed the key assessment indicators:
markets, production, and products (83% of the content),
human capital (10% of the content), and financial and
investment information (7% of the content). Previous studies of traditional venture capitalists have shown that the
financial and investment information and human capital
are the most critical assessment indicators and that venture
capitalists focus on what can be measured (Hall and Hofer
1993). GVCs use the same type of assessment indicators as
traditional venture capitalists, although they rely less on
measurable criteria. The venture capital literature has
moved away from the mere identification of assessment
indicators. We follow this trend by further examining the
behavioral aspects of decision making. The structure of the
assessment indicators clearly relates to the imperative to
legitimize decisions; indeed, financiers’ decisions are legitimized to the extent that they conform to the existing basis
of compliance (Scott and Davis 2007; Trevino et al. 2008).
Such legitimatization is consistent with institutionalized
investment decisions (Gorman et al. 2005; MacMillan
et al. 1985). The discussions that focused on whether to
approve an application showed that the cognitive logic
played a crucial role in investment decisions. We observed
that 47% of discussions were associated with the cognitive
logic, 16% with the normative logic, and 14% with the
regulative logic. We also observed that the cognitive logic
appeared to be built on the four overshadowing forces
presented below, allowing it to dominate in the investment
decisions. In our view, the four overshadowing forces
ensured the dominance of the cognitive logic when the
institutional logics, including the normative and regulative
logics, were non-aligned.
First, formulating what we labeled the initial perspective to assess the venture application allowed the financiers to familiarize themselves with each venture and
each application. This is the deal originating phase in
Silva’s (2004) study of venture capital decision making.
The financiers in this phase used the cognitive logic to

assess venture information so that they could comprehend the venture, the investment, and the effects of the
investment (cf. Baum and Silverman 2004). The cognitive logic is important early in the investment decision.
This phase emphasizes the GVCs’ perceptions, emotional values, and lack of competence in relation to, for
example, products, markets, and regulations. Statements
such as the following illustrate this point:
This is an appealing product, both in design and
price, and the market channel is promising. So is
the entrepreneur, who created a good impression
at our meeting. I really have a good feeling about
this application.

Yes, as you know, we are all fond of these kinds of
products.
The converse is also true, as reflected by statements such
as the following:
We don’t know much about this type of product.
The ICT technology is really complex, and my
fear is that support will not make for improved
efficiency.

Doesn’t this product function like wiretapping and
societal control? We do not want to be part of such
activities. How can we get out of this one? What
regulation can we turn to?
These statements suggest that the financiers’ initial perspective also influenced the use of regulative and normative logics. Overall, initial learning about a venture
and forming an initial perspective laid the foundations
for the financiers to use the other institutional logics to
make a decision. This initial use of the cognitive logic
outlines dominance of cognitive logic.
By making sense of key assessment indicators and
attributes when processing venture applications, the financiers fashioned a social perception that produced a collective image of the venture. This social perception also
helped them evaluate the venture’s potential fit with the
multiple macro logics that the financiers used, thus widening the scope for funding approval. In many cases, the
financiers spent considerable time (up to 98%) developing
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a collective image and evaluating the venture’s potential.
Overall, forming the initial perspective proved important
for the ultimate financing decision because it oriented the
financiers’ thinking toward the use of the regulative and
normative logics. This was an overshadowing force because in cases where the initial perspective conflicted with
other logics, it was the initial perspective that determined
whether financial support was granted.
Second, what we categorized as expressions of positive or negative feelings regarding venture attributes
were part of the cognitive logic guiding the investment
decision. This phase corresponded to the deal evaluation
phase where judgment of the application took place and
where the GVCs determined the investment potential
(cf. Silva 2004). Like Cardon et al. (2009), we found
that the financiers often based their evaluations on their
passion for a venture application. Positive feelings about
the products and the entrepreneurs were advantageous
for ventures in securing funding. This phase highlighted
stereotypical expressions of what was considered
“right” and “wrong.” GVCs showed overconfidence in
investments due to emotions. This was expressed in
statements such as the following:
I am excited. This is an extremely talented man;
he’s a solid guy, and he is smart.
The entire team expressed approval. Other statements
reiterated the role of positive feelings:
I have a good feeling about this application; you
know I like this, and I want to approve it.
My gut feeling tells me that this will be a hit; let’s
approve…
The group often referred to negative feelings and emotions in investment decisions:
I don’t like this; I would not like to be in their
shoes if they risk all in this investment...my whole
system signals a BIG NO.
I don’t trust this person ... I am very hesitant;
everything I sense leads me to a rejection.
Although limited time (between 20 and 30% of the
discussions) was devoted to expressing emotions, such
expressions based on the cognitive logic had a

