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Transaction Cognition Theory:

Implications for the Marketing-Entrepreneurship Interface

Abstract

Transaction-cognition theory addresses the issue of how value is created and how firms,
and other more-aggregated transaction streams (such as industries or economies), are
formed. This theoretical perspective provides a foundation for further theory-based
research at the marketing-entrepreneurship interface. Implications of transaction —

cognition theory for marketing researchers, educators, and practice are discussed.



Introduction

There is growing research interest in the marketing-entrepreneurship interface (MEI)
evidenced by the 1999 launch of the Journal of Research in Marketing &
Entrepreneurship and a recent special issue of the Journal of Marketing Theory and
Practice (Spring 2000). While marketing and entrepreneurship have long been thought
highly interdependent (e.g., Gardner 1991; Hisrich 1992; Slater and Narvin 1995), and
both activities are fundamentally concerned with value creation, entrepreneurship
research has traditionally been viewed as being a-theoretical, descriptive, and exploratory
by “serious’ marketing scholars. This stereotype is beginning to change, however, as: 1)
interest and funding for entrepreneurship programs has dramatically increased; 2)
scholars have begun to flock to the field in gold-rush proportions; and 3) progress has
been made by entrepreneurship and MEI scholars in addressing the issues described
above (e.g., Gilmore and Coviello 1999). Yet there still lacks a unifying framework for
entrepreneurship (Zahra and Dess 2001), and as concluded by Muzyka and Hills (1993),
“a real lack of insight in our current [MEI] theory.” This lack of solid theoretical
foundations significantly limits the potential and legitimacy of entrepreneurship and MEI
research, since theory drives the research questions considered, the constructs conceived,

the methods used, and the practical insights gained.

Recent entrepreneurship theory, however, sheds some new light on MEI theoretical

foundations. A transaction-cognition theory has been proposed by Mitchell (2003; 2001)



as the basis for the development of a global theory of entrepreneurship. It focuses on the
specific thought/action processes that produce new value in the form of new transactions
and new transaction streams: addressing the question: what are the thought processes or
cognitions that individuals need to create value and achieve superior economic results by
adding new units — new transactions — to the marketplace. Because a single article cannot
fully describe a complex theory and its implications, we position the article as an
introductory attempt to pique the interest of entrepreneurship and marketing scholars,
stimulate thought, and to encourage further research at the marketing-entrepreneurship
interface.

Transaction Cognition Theory

Transaction Cognition Theory (TCT) (e.g., Mitchell 2003; 2001) has foundations in
social cognition theory (e.g., Fiske and Taylor 1984), information processing theory (e.g.,
Neisser 1967), expert theory (e.g., Glaser 1984), and the institutional view of economics
(e.g., Coase 1937, Commons 1924), including some concepts from transaction cost
economic theory (e.g., Williamson 1991, 1975). The central focus of transaction
cognition theory, in general, is the question: what are the thought processes or cognitions
that individuals need to create transactions, and the multi-level aggregation of
transactions to create firms, industries, and economies, and to modify their structure to
achieve superior economic results? The central premises of this theory are outlined in
Table 1and are elaborated upon briefly and in-part, below. Detailed justification and
discussion of these premises is available from the authors (Smith and Mitchell 2004;

Mitchell 2003).



[ INSERT TABLE 1 ABOUT HERE ]

Premise #1 suggests that the unit of analysis of entrepreneurship, and business, is a
transaction. Marketers have long focused on the concept of exchange (of value) as a
fundamental unit of analysis (e.g., Houston and Gassenheimer 1987), but TCT draws on
the work of Gardner (1993) who utilizes a model proposed by Csikszentmihalyi (1988)
that explains the essence of a transaction to have three components (Figure 1): the
“creating entity” (typically an individual, group, or organization), the “work” (typically
goods, services, ideas, or other products), and the “others” (the other party to the
transaction - typically customers or clients, but may also include partners, suppliers,
distributors, and other parties). Although a complex transaction might occur using more
than one of each component, a transaction cannot exist without at least one of each
component.

