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Abstract This research provides an improved
understanding of how ventures successfully organize
via resource allocations. Conceptually, we apply ele-
ments of action theory to account for resource trade-
offs that occur as entrepreneurs make decisions about
adding staff members to boundary spanning, techni-
cal core, and management functions. We then model
how these allocation decisions differentially impact
nascent venture performance. Empirically, we test our
model with a sample of 2484 entrepreneurs captured
in the Kauffman Firm Survey, a longitudinal dataset
that tracks a random sample of US startups over an
8-year period. Results from dynamic panel estima-
tion reveal evidence of both performance penalties
and performance boosts as the result of entrepreneurs
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adding staff to specific areas, revealing optimality in
specific configurations of entrepreneurial organizing
elements.

Plain English Summary A key implication of this
study is that, in nascent ventures, resource allocation
trade-offs must be made and how these are managed,
via entrepreneur organizing decisions, is influential
for venture performance. Specifically, we find that
entrepreneurs should place a high priority on adding
sales and production unit employees as these addi-
tions have a positive effect on performance. At the
same time, they may place a lower priority on hir-
ing non-owner management employees because such
additions have a negative effect on performance.
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1 Introduction

The entrepreneurial journey is a winding road where
through organizing, entrepreneurs acquire and allo-
cate resources (Van de Ven et al., 1989), design
organizational architecture and routines (Becker &
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Gordon, 1966; Nelson & Winter, 1982), and deter-
mine the boundaries of the firm (Santos & Eisen-
hardt, 2009). These resource allocations, routine
establishments, and boundary considerations are criti-
cal decisions in nascent ventures because some com-
binations may be more effective for venture viability
and performance than others. While the literature on
entrepreneurial organizing appreciates this, research
to date has not given the relationship between organ-
izing decisions and nascent venture outcomes much
attention. Instead, it largely centers on how organ-
izing unfolds as part of venture emergence via deci-
sions that precede initial launch. This has resulted in
a robust literature that has documented legitimizing
activities (Delmar & Shane, 2004), resource-assem-
bly efforts (Brush et al., 2008), and planning initia-
tives (Liao & Gartner, 2006), among others, as salient
drivers of new venture formation.

While these insights are highly valued, the focus
on organizing as a venture formation/emergence issue
has created blind spots in our understanding of entre-
preneurial organizing. One of them is that a key fea-
ture of nascent ventures is resource scarcity (Grichnik
et al., 2014), and moving to the post founding era, it
becomes clear that entrepreneurs can rarely optimally
organize multiple firm activities at once. This puts
pressure on entrepreneurs to discern links between
variations in organizing activities and nascent venture
performance, yet given the research to date, scholars
are able to offer only limited insights. This unsolved
puzzle is a concern because early-stage organizing
decisions chart a course that “can persist for decades”
(Simsek et al., 2015, p. 42), rendering understanding
the performance effects of these decisions a critical
need.

The present study addresses this need by con-
ceptualizing entrepreneurial organizing activities as
resource allocation trade-offs where different func-
tional areas of nascent ventures are necessarily pri-
oritized over others. From this base, we model how
entrepreneurs’ decisions toward those ends shape ven-
ture performance. Doing so requires new theoretical
insights, and we derive them by drawing on concep-
tual features found in the organization action frame-
work that was introduced by James Thompson (1967)
and subsequently applied to aspects of emergent
firms (e.g., Santos & Eisenhardt, 2009; Smith & Cao,
2007) and associated liability of newness dynamics
(Singh et al., 1986). Thompson (1967) introduced
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firm activities in the technical core, boundary span-
ning, and management areas as three complementary,
but at times competing, foci of organizational efforts.
The technical core represents key operational tasks
of production, boundary-spanning encompasses key
interactions with constituents outside the organiza-
tion, and management coordinates and mediates these
activities. We elaborate on these in nascent ventures
and consider them key components of entrepreneurial
organizing, manifest as entrepreneurs’ decisions to
differentially hire staff into these areas, which impacts
venture performance and does so differently in gen-
eralist firms (mix of product and service) versus spe-
cialist firms (product or service exclusively).

We empirically test our conceptualizations using
a sample of 2469 entrepreneurs’ leading nascent
ventures (post-founding/emergence) captured in the
Kauffman Firm Survey (KFS), a longitudinal dataset
that tracks a random sample of US startups over an
8-year period. Using the System Generalized Method
of Moments (SGMM) dynamic panel estimator
(Blundell & Bond, 1998), which allows us to address
the endogeneity of strategic hiring decisions to ven-
ture performance (Hamilton & Nickerson, 2003; Li
et al., 2021), we examine how entrepreneurs’ staff hir-
ing decisions affect short-run nascent venture perfor-
mance. We also test whether the performance effects
of entrepreneurs’ organizing decisions differ for gen-
eralist and specialist ventures.

Together, our theoretical insights and empirical
findings make important contributions to the litera-
ture. First, we uniquely explore entrepreneurial organ-
izing through the lens of Thompson’s (1967) action
framework, and this results in a new way of thinking
about nascent venture entrepreneurial organizing as
unfolding along the dimension of the technical core,
boundary spanning, and management functions.
Second, we move beyond the valuable but narrowly
scoped notion that organizing activities are primar-
ily a concern for firm formation (Brush et al., 2008;
Delmar & Shane, 2004) by documenting organizing
as a feature that carries well past venture founding.
In the vein, our longitudinal data uncovers previously
overlooked patterns in the relationship between post-
emergence organizing activities and venture perfor-
mance. Bridging this chasm, we provide new insights
into how the entrepreneurial journey unfolds over
time (McMullen & Dimov, 2013). Third, by consid-
ering the role of differences between generalist and
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specialist ventures in the organizing and performance
relationship, we reveal a previously undiscovered
nuance where the consequences of resource alloca-
tion decisions in nascent ventures are a function of
firm focus. While generalist versus specialist firm
differences has long been a consideration in domains
such as organization theory (cf., Freeman & Han-
nan, 1983; Swaminathan, 2001), they have received
limited attention in entrepreneurship, and we provide
new understating in this regard.

2 Conceptual Foundations
2.1 Entrepreneurial organizing

Entrepreneurial organizing is the design, configu-
ration, and implementation of elements such as
resources, boundaries, and exchange within emergent
and nascent ventures to create, develop, and deliver
new products and services to the market (Gartner &
Starr, 1993; Katz & Gartner, 1988). Entrepreneurial
organizing embraces that as entrepreneurs introduce
new offerings to the market, they are confronted with
a wide array of possibilities for how to organize their
ventures, seeking in principle, to land on configura-
tions that are the most effective (Brush et al., 2008).
At the same time, entrepreneurs face resource con-
straints (Stevenson & Jarillo, 1990) that limit the
range of activities that they can prioritize within
organizing. We advance, then, that entrepreneurial
organizing typically involves trade-offs between ven-
ture activities where certain areas are emphasized
over others, with higher priority activities receiving
greater resource allocations. Indeed, scholars have
considered organizing activities to be a dynamic con-
figuration where various elements are assembled in
different ways (Birley, 1984; Brush et al., 2008)

It is notable, however, that the organizing research
to date has focused almost exclusively on organizing
as the antecedent to venture founding. These studies
explore pre-emergence organizing, such as saving
money to invest (Gatewood et al., 1995) and prepar-
ing a business plan (Reynolds, 2000), along with
other activities that “lead to the emergence of new
firms” (Lichtenstein et al., 2007, p. 236). In some
cases, authors extend frameworks to explain organiz-
ing via dynamics such as activities that endow legiti-
macy (Manolova et al., 2012; Zimmerman & Zeitz,

2002). While organizing as fuel for the emergence
of new firms is fundamental, it is far from definitive
because organizing occurs and is equally essential in
the post-founding era. Only a few studies have con-
sidered the role of post-emergence organizing (i.e.,
early-stage ventures), generally focusing on business
planning as the activity. These studies link planning
to early-stage venture performance with mixed find-
ings (Brinckmann et al., 2010; Gruber, 2007; Lange
et al., 2007; Schwenk & Shrader, 1993). While there
may be many reasons for the equivocal results, we
advance that activities such as “preparing a busi-
ness plan” (Carter et al., 1996) tend to fade to the
background post-founding as planning gives way to
organizing.

In this vein, Katz and Gartner (1988) delineated
organizing as centering on resources, boundaries
(between venture and environment), and exchange
(inputs/outputs). One organizing activity that touches
each of these arenas and thus is likely to come to the
fore in nascent ventures is the hiring of staff (Gate-
wood et al., 1995; Reynolds & Miller, 1992). As Del-
mar and Shane (2004, p. 385) outline, entrepreneurs
must “conduct product development, hire employ-
ees, seek funds” and the like, and these activities are
“undertaken to different degrees.” While each of the
activities is essential, hiring uniquely spans multiple
domains because employees take up key functions of
the business, such as conducting research and devel-
opment, making sales, and so forth. Further, hir-
ing in nascent ventures is a multidimensional chess
game because resource constraints mean that staffing
to support one activity impacts the potential of other
activities (Lichtenstein et al., 2007). The implication
is that hiring represents a trade-off decision where
the entrepreneur increases support for some activi-
ties while holding constant, or even dialing back,
support for other activities. One arena where trade-
offs between different areas of organizational activi-
ties is a central focus is Thompson’s (1967) theory of
action, which addresses firm configuration in relation
to mitigating uncertainties.

