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Abstract: As the direction and strategies of new ventures depend on the top management team
(TMT)’s stability and continuous efforts, we investigate the relationship between executive turnover
and research and development (R & R&D) investment. Furthermore, we assess the moderating role
of the founder chief executive officer (CEO)’s prior experiences to show that founders’ experiential
knowledge mitigates the adverse side effects of executives” departure. Our empirical analysis utilizes
a large pool of firm-level survey datasets comprising 1897 Korean founder-led ventures. The empirical
results show that executive turnover reduces R&D intensity, suggesting that new ventures’ longer-
term investments may be affected by the instability of the management team. We also show that
the negative effects of executive turnover weaken when the founder CEO has a longer prior work
experience, prior business group experience, and founding experience. Our findings show that
the founder CEO'’s entrepreneurship based on valuable prior experiential knowledge mitigates the
negative impact of organizational instability. While the TMT factor is essential for a new venture’s
survival, our findings show that the manner in which leaders act should also be considered separately.

Keywords: top management team; executive turnover; founder CEO; managerial experience; new
venture; R&D intensity

1. Introduction

New ventures are characterized by higher ambiguity about resources, routines, prod-
ucts, and environments due to new initiatives (Bradley et al. 2011; Ensley et al. 2002;
Gartner et al. 1992). The entrepreneurship studies suggest that a demanding environment
faced by a new venture increases the importance of the top management team (TMT) factors
(Chandler et al. 2005; Cooper and Bruno 2000). While prior research has mostly provided
insights into how the attributes of the TMT or interaction among TMT members affect
performance (Ensley et al. 2002), this study seeks to contribute to the literature concerning
the top management team’s issue in new ventures, focusing on executive turnover and the
founder CEO’s experience. Discontinuity of executives managerial services is a concerning
factor as it affects longer-term strategy such as R&D investment, the essential element
in strengthening the core competencies of a new venture. To encourage the growth of
new ventures, the effect of executive leave on new ventures’ innovation is an important
question to address. We focus on executives (except for the CEO) to further test the bound-
ary condition with regard to the founder CEO’s experiences. As founder CEOs are focal
point of a new venture’s birth and continuous growth, we analyze how the founder CEOs’
prior experiences moderate the negative executive turnover effect. Finding the different
impacts of the founder CEO and executives on the new venture’s innovation allows us to
understand the new venture’s TMT dynamics.

Especially for new ventures, executives who possess valuable managerial skills or
industrial expertise are a concerning factor in utilizing and further developing the inherently
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limited resources of new ventures. Prior entrepreneurship studies have further shown that
the continuing managerial service provided by TMT is a vital factor for the innovation of
venture firms as the ongoing R&D process and requires the continuous commitment and
attention of executives (Cummings and Knott 2018). Discontinuity of managerial services by
executives due to their leave implies losing the idiosyncratic tacit knowledge of a specific
firm that supports the innovative process. It is not easy to find an adequate successor
with similar skill sets or expertise perfectly compatible with the venture’s ongoing R&D
process. Aside from the time and cost involved with the new recruitment, the newly elected
executive also needs time to absorb new information to handle various business issues.
Hence, we posit that an executive’s departure has a detrimental effect on new ventures’
continuous R&D investment efforts as they reduce the continuity of the innovation process
and firm-specific knowledge assets.

While the executives are key human resources of venture firms, entrepreneurship
research has focused on the value of an individual entrepreneur. Imprinting theory in en-
trepreneurship research asserts that entrepreneurs bring in a set of abilities and knowledge
that are imprinted on a venture (e.g., Bamford et al. 2000; Johnson 2007). As new ventures
suffer from scarce resources and business uncertainty, the founder CEO’s attributes are
considered critical for venture survival. We argue that the founder CEO’s prior experiential
knowledge moderates the negative impact of executive turnover on R&D investment. It is
argued that the founder CEO’s previous experiences are likely to affect new ventures dur-
ing the entrepreneurial process (Hashai and Zahra 2021; Shane and Venkataraman 2000;
Westhead et al. 2005). Hence, when faced with a situation involving high uncertainty,
founder CEOs are highly likely to make decisions based on managerial experiences they
accumulated before founding the new ventures. As founder CEOs prior work-related
experiences may shape their managerial skills, values, and goals, we suggest that previous
work experience in general, prior business group work experience, and prior founding
experience mitigate the negative impact of executives’ departure on R&D investment.

