
A SENSEMAKING PERSPECTIVE OF FINANCIAL RISK TOLERANCES                 

(Work-in-progress)    

INTRODUCTION 

Financial risk tolerances are frequently considered a complex, elastic and diverse psychological 

trait, providing a cognitive stereotype which at the individual layer, guides individual investment 

behaviours and decisions, and collectively, influences systemic risk acceptance, perception and 

regulatory policies (Grable 2008; Grable 2013).   Defined as the “willingness to engage in 

behaviours in which the outcome remains uncertain with the possibility of an identifiable negative 

outcome”, financial risk tolerances are often influenced by many motivating factors including 

personal psychological biases, collective heuristics and  contextual and environment cues which 

affect financial risk perceptions, assessments, attitudes and investment behaviours  ((Irwin 1993 

p.11; Daniel, Hirshleifer & Teoh 2002; Grable, Lytton & O'Neill 2004 p.142). There is however 

limited research on how these motivating factors influence individual and collective financial risk 

tolerance levels (Hirshleifer 2001; Grable, Lytton & O'Neill 2004).  We therefore utilise Weick’s 

(1995) sensemaking process frameworks, to deepen understandings on the impact of investors 

financial risk biases and heuristics influencing risk tolerances within the financial ecosystem.   

Sensemaking provides a framework to consider the fundamental social processes, beliefs and 

activities investors use to make plausible sense of complexity (Weick, Sutcliffe & Obstfeld 2005).  

We explore the ongoing retrospective development of risk perception and assessment through 

underlying social processes considering the role of ongoing, interactive relationships in 

developing commonly shared risk tolerance, retrospective historical impacts, and the importance 

of local and expert knowledge, enacting with the environment, gaining feedback, interpreting, and 

adapting risk tolerance perceptions to local context. Using perceptions of actors central to more 

speculative IPO capital raising within a posited higher financial risk-tolerance environment 

indicatively identified within Western Australia (‘WA’), this study will explore ongoing activities 

undertaken between actors at the interconnected micro, meso and macro environmental layers. 

In focusing this study on financial risk tolerances within the context of capital raising, we 

contribute to limited sensemaking literature, considering the monetary dimension, as a related but 

separate, parallel activity resource layer with its own unique characteristics and often subject to 

different social, and regulatory processes than other resources within business activities 

(Håkansson & Olsen 2015) .   

USE OF THEORY (Behavioural Finance and Sensemaking) 

Behavioural Finance 

Within financial markets, departures from rational investment behaviours are frequently found to 

be systematic and predicable errors, with investors repeatedly prone to allowing psychological 

bias, heuristics or various rules of thumb influence investment decisions (Baker & Nofsinger 

2002).  Termed ‘heuristic simplification’, investors may rely upon a catalogue of psychological 

biases to  reduce complexity of information, with often predicable mistakes (Baker & Nofsinger 

2002 p.100).   

The emergence of the behavioural finance field in the 80’s therefore grew as a reaction to neo-

classical finance’s inability to address non-rational behaviours of actors within efficient financial 

market models (Barberis & Thaler 2003). It emerged to provide a psychologically based, 

structured framework to assist explanations of underlying human factors impacting financial 
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decision making, by integrating insights from psychology, impacts of investors biases and 

predictable judgements on investors financial decisions, judgement heuristics, wider systemic 

errors, and relaxation of investor rationality assumptions  (De Bondt et al. 2008; Shefrin 2009).  

We posit investors financial risk tolerance attitudes are influenced by these bias’s, environmental 

and contextual cues.  Now poised to become the dominate finance paradigm (De Bondt et al. 

2008), we therefore adopt behavioural finance presumptions of financial risk tolerances being a 

tractable and multidimensional concept, influenced by many predisposing factors (Grable, Lytton 

& O'Neill 2004) and contribute to limited literature on the applicability of these bias’s and 

unconscious priming mechanisms and their impact on investors risk tolerance perception and 

attitudes.  

Sensemaking 

Our focus on motivating factors influencing financial risk tolerances, finds sensemaking an 

important theoretical concept to explore essentially social processes influencing individuals’ 

familiar repertoire of underlying biases, heuristics, judgements or understandings (Weick 1995; 

Weick, Sutcliffe & Obstfeld 2005). Weick (1995) developed the sensemaking  framework 

describing how when faced with an perceived unexpected outcome, sensemaking processes are 

invoked to pull understanding from previous cognitive frameworks and used to provide a form of 

cognitive stereotype, ultimately guiding decision making processes (Weick, Sutcliffe & Obstfeld 

2005).   

