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Abstract

We explore the relationship between status and reputation, examining how its
dynamics change over time as these two intangible assets coevolve and how
reputation and status are influenced by participation in highly visible events.
Using a sample of more than 400 newly founded venture capital (VC) firms, we
find that reputation and status positively influence each other but that reputa-
tion has a greater effect on status, particularly when firms are older. We also
find that the effect of past status on current status weakens as VC firms age,
but the relationship between past and current reputation remains consistent
with age. Furthermore, our findings show that participating in big hits—
blockbuster initial public offerings—has a positive relationship with status when
firms are young and a positive relationship with reputation when firms are
older, and it helps low-status and low-reputation firms more than it helps high-
status and high-reputation firms. This study helps differentiate status and repu-
tation, shows how they coevolve, and provides insight into how new firms
build these important intangible assets.

Keywords: status, reputation, venture capital, underpricing, intangible assets,
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Coevolutionary processes—defined as mutually beneficial and sustainable
ways of coexisting—are ubiquitous in nature. Biologists have used them to
describe interdependencies in the development of species, such as the influ-
ence of predatory wolves on the evolution of caribou (Mech et al., 1998) and
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how plants compete for pollinators (Ehrlich and Raven, 1964); astronomers
have used them to explain the relationship between black holes and galaxies
(Peterson, Somerville, and Storchi-Bergmann, 2010); and social scientists have
used them to describe how community networks and technology (Rosenkopf
and Tushman, 1998), motivations and conceptual structures (Delton and Sell,
2014), and industries and their environments (Geels, 2014) influence each
other. In this study, we focus on the coevolution of two valuable intangible
assets, organizational reputation and status (Washington and Zajac, 2005;
Barron and Rolfe, 2012).

The interdependence of reputation and status is reflected in the literature.
For example, Podolny (1993) used ‘‘reputation’’ and ‘‘status’’ interchangeably in
his status-based model of market competition; Shrum and Wuthnow (1988)
combined them, referring to ‘‘reputational status’’; and some scholars (e.g.,
Rindova et al., 2005; Lange, Lee, and Dai, 2011) have conceptualized status as
a component of reputation. Further, the two constructs have many similarities:
both are path dependent and accrue value over time; both provide signals that
influence public evaluations of firms; and both affect organizational outcomes,
including the ability to charge premium prices, acquire resources, and influence
partnering decisions (Barron and Rolfe, 2012).

Recent research has begun to parse out the differences between these two
constructs and explore their roles in the social construction of markets (e.g.,
Washington and Zajac, 2005; Jensen and Roy, 2008; Lee, Pollock, and Jin,
2011; Ertug and Castellucci, 2013). Washington and Zajac (2005: 283) summar-
ized the key theoretical differences between reputation and status when they
stated, ‘‘status is fundamentally a sociological concept that captures differ-
ences in social rank that generate privilege or discrimination (not performance-
based awards), while reputation is fundamentally an economic concept that
captures differences in perceived or actual quality or merit that generate
earned, performance-based rewards.’’

Despite the progress made in distinguishing status and reputation by focus-
ing on the different ways they affect common outcomes, the question of how
they influence each other has gone largely unaddressed. Researchers have
speculated about which construct drives the other (e.g., Podolny, 2005;
Sorensen, 2007) and have considered how the reputation of a firm’s initial part-
ners influences its future status (Milanov and Shepherd, 2013), but no research
we are aware of has systematically considered how status and reputation coe-
volve. Understanding the nature and nuances of the relationship between repu-
tation and status and how it evolves over time is important because reputation
and status are built in different ways and create different kinds of value
(Washington and Zajac, 2005; Barron and Rolfe, 2012). Building each intangible
asset requires understanding how reputation and status change over time and
how significant events can influence the trajectory of their development. For
young firms, understanding this relationship can provide crucial guidance for
investing their scarce resources and attention to effectively build their status
and reputation (Rindova, Petkova, and Kotha, 2007; Fund et al., 2008). A deeper
understanding of how status and reputation coevolve can also shed light on
how these two intangible assets influence organizational outcomes and suc-
cess (e.g., Dimov, Shepherd, and Sutcliffe, 2007; Ertug and Castellucci, 2013).

We synthesize and build on prior work by collecting data from newly
founded venture capital (VC) firms so that we can explore how reputation and
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status coevolve over time and the factors that influence their coevolution. We
develop theory to explain how reputation and status influence each other, the
relationship between past and current reputation and status, how these rela-
tionships change over time, and how they are shaped by visible, positive
events. The VC industry is an ideal setting for examining these issues for sev-
eral reasons. First, reputation has both symbolic and substantive benefits for
the firms that VCs fund (Lee, Pollock, and Jin, 2011). Second, the extensive
webs of interorganizational relations constructed through investment syndi-
cates exert significant influence on VC firms’ functioning and behavior
(Hochberg, Ljungqvist, and Lu, 2007; Milanov and Shepherd, 2013) and make
studying how the relationships evolve over time possible (Fund et al., 2008).
Finally, the VC industry is bound together by an implicit coevolutionary network:
start-ups depend on VCs for capital and other resources, VCs require access to
promising start-ups that can provide investment returns that allow them to
raise more and larger funds, and investors depend on VCs to identify and
develop start-ups to help them grow their investment portfolios. VCs’ status
and reputation help facilitate all these interactions in the face of substantial
uncertainties.

THE COEVOLUTION OF REPUTATION AND STATUS

Both organizational reputation and status are intangible, ‘‘social approval’’
assets that provide benefits via their ability to create favorable collective per-
ceptions (Pfarrer, Pollock, and Rindova, 2010: 1131). As such, the two con-
cepts overlap and are often confused. Reputation has been defined in many
ways by different scholars and research traditions. We adopt the definition put
forth by Rindova and colleagues (2005) that a firm’s reputation is best under-
stood as broad public recognition of the quality of a firm’s activities and out-
puts. This definition captures two critical elements of reputation that allow it to
create value: (1) the perceived predictability of a firm based on past perfor-
mance and behaviors (i.e., being known for reliability or quality) and (2) the
extent to which these perceptions are widely known and shared. With respect
to status, in a recent review of the status literature Sauder, Lynn, and Podolny
(2012: 268) stated, ‘‘Status, for organizations as well as individuals, is broadly
understood as the position in a social hierarchy that results from accumulated
acts of deference’’ and further noted, ‘‘A central thesis of organizational
research is that a firm’s status (and implicitly the deference to that firm) is influ-
enced by the status of the entities with whom the firm affiliates.’’ Status is a
socially constructed asset that can ‘‘generate privilege or discrimination’’
(Washington and Zajac, 2005: 283) and is used to signal quality when uncer-
tainty is high (Lynn, Podolny, and Tao, 2009). Its cachet is ascribed by observ-
ers based on their perception that the organization is favored by other high-
status actors, which is deduced from observable patterns of affiliation.

Although these definitions are conceptually similar, they differ in four funda-
mental ways. First, status primarily reflects perceptions of an organization’s
position in a social hierarchy based on observable patterns of connections
(Sauder, Lynn, and Podolny, 2012), such as affiliations with prestigious partners
and centrality in market networks (Podolny, 1993, 2001; Washington and Zajac,
2005). As Sauder and colleagues (2012: 269) noted, ‘‘Although status is often
used as a signal of the degree to which an individual or firm possesses a
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desirable quality, quality is often more difficult to observe than connections.’’
Status is more distantly related to the organization’s ability to meet its stake-
holders’ expectations than reputation, and the benefits of status arise from the
‘‘privilege’’ conferred by the actor’s social standing (Washington and Zajac,
2005: 283).

In contrast, reputation is derived from stakeholders’ estimations of organiza-
tional attributes that shape expectations of the firm’s future behaviors
(Milgrom and Roberts, 1986; Weigelt and Camerer, 1988). These estimations
and expectations are driven by stakeholders’ observations of or direct prior
experience with the organization. Although reputation is often assessed relative
to a peer group of actors, and actors can be ranked based on their reputations
(Espeland and Sauder, 2007; Deephouse and Suchman, 2008), these relative
rankings result from assessing and ordering actors based on specific perfor-
mance dimensions. Thus, though the ordinal listings of different actors’ reputa-
tions are used to make relative comparisons, they are not relational reflections
of their social standing based on patterns of deference. Here, perceived quality
largely depends on a firm’s ‘‘merit’’ (Washington and Zajac, 2005: 283) or
observable track record of delivering quality products or services (Pfarrer,
Pollock, and Rindova, 2010).

Further, in developing theory to reconcile different perspectives on the
emergence and reinforcement of status orders, Gould (2002) argued that even
though status orders are partly based on actors’ attributes, the rewards and
benefits conferred by a given status level will not be commensurate with the
differences in individual quality. Because the underlying differences are socially
influenced, high-status actors get more credit and low-status actors get less
credit than they deserve based on objective assessments of their quality alone.
Thus, whereas reputation is closely tied to perceptions of merit, quality, and
high performance, Gould suggested that status may be only loosely coupled
with quality because social enactment processes that establish and maintain
status orders and the privilege status generates systematically distort the rela-
tionship between status and quality. Bothner, Kim, and Bishop (2012) provided
additional empirical evidence that very high levels of status are associated with
declines in performance, which could be due to the complacency or distrac-
tions associated with high status.

A second difference is that no assumption of full intersubjective agreement
among observers is required to establish an organization’s reputation. A firm
can have different reputations with different stakeholder groups for different
things (Lange, Lee, and Dai, 2011; Jensen, Kim, and Kim, 2012), and its relative
standing in different reputation rankings can vary accordingly. But intersubjec-
tive agreement is needed when determining an organization’s status because
differences in status reflect fundamental social characteristics or structures
that can be unrelated to—and exist independently of—real or perceived quality
differences (Washington and Zajac, 2005). Washington and Zajac’s (2005)
Jaguar example vividly illustrated the differences between reputation and sta-
tus. Although the automobile manufacturer long suffered from a reputation for
poor quality, it nonetheless was able to charge premium prices because of the
privilege that accompanied its high social status as a luxury automobile manu-
facturer and the associated social status of those who drove its vehicles.
Further, though recent increases in perceived and actual product quality have
improved Jaguar’s reputation, its status remained unchanged or perhaps even
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decreased after it was acquired by Ford, a company that is not as highly associ-
ated with luxury, social status, and privilege.

