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ABSTRACT

We empirically test the relation between immigrant’s venture creation decision and governance
mechanism under a unified framework of governance in both sociology and finance. We find
that corporate governance arrangements are more valued by entrepreneurs with better education
attainment and higher household income, such as immigrant entrepreneurs. This type of
entrepreneurs tends to be more reluctant to create a venture due to the high opportunity costs. In
addition, social capital embedded in community significantly and positively affects the new
venture creation decision. At the same time, an inverted U shape relationship is observed
between social capital in family and new venture creation. This paper answers how relational
governance and corporate governance are related to new venture creation in immigrant
entrepreneurship, especially in emerging phase. The key argument is that the efficacy of
corporate governance and relational governance mechanisms in immigrant entrepreneurship are
contingent on different types of social capital which immigrant entrepreneurs possess and on the
formal corporate governance arrangement, the adoption of which is influenced by immigrant
entrepreneurs’ characteristics.
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INTRODUCTION

Recent industry studies addressed and highlighted the positive role of immigrant entrepreneurs
in the U.S. economy and competitiveness. For example, in their study, Stuart and Platzer (2008)
reported that 25% of U.S. venture-backed public firms were started by immigrant entrepreneurs
from 1995 to 2008. Between 2006 and 2012, 33% of U.S. venture-backed companies that
became public traded were initiated by immigrant entrepreneurs (Stuart, 2013). In addition, the
market capitalization of immigrant entrepreneurship which is venture-backed, jumped from $500
million in 2008 to $900 billion as of June, 2013, and most of these companies were concentrated
in cutting edge sectors and absorbed high percentage of U.S. employment (Stuart and Platzer,
2008; Stuart 2013). Some popular immigrant-founded names, such as Intel, Google, Yahoo!,
Facebook, LinkedIn, Zipcar, Sun Microsystems, eBay and so on, emerged and contributed to the
competitiveness and power of the U.S. Thus, the research on immigrant entrepreneurship should

deserve its foothold in current entrepreneurship studies.

Moreover, self-employment has been an important factor in the economic advancement of
immigrants (Sander and Nee, 1996). In his study of New York garment industry, Waldinger
(1986) observed that immigrant entrepreneurs started businesses because the incumbent labor
market discriminated against alien workers and shut down the door for upward social mobility in
professional career for those immigrants, thus self-employment or new venture creation possibly
became the only avenue for the upward social mobility for immigrant entrepreneurs. Light and
Bonacich (1988) also derived the similar conclusion in their study for Korean immigrant
entrepreneurs in Los Angles. Through the survey of garment industry in seven cities of both U.S.
and Europe, Rath (2002) further observed that self-employment has become a major pathway for

immigrants to chase their own economic and political pursuits when they settle down in a new



country. Given the strong motivation and great achievement of immigrant in venture creation, in
this paper, we would like to move a step further and explore the decision making process of
immigrants, that is, whether the governance mechanism may influence immigrant entrepreneurs
on their new venture creation decision in the U.S. This is the area, to our best knowledge, that

has not been extensively explored.

The United States has one of the best corporate governance systems in the world (Shleifer and
Vishny 1997). However, for new ventures, the classical corporate governance mechanisms, such
as independent board, takeover market, executive compensation package, and large debt holders,
could not be applied due to their small size, simple business structure and high uncertainty about
future prospects. Because of the importance of corporate governance in the long run, a common
approach by start-ups is to hire an accountant so that information could be shared among
shareholders or even stakeholders. This approach, which is the bottom line for seasoned firms,
could largely reduce the information asymmetry and potential agency problems for start-ups. In
our study, we find that those with better education and higher household income tend to hire
accountants in their venture, which we believe is because they may have a clearer image about
the importance of corporate governance. They may also tend to be more reluctant to take the
entrepreneurship opportunity duo to the relatively higher opportunity costs, suggesting that
entrepreneurs who plan to adopt corporate governance in the venture may be less likely to create
venture. This negative relation is more apparent for immigrant entrepreneurs as they may have

higher education level and opportunity costs on average.