2.2 Learning from Thompson: technical core,
boundary spanning, and managing

Thompson’s (1967) seminal book “Organizations

in Action” argues that firms mold their organi-
zational structures in ways thought to mitigate
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external environmental uncertainties, and by allo-
cating resources in this fashion, firms may enhance
performance. Thompson (1967) highlights that firms
must develop coordinated action to deal with highly
uncertain environments, which are inherent in entre-
preneurship (Alvarez & Barney, 2007; McMullen &
Shepherd, 2006). These actions include production
and activities related to “searching and learning as
well as deciding” (Thompson, 1967, p. 9). Hence,
Thompson points to the need for organizational struc-
ture design to account for the types of coordination
required, and by extension, the types of job roles/
activities involved.

Thompson (1967) proposed three major types of
job roles in organizations: technical core, boundary
spanning, and managerial. The technical core rep-
resents key functioning units that perform the major
tasks of the organization and includes the physical
and intellectual tasks associated with producing a
product or service. Boundary spanning involves the
responsibility of interacting with agents outside the
organization to carry knowledge and objectives to
external constituents and bring back to the organiza-
tion what is learned through boundary interactions
(Weerts & Sandmann, 2010). Those in the third cat-
egory, managerial role, coordinate and mediate tech-
nical core and boundary spanning activities and, in
doing so, gain knowledge and use it to decide future
courses of action. Together, an optimal deployment
and configuration of resources toward these roles
are essential (Spender & Kessler, 1995). Emphasiz-
ing managerial role, for instance, may lead to zeal in
what Thompson (1967, p. 151) calls “opportunistic
surveillance” in which firm leaders scan for chances
to act, and these may prove to be smart moves or fool-
hearted “solutions in search of problem.”

Thompson’s technical core, boundary spanning,
and managing breakdown of organizations have
become a foundational framework. Scholars have
used it to explain navigating the uncertainties of inno-
vation (Spender & Kessler, 1995) and to examine the
role of boundary spanners as gatekeepers in facili-
tating discussion of innovation in terms of organi-
zation structure (Aldrich & Herker, 1977), innova-
tion process (Allen, 1977), networks (Friedman &
Podolny, 1992), and project performance (Tushman
& Katz, 1980). More recent work links engagement
in technical core and boundary spanning activities to
firm performance within different organizational and
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contextual configurations (Pappas & Wooldridge,
2007; Schotter & Beamish, 2011). Together, these
studies reveal the power of Thompson’s insights for
explaining innovative action, and therein, we believe
Thompson’s framework holds promise for the context
of venturing (i.e., entrepreneurs leading their nas-
cent firms). Prior research demonstrates the value of
applying organization theories to entrepreneurship,
where researchers apply what organization theorists
view as a contextual factor (i.e., venturing manifest as
startup/nascent firm) as a theoretical lever (cf., Navis
& Ozbek, 2016; Santos & Eisenhardt, 2009; Younger
& Fisher, 2020). We follow suit by bringing Thomp-
son’s (1967) action framework and its conceptual
logic to bear in developing a new theory that explains
resource allocation decisions embedded in entrepre-
neurial organizing. Specifically, we focus on entrepre-
neurs’ decisions to hire staff into different areas of the
venture as key organizing decisions, as illustrated in
Fig. 1.

Hiring of staff represents an important juncture
in the life of a nascent venture as adding employees
lays the foundation for the capacity needed to become
known as reliable and dependable, which is critical
to gain the confidence and support of constituents
(Aldrich, 1999; Liao et al., 2005; Parker & Belghi-
tar, 2006). That said, employee hiring in nascent ven-
tures is undertaken at different speeds, with different
scales, and with employee tasks allocated in different
ways (Brush et al., 2008; Reynolds & Miller, 1992).
Building on this, we leverage Thompson’s (1967)
action framework to address nascent venture hiring
allocations, unlocking the ways in which allocations
across boundary spanning, technical core, and mana-
gerial roles impact venture performance.

3 Theory and Hypotheses

One essential feature of nascent ventures that shapes
the hiring and allocation of employees is resource
scarcity. As Grichnik et al. (2014, p. 311) make clear,
nascent firms must overcome a “lack of substantial
managerial, financial, organizational, and physical
resources.” At the same time, entrepreneurs’ encoun-
ter difficulty with organizing their nascent ventures to
align scarce resources with objectives that are often
blurred and unspecified (Garonne & Davidsson,
2010). The net effect is that hiring staff in nascent
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Fig. 1 Conceptual approach to entrepreneurial organizing and nascent venture performance

ventures represents an entrepreneurial judgment,
under conditions of uncertainty, concerning the allo-
cation of scarce resources towards their most highly
valued use in seeking to satisfy an entrepreneur’s
objectives (Foss et al., 2019). We use the term alloca-
tion because resource constraints mean that trade-off
decisions have to be made regarding which functional
activity new hires will engage. Areas such as devel-
oping current or new offering(s), adding efficiency
to internal production processes, and developing the
capacity to provide enhanced customer service must
be considered. Further, adding employees requires
the presence and/or increases in an entrepreneur’s
managerial capacity to oversee the work of new hires.
Thompson (1967) grappled with these issues, and his
framework advanced that boundary spanning tech-
nical core, and managing represent key areas of the
organization that may receive resource allocations,
with each allocation decision representing a point
of emphasis. We now explore effects on short-run
performance as nascent ventures differentially add,
through new hires, capacity to these areas, as illus-
trated in Fig. 2.

3.1 Adding boundary span capacity

Boundary spanning activities have been outlined by
Thompson (1967) as those actions that engage exter-
nal actors (e.g., prospective customers) in efforts to,
among other things, facilitate transactions and in the
process gather information about potential market
opportunities. Sales staff are most often the employ-
ees who engage in these activities and therein, ful-
fill two main functions: external representation and

internal information sharing and processing (Aldrich
& Herker, 1977). We argue that, in nascent ventures,
sales employees are charged with external repre-
sentation. They facilitate communication between
members or units within the venture and potential/
current customers in efforts to generate needed trans-
actions (Onyemah et al., 2010). At the same time,
sales representatives are responsible for interacting
with constituents beyond the boundaries of the firm
and “bring back” information from their interactions.
Sales staff gain a sense of customer needs, competi-
tor actions, and other dynamics. They convey these
insights to firm founders or managers, who synthesize
and interpret the information, link it to internal issues
and plans, and make decisions in response (Aldrich
& Herker, 1977). In these ways, sales staff are criti-
cal for nascent ventures, and the entrepreneur’s act of
hiring sales representatives is the prioritizing of the
external boundary-spanning role through resource
allocation to this function.

By increasing boundary-spanning capacity via
hiring sales representatives, their increasing num-
bers add to the volume of information gathered and
shared. This, in turn, increases the rate of market
and competitor intelligence transfer to internal units.
This helps nascent ventures better understand their
target customer, amplifies the sensing of competitive
threats, and increases their ability to sense and tap
unmet needs or changing trends in the market (Jack-
son & Dutton, 1988; Sleptsov & Anand, 2008). In
parallel, increasing the number of sales representa-
tives can build legitimacy and reputation for the nas-
cent venture (Lounsbury & Glynn, 2001; Uberbacher,
2014; Tracey & Dalpiaz, 2018). Having a visible and
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Fig. 2 Empirical model of organizing decisions and nascent venture performance

active sales force can signal to customers and other
stakeholders that the nascent venture is robust in its
efforts to reliably and confidently deliver its products
and/or services. Because nascent ventures typically
produce a limited set of offering(s) and sales staff
tend to focus on narrow target markets, they tend to
be visible to those who operate in the domain (Park &
Bae, 2004). This propels strong coordination between
a nascent firm and its constituents, increasing the flow
of transactions that contribute to firm performance.
The sum of this logic leads to a first hypothesis:

Hypothesis 1: Nascent ventures that invest in hir-
ing sales employees enjoy a positive performance
effect.

3.2 Adding technical core capacity

Technical core activities represent the means of pro-
duction for entrepreneurs to introduce and reliably
deliver products/services to the market (Thompson,
1967). Staff hiring activity within the technical core
bestows a nascent venture with additional capac-
ity for the development and production of products/
services. Thus, two representative hiring activities in
the technical core are the hiring of production staff,
which primarily contribute to producing and deliver-
ing offerings to customers, and the hiring Research
and Development (R&D) staff who focus efforts on
the tasks of further developing current offerings and/
or pursue the development of additional new offer-
ings. We theorize the effects of adding staff to these
areas in turn.

3.2.1 Hiring production staff

Production represents venture activities that gener-
ate and deliver valued products/services to custom-
ers (Shepherd & Patzelt, 2013). Unlike established
firms, a key challenge for nascent ventures is the con-
struction of processes required to deliver a new, and
in some cases visionary, offering to the market with
high reliability and the capacity to scale (Pentland
et al., 2012; Wood & Mckinley, 2017). They must do
this within resource and time constraints. Failure to
deliver goods or services as promised severely under-
cuts venture prospects. Thus, hiring production staff
is a critical consideration for entrepreneurs as doing
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so provides the technical core capacity needed to ful-
fill market commitments reliably.