Third, reputation and status differ in their influence on firms’ strategic deci-
sions. For example, Dimov and colleagues (2007) found that a VC’s reputation
weakens the negative relationship between finance capacity and the decision
to invest in early-stage ventures, while a VC’s status strengthens the same
relationship. Ertug and Castellucci (2013) found that National Basketball
Association (NBA) teams were more likely to focus on high-reputation players
when they were concerned about product quality (i.e., winning games), while
high-status players were used to increase revenues. And Jensen and Roy
(2008) found that following the demise of Arthur Andersen, companies search-
ing for new auditing firms used status to screen potential firms and then used
reputation to choose a specific firm within the chosen status bracket.

Fourth, reputation and status may also differentially affect stakeholders’
decisions (Deephouse and Suchman, 2008). Lee and colleagues (2011) found
that although both VCs’ reputation and status enhance initial market responses
to the IPO firms they invest in, only reputation, which is based in part on VCs’
abilities to successfully develop start-up firms’ capabilities, is also related to
post-IPO operating performance. Status is also strongly associated with partner
quality in director networks, while reputation affords firms diverse networks
and opportunities to span structural holes (Chandler et al., 2013), and congru-
ence between reputation and status enhances alliance formation (Stern,
Dukerich, and Zajac, 2014). Taken together, this research establishes clear the-
oretical differences between status and reputation and shows the different
ways they can influence strategic decision making and firm performance.

The Venture Capital Firm Context

Today’s VC industry took shape in the early 1980s after a 1979 amendment to
the U.S. Employee Retirement Income Security Act (ERISA) modified the ‘‘pru-
dent man’’ rule governing pension fund investments. Until then, pension funds
were prohibited from investing significant sums in high-risk assets, including
venture capital funds. According to Gompers and Lerner (2006), who reviewed
the industry’s history, VCs raised $495 million (in 2002 dollars) in new invest-
ments in 1978, and during the 1980s raised between $1.5 billion and $5.6 bil-
lion a year. Following the recession of the early 1990s these amounts
increased from $2.3 billion in 1992 to $12.7 billion in 1997, reached $62 billion
in 1999, and hit a high of $108 billion in 2000. Hundreds of new VC firms were
also founded during this period, making it useful for studying the coevolutionary
dynamics of status and reputation in firms’ early years.

Several additional aspects of the VC industry make it useful for studying the
coevolution of reputation and status. As Fund and colleagues (2008: 567–568)
noted, a strong status hierarchy exists within the industry, and investment syn-
dicates are commonly used to spread risks and share rewards. The resulting
embedded ties among the VC industry’s elite participants complement its well-
developed legal structure, creating socially reinforced boundaries that limit
access to core deal networks. These well-defined and easily observed VC syn-
dicate networks have made this context attractive to organizational (e.g.,
Podolny, 2001; Guler, 2007; Hallen, 2008; Ma, Rhee, and Yang, 2013) and

486 Administrative Science Quarterly 60 (2015)

 at PENNSYLVANIA STATE UNIV on August 5, 2015asq.sagepub.comDownloaded from 

http://asq.sagepub.com/


finance (e.g., Hochberg, Ljungqvist, and Lu, 2007; Sorensen, 2007) scholars
studying status.

The VC industry has also been attractive to scholars studying reputation. VC
firms have to build reputations with investors in their funds for identifying and
developing high-potential companies that can provide the investors with signifi-
cant returns (Gompers, 1996; Lee and Wahal, 2004). They also need to identify
and negotiate agreements with promising start-ups. As the most attractive
start-ups often have multiple VCs vying to invest in them, a VC firm’s reputa-
tion for working with and developing firms is important (Sapienza, Manigart,
and Vermeir, 1996; Fund et al., 2008; Lee, Pollock, and Jin, 2011). Because
their two primary stakeholder groups have similar interests, generalized percep-
tions of VC firms are likely to hold across both groups, thereby minimizing
questions about whether firms have different reputations with different stake-
holder groups (Jensen, Kim, and Kim, 2012).

The Coevolution of Reputation and Status

Despite the widespread interest in organizational reputation and status, there
has been limited research on how they coevolve. Research has established
that status and reputation are positively correlated. High reputation based on
strong performance can increase access to elite social circles (Hallen, 2008;
Milanov and Shepherd, 2013) while high status can provide greater access to
the information, opportunities, and resources that can enhance reputation
(Benjamin and Podolny, 1999; Sorensen, 2007). Consistent with prior research,
we treat this coevolutionary process as roughly contemporaneous.1 Because
both reputation and status provide benefits that aid in developing the other con-
struct, we expect them to have a positive relationship as they coevolve. As this
expectation is unsurprising, we do not present a formal hypothesis, but it does
form our baseline assumption.

The effects of firm age. Though we expect reputation and status to posi-
tively influence each other, we do not expect the nature of this relationship to
remain constant over time. During its early years a firm has little standing in its
industry’s social hierarchy, and what status it has is largely the result of the
founder’s personal status (Fund et al., 2008; Hallen, 2008; Ewens and Rhodes-
Kropf, 2013). To enhance its status, the new firm needs to build relationships
with high-status actors. This is particularly critical in the VC industry, in which
VCs routinely participate in syndicates that provide investment opportunities
and information about other VCs (Podolny, 2001). Access to these syndicates
shapes a VC firm’s opportunities and performance (Hochberg, Ljungqvist, and
Lu, 2007; Sorensen, 2007), and gaining access to these networks requires
building a track record of performance (Rindova, Petkova, and Kotha, 2007;
Fund et al., 2008).

1 While some time lag is inevitable, these lags do not follow fixed time periods and can vary from

one deal to the next. The existence interval (i.e., the length of time needed for one instance of the

process, pattern, phenomenon, or event to occur) is likely to be short, and it is definitely shorter

than the annual recording interval available for data collection (Zaheer, Albert, and Zaheer, 1999).

Thus there is no single, theoretically justifiable time lag.
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Although high-status actors prefer to affiliate with other high-status actors
(Sauder, Lynn, and Podolny, 2012), high-status firms form relationships with
low-status firms because they expect they will work harder than other
high-status firms on their behalf (Castellucci and Ertug, 2010). To the extent
that new VCs demonstrate energy and effort by bringing promising deals to
high-status VCs, thereby building their reputations, the new VCs will be
able to develop relationships that begin to enhance their own status (Fund
et al., 2008; Milanov and Shepherd, 2013). These affiliations provide young
firms with endorsement benefits (Petkova, 2012) and access to higher-
quality deals (Sorensen, 2007), further enhancing their performance and
reputation.

Prior research suggests that status tends to be ‘‘stickier’’ than reputation
(Washington and Zajac, 2005). Once established, status orders are relatively
stable and self-reinforcing because high- and low-status actors behave in ways
that reinforce the current status order: low-status actors defer to high-status
actors, and high-status actors prefer to interact with others of similar status
(Podolny, 1993; Gould, 2002). Further, high-status actors attract more attention
and are given more credit for outcomes than low-status actors, a phenomenon
known as the ‘‘Matthew effect’’ (Merton, 1968). In contrast, reputations must
be constantly reinforced (Lange, Lee, and Dai, 2011) and therefore change
more easily. Consistent behavior is a key aspect of establishing and maintaining
a reputation (Pfarrer, Pollock, and Rindova, 2010). If a firm behaves inconsis-
tently or its performance declines, its reputation follows suit (Basdeo et al.,
2006; Love and Kraatz, 2009). These effects may be delayed or gradual, particu-
larly if the declines are small and occur over time (Rhee and Valdez, 2009), but
large drops in performance or crises can lead to significant reputational declines
in very short order (Coombs, 1998).

Taken together, this suggests that while new firms typically occupy lower-
status positions, they can change existing patterns of interaction—and thus
their own status—by developing a positive reputation. Although status provides
benefits that enhance reputation, reputation needs to be developed before sta-
tus can be changed and these benefits are accessed. Thus we expect that rep-
utation will have a greater influence on status than status has on reputation
during the early years of a VC firm’s life, when both are more malleable. But as
a VC firm ages and its status increases as a function of its reputation, VC firms
should be able to access the status benefits that make it easier to continue
being successful, thereby enhancing their reputation (Benjamin and Podolny,
1999; Sorensen, 2007; Fund et al., 2008). To the extent that a new status equi-
librium is established (Gould, 2002), over time a VC firm’s status should stabi-
lize and be less susceptible to changes in reputation (Gould, 2002; Sauder,
Lynn, and Podolny, 2012). As such, we expect that as firms mature, status will
have a greater influence on reputation than reputation will have on status. We
therefore hypothesize:

Hypothesis 1a (H1a): When VC firms are young, reputation will have a greater effect
on status than status will have on reputation.

Hypothesis 1b (H1b): When VC firms are older, status will have a greater effect on
reputation than reputation will have on status.
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The effects of past status and reputation over time. Just as a firm’s age
affects the relationship between reputation and status, we expect that it also
influences the relationship between a firm’s prior and current reputation and
status. Research has shown that initial conditions influence subsequent status
when firms are young and their position in the status order is being established
(Fund et al., 2008; Bendersky and Hays, 2012), that status becomes more sta-
ble and tends toward equilibrium over time (Gould, 2002; Washington and
Zajac, 2005), and that reputation is dynamic and needs to be continually rein-
forced (Love and Kraatz, 2009; Pfarrer, Pollock, and Rindova, 2010). This sug-
gests that though prior status and reputation are positively related to current
status and reputation, the strength of that relationship may change as new
firms age and their status becomes stabilized.

