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Abstract

Purpose — Private equity and venture capital (VC) firms in the capital markets sector invest capital with the
primary goal of delivering economic value. However, some firms in the capital markets sector have started to
shift this focus to create (i.e. invest in) social value. More specifically, traditional VC firms are starting socially
oriented funds, while other firms have emerged to focus solely on investments in social enterprises. These VC
firms are contributing to an interesting paradox — performance metrics are not measured by profit alone but
also by social innovation. From an architectural perspective, the authors examine the implications of internal
design, i.e. how specific strategic and structural factors influence the financial performance of VC firms with a
social orientation to determine if these firms really can “do well and do good.”
Design/methodology/approach — Social orientation was determined by content analysis of mission
statements of the VC firms. Firm strategies, structures and performance were sourced from secondary data. A
moderated mediation model was used to test relationships.

Findings — Results suggest that (1) socially responsible VC firms adopt distinct foci of social investing that
directs their strategic orientation and (2) these various foci have vastly differing effects on the firm’s overall
performance, strategic decisions made and the architecture of their structural design.

Originality/value — This study is among the first to explore socially responsible VC architectural dimensions,
with implications for firm design based on blended measures of success.
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Introduction

Socially responsible investing (SRI) is a fast-growing segment of the financial service
industry involving over $17.1 trillion in professionally managed assets in the USA alone
(Social Investment Forum, 2020). SRI is as a process of integrating personal values and
societal concerns into investment decision-making and impactful type of social innovation
(Schueth, 2003). SRI embodying ethical values, environmental protection, improved social
conditions and good governance has attracted the interest of individual and private investors,
as well as academics (Revelli and Viviani, 2015). Not unlike conventional types of
investments, SRI applies a set of investment screens to select or exclude assets (Renneboog
et al., 2008). Notwithstanding the economics of this approach, the social values embodied in
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SRI have become increasingly popular due to demands for products that positively affect
their social and environmental stakeholders (Alsmadi, 2007). These pressures stem from
regulatory structures, governmental agencies, laws, courts, professions, scripts and other
societal and cultural practices (Bull, 2008). Since the economic effectiveness of such an
investment strategy is a concern, given the tensions between doing well and doing good
(Hamilton et al,, 1993), a primary focus of past research has been on identifying whether these
SRI practices can produce the same level of financial performance as traditional investment
strategies (Kurtz, 1997; Hoepner and McMillan, 2009; Capelle Blancard and Monjon, 2014).

More recently the venture capital (VC) industry has started to follow suit. Traditionally, VC
firms raise funds from numerous investors and then invest those funds in private companies
with the purpose of achieving significant investment returns (Dimov et al, 2007). Those
investing in entrepreneurial firms whose missions have a socially or environmentally related
orientation and/or impact are labeled as a socially responsible VC (Randjelovic et al, 2003).

In this study, we link SRI to the larger process of social innovation as it is related to the
practices that enable conditions for addressing complex social issues (Adams and Hess,
2011). That is, it adheres to the view that problems and solutions are larger than one
individual or organization (Phills ef al, 2008). It involves the development of capacities
through investment in resources. As part of this capacity build up, social innovation adopts
an investment model rather than focusing on deficit. This asset model enables focus on the
actual assets and the empowerment of the organizations, communities or individuals closest
to the problem rather than just focusing on a quick fix to the problem. Here, we see a direct
link to why SRI through VC funding supports this model of social innovation as they are
supporting those organizations closest to the issues.

Emerging research on “socially responsible VC” raises several questions related to social
criteria used for investment decisions, with the most widely used Environmental, Social,
Governance (ESG) criteria are, and the relationship between ESG engagement and return on
investment (Meles, 2021). Despite a handful of studies examining the nature and strategies of
these blended value oriented VC firms (Randjelovic et al., 2003; Miller and Wesley, 2010; Rajan
et al., 2014), there is a significant gap in understanding the role played by VC funding in
advancing social innovation (Lerner, 2009).

The ability to select a relevant strategy and match it with the appropriate structure
characterizes effective firm strategic processes (Olson et al., 2005). Similarly, identifying how
socially innovative organizations design their organizational structures and strategies
becomes essential for understanding their performance (especially regarding the paradox of
achieving economic and social goals). Thus, our primary research question is What is the role
of strategic and structural factors in the performance of socially innovative venture capital
firms’ engagement in socially responsible investing (henceforth socially responsible VC)?

Avrchitecture and ovganizational design

Theoretical support for examining social innovation at the organizational and business unit
level from an architectural standpoint is drawn from Chandler’s (1969) design school. This
framework highlights how strategy emerges from a planned and explicit mission based on
certain goals that are necessary to focus efforts and define the organization (Mintzberg, 1990).
Design therefore represents an interesting heuristic to explore the concept of SRI as a social
innovation (Mulgan et al, 2007; Mulgan, 2010).

Structure helps to guide the use of strategy, indicate how to compare actual and expected
results and suggest actions to take to improve performance that is below expectations
(Kaplan and Norton, 2001). New organizational forms may originate out of the necessity to
adapt to changes in the environment (Tushman and Romenlli, 1985). This strategic choice
perspective allows for adaptation of organizational form by managers, environmental and
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Figure 1.
Theoretical model

contextual factors. The existing capital market sector logics support investments with a high
potential for returns but do not support goals outside that financial norm creating significant
tensions for socially oriented firms.