Indeed, production in nascent ventures can vary
in technical complexity (Daft, 1998; Kaynak, 2005)
and in the degree of outsourcing utilized (Courpas-
son et al., 2016), but nevertheless, periods of initial
experimentation in nascent ventures must eventu-
ally settle into patterns of predictable outputs. Prior
research, including Thompson’s (1967) action frame-
work, document routinization as a frequent pathway
for ventures to reliably produce and deliver product/
service to customers (Hannan & Freeman, 1989; Nel-
son & Winter, 1982). Therefore, a function of entre-
preneurial organizing is developing routines that
allow for stable production performance (Pagell et al.,
2015), and to achieve this, nascent ventures must pro-
gress on the learning curve. The expansion of produc-
tion staff increases a nascent venture’s technical core
capacity to routinize its operations and achieve pro-
duction stability. Hence, when additional production
staff are hired it emphasizes the technical core such
that routinized processes are enabled, leading to an
increased capacity for stable output production. This,
in turn, bolsters nascent venture performance. There-
fore, we propose the following hypothesis:

Hypothesis 2: Nascent ventures that invest in hir-
ing production employees enjoy a positive perfor-
mance effect.

3.2.2 Hiring R&D staff

An important aspect of nascent ventures is the design
and development of the goods or services deliv-
ered to customers (Boyer & Blazy, 2014; Tatikonda
et al.,, 2013). The design and development function
is typically handled by R&D staff. R&D is an essen-
tial function in organizations broadly, but it can be
especially crucial for nascent ventures attempting
to establish their offering(s) as distinct and/or supe-
rior to those currently available in the marketplace.
At issue, however, is that an inherit complication
of R&D is high uncertainty. There are few assur-
ances that investments in R&D will generate returns
(Kothari et al., 2002). Thompson’ (1967) framework
suggests this is due, in part, to R&D requiring high

coordination given its interdependent nature. That is,
R&D is cumbersome because it requires coordination
of expert and specialized knowledge, and in nascent
ventures, such coordination and expertise are often
limited (McGee et al., 1995). R&D requires adjust-
ments and pivoting to address technical issues and
market feedback (Amabile, 1996; Xu et al., 2019).
Therefore, in nascent ventures, entrepreneurs and
their respective R&D staff must intensively commu-
nicate with each other, share knowledge, and jointly
converge on development paths (Marschak & Radner,
1972). These processes can be time-consuming and
resource-intensive, and in the end, may not yield a
viable output.

Hence, while adding to the technical core through
hiring R&D staff provides the capacity to develop
current or future offerings more readily, there is not
a direct line to firm performance in the way there is
with adding production staff (Kothari et al., 2002).
Ultimately, “entrepreneurs who invest in R&D pro-
jects face the technical uncertainties associated with
completing the project, and these are idiosyncratic
and inherently unhedgeable” (Whalley, 2011, p. 413).
The uncertainty of R&D does not mean that it cannot
or will not pay off as there are indeed nascent ven-
tures that effectively capitalize on R&D efforts (e.g.,
McGee & Dowling, 1994). Yet on average, nascent
firms struggle to capitalize on R&D. Prior research
offers rather compelling evidence that economic
returns on R&D tend to be skewed toward a few “big
hits” (Grabowski & Vernon, 1994) which glosses
over the reality that a great many firms experience
“dissatisfaction with the low returns on their R&D
investments” (Ravichandran et al. (2017), p. 812).

The low return on R&D has been a problem has
been documented as flowing from, among other
things, the firm’s inability to develop complimen-
tary capabilities that enable R&D efforts, such as
“engaging customers in innovation activities, exploit-
ing external ideas, managing huge amounts of data”
and the like (Ravichandran et al., 2017, p. 812, cit-
ing El Sawy et al., 2016, Jaruzelski & Dehoff, 2010,
Leiponen & Helfat, 2010). Developing R&D com-
plementary capabilities is especially challenging in
nascent firms, given resource constraints. Add to this,
there is a high degree of entrepreneurial skill needed
in nascent firms to effectively convert R&D efforts
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into enhanced venture performance (Michelacci,
2003), and such skill is often in short supply.’

This does not mean that R&D is not valuable for
nascent ventures, but rather its efficacy is highly
variable (Ravichandran et al., 2017). R&D staff must
process a large amount of information from users,
customers, and even outside technical experts and
synthesize it into the development of the product/
service. This can result in confusion, interpretive
missteps, technical impossibilities, and overengineer-
ing that can block or create errors in product/service
offerings (March, 1991; Musaji et al., 2019). There-
fore, entrepreneurial organizing in nascent ventures
toward R&D, through adding R&D staff, will tend to
experience a negative performance effect. This sug-
gests the third hypothesis.

Hypothesis 3: Nascent ventures that invest in hir-
ing R&D employees suffer from a negative perfor-
mance effect.

3.3 Adding management capacity

Another option for entrepreneurial organizing is to
focus on increasing formal coordination and control
capabilities by hiring management staff. As entre-
preneurs move their nascent ventures forward, they
develop the “know-how” to optimally organize the
venture (Argote & Miron-Spektor, 2011). But this
knowledge, if held by the entrepreneur alone, is tacit
such that access to it by various stakeholders is lim-
ited (Ambrosini & Bowman, 2001; Hayek, 1945),
placing limits on the venture’s ability to optimize. To
address this, entrepreneurs impose formal organiza-
tion structures on their nascent ventures and therein,
bring in manager(s) to run daily operations. This is
useful on several fronts in relation to organizing.
First, the addition of management staff injects the

! Note that R&D is not always conducted simply for economic
returns. Firms engage in R&D even when they know the activ-
ity may be a cost center, rather than a revenue driver, because
conducting R&D allows ventures to have the technical exper-
tise to leverage spillover knowledge and therein better work
with key suppliers, understand new developments in the mar-
ket, and in some cases reverse engineer competitor offerings
(Cohen & Levinthal, 1994; Rodriguez-Pose and Crescenzi, R.,
2008).
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nascent venture with hierarchical coordination, which
is a known approach to address innovation to market
issues such as production problems (Bonaccorsi &
Rossi, 2003). Second, managers increase the capacity
to “evaluate and select routines from among the most
promising ones,” and they educate and guide work-
ers to follow routines that help with “organizing the
emergent ventures’ cooperative behaviors” (Aldrich
& Yang, 2014 p. 69). Moves in this direction repre-
sent what Burns and Stalker (1961) and Thompson
(1967) articulate as a shift from organic structure to a
more mechanistic structure.

As this shift unfolds, there is recognition that the
management role is nuanced because some manag-
ers have an ownership stake in the firm while others
do not.? Distinguishing between these two classes of
managers is useful because when it comes to manage-
ment capacity in nascent ventures, both coordination
issues (as discussed above) and managerial alignment
issues come into play. Prior research has long dis-
cussed the problems that arise when one party (e.g.,
manager) acts on behalf of another (entrepreneur/
owner) in ways that misalign, engaging actions that
favor what is best for the employee over what is best
for the owner(s) (e.g., Jensen & Meckling, 1977).
While such self-interest seeking by employees can
happen, in nascent ventures, it is often not as pressing
of a concern as another misalignment issue: differ-
ences in access, processing, and use of information.
Agency theory research has documented that when it
comes to the employee-owner dyad, asymmetries can
form as employees withhold information from owners
(Arrow, 1984; Mishra et al., 1998). In the case of nas-
cent ventures, however, the problem tends not to be
so much one of withholding information as it is one
of the differences in attention toward and use of spe-
cific information, such that owners often attend to and
emphasize different aspects of business-related infor-
mation than do employees. This is what is known as
a “preference” or principal-agent problem in which
hired managers do not exhibit the same preferences in
attention and related ways of operating that owners do
(Shapiro, 2005).

Applied to the action framework (Thompson,
1967), preference problems serve as an additional

2 We thank an astute reviewer for pointing this out and recom-
mending this consideration.
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explanation for why there is likely to be a negative
relationship between entrepreneurs hiring employee-
managers and firm performance. That is, employee
managers do not reflect the owners’ attentional, infor-
mational, and operation preferences. This might be
because managers’ personal incentives are not well-
aligned with owner preferences, or because of a selec-
tion hazard where the employee-manager lacks the
skills to adopt owner preferences, but regardless the
net effect is that employee-managers are unable to
execute venture operations with the same efficacy as
owners. One solution for this is to remove the align-
ment gap by having owner-managers, rather than
employee managers, lead venture activities. In other
words, instead of hiring traditional wage-paid manag-
ers, the venture can instead provide an equity owner-
ship stake in return for management skill and effort
(Jensen & Murphy, 1990; Mehran, 1995).
Admittedly, entrepreneurs are often reluctant to
give up equity, and thus adding owner-managers is
not the most common approach, but the reason for
doing so is an increased chance that owner-manager
additions will adopt an “owner mindset” where the
most effective practices are utilized. Audretsch et al.’s
(2009), p. 153) nicely encapsulate this logic, not-
ing that in nascent ventures, “equity ownership may
not only serve as a mechanism to ensure managerial
effort (Jensen & Meckling, 1977), it also provides
incentives to make firm-specific investments beyond
their managerial expertise.” Hence, we contend that
as firms increase the number of owner-managers, they
experience improvements in the coordination of activ-
ities needed to boost nascent venture performance.
This logic is reflected in the following hypothesis:

Hypothesis 4alb: Distinguished by owner status,
nascent ventures that add a) non-owner managers
suffer from a negative performance effect, while
those that add b) owner-managers will enjoy a pos-
itive performance effect.