We expect that when firms are young, status in one period will have a
strong influence on status in the next period, for several reasons. First, young
firms’ positions in the industry’s status hierarchy are still being negotiated and
are unlikely to have reached an equilibrium (Gould, 2002; Bendersky and Hays,
2012). Status can take considerable time to build (Gould, 2002), which can lead
to more instability and thus a greater influence of prior status on current status
in the early years. Second, as we argued above, when firms are young their
abilities and track records are not well known (Bunderson, 2003), which is in
part why we expect reputation to have a stronger effect on status than status
has on reputation in young firms. As such, other firms’ uncertainties about
young firms’ abilities are higher, and prior status may be relied on more as a
signal of quality (Lynn, Podolny, and Tao, 2009), thereby playing a stronger role
in partner selection and the social construction of the firm’s status (Castellucci
and Ertug, 2010). Third, most young VCs have lower status, so the marginal
benefits of a change in status may be greater for them than for older firms,
which may tend to have higher status (Gould, 2002; Sauder, Lynn, and
Podolny, 2012).

As VC firms age, their capabilities and history of relationships will be better
known (Bunderson, 2003), and their relative standing in the status order will
achieve equilibrium and stabilize (Gould, 2002). While changes in status can still
occur, older firms will more quickly reestablish a new equilibrium (Gould, 2002);
thus status changes during the prior period will have a weaker effect on status
in the current period when firms are older. In contrast, because reputation
needs to be continually reinforced, it is always susceptible to changes in prior
reputation (Love and Kraatz, 2009); thus the effect of changes in prior reputa-
tion on current reputation will not weaken as the VC firm ages. We therefore
hypothesize:

Hypothesis 2 (H2): Status in one period will have a weaker influence on status in the
next period as VC firms age, but the relationship between a VC firm’s past reputa-
tion and its current reputation will be unaffected by its age.

Big hits. Research on path dependence (David, 2005; Sydow, Schreyogg,
and Koch, 2009) shows that significant events can change organizations’ life
trajectories. Further, reputation research suggests the positive attention from
associating with ‘‘big hits’’ can enhance reputation (Pollock, Rindova, and
Maggitti, 2008; Denrell and Fang, 2010). Visible performance outcomes can
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increase an actor’s ‘‘cognitive’’ centrality (Bunderson, 2003)—the extent to
which other actors within a group have an accurate understanding of an actor’s
expertise and abilities—which in turn enhances the actor’s ‘‘structural’’ central-
ity, or status, and ability to gain resources and opportunities that enhance sub-
sequent performance and reputation (Fund et al., 2008).

Although association is not indicative of causation, individuals often make
causal attributions based on observable associations, particularly in situations in
which establishing causation can be difficult (e.g., Levitt and March, 1988). This
is why observable status connections are used as proxies for quality (Sauder,
Lynn, and Podolny, 2012). Further, actors are often rewarded for their ‘‘vision-
ary’’ insights when they accurately predict extreme outcomes, or big hits, such
as new disruptive technologies or the next big pop music star (Denrell and
Fang, 2010). Association with such highly visible, positive events can have a
‘‘halo’’ effect, enhancing the perceived importance and competence of the
affiliates (Rindova, Petkova, and Kotha, 2007; Petkova, 2012). In the VC firm
context, one such event is participation in ‘‘blockbuster deals’’—initial public
offerings (IPOs) that experience high levels of ‘‘underpricing’’ (Pollock and
Gulati, 2007), which is the percentage change in the value of the stock on
the first day it trades on the public market. Taking portfolio companies public
is the best outcome possible for a VC investment because IPOs generate
approximately four times greater returns on average (Guler, 2007) than pri-
vate sales to other companies—the other form of successful VC ‘‘exit’’ from
an investment.

Blockbuster deals are viewed positively because VCs do not liquidate their
entire investment as part of the IPO. Although VCs may sell some portion of
their stock as part of the IPO, too much ‘‘insider’’ selling at IPO is interpreted
negatively by the markets (Gompers, 1996). Further, the value of the VC’s
investment grows substantially to the extent there is a big jump in price once
the stock begins public trading. For example, Fund and colleagues (2008)
noted that VC firm Benchmark Capital’s investment in eBay experienced a
163-percent price jump at IPO in 1998, making its $2.6 million investment
worth $414.4 million. By early 1999 its investment was worth $2.5 billion.

Blockbuster deals also attract significant attention, creating a ‘‘buzz’’ about
the start-up that leads to increased web traffic (Demers and Lewellen, 2003),
media coverage (Pollock, Rindova, and Maggitti, 2008), analyst coverage
(Cliff and Denis, 2004), and alliance formations (Pollock and Gulati, 2007),
among other positive outcomes. Blockbuster deals provide the VC firms
funding these start-ups with an opportunity to ‘‘grandstand,’’ which can
increase investors’ desires to put money in the VC’s future funds (Gompers,
1996; Lee and Wahal, 2004). Similarly, start-ups will want to take invest-
ments from these VCs in the hopes they will have similar success. In this
way, participation in blockbuster deals influences the coevolution of reputa-
tion and status and the interdependencies among VCs, their investors, and
the firms that they invest in.

Though blockbuster deals have a positive effect on both a VC firm’s reputa-
tion and status, we expect the effect will vary with the firm’s age. A high level
of general visibility is an important component of reputation. Rindova and col-
leagues (2005) argued that a firm’s visibility determines the value it receives
from its quality and performance because the value of a firm’s reputation is a
function of the extent to which its merit is widely recognized. Because
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reputation must be continually reinforced (Pfarrer, Pollock, and Rindova, 2010),
we expect that participation in blockbuster deals will continue enhancing a VC
firm’s reputation as it ages.

In contrast, general visibility has not been treated as a central component of
status. Though increased visibility can enhance a VC firm’s cognitive centrality
within the industry when it is young (Bunderson, 2003; Fund et al., 2008),
increased visibility and buzz are less likely to help increase an actor’s status
once its position in the status order is established. Bothner and colleagues
(2012) also suggested that high visibility can even lead to distractions that
erode a high-status actor’s performance. Thus when firms are young and
unknown, we expect blockbuster deals will enhance their status because they
bring the firms to the attention of high-status VCs (Fund et al., 2008). But as a
VC firm ages and its position in the status order stabilizes, the visibility and
attention are less likely to affect its status (Gould, 2002). We therefore
hypothesize:

Hypothesis 3a (H3a): When VC firms are young, the number of blockbuster deals
will have a positive relationship with both a VC firm’s subsequent reputation and
its status.

Hypothesis 3b (H3b): When VC firms are older, the number of blockbuster deals will
have a positive relationship with subsequent reputation but will have no relation-
ship with a VC firm’s subsequent status.

Not all VC firms will benefit equally from investing in blockbuster deals, how-
ever, because stakeholders’ expectations will affect the extent of their influ-
ence. Blockbuster deals provide valuable signals only if they provide new
information (Pollock et al., 2010), and information disconfirming prior beliefs is
more salient and likely to be noticed than information confirming expectations
(Anderson, 1981). Thus the lower the expectation that a VC will be involved in
a blockbuster deal, the bigger the surprise and the greater the effect on reputa-
tion and status participating in a blockbuster deal is likely to have (Pfarrer,
Pollock, and Rindova, 2010). Participation in blockbuster deals suggests that a
VC firm has access to high-quality deal flow and/or is able to develop start-ups
effectively (Sorensen, 2007; Lee, Pollock, and Jin, 2011)—characteristics typi-
cally associated with high-reputation and high-status firms. Low-reputation and
low-status VC firms are not expected to participate in blockbuster deals
because they are not expected to have the same skills and access (Sorensen,
2007; Milanov and Shepherd, 2013). If participating in blockbuster deals
merely meets expectations for high-reputation/high-status VCs, it should have
a smaller effect on the VC’s subsequent reputation and status than for
low-status/low-reputation VCs. Further, firms with high status and reputations
already have access to the resources these intangible assets provide, so the
incremental benefits from any reputation and status increases will be smaller.
We therefore hypothesize:

Hypothesis 4 (H4): The number of blockbuster deals a VC has participated in will
have a greater positive effect on current status and reputation when past status
and reputation are low than when past status and reputation are high.
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METHODS

Our data came from the Thomson Banker One (TBO) Private Equity database
and included all U.S. VC firms founded between 1990 and 2000. Like prior VC
studies (e.g., Podolny, 2001; Hochberg, Ljungqvist, and Lu, 2007), our analysis
focused on the VC firm level. The TBO dataset includes investment information
(funding round date, disclosed funding round amount, and participating VCs),
VC information (founding date, fund size, geographic location, affiliation), and
portfolio firm information (developmental stage at each funding round date,
industry, and IPO status). The TBO dataset classifies both traditional private
equity firms (PEFs) and VCs as PEFs. Traditional PEFs engage primarily in buy-
outs, and their syndication rationales and networking behaviors differ substan-
tially from those of VCs (Campbell, 2003). We included only firms that invested
in rounds considered Seed, Startup, Startup Financing, Early Stage, First Stage
Financing, Expansion, Later, Balanced, or Research and Development. Manual
web searches confirmed that this effectively differentiated VCs from traditional
PEFs.

We identified 545 VC firms founded between 1990 and 2000. VC firm found-
ings were on a clear, increasing trend over the sampling period, with the peak
coinciding with the height of the dot-com bubble. We constructed panel data
for each VC firm from its founding through 2010 to track the coevolutionary
process between status and reputation. Due to missing network data and the
need for at least two successive-year observations to estimate Arellano–Bond
models, our final sample consisted of 433 VCs for the status evolution models
and 444 VCs for the reputation evolution models.2 To enhance comparability
between the status and reputation evolution models, our final sample included
only VCs for which we had both reputation and status scores. Thus our final
sample consisted of 433 VCs and 3,093 and 3,242 VC-year observations for the
status and reputation evolution models, respectively.

We conducted t-tests based on the earliest observation of each firm to
assess whether the sample attrition created selection bias. Because our data
were panel data, the earliest observation best captures initial conditions of the
firm for assessing sample selection bias. Observations after the earliest point
may well contain not just the initial conditions but also the effects of the evolu-
tionary process that we theorize. The t-tests revealed no significant differences
across VC firms included and excluded from our sample with respect to found-
ing year, reputation, age, industry diversification, and early-stage preference.