substantial influence on decision outcomes when they
were verbalized. The use of both normative and regulative logics was influenced by such expressions. In fact,
when feelings were expressed, discussions often took
new directions. Several cases were observed in which
expressing positive feelings ran counter to the regulative
logic but nevertheless received support upon revising
the normative logic. Such behavior caused inconsistency in the GVCs’ decision making (cf. Dimov et al. 2007)
Third, financiers’ confirmation of themselves, including their cognitive and social identity (e.g., being
government representatives with their attendant responsibilities) and what we refer to as financiers’ cognitive
identity restriction guided investment decisions based
on financiers’ pre-existing value judgments of what can
be financed (Ashforth and Mael 1989; March and Olsen
1989; Thornton et al. 2012). This behavior refers to the
deal closing phase (cf. Silva 2004) involving rationalization of the decision. The financiers in this phase often
voiced reputational concerns in relation to their roles as
GVC officers, their professional functions, and their
codes of conduct. Concerns of own reputation were
evident when the GVCs initiated their discussions with
statements such as the following:
We, as government venture capitalists can’t support this investment since this entrepreneur is suspect and is indulging in hocus pocus. We have an
ethical responsibility to take [this] into account.

Our role is to approve financing where others do
not; we need to be risk takers if we are to make a
difference in terms of innovation and financing
newly founded businesses.
Given this cognitive identity restriction, the GVCs
discussed what they could or could not do and how they
were expected to act according to their roles (e.g., their
authority). Although only 9% of the discussions related
to this overshadowing force, it influenced their behavior
substantially when making their investment decisions
and discussing the granting of financial approval.
Fourth, the cognitive logic was used to formulate
decisions through what we call multiple-perspective
validation. This phase was also part of deal closing. It
refers to finding links between the financiers’ own
knowledge and how the financiers perceived the
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external expectations of multiple stakeholders such as
venture applicants, the media, municipalities, and politicians. This phase involved simplifying complex situations, suppressing information that did not support the
decision, and emphasizing information that did support
the decision. The GVC officers dealt with high complexity and high uncertainty due to conflicting expectations and conflicting goals. The financiers developed
techniques to respond cognitively to macro logics while
legitimizing and rationalizing their investment decisions. Statements such as the following support this
point:
Let’s express it like this to the media. Then we
know it will be appealing.
Be sure to communicate this clearly to this applicant; otherwise, we will have a problem. This is a
troublemaker who will use his influential connections to question our decision…We know that the
municipality and politicians want us to support
tourism.
Our data show that this multiple-perspective validation
influenced the prospect of approving finance for entrepreneurial endeavors. The financiers appeared to use
their bank contacts, the media, and politicians to test
their perspectives on how best to legitimize their investment decisions. Although this overshadowing force was
subtle, the multiple-perspective validation not only removed some of the uncertainty but also made the work
appear rational (Scott 2014). We observed that 15% of
the discussions touched on the multiple-perspective validation, and our observations support the importance of
this kind of discussion in influencing decisions
concerning venture capital approval. Again, these observations support the prominent role of the cognitive
logic.

5 Discussion and conclusions
The study of 125 funding decisions reveals that the
cognitive logic serves as a dominant logic for assessing
proposals and allocating finance. This dominance is
evident when financing is allocated based on the cognitive logic, and the regulative and normative logics are
absent. The relative dominance of cognitive logic is
shown through the four overshadowing forces of (1)