3.4 Moderating role of specialization

A final element of our conceptual model is the inte-
gration of the role of venture specialization. By this,
we mean whether a nascent venture is a general-
ist firm that introduces a mix of product and ser-
vice offering(s) or is a specialist firm that focuses

exclusively on product or service offering(s). While
specialization can be delineated in different ways,
we follow research that cites differences between
the way product and service firms evolve (Avlonitis
et al., 2001; Brentani, 1991; Zeithaml, 1981). Specifi-
cally, services are demarcated from products by their
intangible, simultaneously produced and consumed
nature (Johne & Storey, 1998). This renders certain
elements central for service firms. There is, for exam-
ple, greater pressure on service firms to “interact
with potential users” (Alam, 2002, p. 25), resulting
in an increased need for “employee involvement” to
account for the customer-centric nature of services
(Vermeulen et al., 2005, p. 692). These differences
are impactful because they increase complexity and
fuel coordination demands for nascent firms that
introduce a mix of products and services. Entrepre-
neurs who build their ventures exclusively on prod-
ucts or services face a less complex task environment
(Dess & Beard, 1984) and, therein, can tailor firm
activities and resource deployments with a singular,
and presumably more efficient, focus.

Applied to our study, we advance that nascent
firms whose product or service specialize will expe-
rience different performance effects from staff hiring
decisions than those ventures that generalize (mix of
products and services). This is because when it comes
to allocation of staff to the technical core, boundary-
spanning, or management realms (Thompson, 1967),
whether a nascent venture is product or service spe-
cialized influences how those resources are utilized.
New service introductions, for example, tend to focus
on making minor pivots and do not require a high
level of R&D activities (Tamura et al., 2005), while
new product introductions tend to involve innovations
that require R&D (Johne & Storey, 1998). Firms that
specialize can adjust accordingly, whereas firms that
generalize must balance these competing demands,
not just with R&D but also with the management of
firm activities.

At the same time, while a specialist venture
hones a specific market domain (Park & Bae, 2004),
a generalist venture that offers both products and
services faces an expansive market domain and,
therein, additional contingencies (Metters & Var-
gas, 2000). This is an issue for boundary spanning
because there are “more contingencies than bound-
ary spanners can keep under surveillance” (Thomp-
son, 1967, p. 133). As we argued above, sales
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staff are key boundary spanners, and an expansive
domain of mixed offerings renders sales staff una-
ble to gather and communicate information back
to the venture with the same efficiency as those in
specialized firms. Finally, the hiring of production
staff plays differently in specialist versus generalist
firms. These workers are charged with transforming
domain-specific knowledge that boundary spanners
bring back to the firm, and this knowledge creation
process tends to be more fragmented in general-
ist ventures (Li et al., 2009). The net effect is that
in mixed offering ventures, convergence around
aspects of production can be slow as customer and
supplier requirements are incorporated (Schilling &
Hill, 1998), rendering increases in production staff
less effective.

When it comes to R&D and management, we
reiterate that ventures who specialize face a less
complex task environment. This allows them to tai-
lor R&D such that they are better able to develop
complementary capabilities that enable R&D
efforts, such as coordination with outsiders whereby
they can “engage customers in innovation activi-
ties” because they have a more focused audience
(Ravichandran et al., 2017, p. 812). This renders
the hiring of R&D staff more effective, weaken-
ing the performance penalty when firms specialize.
While this is a positive effect from specialization,
things change when it comes to hiring management
because specialization further encourages adoption
of more mechanistic structures that inhibit the flex-
ibility needed to address the shifts nascent ventures
commonly experience (Spender & Kessler, 1995).
In specialized firms, managers tend to become task-
focused, and this narrows their field of vision when
it comes to coordination and the need to engage in
boundary spanning activities (Thompson, 1967) that
allow ventures to sense changes in the market and
adapt accordingly. Hence, we theorize that specialist
firms will receive a greater performance boost from
the increased alignment that comes from adding
owner-managers, while the negative effect of adding
non-owner managers will be amplified.

Taken together, these elements of entrepreneurs’
staff hiring decisions reflect differential effects
depending on whether the nascent venture is a gen-
eralist or specialist firm. These effects are reflected in
the following set of hypotheses:
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Hypothesis Salbicldle: Specialization (product or
service focus) moderates the relationship between
nascent venture employee hiring decisions and
firm performance. As compared to generalist
ventures, specialized ventures realize a stronger
positive performance effect from hiring (a) sales
staff, a weaker positive performance effect from
hiring (b) production staff, a weaker negative per-
formance effect from hiring (c) R&D staff, and a
stronger negative performance effect from hiring
(d) only non-owner management staff, while a
stronger positive performance effect from (e) only
owner-management staff.

4 Data and Methodology
4.1 Dataset

We use the KFS, a longitudinal dataset that tracks a
random sample of 4928 US nascent ventures over an
8-year period. The KFS sample was randomly drawn
from the cohort of new ventures founded in 2004
from the Dun and Bradstreet database’. The sample
of ventures was surveyed annually until 2011. The
dataset contains information on firm-level character-
istics and founder attributes. Firm-level information
captured includes the firm’s legal form, number, and
types of employees, the number of founders, revenue,
assets, expenses, industry, equity, and debt financ-
ing. For the founder level of information, the datasets
report gender, education, and years of work expe-
rience for each founder (Robb et al., 2009; Robb &
Watson, 2012).

3 To derive their sample, Farhat and Robb (2018) first drew
a random sample of more than 250,000 newly formed busi-
nesses. To be eligible for the sample, a firm must have satis-
fied at least one of the following conditions for the first time
in 2004: (a) Obtained an employer identification number; (b)
Used Schedule C or Schedule C-EZ to report either income
from the business or personal income tax when trading as
a sole proprietor; (c) Reported making state unemployment
insurance payments; or (d) Reported making federal insur-
ance contribution act payments. Three types of businesses
were excluded from their sample: (1) those started as a branch
or subsidiary of an existing business; (2) inherited businesses;
and (3) not-for-profit organization. These selection criteria
yielded a final unweighted sample of 4928 newly formed, inde-
pendent ventures.
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‘We chose the KFS dataset for several reasons. First,
the KFS is a longitudinal dataset with records of a large
number of ventures in the USA over an 8-year period
from 2004 to 2011, providing us with sufficient time
duration to observe how organizing activities unfold and
influence firm performance. Second, the KFS includes
information on post-establishment new venture per-
formance. All firms are created at the same time (i.e.,
2004), but performance is recorded in each subsequent
year. Third, the KFS offers details on organizing activi-
ties (Farhat & Robb, 2018), particularly on the catego-
rization of the types of hiring activities into specified
units. Additionally, the KFS provided information on
many influential exogenous variables (e.g., information
on intellectual property, legal status, firm location, etc.)
that we include as control variables. Due to missing data,
our final sample consists of an unbalanced panel of 2484
nascent ventures and 11,802 firm-year observations.

4.2 Dependent variable

Our dependent variable is nascent venture perfor-
mance, and we operationalize it as revenue. Follow-
ing previous entrepreneurship research (Campbell
et al., 2012; Eisenhardt & Schoonhoven, 1990; Gru-
ber et al., 2008; Murphy et al., 1996), we use revenue
as our measure of nascent venture performance
because it is the first indicator that a new venture has
successfully marketed its products and services to
paying customers (Dencker & Gruber, 2015). Using
the CPI-U index, we adjusted the raw revenue data to
constant 2011 figures to account for inflation. We
then transformed real revenue using the inverse
hyperbolic sine (IHS) transformation (
rev = arcsinh(rev) = In <rev + Vrev?: + 1)) for two

reasons. First, revenue is highly skewed such that it
needs to be transformed to better approximate a nor-
mal distribution and reduce the effect of outliers. Sec-
ond, our sample contains a large number of zeros
(i.e., 1828 or 15.9% of our 11,521 observations are
zero), and the THS transformation retains zero-valued
observations, which may be economically meaningful
(Bellemare & Wichman, 2020).

4.3 Independent variables

Our study is concerned with a better understanding of
how nascent venture hiring decisions influence firm

performance. Specifically, we examine five differ-
ent employment categories: (1) Sales Employment;
(2) Production Employment; (3) R&D Employment;
(4) Non-Owner Management Employment; and (5)
Owner Management Employment as proxies to meas-
ure a new venture’s boundary span, technical core,
and management capacity. We measure all five vari-
ables as the number of employees in each category in
a given year.

In testing H1, we use the number of sales employ-
ees as a proxy for the boundary span capacity. This
follows prior studies that generally agree, sales staff
is a strong representation of boundary spanning as the
activities of sales personnel connect the firm and cus-
tomer (Aldrich & Herker, 1977; Lysonski & Johnson,
1983; Wyld, 2010). For H2 and H3, we use the num-
ber of production personnel and the number of R&D
personnel as proxies for the technical core capacity.
Prior research has indicated that the capacity of a pro-
duction unit represents a new venture’s technical core
capacity in terms of effectively allocating resources
into producing and delivering products/services to the
market (Tatikonda et al., 2013). On the other hand, in
justifying a firm’s capacity in innovating new prod-
ucts and/or services, we observe that researchers who
study innovation generally agree that ventures acquire
new knowledge by hiring new R&D employees (Miil-
ler & Peters, 2010; Niebuhr, 2006). Thus, following
Mann and Sanyal (2010), in using the number of
R&D personnel, we use a similar measure as a proxy
for a firm’s R&D (technical) capacity. Finally, fol-
lowing Grimpe et al. (2019), we use the number of
employee managers and the number of owner-manag-
ers to test H4a and H4b.