With the new institutional logic of SRI, individuals and organizations have started to
focus on socially responsible investments to address social issues (Thompson et al, 2000)
paired with traditional financial outcomes (Carroll, 1991). Firm structure and strategy are
relevant to organizational-level performance (Miller, 1986) even in socially innovative
organizations. Hence, this investigation is concerned with the importance of botk strategy and
structure to optimize efficiency, not on one leading the other.

Theoretical model and hypotheses
Figure 1 provides a visual representation of the theoretical model for the study. The following
sections elaborate on each variable in the model and the relationships therein.

Social mission and performance

Having a mission is essential to the strategy making process and can have direct bearing on
performance outcomes (Pearce and David, 1987; Bright, and Godwin, 2010). While its
behavioral benefits are important (individual motivation toward common goals), missions
also provide several benefits to organizational performance (Bart and Baets, 1998). They
impact performance because they sharpen the organization’s focus and lead to wiser use of
resources, e.g. giving the firm strategic direction (Wickham, 1997).

When examining social innovation in the VC industry, prior research indicates that SRI is
profitable (Kurtz, 1997; Kempf and Osthoff, 2007). It is therefore possible that the positive
relationship between financial performance and SRI will also hold in the context of the VC
market. Thus:

HI. Anexplicit social mission will have a positive relationship with the performance of a
social VC firm.

Social mission and organizational strategies
While social missions may have a direct relationship with organizational performance, it is
also likely that social missions guide organizational strategies. A clear social mission
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provides the deliberateness required to define and set boundary conditions that are present in
high-performing organizations and successful social innovations (Ridley-Duff, 2008).

As social innovation attempts to identify new alternatives to existing conditions, it is likely
that these novel ideas will emerge in the realm of new products/services or developing
markets. Social innovation is built on the idea of finding and creating new models (Goyal et al,
2016). Existing products/services may provide less risk for the both VC firms and their
stakeholders but may not deliver (social) values that socially oriented VCs seek. Although
social value based on ESG strategies in later-stage investments can also occur, more value
(social and financial) is identifiable in earlier stages, offering significant opportunity for
growth and scalability (Meles, 2021). Additionally, a global increase and rise of new social
enterprises (Argarwal et al., 2018) expands the opportunity for investing in social value at the
early stages. Socially responsible VCs seek new and socially related enterprises as a value-
added component, while VCs without a social value focus would characterize socially related
enterprises as carrying more risk and as a potential liability (Randjelovic ef al, 2003).
Therefore, socially responsible VCs will focus their investment decisions toward earlier-stage
investments which enable them to realize their social goals. Thus:

H2 An explicit social mission will have a positive relationship with early stage
investments.

Organizational strategies and performance

VC is often demarcated by the investor, the risk propensity and the management of the
portfolio. Institutional and individual investors have varying motives that affect capital
allocation and portfolio diversification. Typically, portfolios are optimally designed to
balance risk and rewards by allocating capital across various investment types (Cumming
and Johan, 2007). From the institutional investor’s perspective, all investments should have
the objective of gaining maximum returns for an appropriate level of risk but that does not
necessarily exclude social concerns. Therefore, if a socially responsible VC fund can provide
an appropriate level of risk and return ratio, this alternative investment could align with
conventional justifications for all investment decisions (Guyatt, 2006).

Strategies often follow an a priori goal (Mintzberg and Waters, 1985) or mission (Slater
et al,, 2006). Socially innovative organizations will seek opportunities that are consistent with
their social mission; hence, they will inevitably adopt organizational strategies that align with
their social mission. As the content of strategy is generated from organizational goals and
missions (Mintzberg, 1990), it is operationally transmitted to organizational performance
(Venkatraman, 1989). Hence, firms select strategies that align with the organization’s mission
to achieve superior performance.

This transmission relationship implies that organizational strategy is an important mediator
between mission and performance. As previously discussed, social missions are best executed
via early stage investment strategies and are more likely to lead to superior performance. Thus:

H3. Organizational strategy (early stage investments) will mediate the relationship
between the social missions and firm performance.

Organizational strategy, structure and performance
Researchers posit that strategy is not universally superior (Venkatraman, 1989) and that
other factors, such as environment, organizational context or structure interact with
organizational strategies to influence performance, i.e. organizational context is important
(Harringan, 1983; Ginsberg and Venkatraman, 1985).

Structural aspects of an organization such as size and network affect the performance of
both new and established organizations (Sacks, 2002). Structure is viewed as interaction and
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transmission variables, since it helps to realize organizational goals (Mintzberg, 1973).
Organizations also build strong networks to increase access to resources, ideas and even new
opportunities (Gulati, 1998). Thus, structural components are relevant for both nascent and
established organizations.

Other factors (age, size and network) can impact the ability of firms to diffuse social
mnovations and affect firm success (Kaplan and Schoar, 2005).

Size

The size of the VC firm typically refers to the amount of capital the VC has available to invest
(Dimov and Milanov, 2010). Size is relevant to performance — when more capital is available,
there is more potential to invest in diverse and potentially high growth companies. Averitt
(1968) posits that large, established firms experience different economic processes than smaller,
less dominant ones in any industry. While larger organizations may be able to benefit from
access to resources and insulation from market competition, they suffer from inertia and may
be slow to adapt to environmental changes (Kelly and Amburgey, 1991). Smaller organizations,
on the other hand, can be more responsive to environment shifts, rapidly adapting their
strategies and operations to take advantage of the market (Smith et al, 1989). VC researchers
reveal that while increases in size are important and positively relate to performance increase,
the relationship is concave (Kaplan and Schoar, 2005; Hochberg et al, 2007). There is a point
beyond which an organization can become too large and performance starts to decline. Thus:

H4a. Firm size will moderate the relationship between strategy (early stage investments)
and firm performance such that the relationship is curvilinear.