Another source of governance is relational governance, while social capital is embedded in
certain social relations (Coleman, 1988), of which social connections constitute the veins of

economic corpus (Granovetter, 1985) and it lubricates the function of those social relations, such



as providing mutual monitoring mechanism to ensure the efficacy of business transactions
(Waldinger, 1986; Light and Bonacich, 1988). Social capital generally refers to trust, concern for
one’s associates, a willingness to live by the norms of one’s community and to punish those who
do not (Bowles and Gintis, 2002). The earlier research in sociology and entrepreneurship argued
that social capital in co-ethnic community and family perpetuates the prosperity of immigrant
entrepreneurship through the easy access to financial and human capital and risk sharing
mechanisms in community (Waldinger, 1986; Light and Bonacich, 1988; Evans, 1989; Sanders
and Nee, 1996; Rath, 2002; Green, 2002; Kalnins and Chung, 2006). Thus network analysis
tends to regard those social connections as a form of governance in economic exchanges, and
such a relational mechanism in governance could increase organization performance (Ingram and

Lifschitz, 2006).

However, current economic models could not necessitate an influential overhaul but simply
added “relational governance” to the corporate and market governance forms (Ingram and
Lifschitz, 2006). Such an arrangement may not produce a satisfying integrated analytical
framework. For example, Ingram and Lifschitz (2006) argued that relational governance may not
be compatible with corporate governance in influencing organizational performance and there is
a tension between horizontal relations and corporate governance. Therefore, the discussion for
the roles of social capital in community and family and formal corporate governance
arrangement bears its own value, because such a discussion addresses the issues regarding why
relational governance may be offset by formal corporate governance arrangement in light of the
decomposition of social capital, especially in immigrant emerging organizations. We find that
social capital residing in community is positively related to new venture creation among

immigrants and social capital embedded in family exerts an inverted U shape effect on



immigrants’ new venture creation. Our core claim in this paper is that the efficacy of corporate
governance and relational governance mechanisms in immigrant entrepreneurship are contingent
on different types of social capital which immigrant entrepreneurs possess and on the formal
corporate governance arrangement, the adoption of which is influenced by immigrant

entrepreneurs’ characteristics.

The paper is structured as follows. We first develop our theory and corresponding hypotheses,
and then introduce methods and test hypotheses. Subsequently, we discuss the findings, our
contributions to theory and practice and avenues for future research. At last, we conclude this

research.

THEORY AND HYPOTHESES DEVELOPMENT
Corporate Governance Arrangement and New Venture Creation

Corporate governance is designed to deal with the potential agency problem stemming from
the separation of ownership and control. Large shareholders (Grossman and Hart 1980, Shleifer
and Vishny 1986), large creditors (Jensen 1986, 1989), independent board (Weisbach 1988),
takeover market (Scharfstein 1988), and executive compensation package (Jensen and Meckling
1976) are widely taken as effective corporate governance mechanism to ensure that managers
work in the interest of fund suppliers.

Previous literature suggests that good governance is actually associated with better stock
performance for seasoned firms. For instance, Gompers, Ishii, and Metrick (2003) build a
governance index (G-index) by aggregating 24 provisions followed by the Investor
Responsibility Research Center (IRRC). Using G-index to proxy for external governance

mechanism, they find that the decile of firms with the strongest takeover defenses (G-index of 14



or higher) have lower share prices, value and operating performance than the decile with the
weakest defenses (G-index of 5 or less) in 1990s. Cremers and Nair (2005) test the interaction
between internal and external governance, and suggest a mutual complementary relation in being
associated with profitability and long-run abnormal returns.

As start-up ventures are typically small in size and simple in ownership structure, it is very
rare that a start-up firm may have an independent board, and carefully designed executive
compensation package, which are very expensive for start-ups. They may not be influenced by
takeover market as they are in the progress of building products, service, brand and reputation.
They do not have any tracking records, so it is very hard for them to get loans from creditors.
Therefore, almost all of the classical governance mechanism that works well in seasoned
companies could not be applied within start-up ventures.