4.4 Moderator variables

Prior studies in specialization have operationalized
the measure for business model focus in terms of air-
craft types (Claussen et al., 2018) or car engine types
(Dobrev et al., 2001; Dobrev et al., 2002). We adopt
a similar operationalized strategy and measure the
specialization in a nascent venture in terms of three
categories—generalization, product-focus, and ser-
vice focus. We contend that specialization moderates
the performance effects of nascent venture employee
hiring decisions. We conceptualize specializa-
tion as product or service focus, which we measure
using two dummy variables. First is Product-Focus,
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a dummy variable equal to one if a firm exclusively
offers products for sale, and zero otherwise. Second
is Service-Focus, a dummy variable equal to one if a
firm exclusively offers services for sale, and zero oth-
erwise. Our baseline omitted category is generaliza-
tion, which includes nascent ventures that offer both
products and services.

4.5 Control variables

We control for a large number of variables that poten-
tially affect firm performance. First is a set of charac-
teristics of the primary entrepreneur, including: Age
and Age-Squared; number of years of work experi-
ence (Experience); a dummy variable equal to 1 if
the entrepreneur has at least a bachelor’s degree and
0 otherwise (Education); and dummy variable equal
to 1 if the entrepreneur has started at least two other
businesses (Serial Entrepreneur). Second is a set of
founding team characteristics, including: the share
with US citizenship (Citizenship Share) and its Gen-
der Diversity and Cultural Diversity. We measure the
two diversity variables using Blau’s (1977) index.

Third, we control for a set of firm-level factors,
including: the hours worked by owner employees
(Owner Hour Share); a dummy variable indicating
whether the firm has a patent (Intellectual Property);
the value of a firm’s investment capital, adjusted for
inflation and transformed using the IHS function to
account for the large number of zeros (i.e., 70% of
observations) and skewed nature of the data (Invest-
ment); and a dummy variable equal to 1 if the firm is
a home-based business and O otherwise (Home-Based
Business). Lastly, we control for the target market of
a firm’s offerings by including three dummy variables
equal to 1 if a firm markets its products and services
regionally (Regional Market), nationally (National
Market), and internationally (International Market).
Table 1 describes the variables included in our analy-
sis, as well as provides summary statistics. We pre-
sent a correlation matrix in Table 2.

4.6 Methodology

We estimate the effect of employee hiring decisions
on nascent venture performance for a sample of 2484
startups over the period 2004-2011 using the System
Generalized Method of Moments (SGMM) dynamic
panel estimator (Arellano & Bover, 1995; Blundell
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& Bond, 1998), a method increasingly used in longi-
tudinal entrepreneurship studies (Bennett, 2019a, b;
Croce et al., 2013; Tran, 2019). SGMM is an appro-
priate choice for our analysis for several reasons.
First, the process by which our DV (i.e., revenue) is
generated is likely dynamic (i.e., firm revenue has a
high degree of persistence such that revenue in period
t is strongly correlated with revenue in period 7—1).
As such, a dynamic panel model that controls for this
persistence in firm revenue is needed. SGMM avoids
the Nickell (1981) autocorrelation bias that arises
from controlling for lagged values of the DV and
unobserved, time-invariant firm heterogeneity in the
same equation.

Second, hiring decisions by entrepreneurs are
strategic decisions that are endogenous to firm per-
formance (Hamilton & Nickerson, 2003). Typical
regression methods (i.e., Ordinary Least Squares)
fail to correct for this simultaneity bias, leading to
biased coefficient estimates and potentially faulty
statistical inference about hypotheses (Wooldridge,
2010). SGMM corrects for this source of endogene-
ity using internal instrumental variables, allowing for
causal estimates (Bascle, 2008). More specifically,
SGMM provides a weighted estimates from a sys-
tem of two equations, including: (i) a first-difference
equation that uses lagged levels of the endogenous
variables as instruments; and (ii) a level equation that
uses lagged differences of the endogenous variables
as instruments (Arellano & Bover, 1995; Blundell &
Bond, 1998).4 Lastly, our dataset includes 2484 firms
observed over an 8-year period, and SGMM is appro-
priate for panels with a large cross-sectional sample
and small-time dimension (Bennett, 2019b).

For our main analysis, we estimate Eq. 1 using the
Stata command xtabond2 (Roodman, 2009b), where
Rev; , is revenue for firm i in period #; Employ; ,_ is
a matrix of employment variables (i.e., sales, R&D,
production, management) for firm i in period t-1; X; ,
is a matrix of control variables for firm 7 in period ¢;
0; and T, denote firm and period fixed effects; ¢; , is an

4 Due to the unbalanced nature of our dataset, we use forward
orthogonal deviations as instruments in lieu of lagged differ-
ences for the level equation (Arellano & Bover, 1995; Rood-
man, 2009b).
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Table 1 Variable descriptions and summary statistics
Variable Description Mean SD  Min Max
Revenue Annual firm revenue, transformed using inverse hyperbolic sine (IHS) func- 936 477 0.00 20.37
tion.
Sales employment Number of sales employees. 0.96 3.12 0.00 100.00
Production employment Number of production employees. 0.87 3.71 0.00 100.00
R&D employment Number of R&D employees. 0.58 1.77 0.00 100.00
Owner manager Number of owners who are also management employees. 1.35 0.84 0.00 15.00
Non-owner manager Number of management employees who are not the owner. 0.40 2.17 0.00 198.00
Product-focus Dummy variable=1 if firm only markets products, O otherwise. 0.14 0.35 0.00 1.00
Service-focus Dummy variable=1 if firm only markets services, O otherwise. 0.53 0.50 0.00 1.00
Age Age of primary entrepreneur. 47.55 13.50 0.00 103.00
Education Dummy variable=1 if entrepreneur has at least a college education, 0 other- 0.58 0.49 0.00 1.00
wise.
Experience Number of years of work experience of entrepreneur. 13.53 11.01 0.00 60.00
Serial entrepreneur Dummy variable=1 if entrepreneur has started at least 2 other businesses, 0  0.21  0.41 0.00 1.00
otherwise.
Gender diversity Blau’s index of gender diversity of founding team. 0.08 0.18 0.00 0.50
Cultural diversity Blau’s index of racial diversity of founding team. 0.02 0.09 0.00 0.67
Citizenship share Share of active owner-operators who are US citizens. 0.97 0.15 0.00 1.00
Owner hour share Active owner-operator hours as share of all employee hours. 37.07 21.52 0.00 120.00
Intellectual property Dummy variable=1 if firm has a patent, 0 otherwise. 021 041 0.00 1.00
Investment Value of all sources of financial investment, transformed using IHS function. 2.91 4.58 0.00 17.20
Home-based business Dummy-variable=1 if home-based business, 0 otherwise. 0.53 0.50 0.00 1.00
Regional market Dummy variable=1 if firm markets products/services regionally, O otherwise. 0.01 0.12 0.00 1.00
National market Dummy variable=1 if firm markets products/services nationally, O otherwise. 0.01 0.11 0.00 1.00
International market Dummy variable=1 if firm markets products/services internationally, 0 0.02 0.15 0.00 1.00

Observations

Number of startups

otherwise.
11,802
2484

idiosyncratic error term; and f is a parameter vector
that captures the main effects of our independent vari-
ables of interest.

2
Rev,, = a, + ijlajRevi’,_j + Employ;’t_lﬁ + X,y +0;+VT; +e;,

to our DV (i.e., revenue) to account for the skewness
and large number of zeros in our dataset, interpreta-
tion of the coefficient estimates is not straightforward.

ey

Before presenting our results, we first highlight
that we adopt best practices recommended by Wenn-
berg et al. (2019) on reporting and discussing our
empirical findings. First, we omit asterisk from our
tables. Second, we report exact p values and 90%
confidence intervals for our independent variables.
Third, we interpret the effect sizes of our independent
variables. Because we applied the IHS transformation

