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ABSTRACT. On the basis of preliminary interview and
survey data, evidence suggests thai venture capitalists (VCs)
are less involved with their affiliated new venture organiza-
tions than may be necessary for long term survival. The dual
core model of innovation that emphasizes the need of a
technical and administrative core for continued innovation is
used as the foundation of this perspective. In the post
investment relationship between the venture capitalist and the
new venture, it is expected that the new venture has a well de-
veloped technical core. However, the administrative needs
are often ignored by the new venture entrepreneurs.
Therefore, it is recommended that VCs become more
involved in the administrative component of the new venture
organization (NVO) through either direct involvement or
through the recruiting of key personnel. As the NVO moves
through its life cycle the addition of an administrative
component to its technical core provides for continued
innovation necessary for long term survival and growth.

E. Introduction

The post-investment activities of venture capi-
talists vis-d-vis their portfolio companies have been
ignored in the majority of literature on venture
capital with a few exceptions {Gorman and
Sahlman, 1989; MacMillan et al., 1989; Bygrave,
1988; Tyebjee and Bruno, 1984). However, the
venture capitalist's relationship with the entre-
preneur in the new venture organization (NVO)
may significantly affect the performance of the
new venture organization (MacMillan et ai,
1989). This relationship is critical to strategic
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concerns such as recruiting, locating expansion
financing, and orchestrating a merger, acquisition
or public offering. The venture capitalist is
generally involved with an entrepreneur for five to
ten years (Bygrave et al., 1988) which often
includes the initial investment through at least two
years beyond the initial public offering (IPO) or
similar sale of the firm's assets. During this time
period, the entrepreneurial firm grows in com-
plexity through the addition of personnel, new
products, and/or production capabilities. The
emergence of a successful firm capable of coping
with internal and external complexity is posited to
depend largely on the relationship between the en-
trepreneur and the venture capitalist. This paper
focuses on some of the factors that affect this
relationship. The preliminary conclusions are
gieaned form semi-structured interviews and
suveys of a random sample of venture capitahsts.

n . Venture capital industry

Venture capital tends to denote institutional
investors that provide equity financing to young
businesses and play a role in their management
(Henderson, 1989, p. 64). However, the degree of
involvement will vary among venture capitahsts.
This research suggests that a number of factors
will affect this level of involvement by venture
capitalists (VC). These factors include the pre-
vious experience or knowledge of the owners/
management of the new venture organization
(NVO), the number of active investments of the
VC, the amount of money invested in the NVO,
and the preferred management style of the VC.
MacMillan et al. (1989) supported this later
contention that the level of involvement as a
personal preference of the venture capitalist.
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Venture capitalists manage approximately S30
billion or S3 billion a year. These funds represent
about 10% of the equity funds raised during the
last decade. Initially, there was a preference for
investments in "high technology" industries includ-
ing the computer hardware industry representing
approximately 33% in 1983. However, this invest-
ment focus has been reduced to about 13% in
1988 (Bulkeley, 1989). Coincidentally, the rates
of return for the industry have decreased since
1983. This has been attributed to the proliferation
of venture capital partnerships without sufficient
experience in the industry (Bygrave et al, 1988).
The mix of funds has also changed to include
public agencies as well. For example, as many as
forty states now have iheir own venture capital
funds. This involvement by public organizations
raises important issues concerning the type and
level of support, i.e., sponsorship (see Flynn,
1988), potentially affecting the survival of these
new venture organizations.

The process of supporting and sometimes,
nurturing new organizations, i.e., sponsorship, has
been found to significantly affect the birth of new
organizations. However, the degree and type of
control undertaken by the sponsor can affect the
potential survival of the new venture organization.
For example, more control of operations at an
early stage of organizational development could
reduce organizational leaming (Miles and Ran-
dolph, 1980) and reduce the emergence of a more
strategic organization. An organization is con-
sidered more strategic if it has developed both an
administrative and technical core. This dual core
model of innovation (Draft, 1978) may be applied
more broadly to the effective transitions through
the life cycle of the organization. The concept of
organizations moving through life cycles has
recently been supported by Kazanjian and Drazin
(1989) who further validated the work of Miller
and Friesen (1984).

m. Dual core model of change

The process of innovation is recognized as a
complex mix of extemal and intemal factors
through the three stages of idea generation,
selection, and implementation. Each of the three
stages requires different structures for effective
task completion (Callantone and di Bendetto,

1988; Robertson and Wind, 1983; Zaltman et al.,
1973).

The dual core model suggests that the require-
ments for innovation are different for administra-
tive and technical tasks. In particular, high formali-
zation, centralization, low complexity, and tight
coupling are necessary for administrative innova-
tion. In contrast, low formalization, decentraliza-
tion, high professionalism, and loose coupling are
necessary for technical innovation (Draft, 1978,
p. 207). An example of this duahty was evident in
the record industry where organizations devel-
oped a loosely coupled structure for the produc-
tion department to allow flexibility in dealing with
craftsmen, professionals, and artists that were
often hired on a job-contract basis. However,
centralization and tight coupling existed for
administration and planning (Peterson and Berger,
1971). For planning to be effective three features
are necessary: the analyst (other than the entre-
preneur) plays a major advisory role in strategy
making; there is a systematic analysis of costs and
benefits of competing proposals; and there is a
careful integration of decisions (Mintzberg, 1988).
Moreover, the strategic imperative of a plarming
organization is innovation (Miller, 1987, 1988;
Miller and Friesen, 1984). Recently, Frombrun
and Wally (1989) found that intemal systems
designed by small high-growth firms varied by
strategic orientation and degree of product diver-
sity. As the firms grew, there was an increase
in formaiization of procedures for the new
employees. However, the coincidental increase in
product diversity brought about an unfulfilled
desire for greater decentralization and less for-
malized decision processes. These apparently
conflicting requirements may be effectively ful-
filled through the estabhshment of a dual core,
administrative and technical.