Networks

A socially responsible VC’s network is significant not only for performance but also for the
support and diffusion of social innovation. Networks facilitate reputation development (a key
factor in VC performance), enable access to information (new opportunities) and access to
capital (Abell and Nisar, 2007; Dimov and Milanov, 2010).

Networks are a prominent feature in the VC industry as better-quality relationships and
more influential network positions offer greater investment opportunity sets and access to
information, essential to VC performance (Lindsey, 2008). VCs tend to syndicate (i.e. co-invest)
with other VCs rather than investing alone (Lerner, 1994). They network with other VCs and
service providers (patent lawyers, bankers, etc.) to make their portfolio companies succeed
(Gorman and Sahlman, 1989).

Syndicates are a natural starting point in the examination of VC networks because they
are easy to observe, and they affect the two main drivers of a VC’s performance, namely, the
ability to source high quality deal flow (i.e. select promising companies) and the ability to
nurture investments (i.e. add value to portfolio companies) (Dimov and Milanov, 2010). In
addition, networks are a key success factor in the capacity building and collaboration
necessary to support scalability of social innovations (Bhatt and Altinay, 2013). Thus:

H4b. A VC firm’s network will moderate the relationship between strategy (early stage
investments) and firm performance such that when the network is larger, firm
performance will increase.

Methodology

Data

Data on VC firms were obtained from the ThomsonOne Private Equity (PE) Database. The PE
database is one of the most commonly used archival data sources for VC research in both finance



and management literature (Kaplan et al, 2002). It is based on both self-reported information and
secondary data (i.e. press releases and other news media). These data include demographical and
historical background information on the VC firm, funds they manage or currently participating
in, financing round information, amount of investment of all participating VCs, information on
the sources of financing for each fund, as well as outcomes of the portfolio companies that
received VC (i.e. went public, were acquired, shut down, still active investments).

VC firms was operationalized following criteria from the National Venture Capital
Association’s (NVCA) methodology and categorization on what a VC is and was used to
search the ThomsonOne PE database. NVCA’s categorization differs from the complete set of
equity investments found in the ThomsonOne PE database. The ThomsonOne database
includes data on any equity investment or financing round, which may or may not have been
from a VC firm specific, applying the NVCA’s criteria to classify VCs effectively. Second,
similarly, firms were not restricted geographically, and data were drawn from firms that
invest in the USA and internationally. Third, the sample was not limited to privately held VC
firms. Many VC funds are connected to banks, corporations and governments. Fourth, as
socially responsible VC is relatively recent (within the last 17 years, Randjelovic et al., 2003), it
was important to capture newer VC firms to prevent the risk of a limited sample size.
Therefore, no limitation was imposed on the time period. The sample was restricted to those
VC firms that have an explicit mission. Finally, since this study is concerned with for-profit
entities, care was taken to exclude nonprofit VC firms.

An initial set of 655 firms were identified by the NVCA search criteria. A total of 245 firms
were excluded from the initial set of 655 firms as they did not fit within the inclusion criteria
(e.g. no accessible information via the Internet, no mission statement, no longer active, etc.). In
addition, VC firms that were over four standard deviations from the mean were considered as
outliers and removed from the sample for analysis (Hair et al., 2009). This process resulted in a
final sample of 381 relevant VC firms.

The sample primarily consisted of private equity VC firms (82.2%), with the remainder
affiliated with corporations (6%), banks (2.1%), governments (3.9%) or other affiliations
(3.9%). The sample consisted predominantly of US-based VC firms (79.8%). The average age
of the firms was approximately 17 years from their first investment (i.e. vintage year). The
average size of the firm, as measured by the amount of committed capital since firm inception,
was over $529m; with the smallest firm having $105 thousand and largest having over $8bn
in committed capital. On average, VC firms invested in almost 91 portfolio companies, with
$5.8m invested per company. While 79.8% of the sample was US-based firms, there was
significant amount of capital being invested internationally. An average of $489m was
invested internationally, with some firms investing in 40 different countries.

After VC firms were selected, the next step was to collect firm mission statements (or other
representative statements where necessary), which were a formal declaration of the firm'’s
strategic orientation. Currently, there is no internal search criterion in the database for
socially responsible VC firms, and externally, the available lists of socially responsible VCs
were limited in accuracy and completeness.

Measures

Social mission (firm socialness). A mission defines the broad outline for an organization’s
strategy (Slater et al., 2006). As this investigation is focused on socially innovative VC firms, a
key factor to select the sample was whether the organization’s mission explicitly included
language related to a social orientation. However, as firms without a mission may still engage
in socially innovative investment strategy, and firms with a mission that is not socially
oriented may still invest in some social enterprises to diversify their overall portfolio strategy
content analysis was then utilized to identify the degree to which the firm’s mission statement

Architectural
dimensions of
social VC firms

31




NEJE
25,1

32

was related to social innovation, as part of the collection of firm mission statements (or other
representative statements where necessary) (Ingenhoff and Fuhrer, 2010). Representative
statements included mission, vision, philosophy, strategy statements or general statements
describing the firm (often labeled “About Us”) and other statements, which included letters
and quotes from the managing partner, descriptive taglines from the firm website and social
responsibility statements.

In line with prior research (Doucet and Jehn, 1997; Emrich et al., 2001; Short et al., 2010), a
single measure of social mission was created by combining all the words from the key word
lists for each separate dimension. The ensuing single dictionary was used in the DICTION
software to create a single social mission measure. Analysis was conducted using both the
combined and each separate dimensional measure of social mission to identify any disparity
between a multidimensional and unidimensional construct of social mission.