Sensemaking recognises the prior influence of multifaceted individual and societal influences and 

interactions, and so when faced with unexpected complexity, individual will scan their 

environment, gain feedback, and interpret those cues to guide functional understandings, simplify 

reasoning processes, reduce complexity, and create a plausible understanding of their environment 

(Maitlis & Christianson 2014; Maitlis 2005; Weick, Sutcliffe & Obstfeld 2005).   When 

individuals interact with each other, drawing upon a familiar repertoire of heuristics and bias’s, 

each interaction will influence ongoing adaption and interpretation of common heuristic beliefs 

and biases, as part of the social construction process (Medlin & Törnroos 2014). 

Within the context of financial risk tolerances, we posit each interaction influences investors 

perceived financial risk perception and assessment at the individual layer, and when collectively 

communicated and shared, develops into consensual interpretation, becoming embedded within 

associated groups as an expected course of action or inter-cognitive understanding (Stigliani & 

Ravasi 2012).  Individuals’ collective interpretation and communal meaning then influences 

demand, management and implementation of commonly accepted organisational risk management 

and regulatory policy setting, at the collective or environmental layer (Gilovich, Griffin & 

Kahneman 2002; Gowda 1999). 

We therefore utilise the three-layer Business Fields’ framework (figure 1), to delve more deeply 

into individuals collective interactions within the financial ecosystem, at the micro, meso and 

macro layers (Möller 2010; Geels 2002).   Within the multi-layer framework, the “micro” 

(individual, yet interconnected actors), “meso” (organisational, business networks) and “macro” 

(environmental, political, regulatory) layers are assumed to iteratively interact, as a seamless web, 

dynamically adjusting to actors relationship activities within and between each network layer 

(Möller 2010 p.363) 

Micro Level: At the individual layer, biases provide a form of priming stimulation or nonconscious 

associational cues guiding behavioural preferences, and so, at the individual level, common beliefs 
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and biases guide individual interpretation and assessment of financial risk (Berger & Fitzsimons 

2008; Chartrand & Bargh 1996).  

Meso Level: Collective sensemaking occurs within the meso, business network layer when an 

individual thought is shared and develops into consensual interpretation, inter-cognitive 

representations, or embedded in collective groups as shared understandings for an expected course 

of action (Stigliani & Ravasi 2012; Maitlis & Christianson 2014; Mouzas & Henneberg 2015). 

Organisational members will 

communicate and may advocate amongst 

each other to jointly engage, persuade or 

influence others to think similarly, and 

when collectively accepted, shapes 

embedded business practices, adapting 

network structures (Medlin & Törnroos 

2014; Maitlis & Christianson 2014). 

Social and cognitive proximity support 

the coordination and transmission of 

shared knowledge, as organisational 

members engage with each other to 

promote strategic change, assist communal meaning and social construction and try to persuade 

others to their viewpoints, often incorporating local context practices into networking activities 

and processes (Peters, Pressey & Johnston 2016; Maitlis & Christianson 2014; Schwandt 2005). 

Within this organisational layer, collective risk tolerance cognitive processes influence demand, 

management and implantation of organisational risk management and policy processes (Gilovich, 

Griffin & Kahneman 2002; Gowda 1999).   An organisational identity emerges from the 

collectively assumed references, processes or enduring distinctive features, by which members are 

able to define their organisation (Gioia & Thomas 1996; Clark & Geppert 2010). 

Macro Level: Beyond the organisational layer, we propose that environmental sensemaking occurs 

when attention is paid to public events, systems processes or polices that that lead to new 

institutional or environmental logic (Nigam & Ocasio 2010).  Financial regulatory systems guide 

much institutional logic as by their very nature, they are designed to influence financial risk 

management systems and establish processes and structures creating collective organisational 

order, providing a form of hegemony authority (Sinclair 2000; Brammertz & Clacher 2010).   