In the creation of new venture organization
(NVO), the requirements for technical innovation
generally dominate at the initial stage of new
product introduction. The typical structure for an
NVO is simple. Specifically, there is little speciali-
zation, low formalization of behavior and little
plamiing and control (Mintzberg, 1979). How-
ever, as the organizations grows in size and
complexity, the development of an administrative
core will be necessary for organizational survival.
In particular this core would serve the role of
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centralizing the disparate goals of the organization
characteristic of an irmovative firm, even an entre-
preneurial firm (Miller and Friesen, 1984, p. 171).

In the period of time from the initial investment
by a venture capitalist through the initial public
offering, the association between the venture
capitalist and the new venture organization may
effectively bring the organization through its
entrepreneurial stage to a more planning type
(Mintzberg, 1988) of organization. However, the
type of planning and control employed by the
venture capitalist could alter this outcome, poten-
tially resulting in a more reactive type of organiza-
tion.

For example, MacMillan et al. (1989) have
provided evidence that venture capitalists differ in
their level of involvement, i.e., laissezfaire to close
involvement, as a matter of personal preference.
These different levels of involvement also have
differing effects on performance. For example, the
laissez faire group had a positive effect when they
helped develop a professional support group.
However, the other extreme of close involvement,
positively affected performance when it involved
the setting of compensation for the management
team. MacMillan et al. (1989) suggested that these
compensation packages motivated the manage-
ment team to maximize the firm's performance.
Both VC strategies can be considered part of the
administrative core.

As suggested earlier, an effective sponsorship
process is necessary for the emergence of a
successful strategic organization. This organiza-
tion would be comprised of an administrative core
composed of professional managers and a techni-
cal core (i.e., technostructure, see Mintzberg,
1979), often composed of the founding entre-
preneurial team. However, as the organization
grows in complexity other professionals will be
necessary for innovation. These professionals
would also include accountants, engineers, scien-
tists, and lawyers.

Recently, Gorman and Sahlman (1989) iden-
tified activities of the venture capitalists with their
associated companies. Although the level of in-
volvement by the venture capitalist was suggested
to be frequent, i.e., an average of 80 hours a year,
and concerned with the critical areas of building
the investor group, reviewing and formulating
strategic plans, and recruiting for the management

team, there was a high level of under-performing
firms in the portfolios of the VC firms. The most
often cited reason for under-performance was an
ineffective senior management team. These results
are somewhat ironic considering that strategic
involvement of the VCs, noted above. One may
interpret this inconsistency as a lack of expertise in
the strategic advice given by the VCs or as sug-
gested by Gorman and Sahlman (1989, pp. 235—
236), venture capital involvement is principally
crisis oriented and otherwise serving primarily a
monitoring function. Consistent with the perspec-
tive of the present analysis, the administrative core
is not fulfilled by the VC causing many venture
backed organizations to under-perform or fail.

IV. Factors affecting the organizational life
cycle

A. The influence of founders and other
constituencies

In the early stages of a new venture organization,
the entrepreneur dominates the operating decision
making process. He or she possesses the power to
make most decisions in the organization. It is
therefore, fair to expect the characteristics of the
entrepreneur will dominate among the internal
factors affecting the performance of the newly
established organization. Some of the more impor-
tant characteristics of successful entrepreneurs
include: (1) moderate risk-taking propensity; (2)
ability to tolerate ambiguity; (3) an internal locus
of control; (4) high need for autonomy, domi-
nance, independence, and self esteem; and (5) a
low need for conformity and support (Sexton and
Bowman, 1989).

One of the more salient of these characteristics
is the locus of control construct. Locus of control
refers to the extent to which an individual per-
ceives events in his or her life to be under his/her
control (internal) or as unrelated to his/her actions
and therefore, beyond their control (external).
Also, internally, oriented people are more cogni-
tively active in that they make more use of
information (Sexton and Bowman, 1985, p. 132).
Recently, Kan and Manopichetwattana (1989)
were able to distinguish founders from non-
founders by their locus of control, i.e., founders
were primarily internals. However, when locus of
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control was tested with innovation, no significant
correlation was found. This later finding is consis-
tent with Begiey and Boyd's (1987, p. 89) findings
that above a "threshold" psychological characteris-
tics are dysfunctional to performance. Specifically,
founders scored significantly higher in need for
achievement, risk-taking propensity, and tolerance
for ambiguity. However, there appears to be a
threshold point where these psychological charac-
teristics become dysfunctional. However, small
firms tend to be run by internals who believe that
they control the destinies of their firms. Therefore,
one could also argue, that internal executives are
more likely to develop a structure that uses scan-
ning, strategic planning, and control (Khan and
Manopichetwattana, 1989). However, the entre-
preneurial task is posited to be focused more on
the technical operating task than the strategic
administrative task. Due to this focus, it may be
necessary for the VC to take charge of the admin-
istrative and strategic responsibilities of the firm.
The venture capitalist is outside the organization
where more effective scamiing of environmental
and competitive threats and opportunities can
take place.