Jointly Determined Variables

Status. Research has established that a good proxy for VC status is central-
ity in syndication networks (Podolny, 2001; Guler, 2007; Hallen, 2008). We
used available data on all the VCs in the TBO database, not just our sample,
to calculate this measure. For each VC firm we constructed one-year adja-
cency matrices. To smooth patterns of affiliation (Baum et al., 2005), each
annual adjacency matrix included coinvestment networks based on five-year
moving periods beginning with the VC firm’s founding year (i.e., 1990–1994,

2 Some firms were reluctant to make syndicated investments, the basis for network relationships,

so we could not calculate their status and structural holes values.
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1991–1995, etc.). For VC firms less than five years old we used all available
data.

We operationalized status using Bonacich’s (1987) beta centrality, a measure
of global centrality that considers the focal actor’s centrality, its connected
actors’ centralities, their connected actors’ centralities, and so on (Bonacich,
1987). When beta is set to zero, network centrality is akin to degree centrality,
focusing only on the local structure. The larger the value of beta, the more the
centrality measure reflects the global structure. In our analysis, we set beta to
75 percent of the reciprocal of the largest eigenvalue. We also standardized our
status measure so that its effect size could be compared with the effects of
reputation. We used UCINET version 6.399 (Borgatti, Everett, and Freeman,
2002) to calculate our status measure.3

Reputation. Our VC reputation measure is a modified version of the Lee,
Pollock, and Jin (2011) LPJ reputation index, which is available at www
.timothypollock.com/vc_reputation.4 The LPJ reputation index is a multi-item,
time-varying index that reflects a VC firm’s ability to raise investment capital
and develop start-ups, the two performance dimensions important to other
VCs, investors, and start-ups seeking VC funding (Lee, Pollock, and Jin, 2011).
It is an objective as opposed to perceptual measure of reputation in that it is
composed of objective measures expected to influence stakeholders’ percep-
tions. Objective reputation measures are often employed when perceptual
measures are unavailable, and they can be constructed retrospectively for use
in longitudinal analyses.

Like the LPJ index, our index included five formative indicators of VC firm
reputation: (1) average of the total dollar amount of funds under management
over the prior five years, (2) average of the number of investment funds under
management in the prior five years, (3) number of start-ups invested in over
the prior five years, (4) total dollar amount of funds invested in start-ups over
the prior five years, and (5) number of companies taken public in the prior five
years.5 The original LPJ index also included firm age, which we excluded from
our index because we used it as a moderator in our theory and analyses. The
two versions of the index are correlated at .98, and our results were the same
regardless of the version used. These indicators were also standardized and
aggregated using a five-year moving average.

Like Lee and colleagues (2011), we needed to make the values comparable
across time. Market dynamics can make cross-year comparisons difficult; for
example, what was considered a large amount of capital under management or
number of IPOs was very different in 1991 and 1999. Thus we rescaled the
index so that within-year differences are maintained while cross-year variance
in values due to market conditions is eliminated, and we converted our mea-
sure to a 100-point scale that is comparable across years. As the standardized
index can take on negative values, for each year we added a constant equal to

3 We also re-ran our analyses using eigenvector centrality. The results were similar to those

reported here.
4 See Lee, Pollock, and Jin (2011) and www.timothypollock.com/vc_reputation for detailed analyses

of the index’s validity and reliability.
5 These measures vary in the length of time required to observe them and the frequency with

which they occur. Because some indicators take longer to manifest, our reputation measure is a

conservative indicator of reputation.
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.01 plus the positive value of the lowest reputation score that year to all scores
(making all values positive) and divided each score by the largest value that
year. We then multiplied the resulting value by 100. This rescaling allows for
cross-year comparisons while maintaining the relative ratings among VCs
within each year. Like status, this final measure was standardized so that the
relative effects of reputation and status could be compared when testing H2.
The results were unchanged when unstandardized measures of reputation and
status were used in the analysis.

Independent Variables

Firm age. Consistent with prior research (Lee, Pollock, and Jin, 2011;
Milanov and Shepherd, 2013), VC firm age was calculated as the focal year
minus the year a VC firm raised its first fund.

Blockbuster deals. This measure equaled the number of blockbuster IPOs a
VC invested in as of the year before the current year. We used an IPO’s under-
pricing (percentage change in stock price on the first day of trading) to operatio-
nalize blockbuster deals because it is an easily observable and widely viewed
indicator of the IPO’s success (Pollock and Gulati, 2007; Pollock, Rindova, and
Maggitti, 2008). We weighted each IPO’s underpricing by its IPO value to allow
for any potential size effects, as smaller offerings have a greater ability to gen-
erate higher levels of underpricing. Blockbuster deals were defined as those
whose weighted underpricing was above the 75th percentile of IPO underpri-
cing for all IPOs that year.6 This measure is a count that increases only when a
VC participates in a blockbuster deal. So if a VC firm was founded in 1992, had
its first blockbuster deal in 1995, and had its second blockbuster deal in 1997,
this measure would take a value of zero until 1996, would have a value of one
in 1996 and 1997, and would take a value of 2 in 1998. Eighty-nine VC firms in
our sample participated in at least one blockbuster deal. Of the firms with
blockbuster deals, their average age at first blockbuster deal was 5.42 years.
The total number of blockbuster deals VCs in our sample participated in ranged
from zero to six.

Control Variables

Structural holes. Prior research has suggested that the number of structural
holes in a network can influence status and reputation (Burt, 2005). Following
the prior literature, we operationalized structural holes as 1 minus network con-
straint. Network constraint for an actor i is defined using the following formula
(Burt, 1992: 54):

Network constrainti =
X

j

(pij +
X

q

piqpqj) (for q „ i, j)

where pij is the proportion of direct ties from i to j. Thus the second summation
indicates the sum of the strength of two-step indirect ties from i to j.

6 We also considered the 90th and 95th percentiles as cut-offs, and the results were the same as

reported here.

494 Administrative Science Quarterly 60 (2015)

 at PENNSYLVANIA STATE UNIV on August 5, 2015asq.sagepub.comDownloaded from 

http://asq.sagepub.com/


IPO success ratio. Although our reputation measure captures the number
of companies taken public and the number of companies funded over the prior
five years, it does not directly capture the rate at which investments are con-
verted into IPOs (Chang, 2004). The IPO success ratio was operationalized as
the accumulated number of companies taken public divided by the accumu-
lated number of companies invested in by a VC in the current year (Chang,
2004).

Industry diversification. Most VCs tend to specialize in one or a few indus-
tries (Lee, Pollock, and Jin, 2011), and a VC’s status and reputation may be
influenced by the number of industries it invests in. VCs that invest in more
industries can develop a greater range of ties to other VCs but may also have
somewhat less industry-specific expertise and resources than more-focused
VCs (Lee, Pollock, and Jin, 2011). We identified industry segments based on
the Venture Economics Industry Classification (VEIC) codes of the start-ups
funded, and we operationalized industry diversification using the entropy mea-
sure (Jacquemin and Berry, 1979)7:

X

i

pi * ln 1=pið Þ

where i indicates an industry segment and p is the portion of investment
amount in industry segment i. This measure is bounded at zero, at which point
a focal VC invests in only one industry, and increases with increasing industry
diversification.

Early-stage preference. This variable captures the extent to which a VC
invests in early-stage ventures. Whether a firm invests earlier or later in a start-
up’s development could have consequences for its status and reputation.
Early-stage investments tend to be smaller and riskier, so firms preferring to
invest in early stages may develop fewer network ties than firms that invest in
later rounds and join larger syndicates. Investment-stage preference can also
affect a VC firm’s reputation. For example, early-stage investors may invest in
more firms and raise smaller funds more frequently than firms that specialize in
late-stage investments.

To determine investment-stage preference we collected information
from the TBO database on a VC’s first investment (‘‘company stage level 1’’)
in each company it funded. Company stage level 1 consists of Startup/Seed,
Early Stage, Expansion, and Later Stage. We then constructed a contin-
uous measure of early-stage specialization by dividing the number of first
investments in Startup/Seed and Early Stage by the number of total invest-
ments. The greater the ratio, the more the VC prefers to invest in early
stages.

Year dummies. Because a variety of factors that can influence status and
reputation vary from year to year, we included a set of dummy variables coded
1 for each observation year in our sample (1990 is the omitted year) and zero

7 VEIC codes are similar to SIC codes. These codes are used in the TBO database because firms

that do not go public do not receive SIC classification codes.
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otherwise. Because of the large number of variables, we do not report their
effects in the tables, although they were included in all models.

We did not include time-constant control variables in our models because
the statistical approach we employed automatically controls for these fixed
effects by first differencing (Arellano, 2003), as we discuss next.

Model Specification and Estimation Strategy

We modeled the coevolutionary processes of status and reputation as a sys-
tem of two interdependent structural equations:

Sit = r1Sit�1 +b1Rit + g1Xit + m1i + e1it ð1Þ

Rit = r2Rit�1 + b2Sit + g2Xit + m2i + e2it ð2Þ

where Sit and Rit represent status and reputation for firm i at time t, Xit repre-
sents a vector of independent and control variables for firm i at time t, mi repre-
sents unobserved heterogeneity for firm i, e represents the error terms, and r
represents the degree of persistence (or path dependence) for status and
reputation.

This model incorporates three essential features. First, it conceptualizes the
evolutionary processes of status and reputation accumulation as dynamic and
path dependent (Podolny and Phillips, 1996; David, 2005), causing serial corre-
lation of the error terms unless controlled for. Using the lagged dependent vari-
able as an explanatory variable takes path dependence into consideration and
addresses serial correlation stemming from persistence. The degrees of path
dependence or persistence of status and reputation are reflected in r, the coef-
ficients of their lagged values in equations (1) and (2) (Arellano, 2003). Second,
this model incorporates the simultaneously determined nature of status and
reputation by including the current measures of each variable as an indepen-
dent variable in the other variable’s estimation equation. Thus this model impli-
citly presumes that two reciprocal causal forces are at work simultaneously
(Wooldridge, 2010). Third, this model accounts for unobserved heterogeneity
using fixed effects, which is important because we used panel data.