However, it does not necessarily mean that corporate governance is not important for start-ups.
The agency problem remains because if it is organized in the form of partnership or corporation,
a venture may have many founders and there may be a conflict of interests between founders and
top managers. Even for sole proprietorship, governance may be important as it may reduce the
future finance costs if the venture could provide some tracking records to influence of risk
evaluation process of creditors or private equity investors.

As an approach to deal with information asymmetry and agency problem, to hire an
accountant is the bottom line of corporate government mechanism for seasoned companies. For
start-up ventures, however, it is optional as it depends on whether entrepreneurs value
transparency information sharing among entrepreneurs in an organized and formalized business
format. We argue that those entrepreneurs who are better educated and are more successful in

their career may more highly value corporate governance as they may have a clearer image about
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how important corporate governance is to the success of a company in the long run or even take
education as a kind of class resources to attract partners with the similar genes or with financial
capital to support start-up decision (Saxenian, 2006; Wong, 2006). On the contrary, good
education and successful career suggest a higher opportunity costs if the decision to become an
entrepreneur is made, meaning that those entrepreneurs will be more reluctant when facing an
entrepreneurship opportunity. Simply put, they will not start a new venture until the opportunity
is good enough so that the opportunity costs of losing the current job is acceptable.

Therefore, for the relationship between corporate governance and new venture creation, we
have the following hypotheses:

Hypothesis 1a: Entrepreneurs who plan to adopt corporate governance in the venture tend to be
more highly educated and have higher household income.

Hypothesis 1b: Entrepreneurs who plan to adopt corporate governance in the venture tend to be
less likely to create venture.

Moreover, immigrant entrepreneurs faced the similar or more serious challenges than general
start-ups did. Previous literature shows that the opportunity structure and market regulations in
open market further restrain the geographic distribution, governance structures, size, and increase
the opportunity cost of new venture creation among immigrant entrepreneurs (Waldinger, 1986;
Evans, 1989; Light and Bonacich, 1991; Rath, 2002, Saxenian, 2006; Wong, 2006). Therefore,
we expect a stronger negative relation between corporate governance and venture creation for

immigrant entrepreneurs:

Hypothesis 1c: Immigrant entrepreneurs who plan to adopt corporate governance in the venture
tend to be less likely to create venture.

Social Capital in Community and Family

Social capital has been well accepted as a fruitful theoretical perspective to explain norms and

social relations (Narayan and Cassidy, 2001). Different perspectives to construct social structure



also reflect the variation in the definition of social capital. For example, De Carolis et al. (2009)
classified social capital into collective and individual levels and examined how relational capital
and personal networks influence new venture creation. To measure social capital, Narayan and
Cassidy (2001) further decomposed social capital into seven dimensions. Their investigation of
social capital measurement offers a systematic way for defining social capital. High level of trust
and cooperation in community are nurtured due to social capital born in community culture,
which could grant members convenient accesses to necessary resources and influence immigrant

entrepreneurial activities.

Furthermore, family also embodies social capital for entrepreneurial activities. For instance, in
their discussion of immigrant entrepreneurship, Sanders and Nee (1996) argued that social
capital embedded in family relations facilitates immigrant self-employed activities. Family, as a
unit of individual ties, acts as a social basis for entrepreneurship though limiting itself to a
threshold. Next, we will move on to examine how those two forms of social capital influence

immigrant entrepreneurial activities.

Community Culture and Immigrant Entrepreneurship

The impacts of culture on behaviors have long been discussed among sociologists and
management scholars. For example, institutional scholar regard culture as one of three pillars of
institution theory (Scott, 2001), which influences how people construct social relations
(DiMaggio & Powell, 1983; Friedland and Alford, 1991). Triandis (1972) distinguished two
types of cultures: collectivist and individualist. Collective culture indicates that group interest is
over self interest and the group is responsible for the individual. While individualist culture

refers to one where members typically focus on self interest over group interest and each