Recent research on characteristics of the entre-
preneur, the initial size of the firm and its effect
on future performance indicat that firm size had
few significant effects among the surviving firms
(Cooper et al, 1989). And surprisingly, the
smaller firms reported fewer serious problems
than the larger firms while having higher growth
rates in sales and increases in the number of
employees. These later results may reflect on the
characteristics of the founders of the larger firms.
These entrepreneurs tended to have more educa-
tion, more management experience, and more
strategic goals, i.e., administrative expertise. How-
ever, what they may have lacked, in the context of
the dual core model, was the technical expertise
necessary for continued innovation. This technical
dimension was not identified in the study.

A large proportion of organizational learning
takes place during the earliest stages of develop-
ment of an organization (Miles and Randolph,
1980). For example, conditions at the founding of
an organization are important to the degree to
which strategies may change (Boeker, 1989) and
therefore, affect the performance of the organiza-
tion over the long term. In particular, the adoption

of a dominant strategy at founding limits the range
of future strategic change that occurs, possibly due
to a high level of commitment and investment in
facilities, personnel, and other resources. Also, a
firm owned by its founders imprints the initial
strategy of a firm by building consensus around a
given strategic choice.

Factors that contribute to strategic change
include firms that lack an initial strategy, poor
performance, older firms, and firms in which
outside interests predominate (Boeker, 1989).
This later factor of outside infiuence is sahent to
the present research because venture capitalists
often are granted majority control of the new
venture organizations. This places the venture
capitalist in a dominant position for providing
strategic direction. However, venture capitalists
often emphasize financial control and intervene in
strategic matters only at the time of lower than
expected performance or crisis (Gorman and
Sahlman, 1989). This intervention is more repre-
sentative of an adaptive/reactive response to
environmental and competitive threats. Venture
capitalists may be under-utilizing their infiuence as
a dominant constituency to provide an administra-
tive component to the new venture organization. If
a venture capital firm provides only financial
support and control, the firm may be inadequately
prepared for competitive and environmental
threats. As noted earlier, in the dual core model of
innovation, the technical core exists with the
entrepreneur. However, the under-developed
administrative core which may not be critical for
early stage survival, would not be sufficient for
later stage growth. Often, entrepreneurs lack the
administrative skills necessary to move the organi-
zation beyond its technical core. Kazanjian and
Drazin (1989) identified the growth stage (stage 3)
as the stage where the professional organization
emerges. This professional type of organization is
comparable to the planning organization.

B. Environmental effects

Both the environment and characteristics of the
firm's early activities influence the likelihood of
survival. As suggested by both the population
ecology (Aldrich, 1979; Hannan and Freeman,
1977) and resource dependence (Pfeffer and
Salancik, 1978) models of organizations, the
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mortality of new organizations is predominantly
influenced by available resources in the environ-
ment. These resources include financial, adminis-
trative, technical, and human. Romanelli (1989)
found that the aggressive acquisition of resources
in specialized markets improves the likelihood of
survival especially when sales are increasing
rapidly. During this time of prosperity, an aggres-
sive attack on multiple and/or general markets
will significantly reduce the risk of failure.

The characteristics of the firm's management
team also affect the type of organization that
emerges and potentially survives. Specifically,
generalist and specialist types of organizations
have different survival rates depending on indus-
try conditions and the stage of the organizations
life cycle. Generalist organizations tend to exploit
existing resources, whereas specialist organiza-
tions move quickly to exploit resources when they
first become available. When industry sales are
increasing, generalists fare better than specialists.
However, specialist organizations are more likely
to survive their early years than generalists
(Romanelli, 1989, p. 385). The specialist organi-
zations can be viewed as an organization with a
well developed technical core. These organiza-
tions are more likely to attract venture capital
money. At this time of venture capital sponsor-
ship, a more generalist organization can be intro-
duced through the addition of an administrative
core. As suggested by Romanelli (1989, p. 375), a
more strategic approach to exploiting market
resources may be appropriate for new firms.

V. Decision making and control of new venture
organizations: Preliminary evidence

A. Methodology

In the attempt to identify the more critical factors
affecting the level of involvement by venture
capitalists in the decision making and control of
the new venture organization, two research meth-
odologies where employed. First, the issues of
decision making, control, formality were discussed
with twenty venture capitalists in a structured
interview process during the summers of 1987 and
1988 in the San Francisco and Los Angeles areas.
A preliminary questionnaire was developed that
included questions derived primarily from Miller

and Friesen's (1984) work on quantum change in
organizations and from a review of the literature.
Miller and Friesen's questionnaire has been
validated to meet and generally exceed the
Cronbach Alpha reliability measure (Nunnally,
1962).