Although this model specification incorporating path dependence, simultane-
ity, and unobserved heterogeneity allowed us to test our theoretical argu-
ments, each of these features introduced different kinds of endogeneity to the
models. The lagged dependent variable is correlated with the error term
(Greene, 2008), the simultaneity implicit in our model specification in which
both causal effects are positive is likely to overestimate the simultaneously
determined parameters (Greene, 2008), and unobserved heterogeneity is a
source of endogeneity. While there are well-established econometric treat-
ments for each source of endogeneity, it is difficult to address all three sources
of endogeneity simultaneously.

We addressed this issue by employing the Arellano–Bond (AB) estimator
(Arellano and Bond, 1991) using the xtabond2 command (Roodman, 2009) in
STATA 11. The AB estimator addresses various kinds of endogeneity by instru-
menting endogenous variables with predetermined as well as exogenous vari-
ables. The lagged terms of covariates can serve as valid instruments, given
that they are predetermined and hence cannot be associated with the current
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error term, as long as error terms are not serially correlated (Arellano and Bond,
1991). The resulting estimates are robust against the kinds of endogeneity we
faced. This estimator also addresses unobserved heterogeneity by first-
differencing (Roodman, 2009), which is similar to the fixed-effects estimator;
thus time-constant control variables are not required.8 Taken together, the AB
estimator addresses all three sources of endogeneity.

The AB estimator relies on the generalized method of moments (GMM)
(Hansen, 1982). Although the system GMM estimator generates more efficient
estimates (Blundell and Bond, 1998), we employed the AB difference GMM
estimator because system GMM requires stationarity, or a steady state, for
consistent estimation (Arellano, 2003). Given that our sample consists of rela-
tively young firms, it is unlikely that the evolutionary processes of their status
and reputation are close to a steady state, particularly in the early years. To con-
trol for heteroscedasticity, we report robust standard errors.

We followed the procedures recommended by Roodman (2009) to select
the instruments for our models. Any predictor-variable value can theoretically
be used as an instrument, but to correctly specify the lag structure it is impor-
tant to consider whether a focal variable is strictly exogenous, predetermined,
or endogenous (Arellano, 2003). If the variable is strictly exogenous, then all its
lagging, current, and leading values can be valid instruments; if the variable is
predetermined, its one-period or earlier lags can be valid instruments; and if the
variable is endogenous, its two-period or earlier lags can be valid instruments.
Because all our predictor variables except for the year dummies are potentially
endogenous, we began selecting instruments using at least two-year lags.
Then we determined whether each instrument (i.e., a two-year or earlier lag)
met the orthogonality condition using Hansen’s J statistic and the difference-in-
Sargan statistic, and whether it induced second-order autocorrelation using the
AB statistic. We fine-tuned each variable’s lag structure using this procedure.
Valid lag structures are empirically determined based on the sample (Roodman,
2009). Because we used a variety of samples—ten split samples for testing
H1a, H1b, H3a, and H3b and the total sample for testing H2 and H4—we fine-
tuned the lag structure for each sample used.

This process identified two generic lag structures: one for the older-firm (i.e.,
> 5 years, > 7 years, etc.) and total samples, and the other for the younger-
firm (i.e., ≤ 5 years, ≤ 7 years, etc.) samples. All in all, for the older-firm and
total samples we used five- and six-year lags of the lagged dependent variables
and six- and seven-year lags of the jointly determined variables, three- and four-
year lags for the rest of the endogenous variables, and all values of the year
dummies. For the younger-firm samples we used one- and two-year lags of the
lagged dependent variables (i.e., two- and three-year lags of the dependent
variables) and two- and three-year lags of the jointly determined variables, two-
and three-year lags for the rest of the endogenous variables, and all values of
the year dummies.9 We reconfirmed that the instruments as a group satisfied

8 The sample period used by the AB estimator is T–1–m in which T is the total sample period and

m is the lag length of the dependent variables inserted as independent variables (Arellano and

Bond, 1991). As our lag length is one year, the AB estimator in our models does not take into

account the first two years.
9 One possible concern is the loss of observations for very young firms that do not have the longer

lags for their variables. The GMM estimation procedure handles this issue by replacing missing val-

ues with zeros (Roodman, 2009), making the moment conditions for the missing values zero.
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all the conditions required for statistical consistency.10 The older-firm and total
samples required longer lags because their later year values likely contain more
of the firm’s past history; shorter lags are more likely to be correlated with the
current error term (Roodman, 2009: 107).

To test H1a and H1b we compared the status and reputation coefficients
across two models—one in which reputation predicted status and one in which
status predicted reputation—and assessed whether the effects of reputation
on status were different than the effects of status on reputation across dif-
ferent time periods. We employed the Wald w2-test; the null hypothesis
assumed the non-nested models’ parameter estimates are the same. The
test statistic is:

(b1 � b2)2

var(b1 � b2)
= (b1 � b2)2

var b1ð Þ+ var b2ð Þ � 2cov(b1,b2)

This statistic follows a w2 distribution with one degree of freedom (Greene,
2008) and requires not only each parameter estimate’s variance but also the
covariance between them. Given that these two models are non-nested and
thus estimated separately, this covariance is not automatically generated from
the estimation of individual models.

To obtain this covariance, we followed the procedure recommended by
Weesie (1999) and used the stack command in STATA to combine the two
non-nested datasets into a single ‘‘stacked’’ dataset in which each set of the
two non-nested but jointly determined observations (i.e., one from the status
model and the other from the reputation model) was given the same identifier.
This allowed us to cluster the two non-nested models and generate covar-
iances using the xtabond2 command with the vce(cluster) option specified. The
resulting variance–covariance matrix gave us the covariance of all the para-
meter estimates from the two non-nested models (Weesie, 1999). The para-
meter estimates generated by the stacked model were exactly the same as
those generated by the individual models. For the Wald tests, we used the test
command in STATA.

RESULTS

Table 1 presents the descriptive statistics and correlations for all the variables
in our sample. Although the correlations between some variables are moder-
ately high, VIF tests (mean VIF = 2.40, maximum VIF = 5.2) and the condition
number (approximately 20 for all models) suggest collinearity is not an issue.
In addition, the second-order autocorrelation test, AR(2), demonstrated no
second-order autocorrelation of residuals in any model. Hansen’s J statistic
for over-identifying restrictions also is not significant in any model. This indi-
cates that the instruments our models used were all valid as a group, and the
difference-in-Hansen statistic confirmed that each instrument group was valid.

10 Though the number of instruments for the early years is smaller than the number of instruments

in later years, the consistency of the AB estimator is unaffected, because consistency is affected

by the exogeneity of the instruments, not the number of instruments (Wooldridge, 2010). Further,

to the extent the reduction in instruments in the early years reduces the efficiency of the parameter

estimates, it does so by increasing the variance of the GMM estimates (Wooldridge, 2010), making

this analysis a conservative test of our hypotheses.
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Table 1. Descriptive Statistics*

Variable Mean S.D. Min. Max. 1 2 3 4 5 6 7

1. Statust .00 1.00 –.55 12.64

2. Reputationt .00 1.00 –.99 10.62 .829

3. Firm aget 7.05 4.04 1 20 .327 .302

4. Blockbuster dealst-1 .29 1.09 0 16 .610 .602 .248

5. Structural holest .81 .28 0 1.11 .412 .380 .355 .193

6. IPO success ratiot .09 .13 0 1 .070 .092 –.117 .119 –.055

7. Industry diversificationt .85 .52 0 2.11 .274 .360 .021 .175 .303 –.035

8. Early–stage preferencet .46 .26 0 1 .029 .023 –.144 –.079 –.024 –.118 .102

* Correlations of |0.080| or greater are significant at p < .05, and correlations of |0.094| or greater are significant at

p < .01.

Table 2. Arellano–Bond Dynamic Panel GMM Estimates for Split Samples: Tests of H1a and 1b

and H3a and 3b*

Age ≤ 5 Age > 5 Age ≤ 7 Age > 7 Age ≤ 9

(1) (2) (3) (4) (5) (6) (7) (8) (9) (10)

Variable Status Reputation Status Reputation Status Reputation Status Reputation Status Reputation

Statust-1 (r) (H1) .766••• .551••• .603••• .488••• .638•••

(.074) (.037) (.069) (.056) (.079)

Reputationt .258••• .600••• .312••• .669••• .452•••

(.071) (.152) (.120) (.124) (.099)

Reputationt-1

(r) (H1)

.641••• .532••• .647••• .537••• .542•••

(.077) (.104) (.090) (.101) (.061)

Statust –.210 .217••• .103 .204••• .211•••

(.139) (.043) (.080) (.038) (.068)

Blockbuster

dealst-1 (H3)

.161••• .258••• –.071 .096 .245••• .089 –.032 .127•• .142 .039

(.053) (.085) (.120) (.075) (.092) (.065) (.114) (.056) (.099) (.060)

Structural holest –.161••• .175•• –.283• .418••• –.015 .038 –.099 .444••• .166• .178•••

(.062) (.085) (.165) (.115) (.064) (.053) (.152) (.144) (.093) (.061)

IPO success ratiot .220 .070 .607 –.573• .508•• –.166 1.062• –1.893•• .510 –.193

(.160) (.164) (.409) (.321) (.237) (.195) (.552) (.839) (.324) (.239)

Industry

diversificationt

.026 .018 –.245• .102•• –.052 .003 –.191 .068 –.193•• .043

(.030) (.049) (.128) (.052) (.075) (.045) (.141) (.047) (.083) (.041)

Early-stage

preferencet

–.074 .208 .332• .087 –.239 .112 .612••• –.122 –.053 .319•••

(.083) (.144) (.181) (.090) (.197) (.127) (.217) (.107) (.114) (.092)