There was considerable variance in the length of mission statements (mean = 67 words,
minimum = 2 words, maximum = 402 words). To control for the wide discrepancy in text
length, the detected social investing construct words were standardized by dividing it by the
total number of words found in the text, which was used as a measure of socialness. This
control method follows other content analytic studies when text lengths vary considerably
(i.e. Doucet and Jehn, 1997; Emrich et al,, 2001).

Orgamizational strategy (stage of investment). VC firms operate in different industries and
focus on various stages of investment. The ThomsonOne PE database provides information
on stage of investment as an aggregate for each VC firm based on their total investments as
well as for each fund and portfolio company. Stage of investment was measured as a
continuous variable and calculated as the ratio of total investment amount in each stage (i.e.
seed, early, expansion, late) (Lindsey, 2008; Hus, 2006; Hochberg et al., 2007).

Total Amounted Invested in Early and Seed Stage

Stage of Investment =

Total Amount Invested
Total Amounted Invested in Expansion Stage
Stage of Investment =
Total Amount Invested
Total Amounted Invested in Late Stage
Stage of Investment =

Total Amount Invested

Organizational structure

Size. In the VC industry, size often depends on the total amount of committed capital. Thus,
following prior methodology, VC firm size is measured as the total amount of committed
capital investments (Lerner, 1994; Gompers and Lerner, 1999; Hochberg, et al., 2007; Dimov
and Milanov, 2010).

VCSize = the total amount of committed capital over the life of the firm

Following recommendations by Lerner (1994), size was categorized by quartiles using z-
scores (z = actual size — average size/standard deviation). Once quartiles were identified, a new
size variable was created and coded from 0 to 3 to represent the four quartiles.

Network. The term used for a VC network is syndicate (Lerner, 1994) and includes current
and past investments with other VCs. A VC draws on this network in both pre- and
postinvestment stages.

Following Hochberg et al. (2007), Lindsey (2008) and Hsu (2006), a simplified count was
used to determine the relative importance of each firm’s network. The database provides
information on the co-investors for each investment as well as identifying the lead investor



for each deal. This methodology captures different aspects of a VC firm’s network: (1) the
number of VCs with which it has a relationship, as a proxy for the information, deal flow,
expertise, contacts and pools of capital it has access to; (2) the frequency with which it is
invited to co-invest in other VCs’ deals, thereby expanding its investment opportunity set; (3)
its ability to generate such co-investment opportunities in the future by syndicating its own
(being lead investor) deals in the hope of future payback from its syndication partners.

Network Count = Total number firms a VC firm has co — invested with

Additionally, following these researchers work on VC networks, two other measures
were collected: (1) the number of times a VC firm has been lead investor and (2) the number of
co-investment rounds. As both Hochberg et al (2007) and Lerner (1994) discuss, these
measures are also important in understanding the nature and size of a VC firm’s network.
Given their importance in understanding actual size and benefit of a firm’s network, all three
were combined to create a single construct VC firm network. The combination of these
network measures is in line with prior research on VC networks to capture the totality and
importance of the firm’s network (Ceston, 2006; Hopp and Lukas, 2014). To create the new
construct, exploratory factor analysis (EFA) was used to identify the validity of the measure.
Principal component analysis with a Varimax rotation yielded a single network factor.
Cronbach’s alpha coefficient for the construct exceeded the 0.80 (0.83) lower bound for
reliability measures in applied research (>0.7) (Nunnally, 1978).

Organizational performance. VC firms structure their funds as closed-end, often 10-year,
and limited partnerships. They are not usually traded nor do they disclose fund valuations.
The typical VC that has created a fund, spends its first three or so years selecting companies
to invest in and then nurtures them over the next few years (Ljungqvist ef al, 2005). In the
second half of the fund’s life, successful portfolio companies are exited via initial public
offerings (IPOs) or sales to other companies, generating capital inflows that are distributed to
the fund’s investors. At the end of the fund’s life, any remaining portfolio holdings are sold or
liquidated and the proceeds distributed to investors.

As the ThomsonOne PE database lacks data on those capital inflows from positive exits,
we adopted the exif rates; defined as the fraction of portfolio companies that are successfully
exited via an IPO or a sale to another company in the VC’s portfolio, as the primary
performance measure for this investigation. Within the VC research and more specifically
those using the ThomsonOne PE database, this is considered an acceptable measure of VC
firm performance (Brander et al, 2002; Das et al, 2011; Gompers and Lerner, 1999, 2000
Hochberg et al., 2007; Sorenson, 2007).

Number of Exits or Acquisitions of Portfolios Companies
Total Number of Portfolio Companies

Firm Performance =

Control variables. Controlling for other known determinants of VC fund performance is
necessary and has been found to help eliminate certain confounding variables that could
influence the effect of the variables of interest (Kaplan and Schoar, 2005). Consequently, we
controlled for industry, location, VC type and text length which is consistent with prior
research on VC firms and content analysis.

Industry. Evidence from prior research indicates that different industry focus may have an
influence on both VC firm strategy and performance (Kaplan and Schoar, 2005; Hochberg
et al.,, 2007). Each VC firm received a code for their specific industry focus as defined by the
Venture Economics Industry Codes (VEIC). VEIC are proprietary codes developed by
Thomson Reuters. As a control variable, each industry received a bivariate code, i.e. classified
into a specific VEIC industry or not. In cases where no classification was provided, the firm
received a 0 coding. After data collection, initial analysis revealed that only 89 firms had
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committed capital of 60% or more to a single industry. Given the small sample of firms
having an industry focus and the consistent negative relationship in the regression analysis,
all industries were combined to create a single bivariate industry variable (ie. 1 = has
industry focus, 0 = no industry focus).

