~ A Service of
’. b Leibniz-Informationszentrum

.j B I l I Wirtschaft
) o o o Leibniz Information Centre
Make Your PUbllCCltlonS VZSlble. h for Economics ' '

Terbeck, Hendrik; Rieger, Verena; Van Quaquebeke, Niels; Engelen, Andreas

Article — Published Version

Once a Founder, Always a Founder? The Role of
External Former Founders in Corporate Boards

Journal of Management Studies

Provided in Cooperation with:
John Wiley & Sons

Suggested Citation: Terbeck, Hendrik; Rieger, Verena; Van Quaquebeke, Niels; Engelen, Andreas
(2021) : Once a Founder, Always a Founder? The Role of External Former Founders in Corporate
Boards, Journal of Management Studies, ISSN 1467-6486, Wiley, Hoboken, NJ, Vol. 59, Iss. 5, pp.
1284-1314,

https://doi.org/10.1111/joms.12774

This Version is available at:
https://hdl.handle.net/10419/265046

Standard-Nutzungsbedingungen: Terms of use:

Die Dokumente auf EconStor durfen zu eigenen wissenschaftlichen Documents in EconStor may be saved and copied for your personal
Zwecken und zum Privatgebrauch gespeichert und kopiert werden. and scholarly purposes.

Sie durfen die Dokumente nicht fiir 6ffentliche oder kommerzielle You are not to copy documents for public or commercial purposes, to
Zwecke vervielféltigen, 6ffentlich ausstellen, 6ffentlich zugénglich exhibit the documents publicly, to make them publicly available on the
machen, vertreiben oder anderweitig nutzen. internet, or to distribute or otherwise use the documents in public.
Sofern die Verfasser die Dokumente unter Open-Content-Lizenzen If the documents have been made available under an Open Content
(insbesondere CC-Lizenzen) zur Verfiigung gestellt haben sollten, Licence (especially Creative Commons Licences), you may exercise
gelten abweichend von diesen Nutzungsbedingungen die in der dort further usage rights as specified in the indicated licence.

genannten Lizenz gewahrten Nutzungsrechte.

-. http://creativecommons.org/licenses/by/4.0/
Mitglied der
WWW.ECOMSTOR.EU K@M 3
. J . Leibniz-Gemeinschaft


https://www.econstor.eu/
https://www.zbw.eu/
http://www.zbw.eu/
https://doi.org/10.1111/joms.12774%0A
https://hdl.handle.net/10419/265046
http://creativecommons.org/licenses/by/4.0/
https://www.econstor.eu/
https://www.leibniz-gemeinschaft.de/

JOURNAL OF M

Journal of Management Studies 59:5 July 2022
doi:10.1111/joms.12774
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External Former Founders in Corporate Boards

Hendrik Terbeck®, Verena Rieger®
Niels Van Quaquebeke”*® and Andreas Engelen®
“ Heinrich-Heine-University Diisseldorf: * Kiihne Logistics University; © University of Exeter

ABSTRACT Public corporations often appoint external former founders to their boards in hope
that they will encourage a (re-)focus on creating future new business. Seeking to investigate this
common practice, we integrate upper echelons theory with imprinting theory, arguing that
founding a company indeed represents a formative experience that will leave an imprint on
founders and their subsequent board decision-making. Subsequent to their founding experi-
ence, however, some founders may be subjected to likewise formative but public corporate
experiences, for instance, by taking their own business public or by assuming CEO positions in
other corporations, that will lead to a decay of the original founding imprint and its effect. We
find support for our reasoning across corporate boards in S&P1500 firms ranging from 2000 to

2012.

Keywords: board of directors, entrepreneurial experience, founding experience, imprinting,
upper echelons theory

INTRODUCTION

The staffing of corporate boards is done with considerable care (Croci, 2018), the rea-
soning for which echoes in upper echelons theory, which argues that the make-up of
corporate boards influences corporate decision-making and shifts in companies’ strategic
trajectories (Hambrick and Mason, 1984; Haynes and Hillman, 2010). One of the major
strategic shifts that many companies seck to make is increasing the focus on future new
business creation (Barringer and Bluedorn, 1999; Eshima and Anderson, 2017). Maybe
unsurprisingly then, our analysis shows that 21 percent of the appointed board members
in S&P 1500 firms between 2000 and 2012 had founded at least one other company
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before joining a corporation’s board. Against that background, what is more surprising
is that research has not examined whether these external former founders on corporate
boards actually push a focus on future new business creation.

Generally, the management literature indicates that corporate boards’ monitoring
and advice-giving affect corporations’ strategic resource allocations and prioritization
of financial objectives (Adams, 2017; Croci, 2018; Desender et al., 2013; Haynes and
Hillman, 2010). However, whether appointing external former founders to public cor-
porations’ boards actually results in these corporations’ pursuing strategic choices that
reflect engagement in future new business creation remains in question. It is certain that
former founders are uniquely experienced and embody the creation of new businesses
(Fauchart and Gruber, 2011; Gartner, 1989; Ireland et al., 2003; Stevenson and Jarillo,
1990), but some have also been subjected to the grindstone of public corporate experi-
ence, whether after their own ventures were taken public or in subsequent CEO posi-
tions in other public corporations. For example, Gordon Moore co-founded Intel and
built the business through its early days but also led Intel to its IPO in 1971 and through
its transformation into a corporate world player. Other former founders have assumed
CLEO positions in other public corporations prior to joining a corporate board, such as
Visa Health Corp’s founder Ronald Williams, who served as CEO of Aetna Inc. before
joining Boeing’s board. Possibly, such subsequent corporate exposure can overwrite the
formative script of founding experience (Dokko et al., 2009). Therefore, the question
concerning whether former founders will exert a unique impact on boards or will have
already adapted so much to a corporate logic as a result of subsequent corporate expe-
rience that their influence is indiscernible from that of other board members remains
unanswered.

To theorize about the role of external former founders on public corporate boards, we
first build on upper echelons theory (Hambrick, 2007; Hambrick and Mason, 1984) and
its notion that board members’ decisions are shaped by their past experience (e.g., Kroll
et al., 2008; Whitler et al., 2018). As such, we argue for an association between the share
of external former founders and the accentuation of a corporation’s future new business
creation. We test this argument from two complementary perspectives: by looking at
corporations’ increased discretionary investments in plant and equipment as a signal of
forward-looking resource allocation (Fahlenbrach, 2009) and by considering firm value
as a measure of future development and growth opportunities as assessed by the market
(Loderer et al., 2017).

In an extension of upper echelons theorizing, we turn to imprinting theory to provide nu-
ance in how founders’ specific experiences shape their decision behaviour later. Imprinting
theory suggests that brief, sensitive periods of transition can be highly formative and can
persist in subsequent settings (Marquis and Tilcsik, 2013; Simsek et al., 2015). Against this
background, we establish that, while founding experience qualifies as an imprint (Marquis
and Tilesik, 2013), subsequent formative corporate experiences, such as taking one’s com-
pany public or assuming a CEO position in another public company, can overwrite the
initial founding imprint, which we hypothesize would weaken the association between board
members’ founding experience and the corporations’ focus on future new business creation.
To test our hypotheses empirically, we generated a longitudinal multi-source data set of up
to 34,266 individuals from 2,650 S&P 1500 firms between 2000 and 2012. Our sample

© 2021 The Authors. Journal of Management Studies published by Society for the Advancement of Management Studies
and John Wiley & Sons Ltd.



1286 H. Terbeck et al.

matches input from BoardEx, Compustat, and ExecuComp to generate a unique and reli-
able representation of board characteristics, including details about corporate board mem-
bers’ founding and corporate career history.

Our study contributes to research in three major ways: First, we consider and integrate
the upper echelons literature with the imprinting literature to develop and test a research
model that investigates the widespread but under-researched impact of external former
founders on public corporations’ boards. In doing so, we accommodate the heteroge-
neity of corporate board members’ founding experience and exposure to the corporate
world, which allows us to determine how the imprints in a corporate board member’s
career can interact in determining his or her subsequent decision-making on the board.
As such, we highlight the need to understand corporate board members’ career expe-
riences holistically instead of focusing on specific demographics or singular experiences
in isolation, as has often been the case in the upper echelons literature (Finkelstein et al.,
2009; Johnson et al., 2013).