[Insert Figure 1 About Here]

Premise #2 suggests that entrepreneurial value comes from the completion of new
transactions. Entrepreneurship scholars have long debated the fundamental phenomenon
of entrepreneurship — ranging from Schumpeter’s (1934) perspective that entrepreneurial
value is created when a product concept is first brought to market (a process of creative
destruction) to more recent conceptualizations of entrepreneurship as “those situations in
which new goods, services, raw materials, and organizing methods can be introduced and

sold at greater than their cost of production” (Shane and VVenkataraman 2000).



TCT suggests that the entrepreneurial act is the completion of a new transaction or a set
of new transactions streams — that is, a new exchange of value with a stakeholder.
Subsequent exchanges of the same unit of value would fall in the domain of strategic
management or marketing management. The TCT perspective that the fundamental
activity of entrepreneurship is the creation of new transactions or new streams of
transactions does not limited the entrepreneurial act to economic transactions measured
by sales, as suggested by Shane and Venkataraman (2000). Entrepreneurial acts would
also include non-monetary economic exchanges (barter) and exchanges of social and

environmental value (e.g., Cohen, Smith, and Mitchell 2004).

Premise #4 suggests that three sets of knowledge structures, Planning, Promise, and
Competition cognitions, are required to create a transaction and sustained transaction
streams. Williamson (1985: 31) identifies three special-case social structuring/contracting
processes: planning, promise, and competition, which enable the organization of
exchange relationships subject to transaction costs in imperfect markets. In transaction
cognition theory, the knowledge structures associated with these three types of

contracting are defined as planning, promise, and competition cognitions.

Planning cognitions are required in imperfect markets to reduce transaction costs related
to bounded-rationality. They are concerned with developing courses of action, analytical
structures, and systems to solve previously unstructured market problems that relate to

the production and delivery of the “work” to the “others” in the context of frequency and

uncertainty of transacting.



Promise cognitions are required in imperfect markets to reduce transaction costs related
to opportunism. They help to build the mutual trust required to effect an agreement
between the “creating entity” and “others,” and are concerned with the development and

maintenance of exchange relationships.

Competition cognitions are required in imperfect markets to reduce transaction costs
related to work specificity. They are concerned with the creation of small or large
numbers bargaining positions, the development of competitive and comparative
advantage, and the establishment of sustained transaction streams arising from the

competitive attributes of the work.

Planning, promise, and competition cognitions represent the set of knowledge structures
needed for a creating entity to create a transaction (Figure 1). While the creation of a
single transaction is a necessary condition for superior economic results, it is typically not
sufficient. Consequently, part of competition cognitions is thinking related to the
sustainability of transaction streams — being able to replicate the creation of transactions

in volume sufficient to meet the financial objectives of the creating entity.

Premise #5 suggests that the role of an entrepreneur is to use planning, promise, and
competition cognitions to create units: new transactions and sustained new transaction
streams. This involves being able to identify, discover, or create opportunities (e.g.,
Sarasvathy, Dew, and Venkataraman 2003); identify, secure, and apply resources; and

create, select, implement and modify strategies. More specifically, Vesper (1996)



identifies 6 stages in the development of a venture: Searching, screening,
planning/financing, set-up, start-up, and on going operations. While planning, promise,
and competition cognitions are needed at each stage of development, one type is
primarily dominant at each specific stage (Figure 2). Thus the entrepreneurial activity of
venture creation can be viewed as two iterations of the application of competition,

promise, and planning cognitions (Mitchell 2001).

Premise #6 suggests that firms exist to enable the effective and efficient creation of
sustained transaction streams that create superior value for others (key stakeholders).
TCT does not equate entrepreneurship with new venture creation. Transactions can be
completed without organizational structures, and can be completed within existing
organizational structures. New ventures are created when the act of organization enables

the completion of transactions that would not otherwise be completed.