initial perspective, (2) expression of positive or negative
feelings, (3) cognitive identity restriction, and (4)
multiple-perspective validation. The dominance of the
cognitive logic through these overshadowing forces can
be linked to cognitive consonance and cognitive dissonance (Festinger 1957; Shultz and Lepper 1996). Satisfying the cognitive logic could be interpreted as cognitive consonance—that is, perceiving a fit between the
institutionalized image of an approvable venture application and the venture application at hand. In contrast,
failing to satisfy the cognitive logic could be seen as
cognitive dissonance—that is, perceiving a lack of fit
between the institutionalized image of an approvable
venture application and the venture application at hand.
In Fig. 1, we illustrate how the four overshadowing
forces correspond to different stages of finance decision
making and influence other logics. During the first stage
(application screening), the financiers read, shortlisted,
and ranked the applications. During this decision stage,
GVCs were highly influenced by the cognitive logic
leading to an initial perception of the applications. For
example, during the screening of a successful application, the financiers familiarized themselves with and
made sense of the applicant’s financial status, the industry, and the social network. The positive initial perception led to expressing positive feelings about the business concept. However, the financiers largely
overlooked regulative and normative logics. Issues such
as the regulations governing what to finance and the
interpretation that the business had low economic
growth potential were not critically considered as part
of the initial assessment.
The next decision phase focused on the application
decision, during which the financiers voted whether to
approve or reject the applications. As in the previous
phase, the cognitive logic influenced the expression of
positive or negative feelings about the application. The
overshadowing force of the cognitive logic came across
in meetings through the use of strong words and motivations that were meant to justify the underuse of the
other logics. The final phase of decision validation was
where the financiers justified their decisions internally
and externally to diverse stakeholders such as the entrepreneurs, the public, and the media. During this stage,
the forces of cognitive identity restriction and seeking
multiple-perspective validation were dominant. Expressing cognitive identity restrictions was also used
by the GVCs to reinforce their own position as governmental officers in certain meetings. Another example is
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Fig. 1 Importance of the
cognitive logic and the presence
of overshadowing forces

1. Applicaon
screening
Governmental venture capital decision stages

Cognive logic

Overshadowing forces

2. Applicaon
decision

1. Inial percepon, 2. Expressing posive or
negave, 3a. Cognive identy restricon,
3b. Seeking mulple perspecve.

Regulave logic

Normave logic

3. Decision
validaon

financiers’ use of multiple-perspective validation when
referring to an external municipality organization and to
media reactions to the decision. Normative and regulative logics such as validating decisions in accordance
with stipulated regulations or norms on how to navigate
decision outcomes between complementary or conflicting assessment indicators were largely conducted based
on individual financiers’ attempts to apply their internal
identity restrictions and seek multiple-perspective approval. Thus, the four overshadowing forces facilitate
the decision outcome, illustrate the dominance of the
cognitive logic, and show how financiers arrive at cognitive consonance even with or without the influence of
the normative and regulative logics.
5.1 Theoretical implications
Our findings suggest that an institutional framework
aids our understanding of the institutional setting and
organizational behavior in terms of how GVCs work
(DiMaggio and Powell 1991; Douglas et al. 2008; Peng
et al. 2009; Scott 2014) and our understanding of the
social behavior that takes place in the capital market
when government capital is distributed. The findings
show that the contradictions between regulations,
norms, and individual cognitions should be highlighted.
When regulative and normative logics are not satisfied
by the application, the cognitive logic tends to dominate