Second, we contribute to the imprinting literature, as Marquis and Tilcsik (2013) called
for ‘exploring the interplay between leaders’ critical experiences in the past and the con-
text in which they operate in the present [to] provide new explanations for the success
and failure of [...] organizations’ (p. 223). We heed this call by going significantly beyond
the extant research that either examines the effects of founders’ structural imprinting
effects and their decisions on their organizations (Beckman and Burton, 2008; Burton
and Beckman, 2007) or the effects an early career imprint may have on an individual’s
general career development (McEvily et al., 2012; Schoar and Zuo, 2017; Tilesik, 2012).
Instead, our study addresses Marquis and Tilesik’s (2013) call by theorizing about and
providing empirical support for the notion the founding imprint may echo in later cor-
porate environments, suggesting that the imprint is deep and can transfer to other work
circumstances.

Third, we address Marquis and Tilcsik’s (2013) call to examine the tensions between
multiple imprints over time. While the extant imprinting literature has focused on im-
prints from early-career positions and experiences (Bourmault and Anteby, 2020; Higgins,
2005; McEvily et al., 2012), we scrutinize the effects of additional, possibly divergent
imprints from subsequent positions, which the literature has not examined (Simsek et al.,
2015). In investigating iterations of imprints, we provide theoretical arguments and an
empirical examination of when founding imprints persist and when they may decay as a
result of subsequent corporate imprints.

THEORETICAL BACKGROUND AND HYPOTHESES

External Former Founders on Public Corporate Boards and Strategic
Outcomes

As a firm’s highest decision-making body, the board of directors monitors the top man-
agement team’s (TM'T’s) decisions and provides advice, especially on strategic resource
allocations. As Stiles and Taylor (2001) summarize: ‘how resources are to be allocated
around the organization, is in the domain of the board’ (p. 39). The board also approves
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how financial objectives are prioritized and advises the TMT on strategy by serving as
a gatekeeper for the TMT’s strategic proposals (Adams et al., 2005; Croci, 2018). Since
boards are not involved in the day-to-day business but are more the ‘guardians’ of corpo-
rations’ long-term perspectives, boards influence major strategic firm-level outcomes, a
notion captured in upper echelons theory and substantiated empirically in many studies
(Bommaraju et al., 2019; Haynes and Hillman, 2010; Johnson et al., 2013; Zahra et al.,
2009).

According to the upper echelons theory, a company’s strategic decision-making is
rooted in the cognitive base and values of its upper echelon members (Hambrick and
Mason, 1984). Their cognition is formed through the individual experiences, which then
shape their strategic decisions through an information-filtering process that guides how
upper echelon members perceive and interpret the decisions they face (Finkelstein et al.,
2009). Specifically, it is a major tenet of upper echelons theory that strategic choices
and key firm-level outcomes are driven by board members’ experiences and by the
frame these experiences provide for members’ decision-making (Finkelstein et al., 2009;
Hambrick, 2007).

Upper echelons research has investigated the effects of many kinds of experiences on
TM'Ts and boards (Carpenter et al., 2004; Croci, 2018; Stiles and Taylor, 2001; Veltrop
et al., 2017). However, the experience of founding a firm, defined as the responsibility
for creating a future new business from scratch (Nelson, 2003), has not been examined as
a key experience of board members or upper echelon members (Finkelstein et al., 2009;
Johnson et al., 2013). That a founding experience, with its specific challenges, objectives,
and stakeholders, may clash with the established corporate world and create an unusu-
ally stark challenge (Hoang and Gimeno, 2010) poses the question concerning whether
founding experience can affect corporate decision-making when former founders are
board members.

Founders start from scratch in creating a business (Roberts, 1991; Robinson, 1999), so
future growth is at the core of the founding experience and is what makes a founding ex-
perience unique compared to other professional experiences (Fahlenbrach, 2009; Ireland
et al., 2003). While new ventures and their growth potential might differ (e.g., because
of a specific industry’s growth potential), at their inception, all new ventures provide a
setting for their founders in which investments of time and other resources are necessary
to create a thriving new business (Ireland et al., 2003). The focus on future new business
creation and growth is the dominant narrative.

Such a focus on the future, we argue, will be particularly reflected in resource alloca-
tions to new plant and equipment (Finkelstein and Hambrick, 1990; Haynes and Hillman,
2010; Jiang et al., 2021), which fall into the categories of ‘major expenditures’ and ‘ac-
quisition of major assets’ and require the board’s approval (American Bar Association
Committee on Corporate Laws, 2007, p. 11). As Woolridge and Snow (1990) emphasize,
for all types of public corporations, pronounced plant and equipment upgrades indicate
at the strategic level that the firm is engaging in generating future values, opportunities,
and competitiveness (Liao et al., 2016). Because such resource allocations resonate well
with the situations former founders have experienced, we argue that the presence of for-
mer founders on a public corporation’s board will result in an increase of such strategic
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resource allocations to plants and equipment as discretionary expenditures to ‘embrace
an expanded investment opportunity set’ (Fahlenbrach, 2009, p. 463).

In addition to strategic resource allocations, corporate boards influence financial tar-
gets and priorities (Bommaraju et al., 2019; Oehmichen et al., 2017). We expect that firm
value is the strategic outcome variable that former founders on the board will influence
positively. In the context of our study, firm value refers to a company’s current market
capitalization and liabilities (i.e., market value) in relation to its actual assets (i.e., book
value) (Loderer et al., 2017). As such, a firm’s value increases when its market value rises
disproportionately to its book value as a result of investors’ growth opportunity pro-
jections (Li and Chi, 2013). Because new ventures in their early stages have little value
(Timmons, 1994), founders focus on the future value of their businesses as the mission-
critical yardstick. Founders start from scratch, and their businesses are often irrelevant in
the marketplace, so they require growth to become and later remain relevant, competi-
tive, and visible (Kazanjian, 1988). Such experiences are likely to make former founders
on corporations’ boards favour decisions and activities that take the same perspective:
facilitating growth and future development opportunities that translate into increased
firm value (Loderer et al., 2017).

This long-term, future orientation in terms of a focus on resource allocations to new
plant and equipment and firm value collides with the corporate world’s mindset and
priorities more often than not (Stevenson and Jarillo, 1990). That is, leading a corporate
1s closely associated with managing existing businesses and creating short-term earnings
(Christensen and van Bever, 2014; Johnson and Suskewicz, 2020; Saboo et al., 2016). In
this vein, Graham et al. (2005) find that more than 80 per cent of companies decrease
discretionary expenses to meet short-term capital market expectations, giving up growth
opportunities and long-term potential for short-term advantages (Hendricks et al., 2019),
which is the opposite of what the founding experience triggers in former founders. Based
on these upper echelon theory-based considerations, it follows that corporate boards
with a high share of former founders accentuate future new business creation more than
corporate boards without former founders do. Therefore:

Hypothesis 1  The share of former external founders on a public corporation’s board is posi-
tively related to the corporation’s (a) strategic resource allocations to future new business creation
and (b) firm value.

Additional Experiences of External Former Founders on Public Corporate
Boards

To accommodate that many external former founders are substantially exposed to the
corporate world after their founding experiences and before joining corporate boards,
we now investigate whether the founding experience will be affected by subsequent ex-
periences. To put the founding experience in the broader context of a corporate board
member’s career prior to joining the focal board, we integrate insights from imprinting
theory into our investigation. Building on Stinchcombe’s (1965) seminal work, Marquis
and Tilesik (2013) defined imprinting as ‘a process whereby, during a brief period of

susceptibility, a focal entity develops characteristics that reflect prominent features of the
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environment, and these characteristics continue to persist despite significant environ-
mental changes in subsequent periods’ (p. 199), adding that such periods of susceptibility
occur in transition periods that are marked by high levels of uncertainty.