Finally, premise #7 suggests that superior economic performance results from the
application and use of superior planning, promise, and competition cognitive maps /
expert scripts. The efficacy of expert scripts has been demonstrated in a variety of fields
such as chess (Chase and Simon 1972), computer programming (McKeithen, Reitman,
Reuter, and Hirtle 1981), law enforcement (Lurigio and Carroll 1985), and physics (Chi,
Glaser, and Rees 1982), as well as in entrepreneurship (Mitchell et al 2002; 2000;
Mitchell and Chesteen 1995) . While expert scripts can result in thinking errors (e.g.,

Walsh 1995), they allow decision makers, such as entrepreneurs and managers, to



drastically improve information processing capability, make better decisions, and achieve

superior results.

Since planning, promise, and competition cognitions are the knowledge structures
required to identify and complete transactions, and the ability to develop sustained
transaction streams (i.e., new units of value) is what produces superior economic
performance, it is therefore, superiority or expertise in planning, promise, and

competition cognitions that results in superior economic performance.

Implications

Transaction cognition theory has a number of implications for marketing thought,

research, practice, and education. These are discussed in turn.

Implications for MEI Thought

Transaction cognition theory provides insight into the thinking and behavior patterns
needed to create transactions at different levels of analysis and have been suggested to
provide the foundation for the development of a global theory of entrepreneurship (e.g.,
Mitchell 2003). For marketing scholars, it may also serve as a useful extension to, for
example, resource-advantage (R-A) theory. Where R-A theory is positioned as a general
theory of competition (Hunt 2002), focusing on the process and role of competition and

entrepreneurial innovation as catalysts for economic growth, it does not provide an



explanation for how the value added by economic transactions and firms is actually
created. Transaction cognition theory does, and it does so across multiple levels of
analysis. Because transaction cognition theory and R-A theory have similar theoretical
foundations, and the premises of R-A theory are reflected in the premises of transaction
cognition theory, transaction cognition theory can be viewed as an extension and possibly

a more general form of R-A theory.

Both marketing and entrepreneurship scholars have struggled to define the domain of
their disciplines (e.g., Day and Montgomery 1999, in the case of marketing and
Venkataraman 1997, in the case of entrepreneurship). Day and Montgomery (1999)
suggest that four fundamental issues serve to identify the field of marketing: 1) How do
customers and consumers really behave?; 2) How do markets function and evolve?; 3)
How do firms relate to their markets?; and 4) What the contributions of marketing to

organizational performance and societal welfare?

Transaction cognition theory is useful for defining the entrepreneurship-marketing
interface. By defining entrepreneurship as the use of transaction cognitions to organize
exchange relationships that create new units of value, it concerns entrepreneurship with
value creation, which is directly relevant to marketing thought. This definition also
describes the distinctive domain of entrepreneurship as being about the identification,
discovery, or creation of new value; explaining how goods and services come into

existence.
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TCT also provides insight into key constructs at the MEI — those marketing concepts that
can be used to identify, discover, or create new value and facilitate exchange
relationships. As noted earlier in this article, Vesper (1996) describes the venture creation
process as a series of activities involving: searching, screening, planning and financing,
set-up, start-up, and ongoing operations. While TCT is not limited to the equating of
entrepreneurship with venture creation, this typology will be used to provide illustrative
examples of how marketing concepts relate to entrepreneurship, when it is conceptualized

to be the result of planning, promise, and competition cognitions.

Searching is an activity of idea generation, whereby understanding others in a
marketplace, leads to identifying valued work that the creating entity can produce
competitively. As illustrated in Figure 2, searching primarily involves the application of
competition cognitions. While competition cognitions (creating competitive work which
has an advantage in exchange-based bargaining) have become the focus of business
strategy courses and research, numerous marketing concepts support the development of
searching competition cognitions, such as: the marketing concept, market scanning,

segmentation, consumer behavior, customer value, and new product idea generation.

