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Introduction

Despite the significant role of entrepreneurship in
economic development, most entrepreneurs fail
(Zimmerer & Scarborough, 2006). In other words,
Entrepreneurs who have achieved great success are
rarely alien to some level of failure in their past
(Barclays, 2012). Many habitual entrepreneurs have
failed in Iran (Mohammadi Elyasi & Notash, 2011;
Islamic  Parliament Research Center, 2013).
According to the GEM (2022), Iran’s business
discontinuance rate is more than half of its total early-
stage  entrepreneurial  activity (TEA) rate.
Furthermore, Iran is ranked 15" among 47 countries
on the business exit rate for negative reasons (GEM,
2022). This evidence shows the importance of
addressing business failure from a theoretical and
empirical perspective.

In terms of scope, the definitions of business failure
in the literature include broad definitions (e.g.,
discontinuity of ownership or business) to narrow
definitions (e.g., bankruptcy) (Ucbasaran et al.,
2013). Jenkins and McKelvie (2016) classified failure
conceptualizations into four categories based on the
level of analysis (individual or firm) and the criterion
used in conceptualization (objective or subjective). A
conceptual definition based on personal failure at the
individual level focuses on personal difficulties that
failure may have for the entrepreneur and the impacts
of these difficulties. Accordingly, failure is defined
based on the social and emotional challenges it can
have for entrepreneurs and its impacts on their lives
(Jenkins & McKelvie, 2016). Due to its impact on the
financial status and personal and professional
relationships of entrepreneurs, this failure may lead to
social costs such as stigma (Shepherd & Haynie,
2011; Ucbasaran et al., 2013; Singh et al., 2015;
Shepherd et al., 2016; Shepherd & Patzelt, 2018) and
psychological costs such as grief (Shepherd & Wolfe,
2015), fear (Walsh & Cunningham, 2016), anxiety
(Grant & Ferris, 2012), frustration, worry, and anger
(Shepherd & Patzelt, 2018). However, failure can
also have positive advantages and outcomes for
entrepreneurs (Hendijani Fard et al., 2023; Ucbasaran
et al., 2013; Walsh et al.,, 2019; Jenkins, 2021;
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Amankwah-Amoah et al., 2022). They can learn from
these failures (Shepherd, 2003; Shepherd et al., 2016)
or make sense of them in a way that creates new data.
This data enables them to evaluate causal beliefs that
lead to new behaviors (Ucbasaran et al., 2013).
However, every failure does not automatically lead to
learning (Shepherd et al., 2016). Several factors may
affect learning (Yurdkhani et al., 2023) and play a
role in social-psychological reactions after failure
(e.g., learning). They can change the path taken by the
entrepreneur  after failure. In  other words,
entrepreneurs take different steps after failure. To
understand this process more clearly, the current
research aims to model social and psychological
processes after failure among entrepreneurs. The lack
of field research on entrepreneurial failure is
acknowledged by  entrepreneurship  scholars
(Shepherd et al., 2016; Omorede, 2021). In addition,
local studies have mainly focused on pre-failure and
causes of failure (Arasti & Gholami, 2010;
Mohammadi Elyasi & Notash, 2011), or in terms of
post-failure processes, they have used quantitative
and non-exploratory methods (Parsanejad et al.,
2019; Karimi et al., 2021), or have only focused on
limited functions such as learning (Notash, 2013).
Developing a model for the social and psychological
processes after the entreprenurial failure can lead to
identifying psychological recovery strategies and
coping with its negative consequences. In addition, it
can explain the origin of entrepreneurs' differences in
terms of these processes. Accordingly, the primary
question of the current research is: what social and
psychological processes do Iranian entrepreneurs
have after failure?

Method

The present research is an applied one in terms of
purpose and a narrative one in terms of method. This
research is also a qualitative one in terms of data-
gathering measures. The statistical population
includes all Iranian local entrepreneurs who failed in
2020 and 2021. Using a triangulation technique, we
also interviewed people who had a close relationship
with the entrepreneur. Due to the instability of some
negative emotions after failure, we selected
entrepreneurs whose businesses had failed for a
maximum of two years. Due to the need for in-depth
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and detailed information about the psychological
states of entrepreneurs after failure, we interviewed
the entrepreneurs who were willing to give in-depth
and detailed information about their failure process.
Therefore, we used a purposive sampling method. We
tried to select samples from people with various
demographic characteristics (age, gender, education,
etc.). The sample size is determined based on
theoretical saturation. Hence, after the 12" interview,
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we achieved theoretical saturation. However, we
completed data gathering in the 14" interview. In this
research, we used semi-structured interviews to
gather data. We analyzed data using the grounded
theory method.

Results
The demographics of the samples are shown in Table
1.