We, therefore, derived semi-elasticities for our inde-
pendent variables by applying the hyperbolic sine
transformation of our coefficient estimates, ﬁ, and
multiplying by E";Lloy. More specifically, we used the
Stata command nlecvom to derive the Eq. 2, where & is
the elasticity and Rev and Employ denote the sample
means of firm revenue and the respective employment
variable (Bellemare & Wichman, 2020).
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— 8 —
o < A~ |——— VRev +1
2 £=100-| | Employ - ~—— @)
o S 3 Rev
Q | =
= g 5
o | T 3 < Next, because we utilize observational data, we
S s 3z .addrCSS t.wo potential .sourc.es of endggepeity. .F%rst
© | < s 3 is potential simultaneity bias. That is, in addition
to hiring decisions influencing firm performance,
I = 8 3 it is conceivable that firm performance influences
— [ (=] (=] .« . .« . .
hiring decisions. As described above, we employ
N E s SGMM, an instrumental variable method that uti-
N ! ! lizes lagged values of endogenous variables as
§ % 2 instrumental variables to address this issue (Li
=0 ! S et al., 2021). Second is potential survivorship bias
2 + o attributable to firm attrition over the longitudinal
3 S '
|9 s 2 survey period (Cader & Leatherman, 2011). That
- - - is, if the final sample of firms that remain in the
@ |3 3 3 KFS for the duration of the survey period differs
systematically from the original sample of firms
o | 8 g 3 (Dosi et al., 2017), resultin i f-
o | g = . , g estimates may su
fer from a form of sample selection bias (Certo
- ’g § § et al., 2016; Heckman, 1979). Fortunately, the KFS
authors (Farhat & Robb, 2018) addressed this issue
- |8 gl %‘ at the outset of their survey by oversampling and
— (=] . o .
recalculating probability weights for each succes-
3 g g sive survey wave. These weights allow analysts
R ! © to account for the failure of nascent ventures and
§ § %* their permanent exit from the longitudinal dataset
o [ 1 ' ' (for more information, see Farhat & Robb, 2014).
g - We follow Dosi et al. (2017) in using the KFS
- |7 s 2 probability weights from the final period in our
- - estimations.’
o | 2 s S Finally, we treat as endogenous the following
variables: the two lagged values of our DV (i.e.,
(=3 [N o0 . . . .
= g g firm revenue); our five independent variables
(i.e., sale, production, R&D, and owner and non-
- é § N owner management employment); product-focus
and service-focus; and our target market variables.
2 = = To reduce potential issues of autocorrelation and
o (=] S (=] . . . . . .
instrument proliferation, which can invalidate
5 5 N results, we collapse the instrument matrix and
S S S =)
Tl_|g ¢
g — (=) (=) (=]
| |sszzs &
S22 35 25 P, . :
2 IS o ] As a robustness check, we also estimate our model using the
% Heckman (1976) two-step method (Bascle, 2008; Hamilton &
3] & s} N Nickerson, 2003). See Sect. 5.3 for more details.

@ Springer



448

A.Longetal.

Table 3 Effects of new venture hiring decisions on performance

M (@)

Lagged DV Coef SE p Coef SE P
Revenue, 1-year lag 0.550 0.191 0.004 0.222 0.021 0.000
Revenue, 2-year lag 0.099 0.113 0.381 0.090 0.017 0.000

Main effects
Sales employment 0.043 0.026 0.090 0.055 0.016 0.001
Production employment 0.045 0.023 0.052 0.088 0.051 0.083
R&D employment —0.043 0.063 0.494 -0.114 0.088 0.195
Owner management -0.016 0.138 0.910 0.167 0.199 0.403
Non-owner management —0.090 0.047 0.054 0.122 0.123 0.320

Moderators
Product-focus -0.413 0.345 0.231 —0.806 0.524 0.124
Service-focus 0.015 0.255 0.948 0.110 0.377 0.771
Product-focus*sales 0.256 0.132 0.053
Product-focus*production —0.028 0.054 0.608
Product-focus*R&D 0.125 0.154 0.415
Product-focus*owner management 0.084 0.288 0.771
Product-focus*non-owner management —0.456 0.307 0.138
Service-focus*sales 0.020 0.033 0.535
Service-focus*production —0.075 0.058 0.195
Service-focus*R&D 0.099 0.105 0.346
Service-focus*owner management —0.105 0.201 0.601
Service-focus*non-owner management -0.217 0.130 0.095

Entrepreneur controls
Age 0.033 0.011 0.003 0.055 0.014 0.000
Agen2 0.000 0.000 0.005 —0.001 0.000 0.000
Education 0.369 0.138 0.008 0.642 0.126 0.000
Experience 0.006 0.005 0.206 0.012 0.006 0.053
Serial entrepreneur 0.041 0.097 0.678 —0.018 0.146 0.904

Founding team controls
Gender diversity 1.276 0.418 0.002 1.680 0.381 0.000
Cultural diversity -1.736 0.498 0.000 -2.278 0.714 0.001
Citizenship share 0.334 0.340 0.326 0.743 0.477 0.119

Firm level controls
Owner hour share 0.028 0.006 0.000 0.042 0.003 0.000
Intellectual property 0.345 0.131 0.008 0.404 0.151 0.007
Investment -0.018 0.012 0.144 0.022 0.015 0.155
Home-based business —0.682 0.237 0.004 —1.194 0.150 0.000

Market controls
Regional market 0.214 0.355 0.548 0.347 0.384 0.367
National market 0.345 0.219 0.116 0.459 0.262 0.080
International market —0.030 0.250 0.906 —0.264 0.331 0.425

Semi-elasticities
Sales: baseline 0.039 0.023 0.090 0.049 0.014 0.001
Sales: product-focus 0.280 0.119 0.019
Sales: service-focus 0.067 0.029 0.019
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Table 3 (continued)

(@)) )

Lagged DV Coef SE p Coef SE p
Production: baseline 0.036 0.018 0.052 0.070 0.040 0.083
Production: product-focus 0.048 0.017 0.006
Production: service-focus 0.010 0.026 0.701
R&D: baseline —0.025 0.036 0.494 —0.065 0.050 0.195
R&D: product-focus 0.007 0.074 0.929
R&D: service-focus —0.008 0.036 0.817
Owner management: baseline -0.021 0.187 0.910 0.226 0.270 0.403
Owner management: product-focus 0.340 0.365 0.351
Owner management: service-focus 0.083 0.208 0.689
Non-owner management: baseline —-0.036 0.019 0.054 0.049 0.050 0.320
Non-owner management: product-focus —0.135 0.116 0.247
Non-owner management: service-focus —0.038 0.017 0.026

Joint tests of significance

p(Sales marginal effect) 0.000
p(Production marginal effect) 0.019
p(R&D marginal effect) 0.632
p(Owner management marginal effect) 0.742
p(Non-owner management marginal effect) 0.061

Model statistics

Observations 11,802 11,802
Startup firms 2484 2484
p (Hansen difference) 0.440 0.097
p(AR1) 0.004 0.000
Pp(AR2) 0.669 0.391
Lag limit A 3 1

Lag limit B 4 7

No. instruments 124 183

Notes. System GMM estimates of startup hiring decision effects on firm performance. DV is annual firm revenue, transformed using
inverse hyperbolic sine transformation (IHS). IVs include: sales employment, production employment, R&D employment, and owner
and non-owner management employment—all lagged one year relative to DV. Model 1 is baseline. Model 2 includes interactions
between IVs and both product and service-focus dummy variables. All models control for: 2 lags of DV; sets of entrepreneur-level,
founding team, and firm-level control variables; target market dummy variables; and state, industry and year effects. Standard errors
robust to heteroskedasticity and autocorrelation. We use forward orthogonal-deviations in lieu of lagged differences to account for
the unbalanced nature of our panel dataset (Arellano & Bover, 1995). Semi-elasticities computed by applying hyperbolic sine trans-
formation to coefficient estimates and multiplying by X/Y (Bellemare & Wichman, 2020). Joint tests of significant correspond to
joint test of significance of a given IV and its interaction terms (Brambor et al., 2006). p(Hansen difference) denotes the p value
from the difference-in-Hansen test for the validity of the SGMM-style instruments. p(AR1) and p(AR2) represent the p values from
Ist and 2nd autocorrelation tests. Instrumental variable matrix collapsed and lag limit AIB imposed to reduce instrument count and
minimize instrument proliferation issue (Roodman, 2009b). Reported semi-elasticities are multiplied by 100 for interpretation in the
reporting of results in Sect. 5.

impose instrumental variable lag limits that satisfy 1.00); and (ii) there is no second-order autocor-
the following conditions: (i) the null of the dif- relation (i.e., p(AR2) > 0.05) (Roodman, 2009a,
ference-in-Hansen over-identification test for the b). We treat the remaining firm-level control vari-
validity of the instruments is not rejected and is not ables, and fixed industry, fixed state and period

implausibly perfect (i.e., 0.05 <p(DiffHansen)< effects as pre-determined.
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Fig. 3 Moderation effect graphs

5 Results
5.1 Main results

We present our baseline SGMM results in model 1
of Table 3° Consistent with H1, we find a positive
relationship between sales employment and firm per-
formance. The derived semi-elasticity from the coef-
ficient estimate is 3.91% (p=0.09; ¢i=[0.00 0.07]),
suggesting that a nascent venture which hires an
additional sales employee achieves a 3.91 percentage
increase in revenue, ceteris paribus. We also observe,
consistent with H2, a positive relationship between
production employees and performance. The derived
semi-elasticity from the coefficient estimate is 3.57%
(»=0.05; ci=[0.00 0.06]), suggesting that a nas-
cent venture which hires an additional production

® Reported semi-elasticities are multiplied by 100 for interpre-
tation in the reporting of results in section 5.
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employee achieves, all else equal, a 3.57 percentage
increase in revenues. Meanwhile, we observe a nega-
tive relationship between R&D and firm performance;
however, the variable is not statistically significant at
the 10% level. This suggests that the coefficient esti-
mates, and implied semi-elasticities, are not statisti-
cally different from zero. The result, which is incon-
sistent with H3, implies that adding R&D personnel
does not impact nascent venture performance.