After these interviews, a revised questionnaire
was developed that was significantly reduced in
length. This questionnaire (available from the
author) was mailed to fifty venture capitalists in
the Metropolitan New York area, and twenty
questionnaires were returned. Subsequently, a
second mailing of one hundred questionnaires was
undertaken to other venture capitalists, especially
in the Los Angeles and San Francisco Bay area,
including Menlo Park. An additional twenty
usable questionnaires were received. This rela-
tively small sample size inhibits statistical sophisti-
cation. Therefore, because of this small sample
and the exploratory nature of this research, the
data are presented according to the frequencies,
means and standard deviations of the various
questions included in the survey (see Tables
I—rV). The discussion that follows addresses some
of the more substantive issues salient to the dual
core mode! of change.

B. Results

1. Interview data

a. Pre-investment screening. In discussing the
factors that were considered significant to entre-
preneurial success during the interview process,
the due diligence process was one of the standard
methods of screening the new venture organiza-
tions in the pre-investment phase. Among the
more important factors gleaned from the due
diligence process, included in the order of signifi-
cance, were: (1) the ability to articulate the venture
idea clearly; (2) the existing track record of the
entrepreneur, i.e., previous success in the related
venture; and (3) reference(s) from a reliable
source. TTiese factors have been identified before
as important to the pre-investment decision (see
Dubini and MacMillan, 1988). One factor that was
not considered significant was the existence of a
fonnal business plan that generally included pro
forma financial projections. TTie explanation sug-
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gested for the relative unimportance of these plans
was that the existence of software for easy finan-
cial forecasting reduced the perceived validity of
the financial information. Additionally, the venture
capitalists were more impressed by the ability of
the entrepreneur to articulate their understanding
of the product or service distinctiveness relative to
existing products or services.

These perspectives of the venture capitalists
screening process suggests the importance of the
informal screening processes. Specifically, because
the VCs are sent numerous plans, the ability to
separate the better ideas/ventures results from
experience in the industry. This experience in-
cludes knowledge of "better" risks, i.e., product/
service risk and entrepreneurial risk. Since the
majority of venture capitalists in this sample have
industry specialists, one could suggest that the
assessment of risk is facilitated through their
technical knowledge of the product/service mar-
ket and a well established informal network of
entrepreneurs and other VCs. The VCs appear to
rely on their "feel" for the entrepreneur. In a
related study, this "intuitive" or gut-feel was found
to be important to the investment decision of VCs
(Hirsmich and Jankowicz, 1990).

b. Post-investment control, hi the post-investment
period, the relationship between the venture
capitalist and the entrepreneur becomes more
individualized, often dominated by characteristics
of the venture capital firm and venture capitalist.
In particular, the level of control used by the
venture capitalist is affected by their previous
success in sponsoring new venture organizations
(NVO). For example, if the fund has been suc-
cessful then they often take a more hands-off
approach, relying on the rigorous screening of
potential investments during the due diligence
process. However, if their previous success has
been low, then more control is exercised in the
NVO.

Other characteristics of the venture capitalists
included the number of investments that the VC is
presently involved with, i.e., the higher the num-
ber, the lower the level of involvement by the VC
beyond periodic, e.g., monthly, financiaJ audits.
This factor was found to be more significant than
the amount of money invested in the new venture.
Also of significance were the years of experience

as a VC, i.e., the more years in the business, the
lower the level of direct control. Variation among
the VCs was also found for management style.
These styles varied from high involvement in
operations on a weekly basis as a part of the new
venture "family", e.g., a clan style. On the other
extreme was a low involvement preference articu-
lated by some of the venture capitalists who
intervened when an aberration from expectations
and forecasts appeared in the financial reports.
Similar differences in the level of involvement by
VCs has been recently reported by MacMillan et
al. (1989). Their results reported that the level of
involvement was a matter of personal preference
among the individual VCs.

2. Questionnaire data

a. Sample profile. The sample characteristics may
be important to the interpretation of the results
listed in the following section.

For example, the percentage of ownership was
an average of 15.2%, which may be considered
low, thus influencing the amount of control of the
NVO used. Also, the stage of the investment was
split between start-up and second stage financing.
Those firms invoived in the second stage may be
less likely to intervene in a more established NVO.
An additional sample characteristic of importance
was that the cover letter to the VCs specified that
they identify a NVO where they are the lead
investor. Less control would be expected among
the follow-on investors, especially for mezzanine
financing.

b. Questionnaire results. Based on the extensive
work by Miller (1987, 1988) and MiUer and
Friesen (1984), items included in the following
discussion are taken from the sections measuring
information processing and organizational struc-
ture. The questions included in Tables II and m
refer to information processing, i.e., the existence
and type of scarming and control, respectively,
undertaken by the venture capitalist. Scanning
may provide the venture capitalist with important
information about competitive and environmental
threats and opportunities. It is expected to con-
tribute to innovativeness, especially because if this
admini.strative task (of the dual core) was under-
taken by the NVO, it may cause innovative and
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TABLE I
Sample characteristics*

Venture capitalist characteristics

Male 60%; Female 30%
Age: Mean - 36.4; Standard Deviation (SD) - 9.91

Range — 56 to 29 years
Education: MBA - 60%; MA - 20% BA = 20%
Partners in the VC firm: 20%
Years experience in VC industry: Mean — 7.1; SD — 6.5

Range: 20 to 2.5 years
Functional expertise finance — 80%>; Research — 20%
Entrepreneurial experience: 20%
Year VC finn founded: Range: 1972-1983
Size of VC fund: Mean - $87.4 million; SD - 90.05