Location. Location is controlled in VC research, as it may influence both performance and
strategy (Gompers and Lerner, 2000; Lindsey, 2008; Hsu, 2006; Landstrom, 2007). As it is
quite likely to occur in socially responsible VC as well, location was controlled by coding
where the VC firm was located (i.e. US based or not).

VCtype. VC firms and funds can be set up as privately held entities, or connected to banks,
corporations and governments, which may also have a social mission. As these corporate VC
firms may vary from independent VC firms in terms of incentives and resources gained from
connections with larger organizations (Zarutskie, 2010), this was also controlled.

Text length. The length of mission statements had a range of 400 words, indicating wide
discrepancy in text length, hence following other content analytic studies it was controlled
(i.e. Doucet and Jehn, 1997; Emrich et al., 2001; Short et al., 2010).

Content analysis

Key word list. Content analysis was used to identify the degree to which the firm’s mission
statement was related to social innovation. Weber’s (1990) widely accepted process for content
analysis was followed for the analysis of the mission statements (Morris, 1994; Duriau ef al,
2007; Short et al, 2010; Moss et al, 2011). The measurement instrument for the construct
socialness was adopted from Jones and Salimath (2015) which utilizes both deductive and
inductive processes to ensure validity and reliability. For a firm to be considered social, it must
adopt one of five different types of investment strategies (general, environment, social,
governance or product/industry-related factors). This classification is consistent with both
research (Randjelovic et al, 2003; Scholtens, 2006; Cumming and Johan, 2007; Jones and
Salimath, 2015) and practice in the categorization of social responsible investing (Schueth, 2003;
USSIF, 2012; GIIRS, 2014). For clarity, the general category refers to language that is not
necessarily directly linked to the context of any of the other categories but to the overall premise
of ESG value system. For example, this consisted of words or phrases such as accountability,
corporate social responsibility, impact, etc. To evaluate the presence of language consistent
with a socially related mission in the mission statements of the sample of VC firms, a one sample
t-test was conducted for each dimension of social investing (Short ef al, 2010). All dimensions
were significant suggesting that language (consistent with a social investing orientation) was
communicated in the firm mission statements across the sample.

To ensure content validity, a formal definition of the construct (i.e. social investing) was
first synthesized from a review of extant literature and practical usage in the VC industry. In
general, social/socially responsible investors (SRI) encourage corporate practices that
promote environmental stewardship, consumer protection, human rights and diversity. The
areas recognized by the SRI industry may be summarized as environmental, social (justice)
and governance (ESG) issues. SRI can narrowly refer to practices seeking to avoid harm by
screening companies included in an investment portfolio or broadly refer to more proactive
practices (i.e. impact investing, shareholder advocacy, community investing). Based on this
definition, a classification scheme was identified such that if a firm is to be considered social it
must adopt one of four different types of investment strategies (environment, social,
governance or product/industry-related factors).

Starting with a deductive process, discrete key words lists were drawn from existing
research and Rodale’s (1978) The Synonym Finder for each of the four dimensions. Following
prior scholars (Doucet and Jehn, 1997), an inductive process helped identify words that may
not have been captured through a deductive process. Finally, a panel of three experts



Social investing

dimensions Content analysis words with expert validation

General Accountability, corporate social responsibility, ethics, impact, mission, values,
stock screening, stewardship, philanthropy

Environment Air pollution, air quality, alternative energy, biomass, carbon emission, clean

energy, clean tech, climate, climate change, conservation, emissions, energy
efficiency, energy star, energy storage, environment, environmental, environmental
impact, environmental performance, environmental stewardship, green, green
building, hazardous waste, hybrid, hydro-power, land conservation, LEED
(leadership in energy and environmental design), LOHAS (lifestyle of health and
sustainability), natural resources, organic, pollution, recycling, renewable,
renewable energy, resource conservation, smart growth, solar, sustainability,
sustainable agriculture, sustainable consumption, sustainable forestry, toxin, waste
reduction, water, water desalination, water efficiency, water purification, water
reuse, wind, solar energy, environmental management systems (EMS), wind energy,
wildlife conservation, hybrid energy, ISO 14001 certification, green engineering,
product take-back programs, cap and trade

Social Affordable housing, charitable giving, civic engagement, community, conflict
minerals, disabled, disadvantaged, diversity, economic development, economic
impact, employee involvement, employee relations, empowerment, equal
opportunity, ethnicity, gay, lesbian, ethnicity, gender, human rights, job creation,
labor issues, labor rights, life benefits, local development, low-income, microcredit,
minorities, oppressive regimes, poverty, profit sharing, race, safety, social, social
benefits, social enterprise, social entrepreneurship, social impact, social
performance, social responsibility, transparency, underserved, union relations,
urban planning, volunteer, corporate philanthropy, racial diversity, sustainable
development, community relations, ethnic diversity, gender diversity, religious
diversity, community development

Governance Anti-corruption, board compensation, board composition, executive compensation,
shareholders, stakeholders, stakeholder involvement, top management
compensation, information transparency, auditors, legal compliance, strategic
direction, oversight, shareholder proposals, disclosure, governance

Product & industry Affordable health care, alcohol, ammunition, defense, ethical medicine, firearms,
gambling, healthcare, medicine, military, nuclear power, pharmaceuticals,
pornography, tobacco, weapons

Architectural
dimensions of
social VC firms

35

Table 1.
Word list for social
investing dimensions

determined the reliability of these key words list. The experts helped to identify words that
did not sufficiently relate to the construct and included additional new words to the initial list.
The expert panel consisted of two academic scholars and a practitioner in social investing
realm. Through this deductive and inductive process, 171 initial words were identified,
including 29 additional words identified by the raters.