However, regulatory policies will vary in legitimacy over different time periods, and between each 

different local society, and so development of regulatory policies often strongly represents local 

interests, in that particular society, influenced by local context, practices, social interaction and 

interpreted word views (Sinclair 2000; Cox & Sinclair 1996).  Interpretation  of regulatory policies 

and process norms are often linked with individuals, associated with “coordination service firms” 

(CSF) such as law offices, financial advisors, technical advisors etc, who supplement expert 

knowledge with common practices of local environments  (Sinclair 2000 p. 488, 490).  Advice is 

often sought from CSF’s to supplement risk perception or support the ability of early stage, high 

risk capital suppliers to provide funding through the use of complicated contractual documentation 

or interpretation of accounting practices, all of which are subject to local heuristics and regulatory 

biases (Antonczyk & Salzmann 2012).  Systemic regulatory processes therefore provide an 

overarching priming of heuristics and biases yet remain influenced by local knowledge and 

judgement which determines overarching macro layer financial behaviours and risk tolerance 

Figure 1: Business 

Fields as a Layered 

System (modified 

from Geels 2002, 

Moller 2010)  
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appetite levels. Policy makers must therefore choose to manage risk within local public demand, 

and so policy establishment remains influenced by local collective biases and heretics, and 

ultimately interpretation of that policy guiding local context financial judgments, behaviours and 

processes (Gowda 1999; Nigam & Ocasio 2010).    

Our study will therefore synthesis sensemaking frameworks with behavioural finance risk 

tolerance literature to address our research question of how can sensemaking processes assist 

understanding of the fundamentally social processes influencing individual and collective groups’ 

motivating biases and heuristics, within the multi micro, meso and macro layers, which ultimately 

impact financial risk tolerance attitude levels within a financial ecosystem. 

DESCRIPTION OF STUDY AND METHODOLOGY 

A review of IPO capital raisings in Australia between 2011 and 2017, highlighted a concentration 

of metals and mining industry sector (‘mining’) companies.  The mining industry sector which is 

dominated predominately by junior exploratory mining companies, comprises the largest number 

of ASX listed companies in the Australian economy, with over 700 firms, operating projects across 

100 countries (Key Industries in Australia  2018).  A concentrated majority of these mining 

companies choose to headquarter in Western Australia (‘WA’), primarily to raise capital during 

high risk early stage of their operations and often without any operations in Australia or established 

revenue sources.  This has resulted in the WA’s economy being strongly dominated by mining 

(figure 2).   

Figure 2: Top 10 ASX Industry Sectors in NSW, WA and Qld (ranked by Market Capitalisation) 

 

Given the concentration of higher risk capital raisings undertaken in WA,  it is therefore posited 

that WA ‘s business environment indicatively supports speculatively risky capital raisings 

signalling a indicatively higher risk tolerance propensity.   WA’s capital raising sector therefore 

became the focus of our data collection for this exploratory study.  

Data Collection and Methodology 

Guided by Ferrary and Granovetter’s (2009) work identifying network groups central to access of 

finance in early stage, higher risk firms within Silicon Valley,  we identified a diverse group of 

WA based advisors, company directors and brokers who interacted with, provided guidance to and 
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were considered strategic to the dynamics or ‘robustness’ of the capital raising financial 

environment within WA  (Ferrary & Granovetter 2009 p.329).  To explore emerging theory, we 

adopted a qualitative, elite interview methodology incorporating semi-structured, open ended 

questions to capture perceptions, biases, beliefs and retrospective and social interactions at the 

individual, collective and environmental layers (Mandják, Simon & Szalkai 2011; Eisenhardt 

1989). 

Interviewees were undertaken with a diverse group of elite or expert WA based advisors, directors, 

brokers identified as able to provide a nuanced understanding of WA’s early stage IPO capital 

raising sector.  Eleven interviewees were asked their perceptions around two main topics.  The 

first topic considered how capital raising was undertaken within their industry or investor group.  

This was useful to explore risk tolerances, local norms and biases impacting risk tolerances, 

influence of CSF’s or regulatory influences on capital raising activities, present and historical 

behaviours of actors within WA business networks.  The second topic explored who they might 

approach when seeking information and knowledge associated with potential capital raisings, 

which provided further insights into relationship interactions, locational preferences, perceived 

capabilities of actors and their associated CSF’s.   

After transcription, common themes were coded using nVivo, identified upon replication, and 

aligned to sensemaking constructions, to explore cognitive evolution of risk tolerances at each of 

the three business layers.  

Theoretical Implications 

The synthesising of behavioural finance risk tolerances and sensemaking processes provides 

contributions to both theoretical fields.   The exploratory nature of this paper and relatively small 

data collection, demonstrates the application of sensemaking processes to the parallel monetary 

activity layers, indicating the influence of social interaction and sensemaking processes on 

interpreting and iteratively adapting financial risk tolerance biases within the three business fields 

layer framework.  By exploring an indicatively high financial risk tolerance concentration within 

Australia common regulatory framework, we demonstrate the influence similarity of collective 

thought processes and important incorporation of local context in shaping and adapting both 

individual risk tolerance levels, and those collectively assumed within a wider business grouping.   