Table 1. The demographics of the samples

Educational

Working Experience

Number

Age  Gender Degree Field of Study (Years) of failure Industry

32 Male Master Entrepreneurship 10 2 times IT

30 Male Master Artificial Intelligence 12 2 times IT

24 Female Bachelor Industrial Engineering 5 1 time Services

49 Male PhD International Entrepreneurship 30 3 times Import and wholesale
27 Male Master Civil Engineering 4 1 time Accelerator

36 Male Bachelor Mechanical Engineering 20 1 time Food industry and automation
43 Male Bachelor Electronic Engineering 22 1 time Electronic

26 Male Master Electronic Engineering 3 2 times Innovation Center
41 Female Bachelor French Literature 21 1 time Retail

30 Male Master Civil Engineering 10 3 times Electronic commerce
38 Male Bachelor Law 12 5 times Car

42 Female Bachelor Architectural Engineering 23 1 time Clothes

33 Male Master Business Management 8 1 time Counseling

40  Female Bachelor Laboratory Sciences 12 2 times Services

In the following, we explained some narratives and
constructs of the model:

- Individual factors

"Because | had already experienced two failures, |
was not too upset and depressed. | had experienced a
similar situation before. Now I'm thick-skinned. So,
failure doesn't hurt me too much.”

In this narrative, the interviewee mentions the number
of prior failure experiences that caused him to have
less psychological cost than before. Similarly,
research samples pointed out other individual-level
factors that lead to increased or decreased
psychological costs after failure (Figure 1).

- Institutional factors

"My position in society and especially in my family
has become very shaky because, from the beginning,
they believed that working as an employee was better
than becoming an entrepreneur, and they did not have
an entrepreneurial mindset. I completely understood
from their behaviors that their attitudes towards me
have become negative. They kept blaming me: you
should finally give us right. We already told you not

to go this way. These condemnations increase my
suffering."

In this narrative, the interviewee addressed the lack of
enterprising culture and society's negative attitude
towards himself as factors that both directly increased
his psychological costs and increased the
psychological costs indirectly through the social costs
of failure. Similarly, we identified other institutional
factors in this research, as seen in Figure 1.

- Cognitive biases

"I delayed the closing of the business two or three
times because we thought that surviving is very
important and we should not give up. So, we must
work together to fulfil the socio-economic mission,
especially because we have a social mission. We
insisted not to stop. Therefore, we had regular
meetings to find a solution.”

In this narrative, the escalation of commitment bias is
clearly identified. Similarly, we identified other
cognitive biases in this paper, as seen in Figure 1.

- Costs of failure

"l was sad and angry. | felt like | was raising a child,
but he left me alone. Somebody took the child from his
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mother. The high intensity of my sadness was because
of my high emotional investment in the business."

In the above narration, the interviewee refers to the
two negative emotions (i.e., grief and anger) after
failure. According to the narrations and the literature,
the psychological costs extracted are divided into
negative emotions and negative psychological
consequences (Figure 1).

In addition to the psychological costs, the
interviewees noted some social costs after failure. For
example, one of the interviewees narrated that "some
stakeholders thought that I did some things just for
my benefit, and they still think the same. They have no
longer the prior positive attitudes towards me." This
narrative refers to the stakeholders’ pessimism
towards the entrepreneur after failure. Similarly, the
interviewees narrated other social costs, as seen in
Figure 1.

- Coping strategies

"l was not well for the months until I got a job
somewhere else. | found this job to forget the failure
and meet my financial needs. After that, | felt better,
and my life returned to normal.”

In the above narrative, the interviewee mentioned
getting another job as a psychological recovery
strategy from failure. In general, after experiencing
negative costs, the entrepreneur tries to control these
costs on two levels: "merely individual" (coping
strategies) and “individual-social” level (social-
psychological reactions, as described in the next
section). At the individual level, the interviewees
narrated two categories of psychological coping
strategies: psychological recovery and ego-protective
(Figure 1).

- Social-psychological reactions

"My interpretation of failure was that God has done
me a favor and put me in a position where | can learn
new things, and | believe this is the right path."

In the above narrative, the interviewee presented an
individual interpretation of his failure process and
tried to give a self-made meaning to his failure that
would convince him psychologically and others
socially. Therefore, a kind of "meaning” has been
made to the failure.

Social-psychological reactions include all reactions
that have both individual and social aspects, and the
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interviewees used them when faced with the negative
consequences of failure. These reactions include
learning, sense-making, meaning-making, and
impression management (Figure 1).

- Intervening factors

"The experience | gained was to always be honest in
my work because, in the long term, dishonesty has
more harmful results than truth.”

In the above narrative, the interviewee refers to a
moral experience gained from failure. Similarly,
behavioral, cognitive, and emotional experiences and
social capital were sources of social-psychological
reactions and positive outcomes of failure.

- Positive outcomes

"Until you don’t cut a watermelon, you don't know
what it tastes like. After the failure, | realized what
problems and shortcomings | had. For this reason, |
strengthened myself scientifically and improved my
specialized knowledge. Therefore, | completed a
series of specialized courses."