This study contributes to the literature by enhancing our knowledge of the effect of a
new venture’s TMT instability on R&D investment strategies. While TMT characteristics
have long been suggested to significantly influence the new venture’s performance, our re-
sults strengthen the argument that the TMT aspect is essential and provide further evidence
that long-term strategic decisions (i.e., R&D investment) are affected by executive leave.
Our results imply that new ventures’ steady investment may benefit from the stability of the
management team and the continuous services provided by the executives. Furthermore,
this study segregates TMT into executives and founder CEOs to show the combined effect
of different aspects of TMT. We highlight the importance of the founder CEO’s role in early-
stage investment in organizational instability after the executives’ departure. In particular,
we show that the founder’s prior work-related experiences are related to relatively stronger
organizational stability, which improves continuous investment.

The structure of this paper is as follows. Section 2 presents previous literature and
hypotheses on the relationship between executive turnover and R&D investment. Section 3
explains the sample and variables for the empirical analysis. Section 4 presents the results of
the empirical analysis, followed by Section 5 which discusses and summarizes the findings
of this study.

2. Literature Review and Hypothesis Development
2.1. Executive Turnover and R&D Investment

As new firms face a higher propensity to fail due to liabilities of newness along with
their inherent scarce resources, they have a unique challenge compared to the established
firms (Eisenhardt and Schoonhoven 1990). New ventures operate in a dynamic business
environment, and innovation strategies are the critical factor that can increase the longevity
and growth of the organization. Prior innovation literature has pointed out that continuous
innovation strategies increase knowledge accumulation, promoting persistent innovation
(e.g., Costa et al. 2020; Suarez 2014). The organizational structure that promotes innovation
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and absorptive capacity is expected to increase the innovative outcomes at the organi-
zational level. However, building a stable organizational structure from scratch under
resource constraints is not an easy task (Kor and Mesko 2013). Executives rely heavily on
the individuals that are crucial resources that possess firm-specific knowledge assets. Fur-
thermore, establishing an innovation strategy and organizational structure for continuous
innovation is disturbed when team cohesion is affected by the departure of executives from
the company. Hence, we posit that an executive’s departure has a detrimental effect on new
ventures’ continuous R&D investment efforts as it reduces the continuity of the innovation
process and firm-specific knowledge assets.

Prior entrepreneurship studies have provided extensive evidence on how a new
venture’s team characteristics affect strategies or outcomes. For example, Eva et al. (2019)
highlight the role of the CEO in increasing performance, and Dai et al. (2019) show the
relationship between the personality traits of new ventures’ TMTs and their performance.
Although the importance of TMTs has been well established, there is little research on
the strategic consequences of executive departure (Chandler et al. 2005). In particular,
we have less understanding of how executive departures affect new ventures, which are
organizations that mostly need managerial resources to survive. In this study, we examine
how executive turnover affects innovation in new ventures by focusing on R&D investment,
which is essential in strengthening the core competencies of new ventures and is executed
from a long-term perspective.

As entrepreneurial firms are often dependent on strong executives with a vision and
resources that enable them to grow (Lester et al. 2006), frequent turnover in the TMT may
increase organizational instability. Turnover of executives implies several consequences.
First, executive turnover hinders continuous efforts for innovation. One of the essen-
tial functions of the TMT is to utilize tacit knowledge to implement an effective strategy
(Athanassiou and Nigh 2000; Nielsen 2010), and turnover implies the loss of valuable, tacit,
and explicit knowledge. Executives are the core of firms’ technological resource develop-
ment. It is difficult and costly to replace them, as they develop firm-specific idiosyncratic
skills required for the knowledge creation process (Coff 1999). It is expected that a consistent
focus on innovation is not achieved when executive turnover is high. As R&D investment
from a long-term perspective requires expertise to understand not only the value of R&D
but also the firm-specific context in the ongoing R&D process, consistent support from
executives familiar with the ongoing process is needed (Cummings and Knott 2018).

