
3RENSEN AND C. M. BECKMAN 

/ation strategists, the interaction 
product makes it more likely that 
founding. Unlike incrementalist 
)re in need of venture capital due 
their products. 
s of the experiences and achieve-
at prior founding experience has 
'ill receive external financing at 
r measure captures only whether 
or start-up, but nothing about the 
ive had negative outcomes, third 
enture. Alternatively, if the prior 
he entrepreneur has "cashed out," 
he need for external financing in 
oting that prior founding experi-
lagement experience - which has 
nal stakeholders. Founding teams 
>r senior management experience 
founding. This is consistent with 
the management experiences of 

:Millan et al., 1985). Neither the 
i by the number of patents held, 
ect.12 

le prominence of past employers 
of securing external financing at 
2. However, this model does not 
:ainty associated with innovation 
itrepreneurial prominence to be 
ainty of the venture is high, such 
. In the final model (model 6) in 
iffers for the two types of firms. 
', employer prominence has the 
effect on the odds of securing 

entures, where the quality of the 
ice, employer prominence has a 
to secure resources from external 
using the Silicon Valley 100 

on the pattern of results.) This 
of employer prominence reduces 
icilitates entrepreneurial activity. 

- I 

Coming From Good Stock 

DISCUSSION AND CONCLUSION 

253 

The analyses presented in this paper provide evidence supporting the claim 
that career histories shape the entrepreneurial process. First, functional and 
educational backgrounds influence initial strategic choices, and management 
experience is important to external stakeholders. Entrepreneurs with advanced 
degrees establish firms with innovation strategies, but entrepreneurs with sales or 
finance experience are less likely to pursue an innovation strategy. Entrepreneurs 
with senior management experience have more legitimacy with external con­
stituents and are more likely to obtain external financing. These findings are con­
sistent with work on human capital and the importance of career histories on the 
formation of new ventures. Our work moves beyond these findings, however, to 
address the importance of social capital for entrepreneurs. Entrepreneurs setting 
out from prominent employers have both information and reputation advantages 
over those who emanate from less prominent firms. It is important to note not only 
what experiences and background entrepreneurs have but also where these 
experiences come from. The information and reputation advantages that accrue 
from social capital allow entrepreneurs from prominent firms to pursue more risky 
ventures, such as founding a firm dedicated to establishing a new product or 
market. The reputational capital derived from being affiliated with a prominent 
employer also allows entrepreneurs to reduce the perceived uncertainty of their 
venture, thereby facilitating the acquisition of resources from third parties. Risky 
ventures (those pursuing an innovation strategy) that emerge from prominent 
employers are more likely to obtain external financing. 

While we believe our analyses are persuasive, they are limited in certain 
respects. First, our data do not allow us to distinguish between a desire to 
launch a new venture pursuing an innovation strategy, and the ability to do so. 
This makes it difficult to specify clearly the mechanism by which employer 
prominence influences the choice of initial strategy. Specifically, we cannot 
confidently determine whether individuals from prominent employers are more 
likely to launch innovative ventures because they are privy to superior infor­
mation, or because they benefit from the prominence of their employers in 
convincing third parties to support the venture. Distinguishing between these 
accounts would require a more detailed study of proposed entrepreneurial 
ventures and the process by which they move from initial concepts to nascent 
firms. Despite this limitation, what we do know is important: entrepreneurs 
from prominent employers launch more innovative ventures, and those ventures 
are more likely to obtain external financing. 

Second, while our interpretation of these results emphasizes the benefits of 
prominent structural locations, we are sensitive to alternative explanations that 
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point to the possible effects of unobserved heterogeneity among founders. It is 
possible that the observed effects of entrepreneurial prominence are due to 
unobserved characteristics of established firms and the employees they attract. 
For example, entrepreneurially prominent firms may attract employees whose 
personal characteristics make them particularly likely both to pursue innovative 
ventures and to win the confidence of external investors. As with any such claim, 
we cannot rule out with certainty that the findings can be attributed to unobserved 
heterogeneity. However, we feel confident that we have measured and controlled 
for several of the most important individual-level characteristics that can most 
plausibly be thought to affect the outcomes we examine. Our models include mea­
sures of the patenting activities of the founders, their educational backgrounds, 
their prior work experiences and their past entrepreneurial activity. Moreover, we 
have no a priori reasons to expect that the firms identified as entrepreneurially 
prominent in this sample should differ systematically in their recruitment 
behavior. At the same time, we believe that an important and promising line of 
future research would be to explain why firms differ in the rate at which they 
generate new ventures through employee departures. The limited amount of work 
that has been done in this area suggests that such variations can be traced to 
differences in internal promotion chances, reward levels, technological emphases 
and managerial practices (Freeman, 1986; Brittain & Freeman, 1986). A full 
understanding of how established firms shape entrepreneurial behavior must 
attend to both the cause and the consequences of entrepreneurial prominence. 