Range: S256 to Si million
Number of full time employees: Mean " 8.2; SD — 5.27

Range: 16 to 1 employee
Industry specialization: Manufacturing — 20%

Real estate - 20%
High tech - 20%
Other: 20%
No specialization = 20%

New Venture Organization's (NVD) characteristics

Percentage ownership of NVO; Mean — 15.2; SD — 4.44
Range: 22% to 8%

Stage of initial investment: Start up financing — 50%
Second stage — 50%

' Rounding of percentages used for clarity.

risk embracing entrepreneurs to slow down
(Miller and Friesen, 1984). Therefore, one would
expect to see a high level of scanning undertaken
by the VC. The average response for this variable
(including all five questions) was 5.56 of a possible
7. This suggests a relatively high level of scanning
being undertaken by the VC. However, if one
distinguishes among the formal and informal
information processing mechanisms, less formal
processes of scanning are preferred (see Items 1
and 5).

hi particular, the responses included in Table II
indicate a variation from moderate to extensive
use of formal tracldng, forecasting, and special
market studies (see Items 2, 3 and 4; average
response = 5.4). However, more informal infor-
mation processing including routine routes gather-
ing of opinions from customers and informal
discussions are used more often (see Items 1 and

TABLE n
Informal and formal information processing mechanisms
used by venture capitalists to gather infonnation about
the environment and competition of the new venture

organizations.

SCANNING'

N - 4 0 Not Used
ever used frequently

1 2 3 4 5 6 7

1. Routine gathering of
opinions from customers

2. Formal tracking of the
policies and tactics of
competitors

3. Forecasting sales, customer
preferences, technology etc.

4. Sf>ecial market studies
5. Informal discussions

with personal contact

M - 6 . 2 SD-1.51

M - 5 . 0 SD-0.79

M - 5 . 2 SD-0.62
M - 6 . 2 SD-1.51

M - 6 . 2 SD-1.51

* Average response for SCANNING-5.56.

TABLE m
The usage of control mechanisms by venture capitalists of the

new venture organization

CONTROLS'

Used rarely/ Used frequently/
Small part of Throughout firm
firm

1 2 3 4 5 6 7

1. A comprehensive
management and
infonnation system.

2. Quality control of
operations (sampling
and other techniques)

3. Cost control by fixing
standard costs

4. Formal appraisal of
personnel

M - 3 . 4 SD-1.35

M - 1 SD = 0

M - I SD - 0

M-3.1 SD-2.74

' Average response for CONTROLS-2.13.

5; average response =- 6.2). Although not neces-
sary statistically significant, a preference for
informal scanning techniques are suggested by the
venture capitalists. This finding is consistent with
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the literature on the correlation between uncer-
tainty and more informal planning processes (see,
e.g., Fredrickson, 1984).

Control, as measured by the questions in Table
in, can provide indisputable information about
operations. This infonnation can be readily used
to alter the direction of resource allocation to
more promising projects. From the perspective of
the venture capitalists, one would expect to find
more control being used so as to effectively
monitor performance. On the other hand, Miller
and Friesen (1984) found that when measuring
control within the firm, the lower the level of
control the higher the innovativeness of the firm.
However, herein we focus on the relationship
between the venture capitalist and the entre-
preneur. Therefore, it is posited to be important as
an administrative task.

In considering the overall measure of control,
the average response for all four questions was
2.13 of 7. This result suggests a low level of
control used by the VC of NVO operations. In
considering the type of control devices used by the
venture capitalists in monitoring the performance
of the NVO, there is only some evidence of
frequent and extensive usage of more formal
mechanisms such as a comprehensive manage-
ment infonnation system, statistical quality con-
trol, standard cost setting, and formal personnel
appraisal (see Table UT). ln discussing these
control mechanisms with venture capitalists in-
cluded in the interview process, the types of
management infonnation systems used included
weekly or monthly financial repons, such as "flash
reports" used in the retailing industry. This
emphasis on financial reporting mechanisms does
not suggest the usage of comprehensive manage-
ment information systems as suggested by the
survey results. A comprehensive management
information system would include information
processing for more functional areas, i.e., mar-
keting, human resources, and production, as well
as the financial area.

Integration as a structural variable is measured
by the questions included in Table IV. In entre-
preneurial firms, integration seems to behave like
an information processing device that causes
decision makers to be aware of the dangers or
costs of excessive innovation (Miller and Friesen,
1984). As suggested by the dual core concept, the

TABLErV
Decision making mechanisms used by venture capitalist and

New Venture Organizations

INTEGRATION'

1. Join! committees are set up to allow for joint decision-
making:

Not used Used extensively
1 2 3 4 5 6 7

M - 6 . 7 SD-1.68

2. Task forces (temporary bodies) are used to collaborate on
a specific project:

Not used Used extensively
1 2 3 4 5 6 7

M - 4 . 3 SD-1.21

3. Liaison personnel whose specific job it is to coordinate the
efforts for specific projects:

Not used Used extensively
1 2 3 4 5 6 7

M - 3 . 1 SD-1.47

4. How do you rate collaboration between your firm and the
new venture organization in responding to tough problems
that competition or changes in business conditions create
for the new venture organization?