Founding a business qualifies as such a sensitive period because founders undergo a
transition from being employees or students to being self-employed founders. As such, ex-
treme changes like those such an uncertain transition entails make founders more sensi-
tive to learning and external influences (Hoang and Gimeno, 2010). Founding one’s own
business, especially in the first stages, is unlike most other steps in a career because the
exposure to novelty, ambiguity, diversity, and volatility is so profound (Fisher et al., 2020;
Morris et al., 2012). Founding a business is a roller-coaster of despair and jubilation,
uncertainty, and anxiety about the chances of survival coupled with high aspirations and
hopes (Mathias et al., 2015; Morris et al., 2012).

Research has shown that the volatile environment of the new-venture context triggers
imprinting mechanisms that have long-lasting effects on the venture’s strategy, structure,
and performance (e.g., Hsu and Lim, 2014; Johnson, 2007; Leung et al., 2013; Mathias
et al., 2015; Mathias and Williams, 2018). While these studies have found the imprinting
from a new venture’s early stages has subsequent effects on it, we extend their reasoning
by suggesting that the founding experience causes deep imprinting (Collewaert et al.,
2016; Snihur and Zott, 2020) that builds a strong and persistent frame of reference about
what objectives and stakeholders are relevant to the business’s success (Fauchart and
Gruber, 2011). In the absence of past or current businesses or assets (e.g., patents, cus-
tomer relationships, contracts) during this sensitive, formative transition period, new ven-
tures’ founders create future value by investing time and other resources in building their
businesses. Thus, founders are imprinted with what it means to lead and build a business.
True imprints consolidate in heuristics and can guide decision-making for a person’s
entire lifetime (Alvarez and Busenitz, 2001; Fern et al., 2012). Building on Busenitz and
Barney (1997), who showed that founders are particularly extensive users of heuristics,
we argue that the founding imprint can extend even to later positions with public corpo-
rations. In other words, such heuristics steer board members’ decision-making that takes
place in the upper echelons theory’s ‘black box’ by mediating between their experience
and their strategic choices (Hambrick, 2007).

As Marquis and Tilesik (2013) pointed out, existing imprinting research has assumed
early imprints can persist (e.g., McEvily et al., 2012), but the question concerning whether
this persistence continues when the former founder is exposed to such divergent imprints
as those that come from corporate experiences is unanswered. Marquis and Qiao (2020)
observed that ‘(w)e know little about how imprints may change over time’ (p. 2), but
related research on socialized values has informed us that, despite the persistence of
imprints (Tilcsik, 2012), values and mindsets gained through formative experiences and
‘socialization’ in adulthood can decay in response to new formative imprints (Marquis
and Qiao, 2020; Parks and Guay, 2009). In this vein, Dokko et al. (2009) pointed out that
new imprints might lead to challenging existing cognitive models and replacing them
‘with scripts and schema that are more congruent with the new environment’ (p. 53).
Since founding imprints and imprints from the corporate world concern two largely
divergent spheres (Barringer and Bluedorn, 1999), the holder of a founding imprint is
likely to have values and mindsets that are not in line with imprints from exposure to the
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corporate world, triggering a rearrangement of his or her values and mindset (Marquis
and Qiao, 2020). Two kinds of corporate imprints are particularly salient in this context:
those from taking a venture public, which requires more ‘corporate’ thinking and results
in exposure to pressures from stakeholders and shareholders from the corporate world,
and those from assuming CEO positions in (other) public corporations after their found-
Ing experiences.

Development of the new venture into a public firm. Leading a new venture as it transitions into
a public company (Kazanjian, 1988) represents a major transition for the founder, as it
brings with it new periods of uncertainty and susceptibility. Both Gordon Moore and
Scott Cook founded ventures that they led to IPOs in 1971 (Intel) and 1998 (Intuit),
respectively. While founders of new ventures experience a variety of events over time,
going public stands out as a potential imprinting period since stakeholders, sharcholders,
public attention, and performance metrics change within a relatively short period (Certo,
2003; Lowry and Schwert, 2004; Xiong and Bharadwaj, 2011). Marquis and Tilcsik
(2013) list going public as a major developmental stage of imprinting for those who lead
the process, that is, the founders.

The experience of guiding a company through an IPO contains many of the criteria
that characterize an imprint, as it is a brief, sensitive period of transition (Certo, 2003)
that involves significant uncertainty as external stakeholders evaluate and scrutinize the
company even more than previous funding rounds required (Hanley and Hoberg, 2010).
In particular, financial investors and analysts put the company and its leaders under pres-
sure to achieve a successful IPO, for which most of the responsibility lies in the hands of
the founder(s) when they still are on board (Gao and Jain, 2011). The IPO also imposes a
rigorous corporate governance structure on the new venture, thus reducing the founder’s
latitude (Hendricks et al., 2019; Luo, 2008). Therefore, we argue that managing founders
in these situations are exposed to ‘cognitive unfreezing’ and new imprinting (Marquis
and Tilesik, 2013), causing their subsequent mindsets and values to reflect the stamp of
this exposure to the corporate world.

As the founder undergoes this ‘cognitive unfreezing’, he or she becomes highly vul-
nerable to new mindsets (Marquis and Tilcsik, 2013); in particular, founders are exposed
to their new ventures’ entry into the world of public corporations, which are character-
ized by publication requirements and pressure from investors with short-term objectives
(Hendricks et al., 2019; Saboo et al., 2016). The focus is now less on developing a busi-
ness from scratch and more on presenting a profitable business that can be a legitimate
player in the corporate world (Jain et al., 2008). The necessity of becoming a profitable
player is already salient in the period leading to the IPO, making it evident to the founder
that the mindset and values associated with founding a business are not congruent with
the new requirements. Firms were once required to have demonstrated several years — or
at least quarters — of profitability to become successful candidates for an IPO (Jain et al.,
2008), but recent developments in the capital markets have reduced the need for such
long records of profitability. Even so, research has indicated that pre-IPO profitability
— or at least rapid short-term profitability after an IPO —is a major success factor (Saboo
et al., 2016), a notion to which the (in this period) vulnerable founder should be open,
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causing his or her subsequent behaviour to bear the stamp of this exposure to the capital
market.

In line with Marquis and Tilesik’s (2013) understanding of an imprint, we expect
strong persistence of the founding imprint when the founder has no such corporate
exposure, as when a new venture does not develop into a public company;, its founder
does not experience the sensitive period of transition in which the founding imprint be-
comes incongruent with the new conditions. Even though other challenges will emerge,
other development paths do not entail the same type of exposure to corporate thinking.
In particular, there is no brief, sensitive period that matches the unique and intense IPO
experience.

It follows that former founders with IPO experience have been exposed to a corporate
world imprint that will lead to the initial founding imprint’s decay but that this decay
does not apply to former founders who have no such IPO experience. Therefore, corpo-
rate boards with a large share of ‘TPO-imprinted’ former founders make decisions that
are less future-oriented than do corporate boards that have a large share of ‘undiluted’
former founders — that is, former founders with no IPO imprint. Therefore,

Hypothesis 2 The relationships between the share of external former founders on a public cor-
poration’s board and (a) strategic resource allocations to future new business creation and (b) firm
value are stronger for former founders with no IPO experience than they are for former founders
with TPO experience in their own ventures.

CEO experience in public corporations. Former founders differ in terms of the experience they
collectin serving as CEOs of public corporations (other than their own ventures) between
founding their new ventures and joining a board. For example, Scott Kriens founded
Stratacom in 1986 and subsequently assumed CEO positions (with Juniper Networks
from 1996 to 2008 and Buzzsaw.com from 1999 to 2001) before he joined Verisign’s
corporate board in 2001 and Equinix’s board in 2000.