In the above narrative, the interviewee mentioned the
promotion of human capital as one of the outcomes of
his failure. The interviewees narrated two positive
outcomes: psychological and behavioral (Figure 1).
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Figure 1. The final model

Conclusion

Based on the findings, we can argue that:

1. The results clarified some of the roots of the
difference between entrepreneurs regarding adverse
emotional reactions. The findings showed that some
individual factors (e.g., psychological resilience,
personality traits, prior failure experience, emotional
investment in the business, delaying/hurrying to close
the business, internal/external locus of control and
type of entrepreneurship (novice /portfolio) can
reduce or increase psychological costs of failure. This
finding is in line with studies such as Ucbasaran et al.
(2010), Shepherd et al. (2014), Jacobs et al. (2000)
and Van Boven et al. (2000).

2. The findings revealed that cognitive biases (i.e.,
escalation of commitment, over-self-confidence,
over-optimism and self-deception) can indirectly and
directly affect failure costs. This result is in line with
the findings of Nouri (2023), who found that
escalation of commitment is one of the most
influential decision-making biases in entrepreneurs,
which can lead to significant losses and failure. This
finding also confirms the results of Yamakawa's
(2018) findings, which found that escalation of

commitment bias is a factor affecting the time
entrepreneurs exit their businesses.

3. The results showed that institutional factors (i.e.,
enterprising culture, bankruptcy laws, society's
attitude  towards  failed  entrepreneurs and
characteristics of failure evaluators) can increase or
decrease failure costs. This result is in line with the
findings of Shepherd et al. (2016), Lee et al. (2007),
Cardon et al. (2011), and Mann et al. (2023).

4. The results showed that failure has psychological
costs (i.e., negative emotions and negative
psychological consequences) and social costs (i.e.,
stigma, ridicule, social apathy, societal pessimism,
and other blame) for failed entrepreneurs. These
findings align with the self-determination theory's
explanation about the grief caused by the failure. The
emergence of social costs for failed entrepreneurs is
also in line with stigma theory (Ketz, 1981),
according to which entrepreneurial failure can be one
of the necessary conditions for being stigmatized
based on the labelling perspective.

5. The findings also showed that to manage and
reduce the psychological and social costs of failure
and recover their psychological well-being, failed
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entrepreneurs use two types of coping strategies,
including psychological recovery strategies (i.e.,
entrepreneurial reentry, employment in a new job,
getting away, compassionate spontaneous venturing,
and spirituality) and ego-protective strategies (i.e.,
projection, external attribution, and fatalism). Using
compassionate spontaneous venturing is in contrast
with the command-and-control approach. This
approach emphasizes the necessity of an external
system (separate from the failed people) and
management to alleviate the suffering of the fallen
people. Simply, the compassionate spontaneous
venturing strategy means that, first and foremost, it is
the failed entrepreneurs themselves who can ease
their suffering, and they can do so by helping others
like themselves or other sufferers. This approach
aligns with the theory of self-compassion and
common humanity as one of the components of self-
compassion. Being exposed to the suffering of others
and observing their difficulties can cause common
humanity in a failed entrepreneur. Experiencing
failure considering common humanity means that
when one feels unhappy, he/she should remind
himself/herself that most people experience such
feelings and face such situations.

6. The results showed that in addition to coping
strategies, failed entrepreneurs use a set of social-
psychological reactions such as learning, sense-
making,  meaning-making, and  impression
management to manage the costs of failure. This
finding is in line with the findings of Ucbasaran et al.
(2013) and Shepherd et al. (2016).

7. This paper identified positive outcomes for failure
that are categorized into behavioral and psychological
outcomes. Many studies (e.g., Ucbasaran et al., 2013;
Jenkins, 2021) acknowledge the  positive
psychological outcomes of failure. Also, some studies
(e.g., Ucbasaran et al., 2013; Walsh et al., 2019;
Amankwah-Amoah et al., 2022) explained the
positive behavioral outcomes of failure.

Failed entrepreneurs can recover themselves by
psychological recovery strategies (i.e. entrepreneurial
re-entry, employment in a new job, getting away,
compassionate  spontaneous  venturing,  and
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spirituality). They can also manage the social costs of
failure through impression management. This
research also has some limitations. First, the current
study used a qualitative method that lacks
generalizability. Hence, we suggest that future
research use quantitative methods to examine the
generalizability of the findings. Also, the current
study used a narrative approach based on trusting the
self-expression of the research samples. Future
research can reduce self-reporting biases by using
objective measures, quantitative methods, and
laboratory methods. Therefore, future studies can use
methods other than self-reporting methods. Also, the
current research is limited to the Iranian context. So,
cross-cultural research can investigate social and
psychological processes after failure among
entrepreneurs of other countries to clarify the
differences between them and Iranian entrepreneurs.
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!, Psychological recovery strategies

2. Ego-protective strategies

3. Compassionate spontaneous venturing
4, Common humanity
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3. Labeling perspective
4, Command-and-control
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2, Self-determination theory
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