Inadequate Very fine
(work as team)

1 2 3 4 5 6 7
M - 3 . 9 SD-1 . I6

» Average response for INTEGRATION-4.5.

separation of the administrative and technical
components are necessary for continued innova-
tion. This perspective is consistent with Burns and
Stalker's (1961) notion of the organic structures
needed for more creativity. However, later re-
search into the three stages of irmovation indicate
the need for mixed structures existing within the
organization. The level of integration measured as
the average of all four questions is 4.5 of 7. This
may suggest that the administrative and technical
components are somewhat integrated. This result
may suggest that less innovation may result in the
sample firms. However, other explanations may be
plausible. For example, the compatibility of
decisions between the venture capitalist and the
new venture organizations may be important to
effective collaboration in this dyad. This would be
achieved through more integration. A closer look
at the responses in Table IV indicate a range of
responses to the various questions. A clear pattern
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is not evident. However, when assessing the level
of overall collaboration between the venture capi-
talist and the NVO {see Item 4), the responses
were only moderate,i.e., M = 3.9, SD— 1.16.

Further evidence of the existence of collabora-
tion between VCs and the NVO is addressed in
Table V. Collaboration is evident in the functional
areas other than research and development
(R&D). TTiis shift from a joint process to the
decision made by the new venture organization for
the research and development area is consistent
with the dual core model. Specifically, the tech-
nical core is provided by the entrepreneur in the
new venture organizations.

It is important to point out that the results
obtained from this limited sample, may have been
influenced by characteristics of the the respond-
ents. For example, there is a high (80%) repre-
sentation of associates (vs. partners), and a high
percentage of the sample with finance expertise.
These characteristics may affect the orientation of
the VCs toward more of a functional versus
strategic perspective. Also, the respondents gen-
erally did not have previous experience running
their own business.

Although the results presented are somewhat
tentative, the following section integrates these
results with the literature on the life cycles of
organizations.

VI. EfTective collaboration for organizational
survival: Establishing the dual core

The preliminary evidence presented above sug-

TABLEV
The degree of collaboration for critical decision areas between

venture capitalists and the New Venture Organizations

Decision made Decision is Decision made
by vcnrure joint by New Venture
capital finn Org. (NVO)

1 2 3 4 5 6 7

1. Production M-4.75 SD-I.21
2. Marketing M-4,75 SD-l.Zl
3. R&D M-6.25 SD-2.03
4. Capital budgeting M-4.50 SD-0.23
5. Long tenn

strategies M-3.50 SD-2.66

gests that the degree of involvement by the venture
capitalist tends to be informal, infrequent, and not
strategic. Also, the type of control employed tends
to emphasize financial versus a broader strategic
perspective. These results are somewhat troubling,
because the venture capitalist may be contributing
to the long term demise of new venture organiza-
tions. This perspective is based on the dual core
model that suggests organizational innovation
critical to survival necessitates the existence of an
administrative and technical core.

In particular, the entrepreneur comes to the
venture capitalist with an established product or
service. This product or service initially requires
only financial resources. However, in the later
stages of the life cycle, a degree of administrative
intensity (McKinley, 1987) will be necessary to
effectively accomplish a more complex set of
tasks. Furthermore, since organizations are in-
creasingly faced with both environmental and
competitive threats (Huber, 1990, 1984), a more
complex planning (vs. adaptive) type of organiza-
tion will be necessary for survival. In the earlier
stages of the new venture organization, the tech-
nical aspects of the product/service provide a
niche for early survival. However, after early
insulation from competition, the product/service
is challenged by competitive entries. At this time,
the entrepreneur needs to focus on increased
innovation in the technical core to maintain a
market niche. It is at this time that the venture
capitalist can facilitate the introduction of an
administrative core by fulfilling the requirements
of intemal complexity through recruiting of appro-
priate personnel, designing management informa-
tion systems, and other administrative tools that
will fulfill a strategic (planning) form.

Venture capitalists appear to largely ignore this
required level of involvement. As suggested
earlier, this may occur due to such factors as
involvement in many active investments, preferred
management style of the venture capitalist, and
years in the industry. The later factor of tenure in
the industry, may suggest a knowledge base that
has been established by the venture capitalist
through experience with decision making and
control. Therefore, although the control process
reported by venture capitalists appears to lack
formality and perhaps, sufficient analysis, the
experience of the venture capitalist aDows him or
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her to rely on an intuitive control process (Simon,
1987). However, the low level of involvement by
the venture capitalist in the new venture organiza-
tion will not contribute to the development of a
complex organization with an administrative core
necessary to complement the technical core
provided by the entrepreneur.

In Figure la, the venture capitalist's involve-
ment in the new venture organization is shown to
be relatively low after the initial due diligence
leading to the investment. The next time involve-
ment intensifies is at the initial public offering
(IPO). This figure suggests that the evolution of
the firm beyond the entrepreneurial phase is left to
the entrepreneur to respond to increasing environ-
mental and competitive threats. The outcome of
either a plarming or adaptive organization is
indeterminate.

In Figure lb, the outcome of a planning type of
organization, occurs through the active involve-
ment of the venture capital firm over the organiza-
tion's life cycle. Furthermore, the organization's
opportunity for survival occurs as a result of the
estabhshment of a strategic form of organization
with an administrative and technical core.

Vn. Conclusion

On the basis of preliminary interview and survey

d Planning

Entrepeneurial •

Venture
captialisi

Planning

Technical
core

Administrative

Adaptive

a Initial investment
b Initial public offering

Fig. lb. Venture capitalist and New Venture Organizations:
The dual core life cycle model.

