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Abstract

Purpose — This study aims to show what type of directors founders (or entrepreneurs) first appoint to the
board and how these appointments differ across experienced and novice entrepreneurs.

Design/methodology/approach — The sample consists of the human capital of board members in 443
new ventures in the computer software and information technology industries between 2000 and 2014. The
hypotheses were tested using tobit regression.

Findings — The findings in this study reveal that compared to novice entrepreneurs, experienced
entrepreneurs tend to appoint early boards with greater human capital (entrepreneurial, technical/scientific
and industry-specific) and with greater functional diversity. In contrast, novice entrepreneurs tend to appoint
early boards with greater finance and director experience.

Originality/value — The value of this research lies in filling the gap in the current literature by comparing
the board appointment/selection behavior of novice and experienced entrepreneurs, which is relatively
underexplored.
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Introduction

The acquisition of resources is crucial to the survival and growth of new ventures
(Lichtenstein and Brush, 2001; Robinson and Stubberud, 2009). Studies find that having the
right mix of human, financial and social capital is positively associated with outcomes such
as profitability, survival, IPOs and venture capital funding (Beckman et al, 2007; Hsu, 2007;
Park and Park, 2018; Udimal et al, 2019). However, the acquisition of resources poses a
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considerable challenge for emerging ventures (Brush ef al, 2001), and this becomes more
severe for emerging high-tech ventures owing to the lack of legitimacy, the liability of
smallness and the uncertain and dynamic environment in which ventures operate (Bradley
etal., 2011).

Extant studies draw on resource dependence theory to enhance our understanding of
how new ventures acquire critical resources to reduce environmental dependence, a
significant vulnerability for new ventures (Aldrich and Ruef, 2006; De Prijcker et al., 2019).
Focusing on the potential resource provision role of boards, studies have found that
directors bring valuable human and social capital to new ventures and those resources lead
to positive venture outcomes (Li et al., 2020 for review).

While the role and impact of boards on new venture outcomes have been extensively studied,
how new ventures select directors to acquire resources is equally important but relatively
understudied. Prior research shows that early venture board appointments tend to come from
founder’s decisions and networks (Balachandran ef al, 2019), and one of the greatest sources of
heterogeneity among founders is their prior founding experience (Uchasaran et al, 2009).
Relative to novices, experienced entrepreneurs tend to have more robust networks (Westhead
et al, 2005) and greater knowledge and skills to develop a venture (Shane and Khurana, 2003).
However, we still have a limited understanding of how prior founding experience impacts the
directors appointed to early boards. As boards tend to be path-dependent and early
appointments endure (Hillman and Dalziel, 2003), it is crucial to understand whether and how
entrepreneurial experience impacts early board selection behavior.

The purpose of this study is to fill this gap by showing what type of directors founders
(or entrepreneurs) first appointed to the board and how these appointments differ across
experienced and novice entrepreneurs. We do this by investigating the human capital of
board members in 443 new ventures in the computer software and information technology
industries between 2000 and 2014. Building on resource dependence theory, we hypothesize
that, relative to novice entrepreneurs, experienced entrepreneurs are more likely to appoint
early boards with greater human capital (entrepreneurial, technical/scientific, industry-
specific, marketing, finance and director) and with greater functional diversity. We find
broad support for most dimensions of human capital.

Our contribution is, therefore, that we shed light on one of the mechanisms new ventures
use to build and adapt resources, i.e. board of directors. Given the fact that new ventures
inherently bear resource scarcity, the role of boards as resource providers is more critical.
We also expand the work on new venture boards by examining prior founding experience as
a key antecedent to board composition. Uchasaran et al. (2003, p. 7) note that “relatively few
studies have explicitly compared the behavior and attitudes reported by inexperienced
novice entrepreneurs and experienced habitual entrepreneurs.” Acknowledging this, we
compare the board appointment/selection behavior of novice and experienced entrepreneurs,
which, to the best of our knowledge, is one of the few attempts. In doing so, we answer a
recent call for an examination of the antecedents of boards to understand why certain
directors are appointed and how and why venture governance configurations emerge (Li
et al., 2020; Garg and Furr, 2017).