To evaluate the presence of language consistent with a socially related mission, a one
sample /-test (compared to a test statistic of zero) was conducted for each dimension of social
investing (Short et al, 2010). All dimensions were significant suggesting that language
(consistent with a social investing orientation) was communicated in the firm mission
statements across the sample.

To enhance reliability, computer-aided text analysis (CATA) was used to minimize error
from human coders. CATA generally assesses content via word usage (Morris, 1994). It
assumes that insights about the authors’ mental models can be revealed by the presence/
absence of and frequency with which certain concepts are used in text (Carley, 1997).

The DICTION 6.0 (Hart, 2000) software was used for content analysis and has been used in
other entrepreneurship contexts (Short ef al, 2010; Moss et al., 2011; McKenny ef al, 2012).
DICTION was developed to analyze political speech and rhetoric (Hart and Jarvis, 1997) and
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focuses on the power of word choice and verbal tone (Hart, 1984). DICTION also utilizes
elements of artificial intelligence. The software has self-learning capacity to remember user
decisions and can accommodate confounding homographs.

A coding scheme was developed for the review, by the panel of experts, of each word list
based on a scale from 1 (not related) to 100 (completely related). This scale was then converted
to a nominal scale, whereby scores over 50 were related and the rest were unrelated. Holsti’s
(1969) Proportion of Agreement Observed (PAO) was used to demonstrate interrater
reliability (IRR). For the three raters, the PAO was calculated by the following equation:

Proportion of Agreement Observed(PAO) = 3* A/(nA + nB + nC)

where A = number of agreed upon words by all raters and nA, nB and nC = number of
sufficiently related words per rater. IRR coefficients for all five dimensions were above the
generally accepted rule of thumb ie. the 0.70 heuristic for coefficient a (Ellis, 1994;
Krippendorff, 2004; Riffe ef al., 2019). The final word list consisted of 148 words. A complete
listing of the key words in each category is provided in Table 1.

Analysis and results

Analysis

To examine the complexities of the moderated mediation model, an alternative and well used
statistical approach (Preacher and Hayes, 2008) was used to test all the hypothesized
relationships due to its capacity to simultaneously handle complex evaluations.

Results

Results of the bivariate (Pearson) correlations were somewhat mixed for the relationships
between the multiple dimensions of social mission and the primary dependent variable, VC firm
performance (exits) (Table 2). While five of the six dimensions of social mission were significantly
related to firm performance, only the social and governance dimensions were positive. The results
of the bivariate correlations provide some initial insight into the relationships of interest.

Hypotheses testing

Hypothesis 1 addressed the positive relationship between the social mission and firm
performance (positive portfolio firm exits). Hierarchical regression analysis results are
presented in Table 3. As depicted in Model 2, while the overall model was significant
(F=11.753, R° = 0.228, p < 0.001), only governance (8 = 0.092, p < 0.05) and product/industry
(B = 0.125, p < 0.05) was significant and positively related to VC firm performance (exits).
Thus, Hypothesis 1 was partially supported.

Hypothesis 2 proposed a direct and positive relationship between social mission and
investing in early stage portfolio companies by the VC firm. Multiple regression analysis
results are presented in Table 3. As seen under the Early Stage model, four of the five
dimensions (general, envirommental, governance, product/industry) of social mission were
significant but negatively related to early stage investments. Thus, Hypothesis 2 was
unsupported. This provides some initial indication that even socially responsible VC firms
may be diversifying their investments across different stages and may not rely solely on seed/
early stage investment opportunities.

To test the mediating relationships in A3, MacKinnon’s (2000) multiple mediation model
was used and three separate regression equations were estimated. A single regression was
entered simultaneously for each dimension variable to correct for any multicollinearity.
Results of this analysis (Table 3, Model 4, R = 0.296, F = 15.04, p < 0.001) indicate that
governance was 91% mediated (Table 3, Model 4, g = 0.044, n.s.) as the coefficient became
nonsignificant. Additionally, product/industry was only 23% mediated (Table 3, Model 4,
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B =0.101, p < 0.05) indicating partial mediation; providing partial support for H3. It should be
noted that there was nconsistent mediation for both these mediated relationships, as the
direct effects were positive, but negative from early stage to VC performance. In addition,
inclusion of early stage investments into the model resulted in the environmental and social
dimensions becoming significant. Sobel's test (Preacher and Leonardelli, 2001) for
the mediation of the governance — VC firm performance relationship was significant (Sobel
Z-test = 5.72%*%) and 91 % of the total effect was mediated. For the product/industry — VC firm
performance, Sobel’s test was not significant. Therefore, results provided only partial support
for Hypothesis 3.

Hierarchical regression was conducted to test the moderating Hypotheses 4a and 4b.
Means were compared to test the curvilinear relationship proposed in H4a of the four size
quartiles in relation to VC firm performance and did not follow curvilinear pattern as they
only increased with each quartile. Furthermore, results, as indicated in Model 4 in Table 4
(R% = 0507, AR? = 0311, F = 52.8, p < 0.001), revealed that the quadratic term size? was not
significant. When the interaction term for the quadratic term size” was entered in the model,
there was no change in variance explained and the quadratic term size” and the interaction
term were nonsignificant. Thus, H4a was not supported. This is interesting as it indicates that
as early stage investments increased, performance decreased for the three groups of larger
firms. Alternatively, for the smallest sized firms, as early stage investments increased,
performance also increased.