High

Significance to
organizational
success

Low

Time

Entrepreneurial
form

Strategic
form

Strategic
form

Entrepreneurial
form

Entrepreneurial
I I I
I I I
I I I

Venture
capitalist

I I \
I I \

\ Adaptive

a Initial investment
b Initial public offering

Fig. 1 a. Venture capitalist and New Venture Organizations:
The dual core life cycle model.

Fig. 2. A life cycle matrix of organizational survival.

data, it has been suggested that venture capitalists
are less involved in the NVO than necessary for
long term survival. It is recommended that VCs
seek a higher level of involvement in the strategic
operation of their affiliated firms. This is posited
to contribute to more successful organizational
forms. If venture capitalists lack the necessary
skills for fulfilling the administrative component,
effective recruiting conld be undertaken through
their well developed networks within their indus-
try specialty. Additionally, ventnre capital firms
may broaden their skill base to represent a full
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service consulting organization as some of the
public accounting firms have done. It is important
to again emphasize that the results presented in
this paper are preliminary and need more empiri-
cal data for increased validity. Also, as has been
suggested by one of the reviewers, these results
will be affected by the stage of the investment. As
shown in Table I, the data are split between start-
up and second stage financing. Those NVOs in the
second stage may require less involvement from
the VCs and as suggested by Gomian and
Sahlman (1989), the major reason for under-
performance or failure may be inadequate senior
management. In general, as maintained in this
paper and recently supported (see, e.g., Kazanjian
and Drazin, 1989), there are different require-
ments for organizational survival in each stage of
its life-cycle.

In summary, it is suggested that the mortality of
new organizations is predominantly influenced by
available resources in the environment. These
resources include financial, administrative, tech-
nical, and human. T^e extent to which these exist
will affect survival. Effective collaboration be-
tween venture capitalists and entrepreneurs could
increase the opportunity for the new venture
organization to attain these necessary resources
for long term growth and survival.

Note

" Paper based on the presentation at The Institute of
Management Sciences Annual Meeting. New York, 17
October 19S9.1 would also like to acknowledge the valuable
assistance of the anonymous reviewers.

References
Aldrich, H., 1979, Or^aruzaiions and Environment, Engle-

wood Cliffs, NJ.: Prentice-Hall.
Begley, T. M. and D. P. Boyd, 1987, 'Psychological Charac-

teristics Associated with Perfonnance in Entrepreneurial
Firms and Smaller Businesses', Joumal of Business
Venturing 2(1), 79—93.

Boeker, W., 1989. 'Strategic Choice: The Effects of Founding
and History", Academy of Management Journal 32(3),
489-517.

Bulkeley, W. M.. 1989, 'Computer Start-ups, Font of Many
Fortunes, Grow Increasingly Rare', Wall Street Jourrml,
September 8. A1 & A6.

Bums, T. and G. Stalker, 1961. The Managemenl of Innova-
tion, Lxjndon: Tavistock.

Bygrave, W., 1988, 'Venture Capital Investing: A Resource
Exchange Perspective', Unpublished Dissertation, School
of Management, Boston University.

Bygrave, W., N. Fast, R. Khoylian, L. Vincent, and W. Yue,
1988, 'Rates of Retum of Venture Capital Investing: A
Study of 131 Funds', in B. A. Kirchhoff, W. A. Long, W.
E. McMuUan, K. H. Vesper, and W. E. Wetzel (eds.).
Frontiers of Entrepreneurship, WeUesley, MA: Babson
College, pp. 275-289.

Callantone. R. J. and C. A. di Benbetto, 1988. 'Strategies of
Product and Process Innovation: A Loglinear Analysis',
RSD Management 1%{1), 12—2\.

Cooper. A. C, C. Y. Woo and W. Dunkleberg, 1989. 'Entre-
preneurship and the Initial Size of the Firm', Joumal of
Business Venturing 4, 317—332.

Draft, R. L., 1978. 'A Dual-Core Model of Organizational
Innovation', Academy of Management Review 21(2),
193-210.

Dubini, P. and I. C. MacMillan. 1988, 'Entrepreneurial
Prereqtiisites in Venture Capital Backed Projects', in BA.
Kirchhoff, W. F. Long, W. E. McMuUan. K. H. Vesper,
and W. E. Wetzel (eds.). Frontiers of Entrepreneurship,
Wellesley. MA: Babson College, pp. 46—58,

Flynn. D. M., 1988, 'Sponsorship, Infrastructure and New
Organizations: Exploration of an Ecological Model into
Fourteen Regions', in B. A. Kirchhoff, W. A. Long, W. E.
McMuUan. K. H. Vesper, and W. E. Wetzel (eds.).
Frontiers of Entrepreneurship, WeUesley. MA: Babson
CoUege, pp. 238-253.

Fredrickson. J. W., 1984, 'The Comprehensiveness of
Strategic Decision Processes: Extensions. Observations,
Further Directions', Academy of Management Joumal
27(3), 445-466.

Frombrun, C. J. and S. WaUy, 1989. 'Structuring SmaU Finns
for Rapid Growth', Joumal of Business Venturing 4,
107-122.