We argue that the transition from founder to corporate CEO also fulfils many of the
criteria for creating an imprint (Marquis and Tilesik, 2013). The vast literature on CEO
succession and its effects on the corporation and the CEO has indicated that CEO suc-
cession is a critical period for the organization, but also for the new CEO as an individual.
Berns and Klarner (2017) observed that financial analysts closely monitor the new CEO’s
performance in public corporations, as do such other stakeholders as employees, custom-
ers, and suppliers. Especially powerful stakeholders’ acceptance of the new CEO tends
to be only tentative before the new CEO starts to meet expectations (Shen and Cannella,
2002; Zhang and Rajagopalan, 2010). Fast improvements in firm performance are often
expected during the first 100 days of a CEO’s tenure. Busenbark et al. (2016) added that
this attention from stakeholders ‘may be the most noticeable way in which CEOs are
unique as organizational participants’ (p. 256). Based on practical observations, Porter
et al. (2004) observed that ‘nothing in a leader’s background [...] prepares [the leader] to
be a CEO’ (p. 1) and that newly appointed CEOs, especially in big companies, will face
several big surprises, particularly during the first 100 days (Karaevli and Zajac, 2012). It
follows that taking over a CEO position, especially in public corporations, exposes the
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newly appointed CEO to a temporally limited, remarkable personal transition phase
of uncertainty and new role requirements, suggesting ‘cognitive unfreezing’ and, thus,
imprinting.

As newly appointed CEOs must be receptive to cues from the public corporation’s en-
vironment in this formative transition phase (Shen, 2003), they start to adopt the mind-
set and values of the corporate world as a new frame of reference, realizing that the
practices, mindsets, and values they learned as founder may not work in their new jobs.
Particularly incongruent with the CEO’s founding imprint is the pressure to generate
short-term financial results for an existing business (Hendricks et al., 2019), so the new
arrival at the helm of a public corporation can show his or her suitability for the job
(Berns and Klarner, 2017).

We expect that external former founders on boards who have no such experience as
CEOs in public corporations have not been exposed to this type of intense transition.
Former founders may consult players in the corporate world, but they do not experience
such a brief] intense phase of transition into a new role that, on top of everything else,
comes with a spotlight and high expectations (Berns and Klarner, 2017). Even other ex-
ecutive jobs at corporations are unlikely to have the same ‘imprinting power’ since these
jobs do not imply the unique transition into being in the first row of responsibility and
media coverage (Busenbark et al., 2016).

Thus, external former founders who subsequently assumed CEO positions in public
corporations are exposed to imprinting by the corporate world that we expect to decay
their initial founding imprint, while such is not the case for former founders who did not
assume such CEO positions. It follows that corporate boards with a large share of former
founders without subsequent CEO experience will inject more future-oriented decision-
making into the corporation than will boards with large shares of former founders that
have such experience as CGEOs:

Hypothesis 3 The relationships between the share of external former founders on boards of
public corporations and (a) strategic resource allocations to future new business creation and (b)
firm value are stronger for former founders with no experience as CEOs of other corporations
than they are for former founders with who have experience as CEOs of other corporations.

METHODS
Sample and Data Sources

We test our hypotheses using financial data of large US corporations and biographic
information about their board members. We rely on the Compustat’s North American
Index Constituents database to generate a list of 2,868 S&P 1500 firms that belonged to
the S&P LargeCap 500, the S&P MidCap 400, or the S&P SmallCap 600 indices for at
least one year during the 2000—12 period. We limit the time frame to these years because
they are years of both economic decline and economic advancement. Also, the preced-
ing years produced sufficient numbers of former founders that were of a suitable age to
be appointed to corporate boards.
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To obtain information about corporate board members, we used the BoardEx data-
base (e.g., Andrus et al., 2019). BoardEx provides manually verified biographic data of
directors that is free of self-reporting bias and that covers the education and employment
of these board members. Using these data enables us to capture even founding experi-
ence that dates far into the past and that was only a brief episode in a board member’s
career.

We took four steps to identify the upper echelon members (boards for our main vari-
ables, TM'T members for controls) of the firms in our sample. First, we manually matched
the 2,868 S&P 1500 companies from Compustat with their equivalents in the BoardEx
universe. Then we identified all individuals in the BoardEx universe who worked for
these 2,868 firms during the 200012 period. BoardEx is primarily a collection of the
biographic data of 138,401 individuals, including their educational and employment
history going back to 1926. Hence, we list all individuals related to our company sample
by filtering for both our 2,868 companies and for the 13 years of our time frame in these
individuals’ GV data. We identified 34,266 unique individuals on BoardEx who had
worked for the sample of S&P 1500 firms for at least one year in our sample period. We
identified 27,830 founders among the 138,401 individuals on BoardEx, who founded a
total of 38,082 firms (an average of 1.37 firms per founder). Next, we clustered these
individuals into three categories — members of boards of directors, TMT members,
and remaining staff — for every firm in our sample and for each year in our period of
interest. We relied on role and job title data as well as (executive) director status. Our
definition of a board of directors member includes both executive and non-executive
directors following recent literature (Adams, 2017; Croci, 2018), where the latter are
outsiders who are more independent and often sit on multiple boards simultaneously.
In this step, we removed 218 firms for which we could not identify the upper echelon
members. Finally, we aggregated the individual data to firm-year-level data. Our final
longitudinal sample consists of 2,650 unique firms and 28,069 firm-year observations.
As BoardEx’s corporate-board-related data is more comprehensive than its TMT data,
we complemented the TMT composition information from BoardEx with ExecuComp
to fill in missing individual data.

Measures

Independent variables. Our main independent variable, Share of External Founders on the Board,
is a ratio of the number of former founders in the corporate board relative to the number
of members of the corporate board. We took only former founders of companies
other than the focal corporation into account (i.e., only ‘external founders’). Based on
the extensive biographic information on the corporate board members that BoardEx
provides (particularly BoardEx’s ‘role’ and ‘company type’ variables), we defined a
founder as a person who founded or co-founded a firm (Nelson, 2003).

To test H2 and H3, we compared the share of former founders on boards who have
experience with an [PO with the share of those who do not (H2) and the share of former
founders on boards who have CEO experience in a public corporation with the share of
those who do not (H3). Therefore, in line with extant research that has investigated var-
lous groups in corporate boards (e.g., Boeker and Wiltbank, 2005), we build ‘sub-shares’
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of the founder share variable.!'! Hence, all sub-shares are measured as the number of
former founders on the board who have experience with an IPO versus those who do not
and as the number of former founders on the board who have CEO experience in a pub-
lic corporation versus those who do not, divided by the total number of board members,
which is consistent with our measurement of the main independent variable. Specifically,
we defined the Share of External Founders on the Board with IPO as the ratio of the number
of former founders with IPO experience with their own ventures relative to the number
of members of the corporate board and defined the Share of External Founders on the Board
without IPO as the ratio of the number of former founders without IPO experience rela-
tive to the total number of members. We used BoardEx’s ‘company type’ variable to ob-
tain the firms’ public or private status and cross-checked 100 of the companies BoardEx
marked as public with Compustat’s Index Constituents data and web research and found
a 100 percent match between the data sources.

The Share of External Founders on the Board with CEO Experience is computed as the ratio of
the number of former founders with CEO experience in public corporations (other than
their own venture or the focal corporate) relative to the total number of members. Again,
we used BoardEx’s ‘role’ and ‘company type’ variables. The Share of External Founders on
the Board without CEO Experience is the ratio of founders without such CEO experience
relative to the number of all board members.

Dependent variables. To measure resource allocations to the creation of future new business
opportunities, we adopted Finkelstein and Hambrick’s (1990) measure and calculated
Plant & Equipment Upgrades as the ratio of new plant and equipment relative to gross
plant and equipment. (See also Haynes and Hillman (2010) and Zhang and Rajagopalan
(2010).)