[Insert Figure 2 About Here]
Screening is an activity of opportunity recognition, discovery, and/or creation (e.g.,
Sarasvathy, Dew, and Venkataraman 2003) and assessing the idea to estimate its promise
in meeting the needs and wants of key stakeholders. As illustrated in Figure 2, screening

primarily involves the application of promise cognitions. While marketing strategy
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related competition cognition concepts (such as positioning, differentiation, relative
advantage, SWOT analysis, the GE business screen) may be part of an effective
screening process, the main focus of that process is to understand enough about the key
stakeholders to assess whether or not the value proposition inherent in an idea is likely
(promises) to result in superior financial results. Central screening notions that are
relevant to the MEI are the application of market research concepts such as preliminary
analysis, exploratory research, and detailed investigation. One key marketing concept
related to this activity is the Stage Gate ™ concept developed by Robert Cooper (e.g.,
Cooper 2001) which suggests different screening criteria need to be applied at different
points of a new product development process. Value-in-use analysis might also be an

important marketing concept in some screening contexts.

Planning/Financing is an activity of gathering, processing, understanding and utilizing the
information needed to organize the creation and delivery of work — both at the product
level and at the firm (venture) level. One outcome of this activity is typically the creation
of a business plan as a precursor to the creation of a firm and its work. As illustrated in
Figure 2, planning/financing primarily involves the application of planning cognitions.
While these cognitions are mainly developed through business planning and finance
courses and research, marketing planning concepts are also applicable. Many of these
relate to the core of the business plan, and include: sales forecasting, the setting of
marketing objectives, segmentation and target-market profiling, development of

marketing mix strategies, and evaluation and control mechanisms. Some have argued that
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marketing concepts have the most comprehensive effects on the business plan — affecting

more sections in the plan than any other discipline (Mitchell 2000).

Set-up is the set of activities required to create a business that is able to competitively
produce and sell its work. As illustrated in Figure 2, set-up, as it applies to the MEI,
primarily involves the application of competition cognitions to identify key elements in
appropriate positioning, differentiation, competitive advantage, comparative advantage
and value creation strategies of work(s) (goods or services), and then create appropriate
structures, systems, and cultures that create or enable these elements. While these
cognitions are also developed through other business domains such as management
information systems, operations and production management, and strategic management,
a number of marketing concepts are applicable. The marketing domain contributes
concepts that include: positioning, new product development systems, channel
management, supplier and partner relationship management, marketing alliances, sales
force management (recruitment training, compensation), service blueprints, service
training, order processing and fulfillment systems, customer support systems, service

recovery systems, franchising, and importing or exporting.

Start-up is the set of activities concerned with actually starting production and engaging
in sales of the work of a venture to specific others. As illustrated in Figure 2, start-up, as
it applies to the MEI, primarily involves the application of promise cognitions that enable
and facilitate an effective and efficient exchange of value in a transaction by increasing

trust and decreasing the transaction costs associated with opportunism and bounded
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rationality of the buyer. Disciplines such as law, organization behavior, and human
resource management increase promise cognitions, but more in support of marketing
concepts and practices, upon which successful start-up depends. Key marketing related
promise cognitions include: marketing strategy and tactics implementation, sales-force
management (deployment), customer relationship management (initiation and trust
development), marketing communications (including product launch tactics), market
research (test marketing, confirmation of buyer behavior and decision analysis), services

marketing, and inventory management, among other marketing topic areas.

Ongoing-operations is the set of activities concerned with the continued delivery of both
the product(s) of the firm and the firm itself as a financial product. This includes
implementation of an operations plan and the use of this plan to achieve superior
economic performance. As illustrated in Figure 2, ongoing-operations, as applies to the
MEI, primarily involves the application of planning cognitions, which include marketing
management concepts related to: brand management, customer and stakeholder
relationship management, sales-force management, and marketing communications

(communication plans), among other marketing management concepts.