Gartner, W. B., 1985, 'A Conceptual Framework for Describ-
ing the Phenomenon of New Venture Creation', Academy
of Management Review 10(4), 696—706.

Gorman, M. and W. A. Sahlman, 1989, 'What Do Venture
Capitalists Do?'. Journal of Business Venturing 4, 231 —
248.

GosUn, L. N. and B. Barge, 1986. 'Entrepreneurial Oualities
Considered in Venture Capital Support', Frontiers of
Entrepreneurship, WeUesley, MA.: Babson CoUege.

Hannan, M. and J. Freeman, 1977, "The Population Ecology
of Organizations'. American Journal of Sociology 82,
929-946.

Henderson, Y. K., 1989, 'The Emergence of the Venture
Capita] Industry'. New England Economic Review, July/
August. 64—79.

Hirsrich, R. D. and A. D. Jankowicz, 1990, 'Intuition in
Venture Capital Decision: An Exploratory Study Using a
New Technique', Joumal of Business Venturing 5,49—62.

Huber, G., 1984, 'Nature and Design of Post Industrial
Organizations', Managemenl Science 30(8), 92S—951.

Huber, G.. 1990. 'A Theory of the Effects of Advanced
Information Processing Technologies on Organizational



196 David M. Flynn

Design, Intelligence, and Decision Making', Academy of
Management Review 15(1), 47—71.

Kazanjian, R. J., 1988, 'Relation of Dominant Problems to
Stages of Growth in Technology-Based New Ventures',
Academy of Management Joumal 31(2), 257—279.

Kazanjian, R and R. Drazin, 1989,'Empirical Test of a Stage
of Growth Progression Model', Managemeru Science
35(12), 1489-1503.

Khan, A. M. and V. Manopichetwattana, 1989, 'Innovative
and Noninnovative Small Firms: Types and Characteris-
tics', Management Science 35(5), 597—606.

Louis, K. S., D. Blumenthal, M. E. Gluck, and M. A. Stoto,
1989, 'Entrepreneurs in Academe: An Exploration of
Behaviors Among Life Scientists', Administrative Science
Quarterly 34(1), 110-131.

MacMiUan, I. C, D. M. Kulow, and R. Khoylian, 1989,
'Venture Capitalists' Involvement in Their Investments:
Extent and Performance', Joumal of Business Venturing 4,
27-47.

MacMillan, I. C, L. Zemann, and P. N. Subbanarasimha,
1987, 'Criteria Distinguishing Successful from Unsuccess-
ful Ventures in the Venture Screening Process', Joumal of
Business Venturing 2(2), 123-137.

McKinley, W., 1987, 'Complexity and Administrative Inten-
sity: The Case of Declining Organizations', Administrative
Science Quarterly 32(1), 87-105.

Miles, R. and W. Randolph, 1980, 'Influence of Organiza-
tional Leaming Styles on Early Development', in J.
Kimberly and R. Miles (eds.). The Organizational Life
Cycle, San Francisco: Jossey-Bass.

Miller, D., 1987, 'Strategy Making and Structure: Analysis
and Implications for Performance', Academy of Manage-
ment Joumal 30(1), 7—32.

Miller, D., 1988, 'Relating Porter's Business Strategies to
Environment and Structure: Analysis and Performance
Implications', Academy of Management Joumal 31(2),
280-308.

Miller, 0. and P. H. Friesen, 1984, Organizations: A
Quantum View, Englewood Cliffs, N J.: Prentice Hall.

Mintzberg, H., 1979, The Structuring of Organizations,
Englewood Cliffs, NJ.: Prentice Hall.

Mintzberg, H., 1988, 'Strategy-Making in Three Modes', in J.
B. Ouinn, H. Mintzberg, and R. M. James (eds.). The
Strategy Process, EngJewood Cliffs, NJ. : Prentice Hall,
pp. 82-89.

Ntinnally, J., 1962, 'The Analysis of Profile Data', Psychologi-
cal Bulletin 59,311-319.

Peterson, R. A. and D. G. Berger, 1971,'Entrepreneurship in
Organizations: Evidence from the Poptilar Music
Industry', Administrative Science Quarterly 16(1), 97—
106,

Pfeffer, J. and G. Salancik, 1978, The Extemal Control of
Organizations: A Resource Dependence Approach, New
York: Harper & Row.

Robertson, T. S. and Y. Wind, 1983, 'Organizational
Cosmopolitanism and Innovativeness', Academy of Man-
agement Joumal 26(2), 332—338.

Romanelli, E., 1989, 'Environments and Strategies of Organi-
zation Start-up: Effects on Early Survival', Administrative
Science Quarterly 34(3), 369-387.

Sexton, D. L. and N. Bowman, 1985, 'The Entrepreneur A
Capable Executive and More', Joumal of Business Ventur-
ing 1(1), 129-UO.

Simon, H. A., 1987, 'Making Management Decisions: The
Role of Intuition and Emotion', Academy of Management
Executive 1(1), 57—64.

Stanford, M. J., 1982, New Enterprise Management, Reston,
VA.: Reston Publishing.

Tyebjee, T. T. and A. V. Bruno, 1984, 'Venture Capital
Investment Activity', Management Science 30(9), 1051 —
1066.

Zaitman, G., R. Duncan, and J. Holbeck, 1973, Innovations
and Organizations, New York: Wiley.