We investigated the role of adding management
capacity by decomposing the number of total manag-
ers to separately account for the performance effects
of owner-managers and non-owner managers, allow-
ing us to test H4a and H4b. We include both varia-
bles in the same regression and report these results as
model 1 in Table 3. We observe, consistent with H4a,
that non-owner managers are negatively associated
with firm performance. The semi-elasticity is —3.61%
(»=0.05; c=[-0.07 —0.01]), suggesting that a nascent
venture which hires an additional non-owner man-
ager achieves a 3.61 percentage decrease in revenue,
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ceteris paribus. Meanwhile, the owner-manager vari-
able enters the model negatively, but it is not statis-
tically significant. This result, which is inconsistent
with H4b, suggests that adding owner-managers does
not influence nascent venture performance.

5.2 Moderation results

Next, we add interaction terms between each of our
employment variables and both product-focus and
service-focus to test our moderation hypotheses. The
baseline omitted category is generalist ventures that
offer both products and services. The main effect esti-
mates for each of the employment variables capture
the effects of the employee hiring decisions on firm
performance for the baseline sample of generalist
ventures (see Fig. 3). The effects of employee hiring
decisions for product and service-focused firms are
captured by the sum of the main effect and respec-
tive moderation effect terms (Brambor et al., 2006).
We present these results in model 2 of Table 3 and
provide graphs of the interaction effects in Fig. 3.
In this specification, the p values from joint tests of
significance suggest that the marginal effects of sales
(»=0.00), production (p=0.02), and non-owner
management employment (p=0.06) are statistically
significant at conventionally accepted levels, while
the joint tests of significance for R&D employment
(»=0.55) and owner-management (p=0.74) are not.
As such, we focus our discussion of these results
on sales, production, and non-owner management
employees, noting that our findings do not provide
support for H5c and H5e.

The baseline semi-elasticity estimate for sales
employment is 4.92% (p=0.00; ¢i=[0.03 0.07]),
while the elasticities for product-focused and service-
focused startups are 2.80% (p=0.02; c¢i=[0.08 0.48])
and 6.74% (p=0.02; ¢i=[0.02 0.11]). These results
suggest that hiring sales employees is associated
with a performance boost for generalist nascent ven-
tures, but the performance boost is stronger for firms
with product and service specialization. These find-
ings provide further support for H1 and are con-
sistent with H5a. For production employment, the
baseline semi-elasticity estimate is 6.96% (p=0.08;
ci=[0.00 0.14]), while the elasticity for product-
focused and service-focused ventures are 4.79%
(=0.02; ¢i=[0.02 0.08]) and 1.02% (p=0.70;
ci=[—0.03 - 0.05]). These findings imply that hiring

production employees is associated with an increase
in performance for the generalist nascent ventures,
but the performance boost is weaker for firms with
product and service specialization.

For non-owner management employees, interest-
ingly, we observe that adding non-owner managers
is associated with a performance boost for general-
ist nascent ventures. The baseline semi-elasticity for
is 4.93% (p=0.32; ci=[—0.03 0.13]), which suggests
that a generalist firm that hires an additional manager
achieves a 4.93 percentage point revenue increase.
However, the effect is substantially negatively mod-
erated for specialist firms. For product and service
specialist firms, the semi-elasticities are —13.5% and
—3.8%, implying that hiring an additional non-owner
manager is associated with a —13.5 and —3.8 percent-
age change in revenue, respectively. These results are
inconsistent with H4a, and while firm specialization
negatively moderates the relationship between non-
owner managers and performance, as suggested by
H5d, the baseline effect is positive such that H5d is
not supported.

While we are primarily interested in the effects of
nascent venture hiring decisions on firm performance,
several findings with respect to our control variables
are worth mentioning. First, we observe a negative
relationship between founding team cultural diversity
and performance. While some previous research has
found a positive empirical relationship between cul-
tural diversity and firm performance (e.g., Miller &
Del Carmen Triana, 2009), our finding of a negative
relationship aligns with threat-rigidity theory, which
suggests that cultural diversity may impede changes
needed to boost performance (Triana et al., 2013).
Second, nascent ventures whose primary owner
works more hours, perform better, suggesting that
entrepreneurial sweat equity is positively associated
with nascent venture performance (Thakur, 1999).
Third, we observe that home-based nascent ventures
perform worse, a finding that may reflect the moti-
vations of lifestyle entrepreneurs (Walker & Brown,
2004). Lastly, we do not find any evidence that nas-
cent ventures marketing their products nationally or
internationally perform any better than those with a
regional focus. For models 1 and 2, the p values of
the AR(2) test are 0.669 and 0.391, indicating the
second-order autocorrelation is not present, and the
p values from the difference-in-Hansen test are 0.440
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and 0.097, suggesting that instrumental variables are
valid.

5.3 Additional results

We re-estimate our main results for the sub-sample
of firms with zero employees in the initial year of
the survey in order to rule out the possibility that
our results are being influenced by firms that expe-
rienced some growth, as reflected by having already
hired employees, prior to data collection. We present
these results, which are similar to our main results, in
Appendix Table 5.

As we noted in Sec. 4.6, there is some attrition in
the KFS dataset attributable to non-survival, which
induces a form of sample selection bias, particularly
in understanding long-term venture performance
(Gimmon and Levie (2020). While management
researchers often employ Heckman two-step methods
to deal with sample selection bias, Certo et al. (2016)
show using simulations that the bias arising from
other sources of endogeneity such as simultaneity,
which is typically present in dynamic panel models
(Li et al., 2021), is a more serious concern than sam-
ple selection bias when both forms of endogeneity are
present. In such instances, Certo et al. (2016) suggest
that researchers use instrumental variable methods
(e.g., SGMM) to deal with the endogeneity created
by simultaneity, but also to compare the results to a
Heckman two-step model. Although standard Heck-
man models do not deal with the endogeneity present
in dynamic panel data models (Li et al., 2021), we
nonetheless performed an ad-hoc two-step method as
a means to attempt to control for selection effects and
compare the results to our SGMM estimates.

First, we estimate a fixed-effects logit model
using firm survival (dummy = 1 if firm continues in
dataset in year ) as the DV. We then computed the
Inverse Mills Ratio (IMR) using the estimates from
this regression. Finally, we include the IMR as a con-
trol variable in our SGMM model. Because brand
new ventures exhibit a liability of newness, while
businesses that previously existed and franchises
have some legitimacy, it is conceivable theoretically
that the rates of survival are lower among the for-
mer than the latter. As such, we include several vari-
ables reflecting how the firm was started in the Logit
but not the SGMM estimates as a means to satisfy
the exclusion restriction (Bascle, 2008; Certo et al.,
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2016). The results, which we present in Appendix
Table 4, indicate that sample selection is not a major
concern as IMR is not statistically significant in the
SGMM model. Interestingly, we observe in the first-
step Logit estimates that none of the employment
variables are associated with survival, suggesting that
firm hiring decisions do not have any effect on firm
survival. Meanwhile, the estimates in the second-step
SGMM estimates for our employment variables are
very similar to our main results.

6 Discussion

In this study, we developed a theoretical framework
and empirically tested hypotheses that delineate the
impact of entrepreneurial organizing activities on
nascent venture performance. Specifically, we model
the performance effects of adding boundary span (i.e.,
sales), technical core (i.e., production and R&D), and
management capacity, as manifested by the hiring
of staff to these respective areas. Adding capacity to
these areas represents entrepreneurs’ judgments about
how to best allocate scarce resources (Foss et al.,
2019; Gartner & Starr, 1993; Katz & Gartner, 1988).
We add that resource limitation means entrepreneurs
cannot typically engage in multiple organizing activi-
ties, such as hiring staff in multiple units concurrently.
In that vein, our study revealed that while not all new
ventures hire in the early years, of those that do, more
than 90% add staff to one of the areas we delineate.
This suggests that hiring staff in nascent ventures is a
strategic trade-off decision where one area of the firm
is emphasized over others.

Consistent with our hypothesis, our findings from
SGMM estimation for a sample of 2484 nascent ven-
tures suggest that adding boundary span and techni-
cal core capacity boosts firm performance, and mixed
impact on performance from adding management
under certain conditions. More specifically, we found
a positive impact on firm performance from hiring
sales and production unit employees, but a negative
impact on firm performance from hiring non-owner
management employees. Further, we found that spe-
cialized nascent ventures (i.e., offer only products or
services, but not both) receive a performance boost,
relative to generalist firms, from boundary-spanning
activities (i.e., hiring sales employees). These find-
ings are insightful, because though specialization
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versus generalization has long been cited as a factor
in well-established and typically large organizations,
we document it an as a key element in the organizing
of nascent ventures (i.e., entrepreneurial organizing).

This is best illustrated by the intriguing and, poten-
tially, counterintuitive finding of a moderating effect
from specialization on the relationship between add-
ing management capacity and performance. Although
we observed a negative direct effect (in the sample
with a mixture of generalized and specialized firms)
on performance from adding non-owner manage-
ment capacity, we found a more complex outcome
when we separated the generalized and specialized
firms. Particularly, we found that adding non-owner
management capacity penalized firm performance
when the nascent venture has a specialized product-
focused model. However, for the nascent venture with
a generalized model, adding non-owner management
capacity increased firm performance. Because exist-
ing organization theory literature reports that small
firms tend to adopt a specialization model while large
more mature firms tend to use a generalization model
(Dobrev et al., 2001; Freeman & Hannan, 1983), it
suggested that hiring into management department
can be more complex and dynamic in terms of allo-
cating resources to hiring owner-management and
non-owner management in these firms.