Second, the executive turnover can be interpreted as less cohesion of TMT, which
hinders the persistent effort on longer-term strategy. TMT cohesion affects the motivation
and commitment of team members and is suggested to be the success factor of firms
(Klein and Mulvey 1995). The cohesiveness of new venture TMT is essential due to the
dynamic business environment they face. Ensley et al. (2002) explain that cohesive teams
allow for efficient and effective management, as they have already gone through the process
in which members share tacit knowledge and value in the organization. They promptly
make decisions without revisiting conditions and goals. Such cohesive TMT is superior in
solving problems and reacting quickly with the support of stable interpersonal relationships,
and it leads to higher business performance (Smith et al. 1994). Hence, when team cohesion
is interrupted, new ventures no longer enjoy the efficiency of a cohesive team.

Third, Dess and Shaw (2001) argue that executive turnover burdens the firm with addi-
tional costs because of the new recruitment and hiring of a successor and lower productivity
during the vacancy period. The explicit and implicit costs of executive departure may be a
financial burden. Also, while the newly hired executives may have managerial expertise,
onboarding and developing firm-specific knowledge takes time. Thus, their expected
contributions initially surpass the costs involved with their recruitment (Dai et al. 2011).
New ventures are suffering from a lack of resources. The loss of critical human resources
and related financial costs may put pressure on new ventures to maintain the level of
R&D investment.



Economies 2022, 10, 97

40f13

Based on the abovementioned arguments, we suggest:

Hypothesis 1 (H1). Executive turnover is negatively related to R&D intensity.

2.2. Moderating Effect of Founder’s Prior Work Experience

Entrepreneurship studies suggest that the founder’s prior managerial experience is an
essential source of learning and affects the decision-making of an entrepreneur (Cope 2005;
Shepherd et al. 2003). Managerial experience can only be obtained when the founder
CEO puts effort into making business decisions or understanding organizational routines
(Cooper et al. 1994; De Cock et al. 2021). When making managerial decisions, accumulated
experiential knowledge is the knowledge base for founder CEOs to discover or exploit
business opportunities (Choi and Shepherd 2004; Shane 2000). The linkage between
experiential knowledge and the performance is not only confined to new ventures, whether
it is intensively addressed in prior research (e.g., Acquaah 2012; Garcia-Garcia et al. 2017).
We posit that the value of the founder CEO’s experiential knowledge is higher, as ventures
usually are not equipped with a structured management system. They are highly reliant on
the founder’s performance capacity (Landstrom and Sexton 2000).

Based on the notion that the founder’s managerial experiences generate valuable
experiential knowledge, we expect that founder CEOs with managerial experience can
successfully lead a new venture even when executives’ departure increases organizational
instability. Dencker and Gruber (2015) explain that experienced founders possess a valuable
repertoire of potential strategic and organizational actions. Their responses to environmen-
tal changes are superior to those of less experienced founders. Hence, while executives’
turnover burdens new ventures with managerial challenges, experienced founder CEOs
possess strong abilities to deal with such challenges and push firms to establish priorities
by pursuing substantial R&D investments.

To analyze the value of founder CEOs’ prior managerial experiences, we propose three
types of previous work experiences closely related to managerial expertise. First, the time
invested in the industrial field itself is valuable to understanding the industry and market.
Professional work experiences improve an entrepreneur’s strength to identify and pursue
business opportunities (Roberts 1991), and prior work experience is an essential source of
entrepreneurial action (Mathias et al. 2015).