Finally, the diversity of firms in the SPEC data set, although useful for 
understanding a broad set of organizations, has certain shortcomings. Ideally, 
in addition to our employer prominence measure, we would have an exogenous 
measure of the prominence of past employers. The broad set of industries 
represented in the sample make such a measure difficult to generate. For studies 
of new ventures within a single industry, measures of technological or 
innovative prominence may be appropriate. Stuart et al. (1999), for example, 
measure the prominence of alliance partners using counts of citations to a firm's 
patent portfolio. The development of exogenous measures of prominence 
requires confidence about the criteria by which members of the entrepreneurial 
community rank existing firms. To our knowledge, this topic is unexplored in 
the existing literature. Furthermore, an exogenous measurement of prominence 
has its own problems. No clear dimension exists on which we could compare 
the prominence of a biotechnology firm with the prominence of a hardware 
firm. As such, single industry studies may be more appropriate places to develop 
exogenous measures of prominence. 

We began this paper by arguing that the landscape of existing firms shapes 
the entrepreneurial process. We believe our results demonstrate that patterns 
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of entrepreneurial activity are shaped by the social structure of existing 
organizations (Stinchcombe, 1965; Aldrich & Zimmer, 1986). Our work is, 
therefore, an important complement to studies showing how the general scarcity 
of resources affects the formation of new firms (Hannan & Freeman, 1989). In 
particular, these findings stress the importance of hierarchical differentiation 
in the social structure of organizational populations (Podolny, 1993; Podolny 
et al., 1996; Stuart et al., 1999). We know from this existing work that 
prominence dictates future patterns of affiliation, firm survival, and performance. 
We find additional benefits accruing from prominence: firms emanating from 
prominent firms are more innovative. 

For network theorists, our work further confirms the importance of network 
position. Entrepreneurs with prominent past employers occupy a privileged place 
in the social structure, and their position garners important advantages with 
respect to access to resources and information. What we add to the network 
literature is an examination of how the network of existing organizations impacts 
the new venture, and by extension the new venture network. The new ventures 
that spawn from prominent employers may occupy a more prominent position 
in their own network. The access to external funding immediately connects 
these innovative new ventures into an exclusive network of organizations. The 
innovative strategies of these firms may lead them to higher visibility in their 
own industries. And the fact that they emerge from prominent others may 
imprint them with positional advantage from the very beginning (Stinchcombe, 
1965). Prominence may not only be fairly stable over time, it may transfer from 
one organization to the other through entrepreneurs. Furthermore, the impact 
of the new venture's lineage may have implications far beyond founding. These 
possibilities offer intriguing directions for future research. 

We noted earlier that organizational researchers have grown increasingly 
interested in the role managerial careers play in shaping organizational behavior 
and industry dynamics. Most research in this tradition focuses on how career 
histories shape individual experiences and abilities (Boeker, 1997; S0rensen, 
1999). Our research emphasizes that careers have important reputational 
consequences as well. In this respect, the identity of a person's employers 
(and perhaps other institutional affiliations) assumes primary significance. 
Organizational reputations transfer to individual reputations. Inferences about 
the talents and abilities of individuals are constructed from their histories of 
affiliation with employers. This parallels studies of scientific careers, which 
have documented that the prestige of the university a person attended has a 
positive effect on the prestige of the first job (Hurlbert & Rosenfeld, 1992). 
Our results suggest, however, that the effects of institutional or organizational 
prestige extend beyond the signals associated with educational credentials and 
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encompass the firms and other organizations that people move through in the 
course of their careers. Moreover, the effects of institutional prestige extend 
beyond their impact on individual life courses. The role that hierarchical differ­
entiation among organizations plays in both individual career dynamics and 
organizational populations, and the interconnections between the two levels of 
analysis, is an important arena for future research. 

Future research should examine other benefits of entrepreneurial prominence. 
We find a link between prominence and innovative strategies and external 
funding, but prominent past employers may continue to impact internal organi­
zational decisions through means like the recruitment of personnel from 
prominent firms. Ventures spawned from prominent employers may be more 
likely to go public successfully, or they may be more likely to be acquired by a 
larger, more established firm attempting to increase their own prominence. These 
various research possibilities point out how disentangling where imprinting ends 
and path dependence begins offers a challenge to future research. 