individual is responsible for himself or herself. Tiessen (1997) further pointed out that
individualism reflects the tendencies to orient values and actions towards competition, while
competition embodies the symbolic meaning of success. The earlier research suggests that
culture emphasizing on individualism fosters trust and cooperation. For example, Chen et al.
(1998) proposed that accountability could enhance individual’s self image of internal focus of
control and strengthen the instrumental motivation for self-interest. Mitchell et al. (2000) also
argued that individualist society indirectly encourages new venture creation because of the
opportunities that are out of trust and thereof could be taken advantage of with low cost. For
instance, in their analysis, Berigan and Irwin (2011) proposed that individualist culture facilitates
weaker and more densely ties than collective culture, the cliquish nature of social ties makes it
easier to monitor each other’s behaviors, thus actor’s behaviors are disciplined due to the
expectation of potential punishment and the willingness to keep group harmony. As a result,
individualist culture is conducive to the formation of trust and frequent cooperation. At the same
time, high trust and cooperative relations in community also produce rich social capital (Narayan
and Cassidy, 2001), thus strong community culture emphasizing on individualism will spawn
rich social capital residing in community networks, which in turn facilitates the formation of new
ventures (De Carolis, D. M., & Saparito, 2006; De Carolis et al., 2009). At the same time,
immigrant entrepreneurs tend to cluster geographically because of their unfamiliarity with new
markets, while kinship, friendship or ethnicity ties could provide them fastest and easiest access
to resources and thus increase survival chances (Light and Bonacich, 1991; Rath, 2002). Ethnic
entrepreneurs also enjoy an advantage over potential competitors outside the bounded
community of entrepreneurs due to shared culture and language (Waldinger, 1986; Evans, 1989;

Light and Bonacich, 1991; Rath, 2002). Thus the community which emphasizes on individualism



could strengthen the bonding in ethnicity and attract more immigrant entrepreneurs to cluster
(Waldinger, 1986; Evans, 1989; Light and Bonacich, 1991; Kalnins and Chung, 2006). And the
common ethnic background also produces rich social capital due to the shared values and
enforced trust (Kalnins and Chung, 2006). Specifically, in a community emphasizing on
individualism, the effects of social capital by ethnicity could be further strengthened by
community networks (Waldinger, 1986; Evans, 1989; Light and Bonacich, 1991; Rath, 2002).
Therefore, immigrant entrepreneurship is nourished and flourished (Kalnins and Chung, 2006).

To sum up, we derive the following hypothesis,

Hypothesis 2: Community culture emphasizing on individualism positively related to immigrant
entrepreneurs’ NeW venture creation of entrepreneurs.

The Role of Structural Embeddedness in Family in Immigrant Entrepreneurship

Embeddedness argument was first brought out since Granovetter’s work to explain the
phenomenon that economic actions are embedded in social relations (Granovetter, 1985).
Embeddedness refers to the process by which social relations shape economic actions and the
degree to which commercial transactions occur through social relations (Uzzi, 1996; 1999). Uzzi
(1996) further investigated the core embeddedness argument by using structural embeddedness
methods. His continuous research on the effects of embeddedness on economic actions all
supported the core embeddedness argument that embedded ties in cohesive networks sometimes

facilitate economic transactions and sometimes derail exchanges (Uzzi, 1996; 1997; 1999).

This inverted U shape effects subsequently incurred extensive attentions from different
scholars. For example, Newbert and Tornikoski (2013) examined the role of embeddedness in
resource acquisition for emerging organizations, they found that positive effects of strong ties on

resource acquisition and specificity are robust and defended the role of strong ties compared with