As such, we offer our second hypothesis:

Hypothesis 2 (H2). A founder’s prior work experience weakens the negative relationship between
executive turnover and R&D intensity.

2.3. Moderating Effect of Founder’s Prior Business Group Experience

As the evaluation of risk and expected results for managerial decisions may vary
based on the types of founder CEO work experience, we further focused on the effect of
business group work experience. When faced with a situation with high uncertainty, the
founder CEOs are more likely to make decisions that are comfortable and judged to be
more appropriate, and this is likely to be similar to the corporate strategy experienced
before (Simon 1978). A business group is a group of legally independent companies
managed by the same controlling owner (Choi et al. 2015). In many emerging economies,
including Korea, large business group firms are conglomerates that dominate the market.
Compared to small firms, large business group firms have a relatively stable profit structure
and a high level of structured organization. In addition, as business group firms are
managed by controlling owners, such firm structures encourage the pursuit of long-term
R&D investment to increase the level of business longevity and growth (Tribo et al. 2007).
Chang et al. (2006) asserted that business groups have innovation-supporting institutions,
and their persistent ties increase group coordination and transactions among them. As
business group firms share group-level resources such as capital and technology, lower
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costs support their innovation. Hence, a founder CEO with business group experience
is likely to have experiential knowledge of the effective innovation process and be more
familiar with the consistent investment in technological capabilities. Also, working for
a business group is closely related to an accumulation of industrial knowledge and the
degree of business network, and a founder CEO with business group experience is more
resourceful in navigating these types of difficult situations. Therefore, founder CEOs
with business group experience are familiar with long-term perspectives and persistent
investment strategies.
Thus, we suggest:

Hypothesis 3 (H3). A founder’s prior business group experience weakens the negative relationship
between executive turnover and R&D intensity.

2.4. Moderating Effect of Founder’s Prior Founding Experience

Lastly, we expect founder CEOs to understand the business cycle of new ventures better
when they already have prior experience in founding other firms. Founding experience is
related to knowing what needs to be done to manage a new firm successfully. It is accumu-
lated by encountering problems specific to new firms, such as managing new employees and
developing new products or services (Delmar and Shane 2006). Tzabbar and Margolis (2017)
explain that prior entrepreneur experience forms tacit knowledge that can support new
venture management in finding growth strategies and present a connection between en-
trepreneurial experience and innovation. Also, Geletkanycz and Hambrick (1997) asserted
that such entrepreneurs’ various experiences allow them to identify more opportunities,
thereby supporting the innovation process. Founding experience is associated with a higher
understanding of the organization’s nature and growth strategy as it involves a knowledge
of undergoing managerial challenges in newly established firms. Also, we can expect that
a founder CEO with founding experience has a higher likelihood of having social ties with
venture capitalists or industry experts which increases the utilization of valuable financial and
managerial resources (Deb and Wiklund 2017). This suggests that experiences specific to new
venture management would allow founder CEOs to be less affected by unexpected events,
such as executive turnover. Such experiences make founder CEOs knowledgeable about
formulating strategies and organizing activities with a strategic focus without the interruption
of executive turnover.

Based on the abovementioned arguments, we propose:

Hypothesis 4 (H4). A founder’s prior founding experience weakens the negative relationship
between executive turnover and R&D intensity.

Based on the prior literature review and following the development of hypotheses, we
propose a research model presented in Figure 1.

)

Executive turnover R&D intensity

*)

Founder CEQ’s prior experience

*  Prior work experience
*  Priorbusiness group experience
. Prior founding experience

Figure 1. Theoretical Model.
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3. Method
3.1. Sample

Our empirical analysis is based on a unique firm-level survey dataset, a 2016-2020
survey conducted by the Ministry of SMEs and Startups and the Korea Venture Business
Association based on the Act on Special Measures for the Promotion of Venture Businesses.
The survey aims to understand how Korean ventures operate and evolve by collecting
various information yearly, e.g., governance structure, employment, technological capa-
bilities, financials, and supplier relations. Based on the Act on Special Measures for the
Promotion of Venture Businesses, the Ministry of SMEs and Startups certify a firm as a
venture firm based on specific criteria to devise effective policies and governmental support
for nurturing ventures. For instance, having a loan based on technology evaluated by
the technology credit bureau or having an investment of over 10 percent of equity from a
venture capital firm validates the firm as a venture firm. Every year, 2000 venture firms
are carefully selected as a sample from various sectors and firm sizes to reflect the original
population of venture firms, and a structured questionnaire is distributed by online survey,
fax, or email based on circumstances.