Further analysis was conducted to determine whether size moderated the relationship
linearly. As indicated in Model 2 in Table 4, when size was entered in the model, the variance
explained was 50% (R* = 0506, AR* = 031, F = 61.66, p < 0.001) and size (8 = 0.549,
p <0.001) was positive and significantly related to VC firm performance. The interaction term
(Model 3) only marginally increases the variance explained (RZ = 0514, ARZ = 0.008,
F = 5437, p < 0.001) and the interaction term was negative and significant (§ = —0.132,
p < 0.05), indicating that size negatively moderates the early stage investments-VC firm

Dependent

variable VC firm performance exit

Independent

variables Model 1 Model 2 Model 3 Model 4 Model 5 Model 6 Model 7

Private equity —0.004 —0.054 —0.051 —0.054 —0.054 —0.004 0.000

firm

US-based firm 0.103* 0.067" 0.0717 0.068" 0.067" 0.108* 0.112*

Mission —0.202%F  —0.146%F  —0.138%F  —0.147%  —0.146%F  —0.188*F  —(.188**

statement

Industry —0.346%*%  —0.176%*  —0186** —0.177* —0.175%  —0.323**  —(0.319%*

Early stage —0.111* —0.020 —0.110%* —0.117* —0.235%F  —(0.314%*

investment

Size 0.549%* 0.529%* 0.545%* 0.545%*

Size? 0.022 0.056

Network 0.074" 0.030

Early X size —0.132* —0.135*

Early X size? 0.040

Early X network —0.133*
) 0.196 0.506 0.514 0.507 0.507 0.268 0.277

AR? 0.310 0.008 0.311 0.000 0.06 0.010

F 22.09%* 61.66%* 54.37%%* 52.8%* 46.132%F  2]1.25%* 19.08**

df 363 361 360 363 360 349 348

Note(s): * = 367, 2 Quadratic variable, *p < 0.1, *» < 0.05, **p < 0.001
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Table 4.

Results of the
standardized
regression analysis for
the moderation effects®
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Figure 2.

The moderating effect
of size on the
association between
early stage investment
and VC performance

(Exits)?

Figure 3.

The moderating effect
of network on the
association between
early stage investment
and VC firm
performance (exits)

performance relationship. Figure 2 is presented to aid in the interpretation of this interaction
effect. Based on the graphical depiction, the three largest quartiles of size (the largest firms)
have the same effect, ie. as the amount of early stage investments increase, VC firm
performance decreases.

Hypothesis 4b tested the moderating relationship of firm network (see Table 4). Network
was marginally significant (f = 0.074, p < 0.1) in relation to VC firm performance when
entered in Model 6 (R2 =0.269, AR® = 0.06, F = 21.25, p <0.001). In Model 7, the interaction
term was included and was negative and significantly (8 = —0.133, p < 0.05) related to VC
firm performance. Thus, Hypothesis 4b was not supported as there was a negatively
moderated relationship. Figure 3 graphically represents this effect. The disordinal interaction
effect indicates that as investment in early stage investment increases, performance
decreased for all firm network sizes.

Analysis of the full model was conducted using the Preacher and Hayes (2008) technique
for moderated mediation using the two dimensions of social mission (governance and product/
industry) that were significantly mediated by early stage investment. Interestingly, the
product/industry dimension was negative but not significantly (6 = —0.564, n.s.) related to
early stage investment. This does not fulfill the requirements for mediation and contrasts
with results of the analysis conducted for Hypothesis 2, providing no support for the
moderated mediation model with the product/industry dimension.

Results of the moderated mediation model presented indicated governance became
nonsignificant (f = —0.587, n.s.) and that only the early stage-size interaction term was
marginally significant (8 = —0.075, p < 0.1). These results provide additional support for an
overall moderated mediation model. As recommended by Preacher et al. (2007), bootstrapped
confidence intervals were generated (5,000 resamples) for the conditional indirect effects.
Three combinations of moderator levels yielded a bootstrap 95% bias corrected and
accelerated confidence intervals when size and network were at the mean, when size was one
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s.d. above and network was at the mean, and when both size and network were one s.d. above
the mean. Results indicate, based on the additional indirect effect explained, as size and
network increase, overall effect increases. No total/mediated effect is presented as the concern
was only with conditional indirect effect (Hayes, 2009).

Discussion

The central argument was that strategic orientation (mission) would influence firm
architecture (via strategy and structure) and affect performance. Results however offered
limited and partial support to the proposed moderated mediation model, indicating that there
is scope for probing these effects further. The lack of support (two hypotheses were not
supported, and two had limited support) may be due to two factors: (1) broad terminology of
key word lists and (2) life span of VC investments and VC funds. A reexamination of the key
word lists for each dimension revealed that they could be broadly grouped together. The first
group (environmental and social dimensions) relates to very specific niche markets and/or
orientations (e.g. words like environmental, clean-tech, air pollution, energy storage, hybrid,
water purification, etc) and may not generalize to a large population of VC firms.
Alternatively, the second grouping of dimensions (governance and product/industry) include
more general terms that could even be included in the mission statements of VC firms that
may not have a social orientation, ie. compensation, shareholders, stakeholders, top
management, disclosure, strategic direction and healthcare. It is likely that these more general
terms might be included in mission statements of a broad range of VC types not just the
socially oriented.