traditional advocates of sparse networks or weak ties (Granovetter, 1985; Burt, 1992). At the
same time, Newbert et al. (2013) found that networks evolved from cohesive networks to
diversified ties as firms emerged, which also supports embeddedness argument. In addition, in
their commentaries, Hite and Hesterly (2001) proposed that firms respond to resource acquisition
challenges by developing networks from identity based networks to calculative networks in their
early growth. However, most immigrant entrepreneurship literatures sidestep the embeddedness
arguments and implicitly assume social capital benefits immigrant entrepreneurs without
limitations. In terms of social capital in family, internal conflicts within family have been
minimized by optimist, if dramatized by pessimists. For instance, Sanders and Nee (1996) argued
that family is an institution that involves mutual obligations and trust characteristics of
solidaristic small groups, this feature embodies an important form of social capital which family
members draw on in their pursuit of economic advancement. Thus family acts as a supportive
agent for immigrant self-employed by furnishing labor and facilitating the polling of financial
resources (Waldinger, 1986; Light and Bonacich, 1991; Green, 2002). Following this logics, the
high degree of structural embeddedness in family will facilitate the immigrant entrepreneurs’
new venture creation. On the other hand, Waldinger (1986) observed that hiring family members
may hinder the business efficacy and incur higher operation cost because of immigrant
entrepreneurs’ reluctance to fire unqualified family employees. Bates (1994) also argued that the
heavy use of social support networks characterizes the less profitable, more-failure prone small
business of Asian immigrants. For nascent entrepreneurs, social support networks are mainly
composed of family members, thus too much social capital residing in family actually derails
economic exchange (Granvoetter 1985). As a result, new venture creation is hindered. On the

contrary, if immigrant entrepreneurs are residing in pure arm’s length ties, lower trust, the lack of



timely trustworthy information channels and the risk sharing joint arrangement also incur
frequent frictions and produce less social capital in economic exchanges, thus reduce the
likelihood of new venture creation (Uzzi, 1996;1997;1999). It is also possible that arm’s length
ties could avoid vicious conflicts unique to family and the deviation from family connections
might relieve immigrant entrepreneurs from emotional burdens in their obligations for
unqualified family members (Green, 2002), thus arm’s length ties may also facilitate new
venture creation. Taken together, we suspect that there might exists an optimal arrangement
(Uzzi, 1996;1997;1999) or a worst arrangement for new venture creation of immigrant
entrepreneurs in the structural embeddedness in family and thus two competing hypotheses are

derived as follows (see Figure 1 for our conceptual model).

Hypothesis 3a: Embeddedness in family positively influences immigrant entrepreneurs on new
venture creation. However, such facilitating effect limits itself to a certain threshold. That is, the
moderation effect of embeddedness shows an inverted U shape influence.

Hypothesis 3b: Embeddedness in family negatively influences immigrant entrepreneurs on new
venture creation. However, such hampering effect limits itself to a certain threshold. That is, the
moderation effect of embeddedness shows a U shape influence.

“Insert Figure 1 Here”

METHODS

Sample

The dataset used in this paper is Panel Study of Entrepreneurial Dynamics 1l (PSED I1), PSED
Il offered a nationally representative and longitudinal database for the United States, the purpose
of this database was to offer systematic, reliable, and generalizable data on the business

formation process (Reynolds and Curtin,2007). Like PSED 1, PSED Il also contained



information on the proportion and characteristics of the adult population attempting to start new
businesses, the kinds of activities which nascent entrepreneurs undertake during the venture
creation process and the proportion and characteristics of the start-up efforts that become infant
firms. In addition, PSED Il covered more comprehensive topics compared to PSED I. For
example, community and agency support information were collected. PSED 11 followed a cohort
of nascent entrepreneurs for three years with five waves of surveys beginning in 2005 and was
conducted in three stages. First, to identity the sample, digit- dialing sample of 31,845 U.S.
households were randomly selected and screened with landline phones to indentify nascent
entrepreneurs active in start-up phase and their demographic data. Second, 1,214 nascent
entrepreneurs were identified and requested to complete sixty-minute phone interviews on the
details of their start-up initiative. Third, the start-up effort outcomes were collected in follow-up

interviews completed twelve and twenty-four months after the initial interview'.