Most ventures are not listed firms, and this dataset is advantageous as it enables
the collection of detailed information that is not easily accessible or undisclosed. In
addition, as the survey contains responses only from venture firms, it provides an ad-
vantage in analyzing a large pool of new venture firms led by the founder. While the
initial dataset contains 4163 firms, we only include 1897 new ventures eight years old or
younger, following McDougall et al. (1994). The top three largest sectors in our sample
are (1) food/fibers/non-metals/other manufacturing, (2) machinery/automobile/metal,
and (3) software development/IT-based service. New ventures are frequently engaged
in B2B sales, as it shows that nearly 90 percent of new ventures have B2B sales, and the
average rate of B2B sales to total sales is 80%. Also, the sample shows that 67 percent of
new ventures have intellectual properties (IPs), including patents, utility model rights,
design rights, and trademark rights. The average of IPs possessed by new ventures is
5.76. When we look at capital raising type, 43 percent received policy support funds from
the government, 31 percent had a bank loan, and two percent received venture capital
investment. Only 1.5 percent raised capital by stock and bond issuance.

3.2. Measures

The dependent variable is R&D intensity, representing the ratio of R&D investment
to total sales. As we investigate the effect of executive turnover on R&D intensity, we
construct Executive turnover, measured as the ratio of executive leave to total employment
size. To test the moderating effect of the founder’s prior experience, we include three
measures, namely, Work experience, Business group experience, and Founding experience.
The founder’s work experience is the number of working years before founding the new
venture in question. A founder’s business group experience is a dichotomous variable
coded as “1” if a founder has previously worked for a business group affiliated firm and
“0” otherwise. Korean business groups are identified by the Korea Fair Trade Commissions
board based on the total size of a business group affiliated firm. The founding experience is
the number of firms founded before founding the new venture in question.

We also include several firm-specific control variables to control for other firm ef-
fects. Firm size is frequently a predictor of the size of resources firms can utilize, and
it is suggested to influence a firm’s innovation (Forés and Camison 2016). Hence, we
include firm size, a logarithmic value of total assets (Hoskisson et al. 2002). Financial
performance and status are closely related to the slack resources that can be used for inno-
vation (Acharya and Xu 2017). We include ROA, the value of net income divided by total
assets, and the Debt ratio is total debt divided by total assets. New ventures may be in
different business cycles based on their age. We include Age, the number of years since
the firm’s foundation. Also, Capital financing is included to control for the new financial
slack that new ventures can utilize, which has a value of the size of capital raising divided
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by total assets. Finally, the year and industry effects are controlled. All control variables
are lagged one year following prior research (e.g., Chrisman and Patel 2012). Appendix A
Table A1 summarizes the definition of variables used for the analysis. In order to check the
multicollinearity issue, we calculate variation inflation factor (VIF) values from regression
analysis. For all variables in question, we obtained VIF values ranging from 1.04 to 1.37,
which reject serious multicollinearity issues (O’brien 2007).

Table 1 shows the descriptive statistics for variables in the empirical model. In our
sample, founder CEOs are likely to have work experience with an average of 11.5 years.
Also, founder CEO without work experience only account for 9.7 percent of the total. It
shows that the founding of a new firm is frequently initiated by the managerial skills
obtained from work. Compared to work experience, founder CEOs have less business
group experience or founding experience. Among founder CEOs, 16.2 percent of them
have worked in a business group, and 18.7 percent have founded a firm before. Table 2
displays the correlation coefficients.