Our research contributes to a greater understanding of what differentiates new 
ventures. In order to understand the emergence of innovative new ventures, we 
need to know where they come from in the network of existing organizations. 
Past employer prominence offers firms a significant advantage in the struggle 
for survival and success. We tie new ventures into the existing social structure 
and point out that a new venture is more than a compilation of skills and expe­
riences, but it emerges from other organizations with positions in the social 
structure. Without incorporating the existing social structure into our under­
standing of new ventures, we cannot hope to understand why one venture 
survives and another fails, much less why the occasional venture succeeds 
beyond all expectations. Despite the rapid rate of new venture formation, the 
ever changing technology, and the considerable hurdles new ventures face, the 
underlying stability of the social structure offers a means to understand and 
keep up with the changing organizational landscape. 

NOTES 

1. Note that we do not seek to explain why some firms generate more entrepreneurial 
offspring than others; rather, we take this distribution as given. See Freeman (1986) and 
Brittain and Freeman (1986) for a discussion of these issues. 

2. For details on the data collection and coding methods, see Burton (1995); Baron, 
Burton and Hannan (1996); Hannan, Burton and Baron (1996). These publications 
describe the original sample of 100 firms for which data was gathered in the summer 
of 1994. The sampling and data collection strategies were replicated in the summer of 
1995 to supplement the sample with an additional 72 firms (See Baron, Hannan & Burton 
1999, 2000 for more information). 
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3. The financing history data collection effort was led by Professors Thomas Hellmann 
and Manju Puri of the Stanford Graduate School of Business (Hellmann & Puri, 1999). 
Sixty-six firms (38%) responded to a finance history survey that was addressed to the 
senior executive responsible for finance. Data for a large number of the sample firms 
was available from commercially available databases that track the venture capital 
industry. 107 (62%) of the SPEC sample firms had records in the Venture One data­
base (see Gompers & Lerner (2000) for a discussion of this database); 95 (55%) had 
records in the Venture Economics database (see Lerner, 1995, for a discussion of this 
database). Additional information was gleaned from the founder interview transcripts as 
well as archival research in the business press. 

4. We tested alternative intervals. The results when we more strictly define the date 
of financing are weaker, since there are fewer positive outcomes, but in the same 
direction. We obtain statistically significant findings that are substantially equivalent to 
those reported when we expand the financing interval to be within the first six months 
of founding. We chose to report the analyses from the slightly more conservative 
three-month interval. 

5. We confirmed that there were at least 38 additional founders who began working 
at the SPEC firm directly from school and thus their number of prior employment ties 
was truly 0. For the remaining 69 it is difficult to ascertain whether missing data arises 
because the founder had no prior jobs, or whether the experience was simply not 
reported in our sources. We suspect that there is some bias toward large, established 
firms being mentioned in press accounts about the individuals in our sample; employers 
that are less important in the eyes of the media may not be mentioned in newspaper 
stories and press releases. We attempt to account for this problem in our analyses by 
replicating the models using different numbers of prior jobs (see note 11). At a 
minimum, it is important to note that since we were unable to administer job history 
interviews to the founders, these data are imperfect records of the career histories of 
the SPEC entrepreneurs. 

6. This measure of prominence will increase on average with the number of prior 
employers recorded for a founding team. In order to account for this, we control for 
the number of past employers in the models. 

7. Numbers of employees by firm is based on data from September 1990 and was 
reported in a San Jose Mercury News article, "Largest Employers" printed Monday, 
January 14, 1991 on page 2C. 

8. The models that we report in this paper include only the education control 
variables. The findings are equivalent when we include age as a proxy for experience; 
however our sample size is dramatically reduced due to the difficulty in locating 
reliable birthdates for the founders. 

9. Patent data for each individual was collected through the U.S. Patent Office's 
web site: http://www.uspto.gov 

10. We also collected information on the number of citations to each founder's 
portfolio of patents; however, this had no effect in our models. 

11. It is possible that our data collection strategy misses firms that are prominent in 
an entrepreneurial context but that do not garner media attention. For these reasons, 
we conducted the analyses using only the immediately prior job for each founder, using 
three prior jobs per founder, and using all available data. The results conform to our 
hypothesized expectations; however, the prominence distribution is greatly constrained 

http://www.uspto.gov
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in the first case and dramatically skewed in the latter. We report the intermediate choice, 
allowing up to three prior jobs for each founder, in this paper. 

12. We tested for an interaction effect with the strategy of the firm; it was not significant. 
13. Arguably, the firms with the greatest uncertainty surrounding their quality are 

innovation strategists without a product at the time of founding. This suggests a three-
way interaction between strategy, product at founding and employer prominence. We 
tested for this interaction in a separate model, not shown here. Employer prominence 
has no significant effect for innovators with a product, but does have a significant effect 
for innovators without a product. This is consistent with our argument. 
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