The domain of marketing has long been associated with the study of exchange
transactions and understanding how they are developed and facilitated; and marketing
and entrepreneurship have long been thought highly interdependent (e.g., Gardner 1991;
Hisrich 1989). So it isn’t surprising that marketing concepts are pervasive across the

three cognition sets suggested by transaction cognition theory. As the previous
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discussion demonstrates, marketing concepts are central to entrepreneurship, as
represented by the venture creation process, and are involved in all aspects of the two
iterations of competition, promise, and planning cognitions value helix required for
venture creation. The concepts themselves are central to the marketing discipline but
their application in the development and use of planning, promise, and competition
cognitions that could be used to create transactions and sustained transaction streams is

what constitutes the marketing-entrepreneurship interface.

Implications for MEI Research

Transaction cognition theory has a number of implications for research at the marketing-
entrepreneurship interface. Shaw and Carson (1995) argue that for this interface to be a
paradigm, it needs to address four criteria: 1) address new realities, 2) raise and answer
new questions, 3) embrace new themes, and 4) legitimize new research methods. To
examine the paradigmatic implications of TCT we ascertain the extent to which TCT

satisfies each of these criteria.

In such an examination we observe that TCT addresses new realities, (criteria #1) by
putting focus on entrepreneurial cognition and the knowledge structures needed to create
value and sustained transaction streams rather than the traditional focus on the traits or
characteristics of entrepreneurs (e.g., Ibrahaim and Soufani 2002; McClellend 1968).

This is consistent with Day and Nedungadi’s (1994) focus on managerial representations
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of competitive (market) environments in mental models (knowledge structures) as

alternative to conventional perspectives.

Transaction cognition theory also addresses criteria #2 by raising and answering new
questions. Three among many new research questions raised, for example, are: How are
planning, promise, and competition cognitions used to create value in sustained
transaction streams?; What specific planning, promise, and competition cognitions are
critical in different phases of venture creation?; and How are marketing related planning,
promise, and competition cognitions different in new and established ventures? By
identifying key planning, promise, and competition cognition constructs at different
levels of analysis (e.g., Mitchell 2003) transaction cognition theory provides a foundation

on which to answer these questions.

TCT theory also addresses criteria #3 by providing new perspectives on old questions.
For example, one of the four central marketing issues identified by Day and Montgomery
(1999) is “how do markets function and evolve?” Transaction cognition theory suggests
that markets function by the application of planning, promise, and competition cognitions
to create value in sustained transaction streams. They evolve by the recognition of
opportunity to create sustained transactions by creating work (products) that meet
changing needs, wants, and value perspectives of “others” — consumers and other
stakeholders. The fundamental marketing issue “How do firms relate to their markets?” is
also informed by transaction cognition theory in that promise cognitions are suggested to

be how firms relate to their markets. Sustained transaction streams require expert
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knowledge structures of how relationships are initiated, developed, and maintained, both
in dyads and networks and transaction cognition theory suggests that investigation of

these knowledge structures may enlighten this issue.

Further addressing criteria #3, TCT also suggests the embracing of new themes:
cognition, knowledge structures, expertise, sustained transaction streams, value creation,
and the nature and behavior of distinct and common transaction streams. While value
creation is already an established theme in marketing, it is relatively under focused
(Woodruff 1997). Cognition constructs and knowledge structures are beginning to be
examined in both the entrepreneurship (e.g., Mitchell, et. al. 2004) and marketing (e.g.,
Day and Montgomery 1994) literatures but transaction cognition theory provides a

theoretical basis for such investigation at the marketing-entrepreneurship interface.

Finally, consistent with criteria #4, new research methods are required to understand and
map the expert knowledge structures implied in TCT. Cognitions are difficult to measure
and new and creative approaches need to be developed and legitimized to capture expert
knowledge structures. Script cue recognition (e.g., Mitchell 1994) has been used
successfully by Mitchell et. al, to identify the presence of expert entrepreneurial
cognitions, but further work is required to validate specific expert and distracter cues.
Baron and Ward (2004) summarize numerous other approaches developed by cognitive
scientists that may be fruitful for measuring entrepreneurial cognition, such as: Reaction
time, the number and pattern of correct responses and errors, identification tasks, such as

naming, listing, or rating procedures, priming tasks, memory measures such as free recall,
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decision-making and choice tasks, and behavioral and neuropsychological measures such
as eye movements, electroencephalography, or functional magnetic resonance. Hindle
(2004) advocates qualitative approaches for measuring entrepreneurial cognitions and

outlines a canonical approach for ensuring it is done rigorously.