Table 1. Descriptive Statistics.

Variable Mean St. Dev. Min Max
R&D intensity 0.15 0.26 0 1.04
Executive turnover 0.02 0.13 0 2
Work experience 11.50 7.85 0 40
Business group experience 0.16 0.37 0 1
Founding experience 0.26 0.63 0 6
Firm size 7.58 1.44 2.04 12.95
ROA 0.01 0.12 —0.30 0.14
Debt ratio 0.72 0.85 —23.88 0.99
Age 5.51 1.33 2 7
Capital financing 0.27 0.93 0 13.32

Table 2. Correlation Matrix.

Variable 1 2 3 4 5 6 7 8 9
1. R&D intensity
2. Executive turnover —0.01
3. Work experience —0.03 0.09 *
4. Business group experience —0.02 0.04 0.08 *
5. Founding experience 0.04 * 0.03 0.11* —0.06 *
6. Firm size —-0.33* —0.06* 0.03 0.06 * —0.00
7. ROA —042* —0.04 0.07 * —0.01 —0.05* 0.12*
8. Debt ratio —-0.17* —0.03 0.06 * 0.01 —0.04* 0.24* 0.25*
9. Age —0.14* —0.04 —0.03 0.03 —0.04 0.21* 0.02 0.03
10. Capital financing 0.26* 0.02 —0.08 * —0.02 0.06 * —0.27* —-0.11* —0.42* —-0.17*

Note: * p < 0.05.

4. Empirical Results

We employ a pooled ordinary least squared (OLS) regression model to test these
hypotheses. Table 3 presents the empirical results of this study. Model 1 shows test results
for H1, which suggests the impact of executive turnover on the R&D investment of ventures.
Executive turnover has a significant negative effect on R&D intensity, as shown in Model 1
(B = —0.062, p < 0.01). This result supports H1 and shows that the instability of the TMT
leads to a strategic shift of new ventures. This research reinforces the importance of TMT
for new venture firms in promoting innovation, as suggested in the previous research
(e.g., Cummings and Knott 2018). Our empirical evidence suggests that among various
TMT factors, the negative change in TMT dynamic due to the executive leave can affect
TMT’s effectiveness.



Economies 2022, 10, 97

8of 13

Table 3. Regression Results.

Model 1 Model 2 Model 3 Model 4
E tive ¢ —0.062 ** —0.105 ** —0.083 ** —0.067 **
xecutive turnover (0.010) (0.006) (0.001) (0.008)
Executive turnover x 0.005 **
Work experience (0.009)
Executive turnover x Business 0.084 t
group experience (0.094)
Executive turnover x 0.019 *
Founding experience (0.047)
. 0.001 t+
Work experience (0.097)
Business group experience 0.001
(0.105)
Founding experience 0.001
(0.143)
Fi . —0.033 *** —0.026 *** —0.033 *** —0.033 ***
1rm size (0.000) (0.000) (0.000) (0.000)
ROA —0.646 *** —0.341 *** —0.646 *** —0.647 ***
(0.000) (0.000) (0.000) (0.000)
Debt rati —0.033 —0.023* —0.033 —0.034
ebtratio (0.187) (0.032) (0.188) (0.186)
Ace —0.004 —0.001 —0.004 —0.004
& (0.428) (0.707) (0.416) (0.434)
Capital financin 0.197 *** 0.112 *** 0.197 *** 0.197 ***
P & (0.000) (0.000) (0.000) (0.000)
Constant 0.399 *** 0.301 *** 0.399 *** 0.399 ***
onstan (0.000) (0.000) (0.000) (0.000)
AR? 0.255 0.273 0.254 0.254
F value 23.92 30.13 18.56 18.09

Note. #* p < 0.001, * p < 0.01, * p < 0.05, T p < 0.1.