A second factor, life span of VC investments and VC funds, combined with the first (broad
terminology) offers a promising explanation for the obtained results. The life span of VC
investments is typically between 3 and 5 years, and around 10 years for VC funds. Given this
life cycle, prior VC research generally used a 5-10 year period prior to the date of the
investigation to allow a portfolio company to go through the entire life cycle process
(Hochberg et al.,, 2007; Lindsey, 2008; Dimov and Milanov, 2010). Additionally, VC funds make
most of their investments within first three years of the funds start, so without this interval
there may not be enough time for a portfolio company to exit the investment. Given that the
passage of time is necessary for investments to mature and come to exit, future examination
is warranted. Based on this life cycle issue and the relative newness of socially responsible
Vs, it is reasonable that more socially oriented firms may not have gone through the full life
cycle process and thereby not had the exits seen in older/established firms.

An additional important finding is that socially innovative VC firms follow similar review
and investment processes as other VC firms (Reandjelovic et al, 2003). The results, however,
indicate that as a VC firm’s social orientation increases, they opt to diversify to reduce
unsystematic risk. Additionally, diversification strategies in investment stage are driven by
potential opportunities for investments themselves.

While curvilinear relationships of size were unsupported statistically, the conceptually
take-a-way is that there is a point at which firm performance for early stage investments
declines as firm size grows. Prior research supports the notion that while size is important for
performance, the relationship is concave (Hochberg et al, 2007). Plausible explanations
suggest that larger firms maintain diversified portfolios which include very high-risk early
stage investments that provide minimal rewards (MacMillan ef al, 1986).

The negative and significant relationship of the network moderator appears to be
statistically produced because of the negative relationship that early stage investments had
with performance, as networks had a significant and positive direct effect on VC firm
performance. Even considering this finding, it is still likely that syndication is a good strategy
for VC firms and working to grow that network may lead to new/better investment
opportunities and performance (Gorman and Sahlman, 1989; Dimov and Milanov, 2010).
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When VC firms choose to engage in social innovation, the process appears to be similar to
firms seeking financial success. Thus, they need a clearly articulated starting objective and
end goal (such as social, environmental and economic performance). The actual
implementation of social innovation objectives can occur through appropriate firm
structures and strategies. Social innovation needs requisite architecture at the firm level
through which it can be channeled and realized.

Finally, there is growing recognition that sustainability in the financial service (VCs
included) comes in the form of governance, accountability and broadening the stakeholder
view. In the financial services sector, fringe corporate social responsibility programs (e.g.
recycling programs, energy efficient lighting, etc.) result in neither sustainability nor societal
impact (Eccels and Serafeim, 2013). Rather, it contributes to the disclosure, accountability and
responsibility toward products and services these institutions provide (i.e. governance)
(Catto, Arthur, Keenoy, and Smith, 2008). If more generalized VC firms are adopting a
governance-based form of social investing, a major secondary outcome is that research on
social investing should become more precise in intent, i.e. focus on firms actually investing in
socially innovative ideas/individuals or focus on firms investing in all types of ventures but
also believe governance and stakeholders are important. This provides further support to
examining the ESG categories of social investing as a multidimensional construct, with each
dimension having different meanings, strategies, and outcomes.

Contributions and limitations

The primary take-a-way is that firms can select distinct dimensions to focus their social
orientations, with differential effects on firm overall performance, the strategic decisions
made and their structural designs. It is therefore necessary to treat each dimension separately
in examining the outcomes of social innovation in VC firms. Different social foci should again
be treated separately given differences in strategies, industry and investment focus and
market orientations.

Some investment strategies are more advantageous (financially speaking) depending of
the size of the firm and the socialness of the firm’s orientation. Specifically, investing in early
stage investments is a better and even more meaningful investment for small and more
socially oriented firms. This suggests that while embedded institutional norms (i.e. profit
orientation in the capital markets) resist challenge/change, VC firms are responding to these
pressures by smart investments in socially innovative ways, thereby indirectly changing
existing logics. It is becoming acceptable to do good as you continue to do well.

Despite potential contributions, we note limitations to the study. The database has an
oversampling of US-based VC firms, affecting generalizability. As discussed earlier, the use
of computerized content analysis may cause nonhuman errors in interpretation. The
inclusion of for-profit firms only limits the sample range. Furthermore, firm’s sometimes
using mission statements as deliberate signaling mechanisms that may not reflect strategic
intent. Hence, results should be understood within these caveats and limitations. Including
other relevant factors besides investment stage might increase predictive power. Allowing
time for VCs to experience life cycle till exit stage could be considered. Therefore, results for
social performance are more likely when VC firms implement their stated social mission
through appropriate firm structure and strategy.

Additionally, it should be noted that the original focus for analysis was intended to be at
the fund level as VC firms comprise of various funds with different objects. As a majority of
individual funds lacked their own explicit mission, firm-level data for all variables were
collected. It is understood that a VC firm may have several funds (with diverse orientations),
but given the data constraint, the focus of the study remained at the firm level. Future
research can focus at the fund level specifically.



This study advances knowledge on socially responsible VCs without a lengthy history of
scholarly output. This empirical investigation is among the first to explore socially
responsible VC architectural dimensions, with implications for firms designing their
organization based on blended measures of success. We call upon future scholars on socially
responsible VCs to (1) investigate longitudinal effects of different types of social orientation
on firm performance, (2) compare socially oriented firms vs others and (3) examine the sample
after all VC firms had the opportunity to go through at least one entire VC life cycle process.
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