Despite the multiple waves of data were conducted in PSED I, this study only used wave A
for two reasons. First of all, all independent variables were collected in wave A and outcome
variable was collected at the same period of wave A, but the majority of them are not available
for the subsequent waves. For example, respondents were requested to provide information up to
three supporters, which represent 100% of supporters’ information for all five waves. And this is
the foundation for our calculation of embeddedness. Second, given those variables which are
available for subsequent waves, wave A represents the biggest proportion of database. Take
variable high-tech for example, respondents were asked to indicate whether their new venture is
high tech company or not, wave A represents 53% of the total five waves, wave B, C,D,E,F takes

5.5%, 6.1%, 5.7%, 16.3% and 13.8%. Thus it best represents the population of the responses.

! The detailed description of PSED I could be referred to Reynolds and Curtin (2007).



Taken together, replying on the circumscribed data in key information in wave B, C, D, E, and F
would severely limit the explanation and generalization ability of our analysis and combining all
waves would lose substantial observations for certain variables while focusing on wave A could
provide us more information without substantial omission of observations. The similar logics

could also be found in the earlier research (Newbert & Tornikoski, 2009).

Although all data in PSED Il were collected from the same survey instrument, we believe the
common method bias will not distort the results of our analysis. First, at the beginning of the
survey, the respondents were guaranteed by the survey designers for their anonymity in this
research, which the earlier research (Podsakoff et al., 2003) suggested reduces the probability of
social desirable responses. Second, we investigated common method biases by conducting a
Harman’s single factor test, which was also routinely used in the earlier literature (Christmann,
2004; Kirkman & Shapiro, 2001; Steensma et al., 2005; Newbert & Tornikoski, 2013).The
unrotated factor produced twenty one factors, the first eight factors account for 60.89% of
cumulative variance, the proportions of each nine factors are 12.64%, 8.49%, 8.26%, 7.08%,
7.01%, 6.12%, 5.85% and 5.45% respectively. Because no single factor emerged to explain more
than 12.64% and accounted for a substantial majority of the total variance, thus no artificial
response bias is assumed to exist in the data (Podsakoff & Organ,1985; Newbwet & Torrnikoski,
2013). Third, though Podsakoff et al. (2003) argued that potential limitations in Harman’s single
factor test rendered this method not perfectly reliable, Meade et al. (2007) found that even when
common method variances is present, it does not necessarily cause common method bias that
might invalid the results of any subsequent statistical tests. They also noted that common method
bias out of common method variance in organization research tends to be trivially small. In this

study, three theoretical questions were investigated, for the questions exploring the moderating



effects of community culture and the effects of founder’s identity alone, we excluded missing
value and made a usable sample with 1,211 observations. As for the question studying
embeddedness as a moderator, we excluded those observations with missing values and got a

final usable sample of 338 observations.

Dependent Variable

The earliest work on new venture creation could probably be dated back to the work of Coase
(1937). In his article, Coase (1937) defined three key elements for a firm as covenants, resources
and entrepreneurs and argued that the role of entrepreneurs is to organize covenants and

resources to make a firm function. Following this tradition, Weick (1979) further suggested,

"To organize is to assemble ongoing interdependent actions into sensible sequences that

generate sensible outcomes" (Weick, 1979, p.3).

In Weick’s sense, new venture creation refers to the organizing of new organizations. In addition,
Gartner (1985) also argued that individual characteristics, environment, process and organization
should be necessary considerations in new venture creation definition. Therefore, new venture
creation is a multidimensional phenomenon (Gartner, 1985) and it should be difficult to measure
in a single dimension. However, Edelman and Yli-Renko (2010) argued that the intensity of
entrepreneurial efforts is positively related to new venture creation. Thus we used the question
“You are, alone or with others, currently trying to start a new business, including any self-
employment or selling any goods or services to others. Does this apply to you?” to measure the
efforts of new venture creation. If the answer is yes, then we code 1 and 0 otherwise. It should be
noted that O stands for the group of person who are active in start-up phase but have not decided

to start a new business yet.



Independent Variables

Corporative Governance: To measure this construct, we use whether nascent entrepreneurs
would like to hire an account to approximate the existence of corporate governance structure. In
PSEDII, respondents were asked “Has an accountant been retained for your new business, will
an accountant be retained in the future, or is this not relevant for this new business?” (yes=1, not
yet or not relevant are set to 0) .