Models 2, 3, and 4 show the moderating effect of three different types of founder CEO
prior experiences. Model 2 displays the moderating effect of the founder CEO’s prior work
experience on R&D intensity. We observe a significant and positive moderating impact
of the founder CEQO'’s prior work experience, which weakens the negative influence of
executive turnover on R&D investment. This result supports H2 (3 = 0.005, p < 0.01),
suggesting that founder CEO prior work experience is associated with a longer-term
perspective in the investment of new ventures. Model 3 reports the moderating effect
of founder CEOs’ prior business group experience on R&D intensity. The moderating
effect of founder CEOs’ prior business group experience is significant (3 = 0.084, p < 0.1),
thus supporting Hypothesis 3. Model 4 tests the moderating effect of the founder CEO’s
founding experience, and the coefficient is significant in Model 4 ( = 0.019, p < 0.05), thus
supporting Hypothesis 4.

Overall, the empirical results show that organizational instability owing to executive
departure has a lesser effect on the new venture when founder CEOs have the managerial
experience to handle such instability. Our findings are in line with the prior research
that proposes the connection between the founder’s attributes and the innovation (e.g.,
Tzabbar and Margolis 2017). Still, we further test the contingency in which the founder
CEOQO’s managerial experience has a higher value.
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5. Conclusions and Discussion

This research has two main research goals for understanding the relationship between
the TMT factor and innovation of new ventures, as follows. First, it discusses the impact
of executive departure on new ventures’ R&D investment. As researchers emphasized
that R&D is a crucial determinant for owning competitive advantage, research on how
organizational instability due to executives’ turnover will result in such R&D activities
should be reinforced. Second, it explores the conditional effect of the founder CEO that
changes the effect of executive turnover on new venture innovation. As the continuous
efforts put into R&D investment are one of the factors that improve new venture’ com-
petitiveness and survival, we provide insight into how the TMT factors change the new
venture’s R&D investment. We provide empirical evidence that executive turnover reduces
R&D investment due to the discontinuity in the managerial service and lack of cohesion in
the TMT. However, a founder CEO'’s prior managerial experience is a boundary condition
that weakens the negative impact of executive turnover, implying the importance of an
entrepreneur’s commitment and knowledge for the long-term investment.

5.1. Theoretical Contribution and Implications

This study offers several theoretical contributions and implications. First, our empirical
results enhance our understanding of the effect of executive departure on new ventures.
In entrepreneurship research, while the characteristics and dynamics of TMT have been
well addressed, there is limited understanding of how organizational instability due to
executive departure affects the innovation of new ventures. The results suggest that new
ventures’ innovation may benefit from the stability of the management team and the
continuous services provided by the executives. The results of this study show consistency
with the studies of Xiong et al. (2021) and Qian et al. (2013) that TMT’s stability affects
organizational innovation or R&D investment, respectively. We empirically confirmed the
relationship between the executive departure and R&D investment in the venture business
setting and presented the basis for a concrete explanation of this relationship. It contributes
to entrepreneurship research by analyzing executive turnover and suggesting that TMT
cohesion and stability promote continuous innovation efforts for new ventures.

Second, while prior research focuses on either the TMT as a whole or the CEO, we
show a combined effect of executives and founder CEOs. Kor (2006) analyzed the effect of
corporate governance on R&D investment strategy and reported that both the composition
of the TMT and board of directors directly affect the intensity of R&D investment. In partic-
ular, it showed that the founder within the TMT had a positive effect on R&D investment.
Still, it was not extended to analyzing the founder’s influence in an environment where the
founder did not belong to TMT. In addition, Xiong et al. (2021) recently showed that the neg-
ative impact of CEO turnover on R&D investment is also prominent in family companies
and non-state-owned companies, but cannot explain the effects of executives and founder
CEO separately. However, we emphasized that the founder CEO is an entrepreneur who
is at the center of the new venture’s formulation and growth and posited that it could
influence the relationship between executives and firm performance. Our analysis proposes
that while executives have a significant impact on R&D investment, the founder CEO is
an influential factor that can change such an impact. The results imply that the founder
CEO’s experiential knowledge accumulated from prior experience helps new ventures to
focus more on innovative capabilities. This finding contributes to the imprinting theory
in that the characteristics of the entrepreneur (here, founder CEO) bring a set of abilities
and knowledge imprinted on ventures. Additionally, it suggests that, when analyzing the
effect of TMT-related aspects on firm performance, acknowledging the difference between
the entrepreneur and other executives may be beneficial for understanding the dynamics
of TMT.