To measure firm value, we use Tobin’s Q, which is a forward-looking measure that in-
corporates future growth opportunities derived from the stock market, so it reflects the
capital market’s valuation of a firm (Loderer et al., 2017). Tobin’s Q) is calculated as the
firm’s market value divided by its book value (Tobin, 1969). This ratio calculates the pre-
mium that the capital market would pay above the current replacement costs of a firm’s
assets, so Q) values higher than 1.00 express the firm’s incremental value in the form of
anticipated future abnormal returns. Tobin’s Q) can also be used across industries, as
there are no issues related to accounting conventions (Chakravarthy, 1986). Following
Fracassi (2017), we operationalized Tobin’s Q) as:

total assets + (common shares outstanding * price atend of fiscal year) — stockholders’ equity

total assets

Control variables. Our study controls for factors that can influence the board’s dynamics
and decision-making on the industry level, the firm level, and the board level. At the
industry level, we controlled for Industry Performance, which is measured as the median
ROA of firms with the same two-digit SIC code. As in many governance studies, we do
not include SIC code dummies as a control because our fixed effects model would omit
such a variable without variance. We calculated Competitive Intensity using the Herfindahl
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index of revenue market shares on a two-digit SIC code level (i.e., the sum of squared
market shares), so a value of 1 indicates a perfect monopoly. We subtracted the Herfindahl
index from 1 so higher competitive intensity corresponds to a higher value.

At the firm level, we included Firm Size as the logged value of total assets. We also in-
cluded Tobin’s Q and Return on Assets (ROA) in the models with Plant & Equipment Upgrades
as the dependent variable to control for various financial constraints that may influence
firm-level investment in new businesses (Liang et al., 2018). In addition, we controlled for
Share of External Founders in TMT, which might both influence the presence of founders in
boards and firm outcomes.

At the board level, we included Board Size as the sum of the number of executive
and non-executive board directors. To control for board independence, we calculated
the Share of Outsiders on the Board, measured as the proportion of non-executive direc-
tors on the board (following the definition of outsiders as non-managerial board mem-
bers by Dalton et al. (1998)). The extant literature has shown that the presence of a
firm’s founder on the board or the TMT can affect strategy and compensation (Li and
Srinivasan, 2011). Hendricks et al. (2019) found that upper echelon members have less
influence on corporate performance when firms are led by their initial founders, which
emphasizes the impact that a focal firm’s founder(s) can have on its strategy, even when
the start-up has grown into a large public firm. For this reason, we included Share of Focal
Firm Founders on the Board in our list of controls, calculated as the number of the focal
firm’s founders that are on the board divided by the number of board members. We
also proxied for CEO power by controlling for Duality, which is an indicator variable
for CEOs who are also chairpersons of their boards. We measured Average Board Member
Tenure as the average tenure of the board members at the firm to account for firm-specific
experience, and Average Board Member Age as the average age of board members to capture
their general experience and career expectations. To capture formal education in the
corporate board, we employed the Share of Board Members with MBA, which captures the
percentage of MBA holders on the board.

Finally, we included year dummies to account for any external shocks that influenced
all firms.

Analysis. We tested our hypotheses empirically using longitudinal panel data, that is,
repeated observations on the same set of cross-sectional items (Hsiao, 2014). Supported
by the Hausman test, we applied fixed effects regressions to all models to control for the
unobserved firm-level heterogeneity (Wooldridge, 2013) and used robust standard errors
clustered on the firm level. We excluded outlier firms with firm sizes (total assets) in
the 1" and 99" percentiles of observations to mitigate the risk of these extreme values’
improperly increasing significance levels (following recommendations by, for example,
Chakravarty and Grewal (2016)). Consistent with existing research (Daily and Johnson,
1997), we ran all analyses on dependent variables measured in the same year as the
independent variables and controls (t) and the following year (t + 1). While market
reactions (i.e., Tobin’s Q)) can likely be observed the same year in which founders join
the board, changes on the board level might need some time to be reflected in firm-level
investment decisions (1.c., plant and equipment upgrades).
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RESULTS
Descriptive Analyses

Table I presents the descriptive statistics of and the correlations among the indepen-
dent variables and moderators. The average size of these firms’ corporate boards is 9.39
members, among whom an average of 1.97 board members are external former found-
ers. Thus, 21 per cent of corporate board members have founded at least one company
before joining the board of another company. Founders of corporations on whose boards
they serve make up only 4 per cent of board members, a number that seems reasonable
given the high age of many corporations, but it also makes clear that external founders
are much more common on corporate boards than internal founders are. Fourteen per
cent of these external former founders accomplished an TPO with their own ventures,
and 29 per cent assumed CEO positions in public corporations between their founding
experience and joining another corporation’s board, both of which indicates the hetero-
geneity of external former founders’ subsequent exposures to the corporate world.

Results of Hypotheses Testing

Tables II and III present the findings of our regression analyses, both with dependent
variables measured in the same year and in t + 1. We first focus on contemporaneous
effects using regressions with dependent variables that are measured in the same year as
the independent variables and controls. We also discuss findings with regard to lagged
effects when the dependent variable is measured at t + 1 at the end of this section (Daily
and Johnson, 1997). The findings indicate that the Share of External Founders on Corporate
Boards 1s significantly and positively related to Plant & Equipment Upgrades (0.05, p < 0.001;
Table II) and to Firm Value (0.27, p = 0.044; Table III), lending support to both Hla and
H1b.

In practical terms, the coeflicient of 0.05 that links the Share of External Founders on
Boards with Plant & Equipment Upgrades means that, when this independent variable grows
from O to 1, the dependent variable increases by 0.05, which is sufficient to move it from
the 40™ to the 50" percentile in terms of Plant & Equipment Upgrades. Assuming that a
firm reports gross plant & equipment of 420 million US§, the median value in our sam-
ple, and holding this value constant, an increase of 0.05 from Plant & Equipment Upgrades
— from 0.50 to 0.55 — corresponds to an increase in net plant & equipment from 210
million US§ to 231 million US$. The coeflicient of 0.27 that links our Share of External
Founders on Boards with Tobin’s Q means that, when the independent variable grows from
0 to 1, the Tobin’s Q increases by 0.27, an increase that s, for example, sufficient for it to
grow from the 30™ to the 50" percentile in terms of firm value. Since a Tobin’s Q below
1 indicates undervaluation, while a Zobin’s Q above 1 indicates overvaluation, such an
increase can carry a firm from undervaluation into overvaluation. Assuming that a firm
reports total assets of 1,600 million US§$, the median value in our sample, and stock-
holders’ equity of 570 million US$, also the median value in our sample, and holding
these values constant, an increase of 0.27 from a Zobin’s Q of 0.90 to 1.17 corresponds
to an increase in the market value of equity from 410 million US§ to 842 million USS$.
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Opverall, then, we conclude that the effect sizes are practically relevant, which is in line
with the assessment of such effect sizes for other upper echelons-related variables in the
literature (Li and Srinivasan, 2011).

We compared these effect sizes with the effects of some of our corporate board-level
controls that have been investigated in the literature. The control that captures whether
the firms’ original founders are still on the board (Share of Focal Firm Founders on the Board)
is positively related to Zobin’s Q with a coeflicient of 0.96 (p = 0.010), which is three times
stronger than our core independent variable’s effect. The Share of Outsiders on the Board is
also positively related to Zobin’s Q, and an increase from 0 to 1 in this variable leads to
a 0.14 (p > 0.10) increase in Tobin’s Q, indicating that our core variable has an effect on
Tobin’s Q that is about twice as high as the effect of Share of Outsiders on the Board. With
regard to Plant & Equipment Upgrades, the coefficient of Share of Focal Firm Founders on the
Board is also about three times stronger (0.17, p < 0.001) than our focal independent
variable’s effect (0.05, p < 0.001), which is similar to the results for Zobin’s Q, With a coef-
ficient of —0.02 (p = 0.053), the effect of Share of Outsiders on the Board on Plant & Equipment
Upgrades 1s also smaller than the effect of our independent variable.

Next, we investigated the individual regression coefficients and conducted a domi-
nance analysis to determine whether the one or another subgroup’s effect is more closely
related to the respective dependent variable to test H2 and H3. Because regression co-
efficients account only for the incremental contribution of a predictor variable while
holding all other predictors constant, they do not capture the predictor’s unique contri-
bution (Johnson and LeBreton, 2004), an issue dominance analysis addresses (Azen and
Budescu, 2003; Azen and Traxel, 2009). We employed the domin package in STATA to
test H2 and H3 formally (Luchman, 2013). (For applications of this method, see, for in-
stance, Judge and Zapata (2015), Kluemper et al. (2011), and Scott et al. (2014).)