Observations 791 892 2,302 2,336 1,418 1,546 1,675 1,689 2,024 2,164

Number of firms 344 344 395 395 390 390 350 350 415 415

Number of

instruments

270 270 436 425 270 259 347 426 266 255

Hansen J

statistic

(p-value)

119.1 147.6 216 252.6 170.6 170.5 197.7 239.7 166.4 185.6

.583 .0733 1.000 .996 .250 .187 .970 .997 .790 .278

2nd-order

autocorrelation

test (p-value)

.296 .364 .236 .0844 .712 .593 .273 .0574 .424 .728

w2 statistic 1989.5••• 578.3••• 6622.1••• 4825.8••• 1759.4••• 1706.6••• 5019.4••• 2710.8••• 1716.5••• 1857.1•••

Null hypothesis:

Reputation =

status

(H1a and 1b)

w2(1) = 10.92••• w2(1) = 8.40••• w2(1) = 1.51 w2(1) = 16.00••• w2(1) = 3.13•

(continued)
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Table 2 presents the results of our analyses testing H1a, H1b, H3a, and
H3b, and table 3 presents the analyses testing H2 and H4. The results in table
3 support our baseline expectation that reputation and status will coevolve.
Reputation and status are positively and significantly related to each other in all
models in table 3. Using the results in models 1 and 2 to assess their respec-
tive effect sizes, a 5-percent increase in reputation and status leads to
3.2-percent and 0.95-percent increases in status and reputation, respectively,
holding all else fixed. Thus the effect of reputation on status appears to be
greater than that of status on reputation. A Wald w2-test (p < .01) confirmed
that the effect of reputation on status is significantly larger than that of status
on reputation in our models.

Age > 9 Age ≤ 11 Age > 11 Age ≤ 13 Age > 13

(11) (12) (13) (14) (15) (16) (17) (18) (19) (20)

Variable Status Reputation Status Reputation Status Reputation Status Reputation Status Reputation

Statust-1 (r) (H1) .356••• .520••• .470•• .448••• .471•••

(.123) (.067) (.200) (.047) (.167)

Reputationt .821••• .656••• .672••• .675••• .480•••

(.179) (.115) (.123) (.103) (.127)

Reputationt-1

(r) (H1)

.518••• .551••• .395••• .518••• .347•••

(.085) (.051) (.074) (.060) (.089)

Statust .196••• .205••• .174•• .199••• .070•

(.045) (.048) (.071) (.058) (.041)

Blockbuster

dealst-1 (H3)

–.118 .126••• .164 .095• –.936••• .028 .110 .083 –.811••• –.171••

(.092) (.043) (.112) (.054) (.271) (.106) (.107) (.055) (.311) (.079)

Structural

holest-1

–.814• .540•• .220••• .223••• –.450 .486•• .149• .232••• –.259 .547••

(.470) (.230) (.072) (.069) (.312) (.245) (.079) (.072) (.367) (.259)

IPO success

ratiot

.033 –2.367•• .517 –.088 –.926 –1.061 .611 –.126 –1.486 –1.608

(1.198) (1.095) (.372) (.225) (.820) (1.015) (.403) (.216) (1.331) (1.320)

Industry

diversificationt

–.245 .087 –.219•• .058 –.030 .070 –.240•• .010 –.026 .184

(.227) (.081) (.091) (.041) (.076) (.071) (.111) (.049) (.153) (.127)

Early-stage

preferencet

.025 –.282• –.048 .331••• .301 –.120 .019 .345••• .315 –.118

(.228) (.148) (.123) (.095) (.351) (.186) (.111) (.109) (.556) (.271)

Observations 1,069 1,075 2,506 2,651 587 590 2,808 2,954 285 286

Number of firms 293 293 425 425 181 181 429 429 105 105

Number of

instruments

266 280 258 254 266 266 258 254 266 258

Hansen J

statistic

(p-value)

138.1 129.6 180.9 203.1 95.93 112.1 184.8 209.9 67.87 67.90

.481 .996 .757 .229 .810 .399 .689 .142 .831 .850

2nd-order

autocorrelation

test (p-value)

.883 .0515 .176 .540 .759 .113 .631 .195 .592 .0700

w2 statistic 1222.4••• 3265.7••• 1511.3••• 1521.3••• 475.9••• 1016.5••• 1505.8••• 1769.4••• 51.5••• 159.5•••

Null hypothesis:

Reputation =

status

(H1a and 1b)

w2(1) = 10.39••• w2(1) = 10.96••• w2(1) = 20.89••• w2(1) = 14.08••• w2(1) = 11.99•••

•
p < .10; ••p < .05; •••p < .01.

* Robust standard errors are in parentheses.

Table 2. (continued)
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H1a, H1b, and H2 explored how the relationships between status and repu-
tation, as well as the relationships between past status (or reputation) and cur-
rent status (or reputation) changed as a firm aged. H1a argued that reputation
would have a greater effect on status than status would have on reputation
when firms are young, while H1b argued that status would have a greater
effect on reputation than reputation would have on status when firms are older.
To test these hypotheses we ran a series of regressions splitting the sample
into subsamples based on different age increments, presented in table 2. To
have enough observations to conduct meaningful tests we began with firms

Table 3. Arellano–Bond Dynamic Panel GMM Estimates: Tests of H2 and H4*

Variable

(1) (2) (3) (4) (5) (6) (7) (8)

Status Reputation Status Reputation Status Reputation Status Reputation

Statust-1 (r) 0.516••• 0.623••• 0.806••• 0.646•••

(0.078) (0.093) (0.093) (0.045)

Reputationt 0.642••• 0.625••• 0.458••• 0.612•••

(0.165) (0.092) (0.066) (0.062)

Reputationt-1 (r) 0.494••• 0.503••• 0.661••• 0.641•••

(0.076) (0.098) (0.095) (0.081)

Statust 0.189••• 0.217••• 0.129••• 0.177•••

(0.032) (0.055) (0.040) (0.048)

Firm aget –0.006 0.032••• –0.027••• 0.035••• –0.030••• 0.016•• –0.023••• 0.018

(0.011) (0.010) (0.009) (0.010) (0.010) (0.007) (0.008) (0.012)

Blockbuster

dealst-1

–0.036 0.156• 0.227 0.108 0.091 0.208•• 0.158 0.195••

(0.205) (0.087) (0.148) (0.066) (0.163) (0.094) (0.138) (0.080)

Structural

holest-1

0.132• 0.263••• –0.164• 0.184 0.273••• 0.244••• –0.182 0.319•••

(0.074) (0.095) (0.091) (0.118) (0.062) (0.061) (0.123) (0.092)

IPO success

ratiot

0.697• –0.131 0.406 –0.030 0.406 0.092 0.245 0.167

(0.373) (0.224) (0.272) (0.246) (0.359) (0.257) (0.300) (0.276)

Industry

diversificationt

–0.196 0.082 0.016 0.079• –0.079 0.091• 0.043 0.078••

(0.121) (0.053) (0.052) (0.044) (0.088) (0.055) (0.042) (0.039)

Early-stage

preferencet

0.117 0.068 –0.036 0.080 0.175 0.106 0.002 0.038

(0.158) (0.081) (0.094) (0.073) (0.117) (0.071) (0.087) (0.069)

Statust-1×
Firm age (H2)

–0.054••• –0.053•••

(0.010) (0.013)

Reputationt-1×
Firm age (H2)

0.008 0.011

(0.005) (0.007)

Blockbuster dealst-1×
Statust-1 (H4)

–0.033••• 0.000

(0.009) (0.013)

Blockbuster dealst-1×
Rep.t-1(H4)

–0.017•• –0.023••

(0.008) (0.011)

Observations 3,093 3,242 3,093 3,242 3,093 3,242 3,093 3,242

Number of firms 433 433 433 433 433 433 433 433

Number of instruments 287 268 322 301 322 302 357 329

Hansen J statistic

(p-value)

212.7 236 276.5 255.1 271.7 241.1 302.1 258.5

0.644 0.0886 0.103 0.175 0.144 0.414 0.125 0.326

2nd-order autocorrelation

test (p-value)

0.495 0.113 0.340 0.122 0.374 0.559 0.485 0.371

w2 statistic 3092.9••• 2082.6••• 2721.2••• 6725.0••• 3081.1••• 5720.1••• 2651.7••• 8917.1•••

•
p < .10; ••p < .05; •••p < .01.

* Robust standard errors are in parentheses.
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less than or equal to, and firms greater than, five years of age, and we
increased the lower age break by two years in each regression. Our analysis
shows that reputation has a positive and significant relationship with status in
all models, but status does not have a significant relationship with reputation
until VC firms are nine years old. The bottom row of the table shows the
results of tests comparing the coefficients. Although reputation has a larger
coefficient in all models and status is not statistically significant in some mod-
els predicting reputation, the difference in coefficient size is statistically signifi-
cant only for firms 11 or more years old. Thus H1a is partially supported and
H1b is not supported.

H2 argued that firm age would weaken the relationship between changes in
prior and current status but would not affect the relationship between
changes in prior and current reputation. The results in models 3 and 4 of
table 3 support this hypothesis. The interaction between age and prior status
is negative and significant (p < .001), but the interaction between prior repu-
tation and age is not significant. As discussed above, the lagged dependent
variable’s coefficient reflects the degree of persistence or path dependence
of the evolutionary process (Arellano, 2003). Thus the results in models 3
and 4 indicate that 62.3 percent of status and 50.3 percent of reputation in
year t–1 persist in year t, holding other factors fixed, suggesting the evolu-
tionary process of status exhibits a greater persistence (or path dependence)
than that of reputation. The coefficient for the interaction between age and
prior status suggests that the effect of prior status decreases by 5.4 percent
each year as the VC firm ages.

To gain a better understanding of this relationship we graphed the interac-
tion in figure 1 using values one standard deviation above and below the mean
for each variable. The effect of prior status on current status (i.e., path depen-
dence) is 0.392 for young firms (about five years old) and is reduced to –0.020
for the older firms (about 12 years old). Thus the effect of changes in prior sta-
tus on changes in current status (i.e., path dependence) becomes weaker as
firms age.