Third, while the importance of human and technological resources is especially high
for new ventures due to their inherent dynamic environment, we propose a relationship
between critical human resources (executives and founder CEO) and R&D investment.
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When we consider that executives and founder CEOs comprise the TMT, the changes and
characteristics of the TMT jointly affect R&D investment. Although certain events such
as turnover may negatively affect other factors, including the founder CEO can mitigate
such effects.

Lastly, our findings widen our understanding of new venture entrepreneurship in
the East Asian region. The East Asian market environment has been changing to support
new venture growth, and these East Asian new ventures became important rivals of North
American and European ventures. However, the prior research on new venture manage-
ment has been predominantly focused on Western-based ventures (Hemmert et al. 2021).
As the context for entrepreneurship occurrence and characteristics (Welter et al. 2017)
matters, we apply the factors of entrepreneurship concerning the East Asian-based con-
text. Our findings strengthen the idea that founder CEO and TMT-related factors have
predictive power for the level of innovation and show that it also applies to the East Asian
context. Furthermore, our incorporation of business group factors extends the discussion
on the common organizational traits in the East Asian environment. We show that context-
specific organizational factors should be considered in assessing a new venture’s behaviors
and strategies.

5.2. Limitations and Future Research

This study has some limitations. First, executive departure can occur through the
founder’s decision or voluntary leave. Future research is expected to analyze the im-
pact on R&D investment by dividing it into voluntary and involuntary turnover, as in
Xiong et al. (2021). In addition, while the information on the reason behind executive
departure is unavailable, unexpected leave relative to voluntary leave may be a more con-
cerning factor for new ventures. Future research should structure these types of turnovers
to explore different aspects.

Second, in our study, executive turnover was measured through the ratio of executive
leave to total employment size and then analyzed by using it as an independent variable.
For this reason, the characteristics of each TMT member are not considered. Past research
on TMT has focused on the CEO, but research has been spotlighted on individual TMT
members, such as the chief financial officer, chief operating officer, chief technology of-
ficer (CTO), chief marketing officer, chief information officer, and chief strategy officer
(Menz 2012). Even when evaluating the impact on venture R&D, it may be possible to
reflect the characteristics of each sector by considering the type of TMT members. For
example, Garms and Engelen (2019) showed that the CTO is a member of TMT that directly
influences the R&D and innovation of a firm and analyzed the relationship between the
characteristics of the CTO and the innovation commitment of other TMT members. It is
expected that this aspect can also be considered when analyzing the relationship between
executive turnover and R&D behaviors.

Third, cross-sectional data were used for the analysis. While our dataset provides an
advantage in the sample size for new venture research, the time-variant aspect has not been
addressed. This limitation necessitates further research using a longitudinal dataset.
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Appendix A

Table Al. Variable definition.

Variable Definition
R&D intensity the ratio of R&D investment to total sales
Executive turnover the ratio of executive leave to total employment size
Work experience the number of working years before founding the new venture

a dichotomous variable coded as “1” if a founder has worked

USIness group experience for a business group affiliated firm before and “0” otherwise

Founding experience the number of firms founded before founding the new venture
Firm size a logarithmic value of total assets
ROA a net income divided by total assets
Debt ratio a total debt divided by total assets
Age the number of years since the firm’s foundation
Capital financing the size of capital raising divided by total assets

Note. All variables are obtained from Korea Venture Business Association (https://venture.or.kr/#/home/home-
main, accessed on 1 October 2021).
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