Immigrant: Immigrant entrepreneurship refers to self-employment within the immigrant group
at a rate much in excess of the general rate. It turns into ethnic entrepreneurship when the second
generations continue the business (Light and Bonacich, 1988). In addition, Wadhwa et al. (2012)
defined immigrants as a person who was born in another country and subsequently moved to the
USA at some points in his or her life time, thus immigrant founder in this study is defined as
someone who was not born in USA but moved to the USA to start his or her business. In PSED
I1, respondents were asked to identify whether they were born in the USA or not (yes=1, no=0).

Community Culture: Individualist culture refers one where members typically focus on self
interest over group interest and each individual is responsible for himself or herself (Triandis,
1973). Tiessen (1997) further pointed out that individualism reflects the tendencies to orient
values and actions towards competition. While competition cannot avoid the outcome of win or
lose, thus the success in the pursuit of economic advancement represents community culture
emphasizing on individualism. On the other hand, community culture which emphasizes on
individualism encourages strong self management and discipline. Though self interest is put over
group interest, increased ties also frighten away free riding behaviors and function as mutual
monitoring and sanctioning mechanisms (Berigan and Irwin, 2011). As a result, an expectation

for benign behaviors facilitates high degree of trust and reciprocity of exhibiting the same



behaviors. In terms of cooperation, high trust encourages more frequent cooperation. In a word,
high trust and frequent cooperation are built up due to the locus of self management and
competition. Therefore, Community Culture emphasizing on individualism was measured by the
degree to which how supportive of success community culture is. In PSED 11, respondents were
asked “to what extent the social norms and culture of the community where you live are highly
supportive of success achieved through one’s own personal efforts (from strongly disagree to
strongly agree)”.

Structural Embeddedness in Family:  Uzzi (1996; 1999) adopted structural embeddedness
approach to study the impact of embeddedness on entrepreneurial economic performance and
financial seeking results. He constructed embeddedness as the percentage of transactions
between focal actors and their exchange partners in the total transactions portfolio of focal actors.
Following this tradition, Newbert and Tornikoski (2013) used social attachments as structural
embedded ties to investigate the effects of embeddedness on the cost of resource and resource
specificity. Similar to PSED I, PSED |1 characterizes the relationship between founders and their
helpers as spouse, relatives in the same/different household, partners sharing the same/different
household, friends/acquaintance and strangers, respondents were asked to provide the
relationship data up to three helpers, thus this is still an egocentric network like PSED I
(Newbert et al., 2013; Newbert & Tornikoski, 2013). Because our interest is to investigate the
impacts of family embedded ties on the new venture creation, though the earlier research treated
the percentage of spouse, friends and partners as structural embeddedness indicator (Newbert &
Tornikoski, 2013), we, however, only regarded spouse and relatives as our family unit.
Following the previous exchange relationship logics (Uzzi 1996, 1999; Newbert & Tornikoski,

2013), we calculated the percentage of spouses and relatives as the structural embeddedness to



represent nascent entrepreneurs’ structural embedded ties within family. To detect the curvilinear
effects, we also calculated the quadratic term of structural embeddedness in family (Uzzi 1996,
1999).

Control Variables

We first controlled demographics characteristics of immigrant nascent entrepreneurs such as
gender, education, marital status, ethnicity and age (Evans, 1989; Sanders and Nee, 1996;
Hannan and Freeman, 1984; Rath, 2002; Newbert et al. 2013; Newbert & Tornikoski, 2013).
Because of the ties and support from government, community and financial institutions could
provide necessary informational and physical resources for start-ups (Khavul, 2009; Rath, 2002),
thus we also controlled those three variables to investigate the effects of social capital on new
venture creation (Hypothesis 2, Hypothesis 3a and 3b). PSED Il characterizes those information
by asking respondents “Government/Community/ Bankers and Other Investors in your
community provide resources for the new business creation, would you say strongly agree/
agree/neither agree nor disagree/disagree/strongly disagree?”. Moreover, geographic
distribution of immigrant entrepreneurs might also influence the probability of new venture
creation. For instance, Sorenson and Stuart (2001) suggested that low status venture capitalists
were restricted by their geographic distribution and difficult to overcome this limitation to form
syndication ties. Rath (2002) also argued that local characteristics and regulation differences
shape the garment immigrant entrepreneurship. In their analysis of founding rates for biotech
firms, Stuart and Sorenson (2003) argued that spatial proximity offers networks, financial capital
and informational benefits to entrepreneurs and increased founding rates. The same logic was
confirmed from the experience of immigrant entrepreneurs in the U.S. lodging industry (Kalnins