Theoretical background and hypothesis development

Boards of directors in entrepreneurial firms

A growing stream of literature on entrepreneurship has recognized the importance of the
board of directors in new ventures (Kim, 2018). Venture boards impact important major
venture outcomes, such as IPO events, venture capital funding, innovation performance,
growth and survival (Garg and Furr, 2017). While studies on the board of directors are
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controlling role, recent studies focused on boards in new ventures are skewed toward
resource dependence theory and the board’s role as resource providers (Garg and Furr,
2017). This is unsurprising given that small, early-stage entrepreneurial firms often have
very limited resources, and the acquisition of such resources is crucial for long-term
success (Lichtenstein and Brush, 2001; Garg and Furr, 2017). This becomes more
problematic for young high-tech ventures, as they are confronted with an uncertain and
dynamic environment in addition to a lack of internal resources and legitimacy (Bradley
etal,2011).

Resource dependence theory views the firm as an open system that is dependent on
external organizations for the supply of strategic resources for survival (Pfeffer and
Salancik, 1978). Such environmental dependence is considered a source of vulnerability
(Aldrich and Ruef, 2006). Therefore, the survival and success of a firm is dependent on the
firm’s ability to minimize its dependency on the external environment (Pfeffer and Salancik,
1978). Managers can reduce environmental dependence through various actions and
appointing boards, especially resource-rich directors, is one way to do so as boards can
facilitate access to critical resources (Hillman et al., 2009).

Prior research shows that human capital, defined as skills and knowledge that
individuals acquire through investments in schooling, on-the-job training and other
types of experience (Becker, 1964), of entrepreneurial firms, is critical for their
performance. The human capital of entrepreneurial firms increases their capability to
discover and exploit business opportunities (Shane and Venkataraman, 2000) and
implement planning and venture strategy (Baum et al., 2001), all of which contribute to
positive outcomes.

Resources provided by boards can significantly impact venture outcomes. Directors can
provide key social connections that affect the speed at which ventures develop alliance
portfolios, which in turn affects the speed at which the venture hits revenue milestones
(Beckman et al., 2014). Directors can also provide prestige or legitimacy to a new venture
that can enhance IPO performance (Certo, 2003). Through various functional experiences,
such as R&D and marketing and sales experience, directors enhance venture outcomes
such as the number of patent filings and/or the number of new products to market
(Vandenbroucke ef al., 2016). Overall, most extant studies building on resource dependence
theory have found a positive role of boards in new ventures.

Given the importance of new venture boards, scholars have started to examine the
antecedents to uncover why firms develop different board compositions and structures.
Prior research has identified many factors that impact the configuration of the board,
including firm-specific characteristics and the competitive environment (Li et al, 2020).
Experience supplementing is also a key antecedent of board experience in entrepreneurial
firms (Kor and Misangyi, 2008). Kor and Misangyi (2008) find that firms with lower levels of
top management team industry experience tend to have boards with higher amounts of
industry experience. We extend this line of inquiry to examine how prior entrepreneurial
experience influences director selection.

Experienced vs. novice entrepreneurs: differences in board selection

Prior founding experience can be considered an element of entrepreneurship-specific human
capital (Stuart and Abetti, 1990) and is, therefore, one of the key factors underlying the
heterogeneity among entrepreneurs (Ucbasaran ef al., 2009). It has informed many discussions
related to entrepreneurship phenomena, such as the identification of new insights (Shane, 2000).
Relative to novice, first-time entrepreneurs, experienced entrepreneurs have greater knowledge,
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assets and liabilities from their prior experience owning a business, which can impact their
attitudes and behaviors in subsequent ventures (Westhead et al, 2005). Specifically, these
differences can impact entrepreneurs’ attitudes toward the types of directors they need and
behaviors regarding which directors they appoint in forming their early boards.

Board selection mechanisms: ability and attraction

There are two key mechanisms through which prior entrepreneurial experience may impact
board appointments: ability and attraction (Shane and Khurana, 2003; Hsu, 2007). First,
experienced entrepreneurs may have greater abilities in developing a new venture (Shane
and Khurana, 2003; Hsu, 2007). Shane and Khurana (2003) argue that experienced founders
have not only mastered their own role but also the ability to structure the roles of others.
Having experience in the role of founder endows the entrepreneur with knowledge of how to
develop a new organization, including leading, hiring, attracting and retaining others
(Ucbasaran et al.,2006), as well as fostering innovation (Vaillant and Lafuente, 2019).
Conversely, novices must learn and adapt to this new role over time, suggesting an early
inability to structure a productive board of directors.