Figure 1. Interaction of age and the past status on the current status.
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We conducted a set of power analyses to ensure that the non-significant
interaction between age and prior reputation was not due to low statistical
power. As our models use the GMM estimation technique, we could not tap
the well-established power-analysis procedure employed with ordinary least
squares (OLS) regressions (Cohen, 1988). Instead, we conducted multiple
Monte Carlo simulations to estimate the statistical power of our model
(Feiveson, 2002), using a significance level of .05 and 1,000 iterations.
According to the simulation results, our models’ average power was .91, sug-
gesting they have sufficient power to detect even small effect sizes.11 Thus
we can safely conclude that the non-significant finding from our model esti-
mates does not come from a type II error but from a negligible interaction
effect.

H3a and H3b argued that participating in blockbuster deals positively affects
both reputation and status when VC firms are young but will affect only reputa-
tion when VC firms are older. Because there is no theoretical reason to deter-
mine a specific break point, we tested this hypothesis using the results in table
2, which presents the relationships over a range of years. The results show
that (1) the number of blockbuster deals has a positive and significant relation-
ship with status for VC firms 7 years old and younger, (2) this relationship
becomes non-significant when VC firms 8 to 10 years old are included, and (3)
this relationship is negative and significant for VC firms more than 11 years old.
The results for reputation show that the number of blockbuster deals has a
positive and significant relationship with reputation when VC firms 10 to 13
years old are included, and the relationship becomes non-significant for VC
firms more than 13 years old.

These results support H3a for status but not reputation and partially support
H3b for reputation but not status. The negative, significant relationship
between blockbuster deals and status for VC firms 13 years or older is surpris-
ing and suggests that participation in blockbuster deals could have negative
consequences for older VCs. But the findings for firms 11 and 13 years old and
older, as well as for firms less than or equal to 5 years old, must be interpreted
with some caution. The sample sizes for these models are much smaller than
for the other time periods. AB models provide less consistent estimates when
samples sizes are small. If the small N models are disregarded, the results in
the models with the largest Ns (VCs greater than 5, 7, and 9 years old) suggest
there is a positive and significant relationship between blockbuster deals and
reputation and a non-significant relationship between blockbuster deals and sta-
tus, consistent with H3b.

H4 argued that the relationship between blockbuster deals, status, and repu-
tation would be stronger for lower-reputation and lower-status VC firms than
for higher-reputation and higher-status firms. Models 5–8 in table 3 test this
hypothesis. The interaction between blockbuster deals and prior reputation is
negative and significant in both models 6 (p < .05) and 8 (p < .05), providing
support for H4 for reputation. The interaction between prior status and
blockbuster deals is negative and significant (p < .001) in model 5 but is not
statistically significant in the fully specified model. Thus H4 is partially sup-
ported for status.

11 The conventional cut-off is 0.8, or a 20-percent probability of making a type II error (Cohen, 1988).
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Figures 2 and 3 graph the significant interactions from models 5 and 6 for
values one standard deviation above and below the mean for past status and
reputation and for one and three blockbuster deals. We used different values
for blockbuster deals because one standard deviation below the mean
becomes a negative value, which has no practical meaning. Figure 2 shows
that the effect of blockbuster deals on current status is 0.032 for each
blockbuster when prior status is low, while it is –0.038 for VC firms whose prior
status is high. Similarly, figure 3 shows that the effect of blockbuster deals on
current reputation is 0.224 for each blockbuster when prior reputation is low,
while it is 0.189 for VC firms whose prior reputation is high. The figures show
that participation in blockbuster deals appears to have a stronger effect on rep-
utation than on status, as the slopes of the lines in the reputation graph are

Figure 2. Interaction of blockbuster deals and the past status on the current status.

−0.694
−0.630

0.948 0.872

–0.8

–0.6

–0.4

–0.2

0.0

0.2

0.4

0.6

0.8

1.0

Low (1) High (3)S
ta

tu
s
_
t

Blockbuster Deals

H4: Blockbuster Deal X Status_t-1

low status_t-1 (−0.97) high status_t-1 (1.15)

Figure 3. Interaction of blockbuster deals and the past reputation on the current reputation.
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steeper than in the status graph. Further, participation in blockbuster deals
appears to have a slightly negative relationship with subsequent status for
high-status VCs.

Robustness Tests

Three-stage least squares. Three-stage least squares (3SLS) extends 2SLS
to a system of equations by incorporating the estimation feature of see-
mingly unrelated regression models. One possible benefit of using 3SLS
instead of the AB estimator is a potential efficiency gain. This comes at a
substantial cost, however, because 3SLS cannot address the bias stemming
from the lagged dependent variables. Given that consistency generally takes
priority over efficiency, the AB estimator is more appropriate for our analysis.
Nonetheless, we re-ran our models using 3SLS and included firm dummies
to deal with unobserved heterogeneity. Given the paucity of available instru-
ments, we assumed that one-year lags of all covariates except for the simul-
taneously determined variables (reputation/status) are exogenous. The
pattern of results was the same as reported here, but the coefficients of the
lagged dependent variables were quite inflated when compared with our AB
results, and the model R2s were excessively high (approximately .97). Given
that 3SLS does not control for the bias caused by lagged dependent vari-
ables, this was not surprising. Further analysis using single-equation 2SLS
found the results were almost the same as those from 3SLS, indicating there
was little efficiency gain from using 3SLS and further supporting our use of
the AB estimator.

Non-linear effects of blockbuster deals. We also conducted additional
analyses to assess whether blockbuster deals might have non-linear relation-
ships with status and reputation. First, we added a squared blockbuster deals
term to our full sample model. For status, the relationship was indeed curvi-
linear, but the inflection point was about six blockbuster deals, which is the top
of our data range. Including the squared term in our age models yielded a simi-
lar pattern of results. Thus the relationship is most conservatively interpreted
as positive but diminishing. In contrast, the squared term was not significant
when predicting reputation. The results were similar in our age models with
the exception of the ≤ and > 9 year models, in which the term was negative
and significant. So the conservative interpretation is that the relationship
between blockbuster deals and VC reputation is linear.

As an alternative approach, we created a spline capturing the first, second,
and third blockbuster deals. Each variable took on a value of zero until that
blockbuster number had been reached and then had the value 1, 2, or 3,
respectively, every year thereafter. For status, the terms for one and two
blockbusters were significant, and the term for the second blockbuster was
significantly larger than for the first blockbuster deal, which is consistent with
our other findings. For reputation, only the second blockbuster deal was
significant.
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DISCUSSION

In this study we explored how status and reputation coevolve, and we exam-
ined the nuances of this relationship by considering how it changes over time
and the effects of participating in significant, highly visible events. We exam-
ined these issues using data on newly founded VC firms and discovered that
although status and reputation positively influence each other as they coevolve,
their influence is not equivalent and changes over time. We also found that sta-
tus and reputation are influenced in different ways by their prior levels as they
age and by participation in big hits. These findings provide both theoretical and
practical insights.

Age and Asymmetric Influence

Though reputation and status coevolve in a mutually beneficial way, reputation
precedes status in their abilities to enhance each other and appears to have a
greater influence on status than status has on reputation in more mature firms.
These findings are theoretically important because they offer a basis for asses-
sing which intangible asset has more value, particularly in the early stages of
an organization’s life. Given that untangling reputation and status has been a
central theoretical and empirical challenge (Barron and Rolfe, 2012), this finding
is important because it suggests when in a firm’s life these two constructs are
likely to be different from one another, increasing scholars’ abilities to deter-
mine which asset may be influencing other outcomes of interest.

Our findings also provide insights into how young firms should allocate their
scarce resources and attention to build reputation and status. Overall success
could suffer if they focus on building the wrong intangible asset at the wrong
stage of development. While it is important to form relationships with high-
status others (Benjamin and Podolny, 1999), it is even more critical to develop
a record of performance that builds a solid reputation early in the firm’s life
(Rindova, Petkova, and Kotha, 2007; Hallen, 2008). A good, early reputation
enhances status, and the two continue to evolve in a dynamic, mutually benefi-
cial way that allows the firm to later reap the rewards of both status and repu-
tation. New VC firms that spend more time courting high-status VCs than they
do developing their portfolio firms may not perform as well and are more likely
to develop a poorer reputation among start-ups.

Benchmark Capital’s early days (Fund et al., 2008) provide a useful illustra-
tion of the relationships we identified. Benchmark was founded in 1995 by
three well-regarded—but not star—VCs and a software entrepreneur with no
VC experience. A fifth partner, an experienced executive recruiter with no VC
experience, was brought on shortly after founding. After raising its first fund,
Benchmark rapidly invested in a number of companies, including a couple of
second-round investments in companies funded by their former firms (which
had disbanded) and other new, seed-stage deals. Although they lost out to
more-established VCs on many early deals, they worked hard to provide unpar-
alleled levels of support to their start-ups and aggressively built ties with more
prominent VCs. The reputation it developed led eBay to choose Benchmark as
its primary VC investor, and Benchmark is largely credited with helping eBay
recruit Meg Whitman to become its CEO (Stross, 2000). When eBay’s IPO
exploded, Benchmark used the event to enhance both its status and reputation
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with institutional investors, start-ups, and other VCs, and it is now considered
among the top VC firms in Silicon Valley.

Our results also suggest that though the relationship between changes in
prior and current status weakens as a firm matures, the relationship between
changes in prior and current reputation is unaffected by firm age. Thus our
results are consistent with prior research arguing that status is ‘‘stickier’’ than
reputation (Gould, 2002; Washington and Zajac, 2005), but they offer a more
complex understanding of how this stickiness occurs, at least for young firms.
Prior research has suggested that status homophily and stable deference pat-
terns lead to stability in status orders (Merton, 1968; Gould, 2002). But our find-
ings suggest that for young firms, a strong reputation also enhances the
stickiness of status. Even as the relationship between prior and current status
weakens, the relationship between reputation and status remains largely sta-
ble. Thus investing in a firm’s reputation indirectly helps reinforce its standing
in the status order. Future research should continue to explore this relationship
and assess whether investments in reputation can ultimately yield greater ben-
efits than direct investments in maintaining status.