Explanations of variability in risk tolerance perceptions specifically arising from retrospective 

influences of WA’s historical settlement and prospector origins, and the impact of ongoing 

connections, interactions and relationships embedding knowledge are acknowledged as having 

some influence in priming financial decision-making biases.  We further find individual risk 

tolerance perceptions appear closely aligned to retrospective influences, impacting individual and 

collective beliefs and biases, which continue to be reinforced by ongoing relationship interactions, 

both socially and through embedded knowledge networks, creating legitimacy through shared 

understandings  (Welch & Wilkinson 2002; Batt & Purchase 2004). 

By focusing on the speculative capital raising sector, this paper further contributes to limited 

network research into activities within monetary dimensions, incorporating insights across all 

layers of the local financial ecosystem, demonstrating how each interaction, shapes or supporting 

other within and between the multi-layer financial ecosystem.   

 

 



2019 IMP Conference: Paper One: Sensemaking Perspective on Financial Risk Tolerances (5-7 pages) 

6 | P a g e  

 

REFERENCES 

Antonczyk, RC & Salzmann, AJ 2012, 'Venture Capital and Risk Perception', Zeitschrift für 

Betriebswirtschaft, vol. 82, no. 4, pp. 389-416. 

Baker, HK & Nofsinger, JR 2002, 'Psychological Biases of Investors', Financial Services 

Review, vol. 11, pp. 97-116. 

Barberis, N & Thaler, R 2003, 'A Survey of Behavioural Finance', Handbook of the Economics 

of Finance, vol. 1, pp. 1053-1128. 

Batt, PJ & Purchase, S 2004, 'Managing Collaboration within Networks and Relationships', 

Industrial Marketing Management, vol. 33, no. 3, pp. 169-174. 

Berger, J & Fitzsimons, G 2008, 'Dogs on the Street, Pumas on your Feet: How Cues in the 

Environment Influence Product Evaluation and Choice', Journal of Marketing Research, 

vol. 45, no. 1, pp. 1-14. 

Brammertz, W & Clacher, I 2010, 'Risk and Regulation', Journal of Financial Regulation and 

Compliance, vol. 18, no. 1, pp. 46-55. 

Chartrand, TL & Bargh, JA 1996, 'Automatic Activation of Impression Formation and 

Memorization Goals: Nonconscious Goal Priming Reproduces Effects of Explicit Task 

Instructions', Journal of Personality and Social Psychology, vol. 71, no. 3, pp. 464-487. 

Clark, E & Geppert, M 2010, 'Subsidiary Integration as Identity Construction and Institution 

Building: A Political Sensemaking Approach', Journal of Management Studies, pp. no-

no. 

Cox, RW & Sinclair, TJ 1996, Approaches to World Order, 1st edn, Cambridge University 

Press, Great Britain. 

Daniel, K, Hirshleifer, D & Teoh, SH 2002, 'Investor Psychology in Capital Markets: Evidence 

and Policy Implications', Journal of Monetary Economics, vol. 49, pp. 139-209. 

De Bondt, w, Muradoglu, G, Shefrin, H & Staikouras, SK 2008, 'Behavioral Finance: Quo 

Vadis?', Journal of Applied Finance, vol. 18, no. 2, pp. 7-22. 

Eisenhardt, K 1989, 'Building Theories from Case Study Research', Acadamy of Management 

Review, vol. 14, no. 4, pp. 532-550. 

Ferrary, M & Granovetter, M 2009, 'The Role of Venture Capital Firms in Silicon Valley's 

Complex Innovation Network', Economy and Society, vol. 38, no. 2, pp. 326-359. 

Geels, FW 2002, 'Technological Transitions as Evolutional Reconfiguration: A Multi-level 

Perspective and a Case Study', Research Policy, vol. 31, pp. 1257-1274. 

Gilovich, T, Griffin, D & Kahneman, D 2002, Heuristics and Biases:  The Psychology of 

Intutitive Judgement, 16th edn, Cambridge Univ. Press, Cambridge UK. 

Gioia, D & Thomas, JB 1996, 'Identity, Image and Issue Interpretation: Sensemaking during 

Strategic Change in Academia', Administrative Science Quarterly, vol. 41, pp. 370-403. 

Gowda, R 1999, 'Heuristics, Biases and the Regulation of Risk', Policy Sciences, vol. 32, pp. 59-

78. 

Grable, J 2008, 'Risk Tolerance (Chapter 1)', in Handbook of Consumer Finance Research, 1st 

edn, ed. JJ Xiao, Springer Science + Business Media LLC, 233 Spring Street, New York, 

pp. 3-20. 