Founders with prior founding experience also tend to have greater networks and a
greater reputation than their novice counterparts (Westhead ef al, 2005). These
advantages may allow experienced entrepreneurs to attract and retain more experienced
executives (Westhead and Wright, 1998; Delmar and Shane, 2006). Particularly because
new venture board appointments tend to come from the founder’s network ties
(Balachandran et al., 2019), having more robust networks would enable an experienced
entrepreneur to attract more experienced directors than a novice. Hsu (2007) shows that
entrepreneurs with more prior founding experience are more likely to receive VC funding
through a direct network tie, which suggests that prior founding experience involves
both a network benefit and a signal through which entrepreneurs can attract resource-
providers.

Because of these ability and attraction differences, we expect that experienced
entrepreneurs will appoint more experienced (greater human capital) boards and more
diverse boards than novice entrepreneurs. Prior research finds that experienced
entrepreneurs are more likely to bring in additional partners in subsequent ventures
(Westhead and Wright, 1998) and are more likely to emphasize the importance of needing
more human capital resources from more sources (Westhead et al., 2005). Further, research
suggests that productive and effective upper echelon inherently involves diversity
(Beckman et al., 2007). In new ventures, research has found that greater functional diversity
is associated with achieving positive outcomes and reaching venture milestones faster
(Beckman and Burton, 2008; Beckman et al., 2007). New ventures require the full range of
knowledge and abilities of multiple functions (R&D, marketing, manufacturing, etc.) to build
their organization (Beckman et al, 2007; Vandenbroucke et al, 2016). As experienced
entrepreneurs should have greater ability in attracting talent and developing organizational
structures, their venture’s board of directors should reflect greater functional diversity.
Thus:

HI. Relative to novice entrepreneurs, experienced entrepreneurs will appoint early
boards with greater human capital (entrepreneurial, technical/scientific and
industry-specific, marketing/sales, director and finance).

H2. Relative to novice entrepreneurs, experienced entrepreneurs will appoint early
boards with greater functional diversity (Figure 1).
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Methodology
To test our hypotheses, we use data on board of director experience from BoardEx and self-
reported firm age and founder experience from firm websites, Crunchbase and VentureXpert.

Our sample consists of 443 new ventures (age 10 or less when they enter the sample) in
the computer software and information technology industries from 2000 to 2014.

Founder prior experience is measured as a dummy variable. A value of “1” indicates that
at least 1 founder had previously founded a venture. A value of “0” indicates no prior
founding experience of any member of the founding team.

We categorize board experience into six functional domains based on prior research that
has found certain types of experience to be crucial to new ventures: technical/scientific,
entrepreneurial, finance, marketing/sales, industry-specific and director experience.
Technical/scientific experience and marketing/sales experience are critical to new venture
functions of innovation, product development and market performance (Beckman et al,
2007; Vandenbroucke et al., 2016). Entrepreneurial experience and finance experience are
also critical to the development of new ventures (Beckman and Burton, 2008). Industry-
specific experience on boards is beneficial to reducing the liability of newness in new
ventures (Kor and Misangyi, 2008). Experience as a director has also been shown to
positively impact high-technology firm growth (Kor and Sundaramurthy, 2009).

Following Beckman and Burton (2008), we coded the career histories of all directors to
determine the nature of their prior experience. For instance, entrepreneurial experience was
indicated if the role at a prior organization was listed as “Founder” and technical/scientific
experience was coded if the role at a prior organization was listed as “Engineer”, “R&D”,
“Technical Lead”, etc. This coding process allowed us to count the number of years that
director held the role and add up all years of experience with a role in each functional area.
We measure functional experience as a proportion. For each functional area, board
experience is measured as the amount of collective years of functional experience on the
board to all prior experience years of the board’s current members.

While most diversity studies use either Blau’s index or Shannon’s index to capture board
diversity, our data does not allow us to use these measures easily because the categories are
not mutually exclusive. A director can have experience in several functional domains and,
therefore, would be counted multiple times. Moreover, we are less interested in how
experience is distributed across board members and more interested in whether there is a
range of experience to draw on (regardless of how many different members have this
experience). As such, we calculate a dummy variable for each experience type, which equals
1 if the board in that year has at least 1 director with that type of experience. We add the
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Figure 1.
Research model
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Table 1.

dummy variables from all six experience types and divide by the total number of
dimensions (6). We then left with a variable between 0 and 1. A value of “0” indicates a board
has none of the six dimensions of experience and a value of “1” indicates a board has the full
range of six types of experience to draw on.