Table II indicates that both the Share of External Founders on the Board without IPO (0.04,
p = 0.003) and the Share of External Founders on the Board with 1PO (0.10, p < 0.001) are
significantly and positively related to Plant & Equipment Upgrades. Dominance analysis
indicates that the effect on Plant & Equipment Upgrades of Share of External Founders on the
Board without IPO does not dominate the effect of external former founders with such
experience, leading us to reject H2a. The Share of External Founders on the Board without 1PO
is positively related to Zobin’s Q (0.32, p = 0.022), while the Share of External Founders on
the Board with IPO is not (0.03, p = 0.931) (Table III). Further, the first effect completely
dominates the second (0.0082 versus 0.0012), lending support to H2b. [ We analysed
the relevance by comparing the effects of the share of former founders with and without
IPO experience (Hendricks et al., 2019) and found that replacing non-founders on the
board with external founders without IPO experience increases firm value at a rate that
1s 10.7-times the increase that results from replacing non-founders with external founders
with TPO experience.

As Table II shows, the Share of External Founders on the Board without CEO Experience is
significantly and positively related to Plant & Equipment Upgrades (0.07, p < 0.001), while
there is no significant association between Share of External Founders on the Board with CEO
Experience and Plant & Equipment Upgrades (0.02, p = 0.320). In addition, the first effect
generally dominates the second (0.0072 versus 0.0022). Therefore, H3a is supported.
Replacing non-founders on the board with external founders without CEO experience
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increases Plant & Equipment Upgrades at a rate that is 3.5 times the increase from replacing
non-founders with external founders with CEO experience. Finally, as Table III shows,
the Share of External Founders on the Board without CEO Experience is significantly and posi-
tively related to Zobin’s Q) (0.39, p = 0.022), while the Share of External Founders on the Board
with CEO Experience 1s not (0.08, p = 0.648). Since the first effect completely dominates
the second effect (0.0081 versus 0.0020), H3b is also supported. Replacing non-founders
on the board with external founders without CEO experience increases firm value at a
rate that is 4.9 times the increase from replacing non-founders with external founders
with CEO experience.

While we focus on the regression findings with dependent variables measured in the
same year as the independent variables and controls, Tables II and III also present the
findings with dependent variables measured at t + 1 and indicate consistency in terms of
coeflicients’ direction and significance. However, the effect of external former founders
on the respective year’s Tobin’s () is stronger than that of the following year. Apparently,
the capital market incorporates board appointment decisions (and expectations about
its future relevance) in the same year. As our empirical results regarding investment de-
cisions suggest, there is a relevant effect in the focal year in which the external former
founders are appointed, suggesting that the corporate board can already make a dif-
ference in the same year. However, some investment decisions might take some time to
be implemented, especially since corporate board members are not integrated into the
firm’s strategic activities on a daily basis and since investments decisions, even when pro-
moted by a corporate board, might need internal investigation and planning. Therefore,
that the effect extends to the following year (only slightly weaker than in the investment’s
year) is understandable.

Additional Analyses

Correcting for endogenetty. 'To mitigate endogeneity concerns, we relied on fixed-effects panel
regression, including firm fixed-effects and year fixed-effects, both of which account for
time-invariant heterogeneity and shocks that affect all firms in our sample (Antonakis et
al., 2010). In addition, we carefully selected a set of controls to account for time-variant
heterogeneity and showed their effects on our dependent variables in both the same year
(t) and the following year (t + 1). Lagging all independent variables and controls by one
year ensures that the independent variables are measured before the dependent variable
to avoid simultaneity bias (Weng and Lin, 2014). However, there still might be reverse
causality that is due to former founders’ anticipating which corporations are most likely
to invest heavily in new business and choosing to join these firms as board members.
Boards themselves may also anticipate the need for a stronger focus on creating new
business and asking people with founding experience to join them. Additional time-
variant variables may also drive both the share of external founders on boards and the
dependent variables.

To test whether additional controls change our results, we ran several robustness
tests that included various sets of controls. The CEO has not only a strong impact on
firm outcomes but might also influence board composition by attracting certain types
of board members. Hence, we entered four controls into our core models, based on
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Wang et al. (2016): CEO Tenure, CEO Age, CEO Formal Education (measured as MBA),
and CEO Prior Career Experience. The results are unaffected by the inclusion of these
additional controls. The CEO’s or board chair’s external founding experience may
also influence whether former founders join the board and affect the dependent vari-
ables, so we entered CEO’s External Founding Experience into our core model as an ad-
ditional control. The effect of Share of External Founders on the Board on Tobin’s Q (0.27,
p = 0.042) and Plant & Equipment Upgrades (0.05, p < 0.001) remains highly consistent
with our main analyses, while there is no significant effect of CEO’s External Founding
Experience on these dependent variables (p > 0.10). Next, we entered Chairman’s External
Tounding Experience into our core model as a control and found that the effects of Share
of External Founders on the Board on Tobin’s Q (0.29, p = 0.032) and Plant & Equipment
Upgrades (0.05, p < 0.001) remain consistent with our main analysis, while there is no
significant effect of Chairman’s External Founding Experience on these dependent variables
(p > 0.10).

To rule out both omitted variable bias and reverse causality, we applied an instrumental
variable approach using two mnstruments (Papies et al., 2017): First, we used External Founder
Share in Boards Among Peer Firms in the same two-digit SIC code in the same year. This in-
strument is based on the idea that external founders are more common on boards in some
industries than they are in others, and that other firms in the same industry collectively
cannot directly influence other firms’ firm-level outcomes (Fu et al., 2020; Germann et al.,
2015; Rawley et al., 2018). Second, we use State-level Entrepreneurial Activity, relying on the
variable ‘employer business newness’, which is available as part of the Kauffman indica-
tors of entreprencurship (Fairlie, 2009). We averaged the indicator from 2006-12 per US
state (earlier data were not available) to generate an indicator of state-level entrepreneurial
activity, an approach that is comparable to previous research that has relied on state-level
information for instruments (e.g., Nahata, 2019). This instrument is based on the idea that
more entrepreneurs are available to be recruited to serve on boards in states that have higher
entrepreneurial activity and that new business on the state level collectively cannot directly
influence large corporations’ firm-level outcomes. Taken together, the instruments are rel-
evant predictors of Share of External Founders on the Board based on the Kleibergen-Paap LM
statistic (p < 0.001).

Since our measure of business activity is an average of activity in the years from 2006 to
2012 (so 1t does not vary over time), we applied a random-effects instrumental panel model
using the Stata command xtiwreg. We tested the effect of Share of External Founders on the Board
on Tobin’s Q using this approach and found that, consistent with our core models, the effect
of Share of External Founders on the Board on Tobin’s Q 1s significant and positive (2.87, p < 0.001).
Then we applied this method to Plant & Equipment Upgrades and again found that the effect is
significant and positive (0.28, p = 0.055), which is in line with our core results.

Finally, to reduce outliers, our core analysis excluded observations whose asset size
was in the 1*" or 99™ percentile. To rule out sample-selection bias, we also ran our core
analyses on the overall sample; results remain consistent, indicating that sample selection
bias is not likely to be an issue.

Temporal distance of founding imprint. Our theoretical argumentation relies on the idea that
the founding imprint’s effect is independent of the amount of time since the founding
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experience. To test this argument empirically, we reran our main models with newly
defined Share of External Founders on the Board variables in which we successively include
only board members with founding experience that occurred no more than ten years
ago, no more than twenty years ago, no more than thirty years ago, and no more than
forty years ago. All results are consistent with our main analyses, suggesting that when
the board members’ founding imprint(s) occurred does not matter. Specifically, the effect
on Tobin’s Q is positive and significant, with p-values ranging from 0.024 to 0.087, and
the effect on Plant & Equipment Upgrades 1s positive and significant, with p-values ranging
from < 0.001 to 0.003.