Implications for Practice

One of the practical implications of transaction-cognition theory is the need for
entrepreneurs to identify and master expert knowledge structures — which requires a life-
long approach to learning. It also supports the importance of mentors with expert

knowledge structures who able willing and able to share them.

Transaction-cognition theory also suggests that developing a learning culture throughout
an organization is paramount. For example, one successful entrepreneurial company,
Power Measurement (an electricity measurement hardware and power conservation
service provider) has a “management book of the month” club, where all employees are
required to read the assigned book and participate in group discussions of the merits of
the concepts and how they might be applied in their organization. This learning culture is

likely one of the underpinnings of their success.

Implications for MEI Education

18



A key implication of transaction-cognition theory as an expert-information-processing-
based theory of entrepreneurship, is that entrepreneurial expertise can be learned. The
emerging transaction-cognition theory approach to entrepreneurship research suggests
that there are expert entrepreneurial knowledge structures (scripts) involving planning,
promise, and competition cognitions that will allow those that master them to achieve
performance superiority. Mastery involves deliberate practice of the right cognitive
system (content) with sufficient intensity and duration (Charness, Krampe, and Mayer
1996). Thus entrepreneurial success is not about being born with the right traits or
personalities but about developing the right cognitive structure for an economic
environment (Mitchell 2001). This moves entrepreneurship from the domain of the rare
and privileged to the domain of the common educated person. The recent interest and
increase in entrepreneurship programs around the world attests to recognition of the need
for entrepreneurship education. Transaction cognition theory suggests the problem
solving processes and knowledge bases (Charness, Krampe, and Mayer 1996) that need
to be learned. What transaction cognition theory adds to existing marketing theory,
however, is a theoretical basis for the teaching of specific marketing concepts in

entrepreneurship courses and programs.

The second educational implication is that marketing is central to entrepreneurship
education. Since the transaction is the unit of analysis of transaction cognition and
marketing has been defined as a discipline primarily concerned with facilitating

transactions it is logical to assert that much of marketing thought can be considered

transaction cognitions: Specifically, that portion of our domain that explains and
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improves first-order action (as previously defined). Similarly, since the disciplines of
business planning and strategy have historical ties to marketing strategy (Nataraajan and
Bagozzi 1999), many of the transaction cognitions related to planning are also marketing
planning and marketing strategy cognitions. The implication of this is that marketing
thought is central to the development of expert entrepreneurship cognitions, necessitating
the need for marketing educators to work with others in delivering effective

entrepreneurship programs.

Conclusion

Transaction-cognition theory can be positioned as complement and extension of resource-
advantage theory (e.g,, Hunt 2002) that explicitly addresses the issue of how value is
created and how firms, as transaction streams, are formed. Three sets of knowledge
structures: planning, promise, and competition cognitions, are required by creating
entities (typically individuals, groups, or organizations) to identify and create work
(goods, services, and other products), initiate, facilitate, complete transactions, and
sustain ongoing relationships with “others” — customers, suppliers, distributors, and other

key stakeholders.

One key benefit of transaction-cognition theory is that it provides theoretical
underpinnings to entrepreneurship research that enable a kind of conceptual
“handshaking” between the entrepreneurship and marketing domains. By positing that

superior venture performance is based, at least in part, on the expert knowledge structures
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of entrepreneurs, T-C theory positions entrepreneurship as an expert domain that is better
susceptible to the application of marketing concepts. By doing so, it allows researchers
to draw on expert information processing and related theoretical underpinnings in
providing rationale for the choice of phenomenon of interest, concepts, constructs,
methods, and measures. It is also inclusive, in that traditional traits-based
entrepreneurship researchers can still find a home under the cognitive perspective.
Domain expertise is thought, for example, to be developed through deliberate practice of
the right content, at an effective level of intensity, for a sufficient duration (e.g.,
Charness, Krampe, and Mayer 1996). Traits may well determine what domains are a
good fit for particular entrepreneurs, their ability to learn and remember the expert
knowledge structures, and may influence the extent of intensity and duration individuals
are willing to practice. Moreover, the cognitive approach is not overly restrictive as
cognition is a robust concept. For example, the concept of “hot” cognitions (e.g., Smith
et al 1993) enables the exploration of affect and other emotional entrepreneurial

responses and behaviors.