The Effects of Big Hits

We also provide insights into how involvement in big hits (Denrell and Fang,
2010) can affect the developmental courses of status and reputation. Our find-
ings suggest these events are more beneficial for enhancing status than repu-
tation when VC firms are young but are more beneficial for enhancing
reputation than status when VC firms are older. Figure 4, which maps
Benchmark Capital’s blockbuster deals onto the trajectory of its status and rep-
utation over time, is illustrative of our findings. Benchmark experienced its

Figure 4. Benchmark’s blockbuster deals and the trajectory of its status and reputation.
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most significant gains in status and reputation following its blockbuster deals of
1998 (eBay), 1999 (Ariba, Juniper Networks, and Red Hat), and 2000
(Turnstone Networks). It saw smaller increases after its 2004 (JAMDAT
Mobile) and 2007 (Infinera) blockbuster deals. Further, the slope of the status
line appears to be a bit steeper in the early years, while reputation appears to
have a slightly steeper slope in the later years and continues to increase even
as status declines slightly.

One possible interpretation of our findings is that blockbuster deals have a
greater effect on status because the associated attention and visibility they pro-
vide speed up the enhancement of a firm’s cognitive centrality (Bunderson,
2003; Fund et al., 2008) among VCs, and thus its status. In contrast, because it
takes time to establish a track record of performance, blockbuster deals’ visibi-
lity and attention have less influence on reputation until the necessary perfor-
mance record is established. Our finding that the effect of blockbuster deals
becomes significant around 11 years of age—when the performance of the
VC’s first venture fund is known—supports this interpretation.

Our results also show that participating in blockbuster deals yields greater
benefits for low-status and low-reputation VCs. Blockbuster deals that create
substantial buzz (Pollock and Gulati, 2007) can help low-reputation firms
enhance their reputations more quickly because they are more surprising and
have greater signaling value than for high-reputation firms. Our results also sug-
gest that low-status firms can derive some benefit from participating in
blockbuster deals, allowing them to build their status more rapidly. Prior
research has found that status can take a long time to build (Podolny, 2005;
Washington and Zajac, 2005). Thus we contribute to the conversation on build-
ing status by demonstrating that big hits can reduce the amount of time it takes
for a firm to enhance its status.

We also add to theorizing about the Matthew effect (Merton, 1968). Merton
argued that high-status scientists will get more credit for a new idea or finding
than a low-status scientist who discovers the same thing. He did not argue,
however, that the high-status scientist’s status would be increased. Indeed, as
Merton was focusing on the highest-status scientists, it was not possible for
their status to become greater. One thing Merton did not consider is whether
the lower-status scientists still benefited from the discovery. They may not get
as much credit, but unless they get no credit their status is likely to improve
somewhat, and the relative increase could be greater than any relative increase
higher-status actors may experience. For example, although top-tier VC firms
like Accel Partners and Greylock Partners may have received more acclaim for
their investments in Facebook, VC firm Elevation Partners, founded in 2004,
may have gained the most. The website WhoownsFacebook.com (2012)
noted, ‘‘Once pilloried with the moniker ‘world’s dumbest VC investor,’
Elevation Partners may shut up some of its critics’’ as its 1.5 percent stake
was valued at nearly $1.3 billion.

Our results also provide some evidence that participation in blockbuster
deals can have a negative effect on status for older firms and high-status VCs.
The moderating effect of prior status was small, so any inferences should be
treated as speculative, but one interpretation of this finding is that when high-
status VCs participate in more blockbuster deals they may feel less need to
syndicate future deals with other high-status actors, who will demand greater
equity participation and also want to have a larger say in how the start-ups are
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managed. Rather, they may handle deals by themselves or include more low-
status VCs that will defer to the higher-status VC (Gould, 2002; Castellucci and
Ertug, 2010), be less likely to challenge its leadership (Ma, Rhee, and Yang,
2013), and be more likely to accept lower levels of equity participation (Hsu,
2004). This interpretation is consistent with Fund and colleagues’ (2008) obser-
vation that new VC firms Benchmark Capital and August Capital participated in
syndicates with the most central VCs less frequently as they became more
central in industry deal networks.

Our post-hoc analysis, however, indicated that what we might instead be
observing is a non-linear relationship between blockbuster deals and VC status.
The results of this analysis showed that the benefits of blockbuster deals taper
off as a firm has more of them. It may be that once a firm has had more than
two blockbuster deals, thereby verifying that the first blockbuster deal was not
a fluke, additional blockbuster deals are less surprising (Anderson, 1981), pro-
vide little new information, and do not add to a firm’s cognitive centrality
(Bunderson, 2003). Future research should continue to explore these non-linear
effects.

In general, we believe that our study makes several contributions to our
understanding of status and reputation. We have long known that status and
reputation are related constructs, and our findings enhance our understanding
of the nature of this relationship. For instance, there is evidence that status is
often used to make inferences about reputation (Bowles and Gintis, 1976;
Camic, 1992) and that status can motivate firms to behave in ways that build
their reputation to reflect their status (Benjamin and Podolny, 1999). These
studies either look at status and reputation at the individual level or focus on
more mature firms. We extend this work by demonstrating that for young
firms, reputation generally precedes status. But if a firm is involved in a big hit,
that firm’s status can receive a boost.

Limitations and Future Research

As with all studies, our study has several limitations that provide opportunities
for future research. One opportunity arises from our decision to consider only
venture capital firms that were formed during a period of significant industry
expansion. Though VC firms have a number of useful characteristics, our find-
ings may not generalize to firms in other industries or to other eras. Future
research should continue to investigate how the relationships between reputa-
tion and status coevolve in other industries and contexts, such as those in
which status hierarchies are more difficult to ascertain; those like sports or
entertainment, in which reputation and status can play an outsized role on out-
comes; and those such as pharmaceuticals and high technology that also rely
heavily on big hits.

A second limitation is that although we were able to obtain unique measures
of reputation and status for VC firms, we were limited in the other types of
data we could obtain. This creates two potential issues. First, whereas our rep-
utation measure is composed of five items, status is composed of a single
item, Bonacich beta centrality. Thus it is possible that status may be subject to
more measurement error. But theoretical conceptions of status do not have
the same dimensionality issues as reputation, and the status measure we used
has been employed in status research for over 20 years (e.g., Podolny, 1993,
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2001; Benjamin and Podolny, 1999; Hallen, 2008; Ma, Rhee, and Yang, 2013).
Though it would be ideal to create a multi-item measure of VC status, we are
unaware of any data that could be used and cover the same 20-year time
period. Future research in other contexts that allow for the creation of multi-
item status measures should continue to explore these relationships and
assess whether measurement error is an issue.

Second, although we theoretically and empirically treat the effects of reputa-
tion and status on each other as contemporaneous, it may be possible that
some components of our measure may experience greater lagged effects than
others, though analyses not reported here supported treating reputation and
status as contemporaneous, and as noted earlier, any such effects would likely
serve to make our measure a more conservative test of our arguments.

A third limitation is that we were unable to consider other factors that could
affect status and reputation. We considered how firm age moderated the basic
relationships between status and reputation and prior and current status/repu-
tation. We also considered how prior status and reputation moderated the rela-
tionship between participation in blockbuster deals and current status and
reputation. But factors such as the availability of other resources, levels of inno-
vativeness, or management team characteristics could all moderate the rela-
tionships that we were interested in. Future research in other contexts in
which data on such factors are available can continue to explore these issues
and identify more boundary conditions that shape these relationships.

A related limitation is that though our reputation measure has many positive
characteristics, it is not a direct measure of stakeholders’ perceptions. Rather,
it is composed of multiple objective indicators expected to influence stake-
holders’ perceptions. Many prior studies of VC reputation have used various
components of our index as indicators of VC reputation (e.g., Gompers, 1996;
Lee and Wahal, 2004), and Lee and colleagues (2011) took steps to assess the
face validity of their reputation index. And although no long-term perceptual
measure of VC reputation exists, a recent study (Hallen and Pahnke, 2015)
using a perceptual VC reputation measure collected over a shorter time period
corroborates the efficacy of our objective measure.

Further, a number of the index’s components can be related to size. Size is
a theoretically problematic construct, however, because it lacks discriminant
validity and is correlated with a variety of other constructs (Kimberly, 1976),
making it useful as an omnibus control variable—and a crude proxy for reputa-
tion (Lee and Wahal, 2004)—but difficult to use as the basis for an alternative
theoretical argument. Lee and colleagues (2011) also conducted extensive
robustness tests of the index’s individual components and found not only that
no one component of the measure was driving their findings but also that the
component of their index most indicative of size, the total assets under man-
agement, was the only variable that had a significant relationship with just one
of their two dependent variables. Future research should continue to explore,
or attempt to develop, other measures of VC reputation, perhaps based on
direct stakeholder surveys (e.g., Dowling and Gardberg, 2012).

Finally, while this study’s purpose was to explore the relationship between
reputation and status, we did not consider the extent to which changes in these
social approval assets affected VC firms’ performance or how these relation-
ships may have changed as the VC firms aged. Thus another avenue for future
research is to examine the effects of status and reputation on performance at
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different points in the firm’s life cycle. Are there points in time when either sta-
tus or reputation has greater effects on performance? For example, Bothner
and colleagues (2012) found evidence that performance became decoupled at
high levels of status and found mixed evidence about the relationship between
age and performance across their two samples (the PGA and NASCAR).
Answering these questions will further illuminate the relationship between sta-
tus and reputation and how they affect outcomes that are important to the firm.

Our study untangles the relationship between reputation and status, explor-
ing how these two social approval assets influence each other in the early
years of a firm’s development and how their relationship changes as a firm
ages. We are optimistic that it will generate further interest in the complex rela-
tionship between status and reputation.
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