Nonlinearity. While we assume a linear relationship between Share of External Founders on the
Board and our dependent variables, there might be an optimal share of external founders.
We tested for potential nonlinearity by including a squared term of Share of External
Founders on the Board in our regression analysis after mean-centring the variable. The
squared term was not significant (p > 0.10) in any regression analyses, further supporting
the linear effects identified in our core analyses.

Allernative regression models. Since Plant & Equipment Upgrades is measured as a fraction,
we check for robustness of our findings using a fractional regression model including
firm fixed effects and robust standard errors clustered on firm level. Results are highly
consistent to our core analyses.

Alternative independent variables. While we investigated the Share of External Founders on Boards,
one might argue that just one external founder on a board is sufficient to trigger decisions
related to new business creation. To account for this option, we estimated our regression
models with dummy variables for our independent variables. Results are shown in
Table IV.

A Dummy for External Founders on the Board (which takes the value of 1 when there is at
least one such founder, and 0 otherwise) has a positive and significant relationship with
Tobin’s Q (0.10, p = 0.010) and Plant & Equipment Upgrades (0.01, p = 0.021). A Dummy for
LExternal Founders on the Board with IPO has no significant relationship with Zobin’s Q (=0.01,
p = 0.908), while a Dummy for External Founders on the Board without IPO is positively and
significantly related to Zobin’s Q (0.10, p = 0.004). A Dummy for External Founders on the Board
with CEO Experience s weakly negatively related to Zobin’s Q (—0.06, p = 0.086), while a
Dummy for External Founders on the Board without CEO Experience is positively and significantly
related to Zobin’s Q (0.09, p = 0.007). In addition, a Dummy for External Founders on the Board
with IPO has no significant relationship with Plant & Equipment Upgrades (0.01, p = 0.148),
while a Dummy for External Founders on the Board without IPO is positively and significantly
related to Plant & Equipment Upgrades (0.01, p = 0.020). A Dummy for External Founders on the
Board with CEO Experience 1s not significantly related to Plant & Equipment Upgrades (—0.00,
p = 0.241), while a Dummy for External Founders on the Board without CEO Experience is posi-
tively and significantly related to Plant & Equipment Upgrades (0.01, p = 0.009). While these
coeflicients are largely in line with our core findings, the associations tend to be weaker,
which is to be expected since these dummies are less precise than the share of board
members with such experience. Therefore, we conclude that the presence of at least one
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external founder can already make a difference, but the share tends to affect which deci-
sions are pushed at the corporate board level.

Allernative dependent variable. While our dependent variable of Plant & Equipment Upgrades
is widely used in the literature to capture the pursuit of new business opportunities,
the creation of future new business opportunities might also be driven by real growth
opportunities. To accommodate this observation, we applied Biddle et al.’s (2009)
approach to cover a corporation’s broader over- and underinvestment decisions that
are not related to a firm’s growth opportunities. Therefore, we calculated a model in
which we regressed Zotal Net Investment in Plants & Equipment (i.e., the numerator of our
dependent variable Plant & Equipment Upgrades) on Sales Growth (t—1). We took the natural
logarithm of Net Investment in Plants & Equipment to accommodate the variable’s skewness.
We saved the residuals and divided them along the quantiles into three groups (Biddle
et al., 2009). The top quartile corresponds to overinvestment that is not related to firm’s
growth opportunities, while the bottom quartile corresponds to underinvestment, and
the two middle quantiles constitute the comparison group which neither underinvests
nor overinvests. Then we used the same independent variables and controls as in our
model 1 and added the natural logarithm of gross plant and equipment upgrades as a
control variable. In line with Biddle et al. (2009), we then ran a multinomial regression
with robust clustered standard errors. Our findings indicate that firms overinvest in firm-
years that feature a high share of external former founders on the board. Results are
shown in Table V. Specifically, the share of external founders on the board has a positive
effect on the likelihood that a firm-year is in the top (overinvestment) quartile relative to
the middle group (0.81, p < 0.001). The bottom group (underinvestment) and the middle
group (0.24, p = 0.229) are not significantly different. Since we hypothesize that external
founders drive firm investment, these results are consistent with our main results.

Further, in line with our core results, the Share of External Founders on the Board with IPO
(1.49, p = 0.001) and without IPO (0.69, p = 0.002) are positively related to the likeli-
hood that a firm-year is in the top (overinvestment) group relative to the middle group.
The bottom group (underinvestment) and the middle group (0.45, p = 0.312 and 0.22, p
= 0.314) are not significantly different. Regarding CEO experience, the Share of External
Founders on the Board without CEQ experience is positively related to the likelihood that a firm-
year is in the top (overinvestment) group relative to the middle group (0.93, p < 0.001).
The top and medium group for founders with CEO experience (0.50, p = 0.155) are
not significantly different, nor are the middle and low groups for either variable (0.25,
p = 0.465 and 0.24, p = 0.316), indicating that former external founders do not avoid
underinvestment.

DISCUSSION

External former founders are often appointed to board positions of public corporations,
but strategy research has ignored their impact. To address this gap in the research, this
study establishes theoretically and finds empirically confirmed that, under certain con-
ditions, such external former founders influence corporate boards’ strategic decision-
making in favour of future new business creation. However, the former founders’
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post-founding exposures to the corporate world make a critical difference, as only when
they did not take their companies public and did not assume corporate CEO positions in
other public corporations do they appear to retain their founding imprint and influence
corporate boards’ decision-making accordingly. In line with imprinting theory, corpora-
tions that seck to inject the ‘founding spirit’ into their boards profit more from appointing
‘undiluted’ external founders who have no subsequent (even highly successful) exposure
to the corporate world. It follows, then, that not only does it matter whether a corporate
board has a former founder but it also matters what type of additional formative experi-
ences these individuals have undergone.

Research Implications

These findings contribute to upper echelons research and the literature on imprinting
theory in three major ways. First, our theoretical arguments and empirical findings
highlight the potential of integrating upper echelons and imprinting considerations into
explanations of how corporate board members’ career experiences translate into cor-
porate decision-making. More specifically, our research indicates that corporate board
members’ formative transition periods — even those that took place long ago — can inject
certain perspectives (in our case, from the founding exposure) into decision-making in the
corporate world (Kish-Gephart and Campbell, 2015). While upper echelons research has
often focused on upper echelon members’ ‘major’ (years-long) experiences (e.g., industry
experiences) (Carpenter et al., 2004; Finkelstein et al., 2009), our imprinting perspec-
tive highlights that shorter but decisive experiences also help to explain corporate-level
decision-making. While the performance and investments of large corporations are, of
course, determined by many factors, our effect sizes indicate that nuances in the corpo-
rate board members’ careers can lead to relevant differences in firm-level outcomes that
fall in the range of other, more prominently investigated upper echelon variables (e.g.,
ranging between the effect sizes of OQutsider Share on Boards and Share of Focal Firm Founders
on the Board). Thus, the imprinting perspective encourages upper echelons scholars to
focus on sensitive transition periods, not on ‘the vague totality of historical conditions’
(Marquis and Tilesik, 2013, p. 230).

In response to Marquis and Tilesik’s (2013) notion that multiple imprints over time
are possible, we develop arguments that corporate board members’ initial imprints (in
our case, the founding imprint) can decay when subsequent transition phases expose the
imprint holder to situations in which the frame of reference provided by the initial im-
print is not congruent with new requirements. In these situations, ‘cognitive unfreezing’
leads to a rearrangement of mindsets and values to the extent that the initial imprint
can be replaced by a new one. While the common practice in upper echelons research is
to focus on individual demographics or upper echelons members’ singular experiences
(Hambrick, 2007; Johnson et al., 2013), our results indicate that it is necessary to develop
a more holistic and complex perspective of what makes corporate board members ‘tick’,
that is, their career histories.

More specifically, this account at the interface of the upper echelons and imprinting
perspectives indicates that appointing external former founders to corporate boards is a
way to ensure that corporate boards perform one of their most important duties: taking a
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long-term perspective and acting as a guardian of the corporation’s future (Croci, 2018),
a duty many corporate boards struggle to fulfil (e.g., Johnson and Suskewicz, (2020). Our
findings emphasize the value of appointing (some types of) external former founders to
corporate boards and these former founders’ usefulness in upper echelons research in
general.