GVCs’ decision making. This finding is surprising because of the importance of the regulations that GVCs are
supposed to follow in their decision making. The regulative and normative logics serve as the basis for or input
to the decision process, but the cognitive logic nonetheless dominates the process and the decision outcomes.
The most substantial contribution of our study to
research on behavior in entrepreneurial financing and
venture capital decision making relates to the dominance of the cognitive logic in highly complex and
incongruent decision environments. Specifically, we
contribute to institutional theory, particularly the entrepreneurial finance literature on venture capitalists’ decision making, by developing new conceptualizations
(i.e., the identification of four overshadowing forces that
illuminate how GVCs are able to selectively turn their
attention to particular cognitive cues and sway their
decisions). Our findings are novel in that they highlight
how selective bounded attention shapes the way that
problems are framed when searching for solutions.
Using selective overshadowing forces allows GVCs to
neglect the regulative and normative logics. This finding
shows how the cognitive logic overrules other logics in
reaching decisions. This paper also shows that relying
on the cognitive logic allows for discretionary action
and inhibits predictable results. Thus, our research responds to the calls in the institutional logic literature for
“a full understanding of the role of social actors in
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shaping and being shaped by institutions requires a more
developed theory of human behavior” (Thornton et al.
2012). More contextualized knowledge is needed to
understand and enrich “how to interpret organizational
reality, what constitutes appropriate behavior, and
how to succeed” in an organizational setting
(Thornton 2004, p. 70). Thus, we outline heterogeneity in venture capitalists’ decision making
(i.e., critical differences between GVCs and traditional venture capitalists). Our specific integration
of this macro-oriented literature of institutional
theory with that of the micro-oriented framework
that we developed by drawing upon the work of
Scott (2014) yields several insights into how these
actors deal with a complex, multi-layered decision
environment with competing institutional logics.
Our findings are based on an integration of several ideas from institutional theory, which we also
believe to be a contribution in its own right. While
the institutional framework developed by Scott
(2014) indicates that social behavior is constrained
and guided by regulative, normative, and cognitive
systems, the literature on institutional logic has a
broader scope and acknowledges the institutional
logic from macro to micro levels guiding social
behavior (Thornton et al. 2012). However, our study
provides detailed insights based on observations and
interviews, which have been largely lacking in prior
studies. By describing stories and events during different phases of the decision-making process, we
illustrate the breakdown of how the cognitive
overshadowing forces influence rejection or approval
decisions in a GVC context. The complexity and
dynamics in the decision meetings provide a novel
context for studying institutional factors and identifying micro-level insights. We thus offer support for
the institutional influences reported in our study. The
literature on institutional logic suggests that what is
considered the broader institutions and the “principles, practices and symbols of each institutional logic
shape how reasoning takes place in assessment
work” (Thornton et al. 2012: 2). The main insight
of this study is that although social behavior in
investment decisions is influenced by multiple macro
to micro institutional forms of logic, the cognitive
logic dominates in complex, uncertain situations. We
thus respond to scholars’ calls for knowledge on the
interplay between the micro-individual and the mesostructural dynamics of institutional theory.

5.2 Practical implications
Although there are limitations regarding the generalization of our findings, the potential dominance of the
cognitive logic suggests that entrepreneurs must ensure
that financiers not only understand their applications but
also perceive how the applications appeal to the cognitive logic. Applicants should understand that the regulative and normative logics do not need to be satisfied.
Investors go against these logics, instead relying on
cognitions and decision heuristics. This finding is consistent with Grilli and Murtini’s findings (2016) that
GVCs’ investment decisions could be subject to distortions and imperfections (e.g., “pork barrel” spending).
Moreover, our study has implications for the general
outline of government support for ventures. The literature indicates the need to develop strong institutionalized investment decision routines to reduce decision
uncertainty (Gorman et al. 2005; Larson 1977). We
enrich this discussion by presenting a framework that
shows how institutionalization reduces uncertainty and
enables decisions in settings characterized by multiple
and contrasting institutional influences. These cognitive
influences create a manageable situation for financiers
while facilitating a high degree of variation in assessing
applications and allowing discretionary decision outcomes. Government support programs for venturing
should take note of the multifaceted nature of this situation to enable continuous questioning of habits and deinstitutionalization for healthy re-institutionalization of
decision-making behavior (i.e., behavior that make an
impact on allocation of resources and performance
outcomes).
5.3 Limitations and future studies
Our research has several limitations. We encourage future studies to use larger samples of financiers to test our
findings. Such studies can assess the reliability and
validity of our results and extend knowledge on investment decisions in institutional frameworks. This study
observes the dominant institutional logic of cognitions
and the occurrence of this logic in multiple situations. A
longitudinal study with a larger number of cases may
well reveal the pattern of emergence and relative dominance of the cognitive logic over time. Institutional
logics are not static; they adapt to social systems and
typically evolve over time. Therefore, future longitudinal studies should consider the evolution over longer
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time horizons than the present study considers. Like
other scholars, we also advocate exploratory studies that
consider institutional theory concerning the circumstances of investment decisions. While our study is
limited in number of decision meetings and decisions
covered, we hope to encourage researchers to elaborate
on this topic. We encourage entrepreneurial finance
scholars to expand our understanding of a variety of
financial sources by adding to and going beyond traditional venture capital research to better understand highgrowth-potential and innovation financing (Block et al.
2018; Drover et al. 2017). We encourage researchers to
develop a nuanced view of decision making beyond the
rational formulas and rigid approaches, to dig deeper
into the cognitive, multifaceted, contingent nature of
financial decision making, and to move beyond the
obvious (Kirsch et al. 2009; Petty and Gruber 2011;
Sharma 2015).
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