We include control variables that could possibly influence the relationship between types
of entrepreneurs and board selection and, therefore, could confound our results. First, we
control for venture age as to ensure that the identified effects are not the result of age-related
processes (Vandenbroucke et al.,, 2016). We also include board size, as it is positively related
to firm size (Yermack, 1996). We also control for average director age, as it may impact the
experience level and cognitive abilities of directors (Kor and Misangyi, 2008). We also
control for the location of the ventures as studies have found that location matters for
entrepreneurs to attract valuable resources. For instance, De Prijcker et al. (2019) found that
non-VC-backed ventures that are founded in states with lower availability of VC are more
likely to relocate to VC-rich states such as California or Massachusetts.

We use a tobit estimator to account for two features of our data. First, it is not uncommon
for a new venture to have no experience in certain domains, especially in very early stage
firms that have very few board members. Thus, many observations will have values of zero.
Second, our experience variables are also right truncated, as proportion variables cannot be
more than 100%. Thus, we needed an estimator that can account for both features of our
dependent variable.

Results

Table 1 provides descriptive statistics for all variables. The average director age is around
53 years, with a range from 28 to 77. Most directors that were under 35 were the founder or
founding team members. These directors are excluded in the analysis of board composition,
as we are interested in the experience of the directors they appoint. The average proportion
of entrepreneurial experience on boards is about 3%, whereas the average of proportion of
director experience is high at 69%. The occurrence of prior founding experience is low at
about 6.5% of the ventures in our sample. We performed a correlation analysis and none of
the correlations were high enough to warrant any concern about multicollinearity.

Variable Mean SD Min Max
Dependent variables
Board entr exp 0.036 0.089 0 0.75
Board tech/sci exp 0.095 0.155 0 1
Board industry exp 0.221 0.186 0 1
Board director exp 0.687 0.249 0 1
Board finance exp 0.103 0.149 0 1
Board mktg/sales exp 0.102 0.147 0 1
Board diversity 0.571 0.187 0 1
Independent variables
Founder entr exp 0.065 0.247 0 1
Venture age 12.208 5513 0 22
Board size 6.087 2.301 1 21
Avg director sge (log) 3.680 1.086 0 4.34
Location East USA 0.329 0.470 0 1
Location Central USA 0.137 0.344 0 1
Descriptive statistics  Industry 1.183 0.386 1 2




The results from tobit regressions are presented in Tables 2 and 3. Table 2 shows theresults  Prior founding

of testing the effect of prior founding experience on the proportion of experience in the
following six areas: prior entrepreneurial, technical/scientific, industry-specific, finance,
marketing/sales and director experience. In line with our hypotheses, we expect that prior
founding experience will be positively associated with greater experience in all domains
owing to a greater ability to build effective boards and attract more experienced directors to
appoint.

Models 2, 4 and 6 of Table 2 show that having prior founding experience is positively and
significantly associated with having a greater proportion of entrepreneurial, technical/
scientific and industry-specific experience on the board. To put this in perspective, the
marginal effects indicate that, holding all other variables at their mean values, a venture
with an experienced founder will have 28% entrepreneurial experience on the board and
24% industry experience (compared to 22% for both entrepreneurial and industry for
ventures founded by a novice). Technical/scientific experience also varies by 6% between
experienced and novice founders.

Although the effects were only marginally significant (p < 0.1), prior founding
experience is positively related to a greater proportion of marketing/sales experience on the
board and negatively related to finance experience (Models 8 and 10 of Table 2).

In Model 12 of Table 2, contrary to what we predicted, prior founding experience is
negatively and significantly related to the proportion of prior director experience on the
board. In terms of marginal effects, we find that, holding all other variables at their mean
values, a venture with an experienced founder has about 60% prior director experience,
whereas a venture with a novice founder has about 72%.

Overall, these results provide some support for HI. Experienced entrepreneurs have
greater proportions of entrepreneurial, technical and industry-specific experience on the
board. However, we find marginal support for experienced entrepreneurs having more
marketing/sales experience and finance experience on the board. In addition, we find that
experienced entrepreneurs have significantly less director experience on the board.