6.1 Theoretical contributions

Our study has important implications for the entre-
preneurial organizing literature. First, we demon-
strate that Thompson’s (1967) well-established action
perspective, which has traditionally been deployed
to explain organizing activities in large established
organizations, can also be applied to provide a new
way of delineating entrepreneurial organizing activi-
ties (i.e., boundary span, technical core, and manage-
ment). While entrepreneurship scholars widely rec-
ognize that entrepreneurs organize under conditions
of uncertainty (Baker & Nelson, 2005; Brush et al.,
2001; Huang & Khnight, 2017), the framework has
paid less attention to resource constraint assumptions.
We address this by infusing organizing activities with
a “trade-off”” logic. Specifically, when an entrepreneur
decides to allocate scarce resources, including their
own time and effort, to engage in particular organ-
izing activity, s/he implicitly does so at the expense
of resource investments in alternative activities. This

necessitates, given resource constraints, that entre-
preneurs hold steady, or even reduce, commitments
to other areas. We provide, therefore, a new lens to
unpack entrepreneurial organizing as a trade-off deci-
sion that reveals what areas of nascent ventures are
emphasized and how doing so differentially affects
venture performance.

Second, we contribute to the entrepreneurial organ-
izing literature by extending understanding beyond
the pre-venture formation stage to introduce a com-
plementary theoretical framework that models organ-
izing in the post-founding stage. In the early years of
a new venture’s life, nascent ventures must continue
to engage in organizing activities in the pursuit of
profits (Foss et al., 2019). This moves past organizing
activities as a driver of new venture creation (Delmar
& Shane, 2004; Honig & Karlsson, 2004; Reynolds &
Curtin, 2007) to understand the relationship between
organizing activities and the performance of those
ventures that are created. By making this shift, we
offer insights from Thompson’s (1967) action frame-
work to provide previously missing theoretical links
between the specific organizing activities that unfold
after venture founding and the effects of those activi-
ties on venture performance. Hence, our study adds
richness to the current understanding of entrepreneur-
ial organizing activities as part of a broader entrepre-
neurial journey (McMullen & Dimov, 2013).

A third theoretical contribution that flows from
our study is that we advance existing entrepreneurial
organizing literature by bringing to the fore the role
of specialization versus generalization as an impact-
ful but previously unexplored factor. Organizational
theorists have long studied the topic of specialization
and generalization (Dobrev et al., 2001; Freeman &
Hannan, 1983), shedding valuable light on how spe-
cialization versus generalization may lead to varia-
tion in organizational resource allocations (Carroll
et al., 2002), innovation levels (Podolny et al., 1996),
and long-term survivability (Dowell & Swaminathan,
2000). These insights, however, have received limited
attention in entrepreneurship studies. Our study con-
nects specialization versus generalization to entrepre-
neurial organizing by conceptualizing that the same
activity (i.e., hiring decisions) may have a differential
effect on venture outcomes, depending on whether
the nascent venture is a specialist or generalist.

This new understanding may be informative for
perspectives such as organizational ecology that
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considers different “species” of firms and partitions
them accordingly (Bertoni et al., 2019; McKelvey,
1982). Our findings suggest that a new dividing line
in species delineation could be specialization versus
generalization and the variation in effects of organi-
zational resource allocations therein. It is this type
of application of our model and findings to broader
areas of management studies research that holds
great potential for the advancement of future theory.
Indeed, it is understood that the power of organiza-
tions flows from “their ability to construct credible
imaginaries and to shape the future through them”
(Beckert, 2021, p. 3). Yet, there is still much to be
learned about the specific actions that shape the
future and which actions are more likely to generate
desired outcomes. Out study reveals that contour-
ing credible imaginaries in nascent ventures rest, in
part, on specific resource allocations and by identify-
ing previously hidden optimally in these allocation
decisions, we hope that our findings stimulate future
research that considers how highlighting some func-
tional areas over other influences performance trajec-
tories as organizations mature.

6.2 Practical implications

Our findings also provide important implications for
practitioners who are involved in the entrepreneurial
process, whether the process takes place in establish-
ing a new business or starting a new project within
an established business. While the existing practi-
tioner-based literature encourages entrepreneurs to
take action (e.g., Schlesinger & Kiefer, 2012), we
encourage practitioners to understand that when it
comes to organizing, their actions focus attention
toward key areas of the endeavor. This, in turn, has
consequences. Our findings suggest that entrepre-
neurs should be mindful that organizing to emphasize
boundary spanning, for example, can lead to different
results than when production or R&D is emphasized
via the hiring of new employees in those areas. Entre-
preneurs, particularly those with specialization mod-
els, might prioritize hiring into units that are “closer”
to the customers by allocating resources toward hir-
ing sales staff and/or staff that produces and delivers
their product or service. Our findings, however, sug-
gest that entrepreneurs exercise caution before allo-
cating scarce resources to coordinating roles (i.e., hir-
ing non-management staff), as we found that nascent
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ventures are likely to experience a performance pen-
alty for doing so. These same insights apply to entre-
preneurs in a corporate setting. Indeed, the process of
stewarding a nascent innovation project in an estab-
lished firm tends to exhibit the same resource con-
straints and trade-offs in organizing as nascent ven-
ture who are delivering new products/services to the
market.

6.3 Limitations and future research

As with all empirical research, our study has limita-
tions that create opportunities for future research.
First, our findings concerning nascent venture hiring
decisions and firm performance should be viewed
as short-run effects. The KFS provides longitudinal
data for a random sample of nascent ventures, which
allows us to examine this linkage over time (McMul-
len & Dimov, 2013), but the time coverage is limited
to the first 8 years of venture existence. We do not,
therefore, have enough data to examine the stability
of our findings as long-term performance effects of
hiring decisions during the nascent venture stage. It
is possible that when examined over longer time hori-
zons, some observed effects may diverge from the
short-run effects we document here. An area of keen
interest for future research would then be to explore
how organizing via staff hiring decisions impacts per-
formance over the long term and the degree to which
there is an imprinting effect (Mathias et al., 2015).
Furthermore, Gimmon and Levie’s (2020) recent
exploration of very long-term venture performance
finds that the imprinting of early sales traction is an
indicator of product-market fit and, therein, leads
to higher long-term performance. Since our study
is focused on the early stages, we encourage future
research that builds on our findings and links them
to those of Gimmon and Levie (2020) in an effort to
further unpack the relationship between early stage
organizing decisions, such as staff hiring, and longer-
term venture outcomes.

Second, we provide some evidence that the per-
formance effects of hiring decisions for specialized
firms differ from generalist firms. Our proxies for
specialization are limited to whether a venture has a
product or service focus. As such, our data does not
capture information about a firm-level product and/or
service diversification. It is conceivable, for instance,
that a venture with a product-focus that we classify
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as specialized offers a diverse product mix and may,
therefore, affect venture performance differently.
Because the firms in our sample are nascent ventures,
they typically lack the size and resources for a diverse
within-category mix (i.e., multiple product offerings).
As such, we are confident that this concern does not
have a significant effect on our approach. That said,
future research that takes a more granular approach
to specialization would help us better understand the
nuances of the role of specialization in nascent ven-
ture organizing.

Third, we provide some evidence that the hiring of
non-management employees by nascent ventures is
associated with lower performance. However, manag-
ers have heterogeneous backgrounds and may serve
in different functional roles that differentially influ-
ence the growth trajectory of a startup. For instance,
a sales manager is more likely to be engaged in
boundary spanning activities that contribute to near-
term venture growth than an administrative manager.
Given limitations in the KFS dataset, we are unable
to further delineate the functions and/or backgrounds
of management employees to ascertain how such fac-
tors may differentially influence nascent venture per-
formance, but better understanding this heterogeneity
would be a valuable future research endeavor.

Finally, we use employee hiring decisions to cap-
ture nascent venture organizing activities. Such activ-
ities may materialize in ways other than employment
decisions. Entrepreneurs must also make judgments
on how to invest scarce resources in different types of
capital and other firm capabilities (Foss et al., 2019).
While there is likely a correlation between labor and
non-labor investments in nascent ventures, future
research that explores alternative aspects of organ-
izing activities could provide additional insights on
the link between nascent venture organization activi-
ties and firm performance. Additionally, due to the
nature of the KFS dataset, our analysis pertains to
entrepreneurial organizing activities that take place
after a firm’s founder(s) took formal steps to launch
the venture. It does not, therefore, illuminate how
entrepreneurial organizing activities, including staft-
ing decisions, prior to formal creation of their ven-
tures influence firm performance. Additional research
is needed to examine how entrepreneurs’ pre-formal-
ization organizing activities influence nascent ven-
ture performance, including venture continuation and
formalization.

7 Conclusion

At the outset of this study, we aimed to understand
entrepreneurial organizing activities beyond the pre-
venture creation stage by exploring how hiring activi-
ties, as a key element of organizing, impact the trajec-
tory of nascent venture performance. To do this we
brought forward an action framework and our find-
ings demonstrate its utility as a theoretical lens for
unpacking the role and influence of specific resources
allocation decisions that are emblematic of entrepre-
neurial organizing as a phenomenon. The net effect is
the generation of important theoretical and empirical
insights that form a more complete picture of entre-
preneurial organizing.
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