Grable, J 2013, 'Is Risk Tolerance Stable: The Role of Projection Bias', Journal of Financial 

Service Professionals, vol. Jan, pp. 14-16. 

Grable, J, Lytton, R & O'Neill, B 2004, 'Projection Bias and Financial Risk Tolerance', The 

Journal of Behavioral Finance, vol. 5, no. 3, pp. 142-147. 

Håkansson, H & Olsen, PI 2015, 'The Roles of Money and Business Deals in Network 

Structures', Industrial Marketing Management, vol. 45, pp. 207-217. 

Hirshleifer, D 2001, 'Investor Psychology and Asset Pricing', The Journal of Finance, vol. LVI, 

no. 4, pp. 1533-1598. 



2019 IMP Conference: Paper One: Sensemaking Perspective on Financial Risk Tolerances (5-7 pages) 

7 | P a g e  

 

Irwin, CE, Jr 1993, 'Adolescence and Risk Taking: How Are They Related', in Adolescent Risk 

Taking, ed. JBRW Bell, Sage Publications, Inc., Thousand Oaks C.A., pp. 7-28. 

Key Industries in Australia 2018,  in Australiance: The Smart Australian Insiderz, Australiance 

file:///D:/Documents/Kylie/UWA/PHD%20Thesis/PDF%20storage%20of%20Thesis%2

0Research/Data%20Mining%20and%20Innovation/Key%20Industries%20in%20Austral

ia%20%E2%80%93%20Australiance.html. 

Maitlis, S 2005, 'The Social Process of Organisational Sensemaking', Acadamy of Management, 

vol. 48, no. 1, pp. 21-49. 

Maitlis, S & Christianson, M 2014, 'Sensemaking in Organizations: Taking Stock and Moving 

Forward', The Academy of Management Annals, vol. 8, no. 1, pp. 57-125. 

Mandják, T, Simon, J & Szalkai, Z 2011, 'A Framework for the Analysis of Global, Regional 

and Local Business Networks', Industrial Marketing Management, vol. 40, no. 6, pp. 

822-829. 

Medlin, CJ & Törnroos, J-Å 2014, 'Interest, Sensemaking and Aadaptive Processes in Emerging 

Business Networks: An Australian Biofuel Case', Industrial Marketing Management, vol. 

43, no. 6, pp. 1096-1107. 

Möller, K 2010, 'Sense-making and Agenda Construction in Emerging Business Networks : 

How to Direct Radical Innovation', Industrial Marketing Management, vol. 39, no. 3, pp. 

361-371. 

Mouzas, S & Henneberg, SC 2015, 'Inter-cognitive Representations in Business Networks', 

Industrial Marketing Management, vol. 48, pp. 61-67. 

Nigam, A & Ocasio, W 2010, 'Event Attention, Environmental Sensemaking, and Change in 

Institutional Logics: An Inductive Analysis of the Effects of Public Attention to Clinton's 

Health Care Reform Initiative', Organization Science, vol. 21, no. 4, pp. 823-841. 

Peters, LD, Pressey, AD & Johnston, WJ 2016, 'Contagion and Learning in Business Networks', 

Industrial Marketing Management. 

Schwandt, DR 2005, 'When Managers Become Philosophers: Integrating Learning with 

Sensemaking', Acadamy of Management Learning and Education, vol. 4, no. 2, pp. 176-

192. 

Shefrin, H 2009, 'Behavioralizing Finance', Foundations and Trends® in Finance, vol. 4, no. 1-

2, pp. 1-184. 

Sinclair, TJ 2000, 'Reinventing Authority: Embedded Knowledge Networks and the New Global 

Finance', Environment and Planning: Government and Policy, vol. 18, pp. 487-502. 

Stigliani, I & Ravasi, D 2012, 'Organizing Thoughts and Connecting Brains: Material Practices 

and the Transition from Individual to Group-Level Prospective Sensemaking', Academy 

of Management Journal, vol. 55, no. 5, pp. 1232-1259. 

Weick, KE 1995, Sensemaking in Organisations, Sage Publications Inc. (p 4), California, USA. 

Weick, KE, Sutcliffe, KM & Obstfeld, D 2005, 'Organizing and the Process of Sensemaking', 

Organization Science, vol. 16, no. 4, pp. 409-421. 

Welch, C & Wilkinson, I 2002, 'Idea Logics and Network Theory in Business Marketing', 

Journal of Business-to-Business Marketing, vol. 9, no. 3, pp. 27-48. 

 