Second, we contribute to imprinting theory by arguing theoretically (and supporting
empirically) that the founding imprint can affect founders’ decision-making in their sub-
sequent careers, even in other organizations. Thus, we address a gap in the imprinting
literature (Marquis and Tilesik, 2013; Mathias et al., 2015; Simsek et al., 2015), as our
findings emphasize the possible persistence and transferability of (founding) imprints to
other organizations. The extant imprinting literature has focused on either investigating
how founders and their decisions influence their ventures at later stages or on how early-
stage career imprints affect individuals themselves in later stages (Bianchi, 2013; McEvily
et al., 2012). However, our insight offers a new perspective, as it presents a first step to-
ward unveiling so far hidden influences on corporate phenomena by revealing that even
brief periods in an organization member’s history can determine how the organization
operates.

Third, we also contribute to the imprinting literature by addressing calls to investi-
gate how multiple imprints on individuals interact over time. Marquis and Tilesik (2013)
argued that ‘untangling the influence of multiple sensitive periods represents a prom-
ising future direction into largely uncharted territory’ (p. 222), as empirical imprinting
research has typically focused on one imprinting event only (mostly at the beginning
of individual’s career or organization’s existence) (Bianchi, 2013; McEvily et al., 2012).
Marquis and Tilcsik’s (2013) conceptualization of imprints as brief, sensitive periods of
transition suggests that multiple imprints are likely, raising the question concerning how
multiple, divergent imprints that people gain over time interact. Our theorizing and find-
ings indicate that imprints, which are typically gathered at the beginning of a career,
can persist and determine their holders’ behaviour in subsequent positions, even over
decades as indicated by our additional analysis. However, we also show that imprint
decay can occur, especially when the imprint holder is confronted with sensitive transi-
tion phases in which the original imprint’s mindsets and values are incongruent with the
transition’s requirements. In such cases, the new imprint appears to overwrite the script
of the initial imprint. This perspective suggests that imprints should not be investigated
in isolation but in concert with other (especially divergent) subsequent imprints.

Limitations and Avenues for Future Research

Naturally, our research has some limitations that suggest topics for future research. First,
as a first effort to investigate former founders in light of their subsequent experiences on
corporate boards, our study focused its theorizing and empirical study on generalized oc-
currences of these career positions and experiences. Future research could build on our
findings to determine whether the age at which a former founder takes a CEO position
makes a difference in how new imprints are assumed and old ones are overwritten.
Another limitation is our reliance on two major types of post-founding exposure to
the corporate world. Future research could extend this perspective to determine whether
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imprints that are not related to the corporate world can also affect the founding imprint.
For example, engagement as an investor or as a philanthrope may affect the initial found-
ing imprint, and private conditions and transition periods may play a role.

A third limitation lies in our focus on strategic resource allocations and firm value as
natural outcomes of corporate boards’ decisions. However, one might also argue that
former founders on corporate boards might affect their immediate environment in the
corporate board. For instance, former founders might clash with their colleagues, es-
pecially when they have been highly successful as entrepreneurs. As the dismissal of
the CEO is part of the board’s responsibilities, a founding imprint may affect a former
founder’s support or lack of support for a CEO in various circumstances.

Fourth, our investigation is limited to two outcomes of strategic decision-making. Our
additional analysis indicates that firms’ investment decisions are more complex than sin-
gle measures can capture. The additional analysis that was based on Biddle et al.’s (2009)
over- and underinvestment rationale indicated that firms that have former external
founders on their boards not only invest more in some instances but also do not reduce
underinvestment, so they do not always push for more future business creation. Future
research could delve more deeply into this insight and add nuance to our findings by
analysing the types of investments former founders trigger as corporate board members.

A final limitation relates to our measurement of imprinting’s decay. While our findings
are consistent with our arguments regarding the possible decay of the initial imprint, our
measurement approach does not allow us to exclude the possibility that the decay is not
due to new experiences (e.g., an IPO subsequent to a founding experience), as we hypoth-
esize, but to the personality of former founders that deliberately choose this career path.
While our method aims to exclude some of these alternative explications (e.g., by means
of controls), we cannot definitively exclude such alternative explanations. That said, an
alternative explanation would have to involve some deeper subset of personality because
personality has been found to be largely stable. Therefore, explaining our result in terms of
differences in personality would mean that, for instance, there is a significant personality
difference between founders that made it into corporate boards without having taken their
prior venture to an IPO versus those that did, and that the former founders then addition-
ally make significantly different corporate investment decisions than those who are not
former founders. In our view, imprinting theory provides a more parsimonious account.

Practical Implications

Our findings are relevant to practice since a change in our independent variable can
render an increase in the market value of equity of 432 million US$ and net plant and
equipment upgrades of 21 million US§ (holding gross plant & equipment, total assets,
and stockholders’ equity at the sample median). Therefore, our findings have several
implications for those who are responsible for composing a corporate board. First, our
findings inform these decision-makers that appointing external former founders can be
a way to inject the ‘founding spirit’ that can shift the board’s focus to new business cre-
ation, although they should avoid external former founders with IPO experience or sub-
sequent GEO positions at other corporations. While intuition might suggest that these
former founders were successful and are particularly able to deal with the rigidities of
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the corporate world, our findings indicate that they are likely to have lost their founding
spirit and are likely to act more like ‘regular’ corporate world representatives. Former
founders without such IPO exposure and the entrepreneurial imprints of those who
have not held CEO positions are ‘undiluted,” so these founders can inject the founding
spirit into the corporate board. As anecdotal evidence has indicated, corporations often
appoint former ‘star founders’ — that is, those who led their ventures through highly
successtul IPOs — in hopes of increasing future-oriented business creation (Johnson and
Suskewicz, 2020). However, our findings question this practice, suggesting that external
former founders without IPO experience or experience as CEOs are much better suited
to triggering future new business creation. No matter how successful the former founder,
IPO experience and CEO positions in corporations are warning signs that the former
founder may be no different than any other corporate world representative.

More generally, our findings indicate that corporations should understand board can-
didates’ career histories holistically, rather than focusing on one kind of experience. Even
when one past position in the candidate’s CV appears to be highly salient, corporations
should not ignore other experiences and should parse all potentially formative transitions
to derive a more complete picture of the candidates’ possible contributions to the cor-
porate board’s decision-making. That said, when divergent experiences are present, the
most recent one appears to be the most powerful in guiding the candidate’s behaviour.

CONCLUSION

External former founders are about one in five appointed corporate board members, but
whether they make a difference as board members is not well-understood. In an effort
to shed light on this issue, we integrated theorizing on upper echelons and imprinting
theory with an empirical investigation, finding that public corporate boards that include
external former founders increase the boards’ focus on future new business creation.
However, former founders’ subsequent experience in the corporate world exposures
(from their own IPO’s and from holding corporate CEO positions) can decay the found-
ing imprint and its effects. Thus, ‘less successful’ (in some respects) former founders (i.e.,
those without IPO experience or subsequent CEO positions) may be more appropriate
to the goal of injecting the founding spirit into corporate boards.

NOTES

[1] Alternatively, one might consider interactions to capture whether there is, for example, IPO experience
among the external former founders (i.e., building an interaction term of ‘Share of External Founders
on the Board’ X ‘IPO Experience on the Board’). However, interaction modelling requires that all
possible combinations of the respective variables are possible (e.g., founder share high and low; IPO ex-
perience high and low). In our case, a combination of ‘founder share=low’ and ‘TPO experience=high’
is not possible, so we opted to present regression models with two independent variables for founder
shares (e.g., founder share with IPO experience and founder share without IPO experience) and to
interpret both these coefficients as well as their difference. For a similar procedure, see, for example,
Dushnitsky and Lenox (2006).

[2] As Tonidandel and LeBreton (2011) pointed out, dominance analysis evaluates only the relative contri-
bution of each predictor to the overall variance, regardless of whether a particular predictor is statisti-
cally significant.
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