In Model 2 of Table 3, we test our prediction that prior founding experience is positively
related to board diversity. The coefficient on prior founding experience is positive and
significant, providing support for H2. In terms of marginal effects, holding all other
variables at mean values, a venture with an experienced founder has 61% diversity, while
that of a novice has about 58 % diversity.

Discussion

This paper presents findings that suggest key differences in how experienced and novice
entrepreneurs assemble their early board of directors. Our analysis shows that experienced
entrepreneurs tend to appoint more experienced directors than novice entrepreneurs.
Specifically, they assemble boards that have a greater proportion of entrepreneurial
experience, technical/scientific experience, industry experience and marketing/sales
experience than novice founders. Contrary to our hypotheses, novices tend to assemble
boards that have a greater proportion of prior director experience and finance/banking
experience (although only marginally significant). Our results seem to suggest that novices
perceive professional directors and finance/banking experience of directors to be the most
crucial resources for developing their new ventures.

There are some likely explanations for our results. One plausible explanation would be
differences in how entrepreneurs collect and process information. Westhead et al. (2005) find
that novice entrepreneurs used significantly fewer sources of information in the opportunity
identification process compared to experienced entrepreneurs. Inexperienced entrepreneurs
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Variables Diversity Diversity
Founder prior entr experience 0.280** (0.114)
Venture age —0.009* (0.005) —0.007 (0.005)
Board size 0.235%** (0.012) 0.234%*%* (0.012)
Avg director age 0.146™*#* (0.026) 0.146™*#* (0.026)
Location East Coast —0.436™%* (0.061) —0.429%%* (0.061)
Location Central USA —0.469*** (0.082) —0.454**%* (0.082)
Constant 4.210%%* (0.181) 4.210%*%* (0.181)
Year dummies Yes Yes
Industry dummies Yes Yes
Observations 4,489 4,489

Log likelihood —1054 —1057
Pseudo R? 0.4439 0.4478

Notes: Standard errors in parentheses ***p < 0.01; **p < 0.05; *p < 0.1. All estimates were multiplied by a
factor of 10
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Table 3.
Regression results:
diversity of
experience on the
board

are found to lack frameworks for processing information and may be overwhelmed by too
much information (Westhead et al,, 2005). Thus, novices may focus on a narrower range of
problems — specifically finance and director experience. Another plausible explanation may
be that novices are trying to overcome their inexperience by “professionalizing” their board,
something that is typically not done until ventures reach certain stages and hit certain
milestones (Hellmann and Puri, 2002). For experienced entrepreneurs, their tendency to have
greater specific human capital on the board may be the result of being generalists or jacks-
of-all-trades.

In addition, we show that experienced entrepreneurs assemble boards with greater
functional diversity. New venture boards of firms founded by experienced entrepreneurs
had greater representation of the six types of prior experience, which seems to suggest that
prior founding experience may enable the assembly of more experienced and diverse early
boards through an enhanced ability to develop an organization or attract more experienced
and more diverse directors.

Conclusions
Our study has important implications for both academia and practitioners. For academia, our
study contributes to the current entrepreneurship literature, which has extensively studied
boards in new ventures but has largely neglected the mechanism of board selection in these
ventures. Specifically, we show that prior entrepreneurial experience impacts early board
selection, highlighting an important antecedent of hoard composition and extending our
understanding of how differences in prior experience impact new ventures. Given the path-
dependent nature of boards (Hillman and Dalziel, 2003), this line of research has great
implications for high tech entrepreneurs, especially novice entrepreneurs. As securing critical
resources is important for early startups’ survival and success, it is of utmost importance for
novices to be aware and take action to close the gap on board human capital deficits. By doing
S0, novice entrepreneurs may increase the chance of their ventures’ survival and success.

One future avenue to explore is to investigate why novice founders seem to focus on
finance experience and professional directors to the detriment of the other dimensions of
experience when assembling a board. Although we provide some plausible explanations on
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it, more studies are warranted to enhance our understanding of the differences in board
assembly between novice and experienced entrepreneurs. Another avenue to explore is to
see whether these differences in assembling boards with specific vs general human capital
can be associated with venture performance differences or with the extent of founders’
generalist backgrounds. Future studies could further explore whether and how these
differences impact other dimensions of capital, such as social, intellectual and financial.
Finally, our study may be replicated to other industries and/or other countries. As our
research context was on ventures in high-technology industries in the USA, our findings
may not be generalized to other industries such as low-tech industries and/or other countries
which may have different institutional context.
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