A second key benefit also delineates the marketing-entrepreneurship interface. TCT
suggests that the boundary of the entrepreneurship domain is concepts concerned with the
development and use of planning, promise, and competition cognitions that could be used
to create new value in sustained transaction streams. Thus the marketing-
entrepreneurship interface involves examination of marketing concepts that help identify,
discover, or create new value and facilitate exchange relationships with others. More

specifically, TCT specifies the marketing-interface as the exploration of the
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marketing concepts, principles, and relationships central to expert entrepreneurial
planning, promise, and competition knowledge structures. In this article we have outlined
some of the key marketing concepts involved in those three sets of cognitions and further

work is needed in this area.

The TCT definition of entrepreneurship, being focused on the creation of new
transactions and sustained transaction streams, includes both venture creation and
corporate entrepreneurship, among other value creating activities. As such, there is
considerable overlap between marketing as conceptualized as a value-creating exchange
process (e.g., Hunt 2002; Houston and Gassenheimer 1987) and entrepreneurship. TCT

helps delineate the interface by its focus on expert knowledge structures.

In this article we have tried to pique the interest of marketing and MEI scholars with a
theoretical perspective that bridges the marketing and entrepreneurship domains and
provides a foundation for further theory-based research in the marketing-entrepreneurship
interface. Hopefully this introduction will prompt new research that brings the power and
sophistication of the marketing research skill set more easily into the domain of MEI and

entrepreneurship research.
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Table 1

Central Premises of Transaction Cognition Theory

A transaction, consisting of a creating entity, a created work, in an exchange with
others, is the basic unit of analysis of business / economics (see Figure 1).
Entrepreneurial value comes from the completion of transactions, a first-order
action that increases units of value.

Demand is heterogeneous across and within a level of analysis and is dynamic.
Information is imperfect and costly for both the creating entity and others.
Human motivation is constrained self-interest seeking.

Resource characteristics are heterogeneous and imperfectly mobile.

Competitive dynamics are disequilibrium-provoking, with innovation
endogeneous.

Three sets of knowledge structures, Planning, Promise, and Competition
cognitions, are required to create a transaction and sustained transaction streams.
The role of an entrepreneur is to use planning, promise, and competition
cognitions to create units of value.

Firms exist to enable the effective and efficient creation of sustained transaction
streams that create superior value for others (key stakeholders).

Superior economic performance results from the application and use of superior
planning, promise, and competition cognitive maps / expert scripts.

Three countervailing sets of knowledge structures: fatalism, refusal, and
dependency cognitions, limit the ability to complete transactions and achieve
superior economic performance.

Transaction cognitions occur at multiple levels of analysis such that expert
planning, promise, and competition cognitions enable the creation of transactions,
organizations, and economies.

Planning, Promise, and Competition cognitions have universal (global) elements
that are shaped by regional, cultural, or other customizing elements.
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Figure 1
The Transaction Model: Knowledge Structures Required to Take Advantage of Market

Imperfections.

Creating
Competition Entity Promise
Cognitions Cognitions
@ >
Others | [owmwn ] | The Work
l “Work” - Specificity ‘

Planning
Cognitions
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Figure 2

Knowledge Structures Associated With The Venture Creation Process

COGNITIONS VENTURE CREATION PROCESS
Planning Cognitions A (6) Ongoing operations
Promise Cognitions S (5) Start-up
Competition Cognitions (4) Set-up
Planning Cognitions (3) Planning/financing
Promise Cognitions : (2) Screening
Competition Cognitions (1) Searching
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