and Chung, 2006). In fact, our empirical analysis also shows that region distribution is indeed



negatively related to new venture creation though this connection is insignificant. Thus we
controlled region as the location where immigrant entrepreneurs started their business (PSED II
asked respondents to provide information on their business locations as east, west, north and
south). Following the earlier research (Edelman and Yli-Renko, 2010; Newbert et al. 2013;
Newbert & Tornikoski, 2013), we also controlled perceived market uncertainty, household
income and prior industry experience. At last, we controlled business type of new venture
creation. Podolny (1993) proposed that market hierarchy were based on status ordering process.
At the same time, the high-tech image represents certain symbolic meanings for investors, thus
high-tech label could grant start-ups with easier access to key financial, social and human capital
(Stuart and Sorenson, 2003). For example, according to the National Venture Capital Association
Year Book 2013, 3,298 deals, which represented 88.58% of US venture capital deals, were
invested into high-tech start-ups as of year 2012. In PSED Il survey, respondents were asked to

indicate whether they consider their business to be high-tech (yes=1).

ANALYSIS

The descriptive statistics and correlations are presented in Table 1. The means and standard
deviation, including Pearson correlations are outlined with their significance. In our sample,
12.77% of respondents in our sample ranging from 40-44 years old and 13.92% are 45-49 and
50-54 years old. Of the whole sample 62.77% are males and 37.23% are female with a mean
household income $89,900,000. In addition, 21.99% of respondents possessed high school
diploma and 24.14% completed college degree. Of the sample 75.37% are White and 11.53% are

Black. In addition, 5.35% are immigrant entrepreneurs and the rest are non-immigrant



entrepreneurs. In terms of multicollinearity test, we calculated VIF score for each variable. The
largest VIF is 1.37 which is far less than 10, thus we are confident that multicollinearity will not
affect our results.

“Insert Table 1 Here”

Panel 1 of Table 2 shows the frequency table for the sample from two-dimensional sorts on
accountant dummy and education ranking variable. The result is shown in the two rows of each
education category: frequency is shown in the first row and the percentage of frequency in each
education category is shown in the second raw. When the education level is “up to eighth grade”
(Education = 1), none of the interviewed entrepreneurs would like to hire an accountant.
However, the percentage increases monotonically from 0 to 32.14% with the increase of
education level, suggesting that those entrepreneurs who have received higher level education
tend to hire an accountant when they have a new venture. We further explore the relation
between accountant employment and household income of entrepreneurs. We separate our
sample into 7 deciles by household income, and build a two-dimensional frequency table based
on education dummy and the deciles of household income, which is shown in Panel 2 of Table 2.
The percentage of entrepreneurs who would like to hire an accountant increases from 8.52% of
the lowest household income group to 31.79% from the richest category. To interpret, those
entrepreneurs with higher household income more likely tend to hire accountant in their venture.

Overall, our results lend support to hypothesis 1a: If we take the employment of an accountant
as the corporate governance approach by start-ups, then the result in Table 2 shows that
entrepreneurs who plan to adopt corporate governance in the venture tend to be more highly

educated and have higher household income.



Since our results support hypothesis 1a. This implies that those entrepreneurs who receive
better education and have higher household income are more likely to realize the importance of
corporate governance, and therefore more likely to hire accountants in their venture. However,
those entrepreneurs may have their own limitation in terms of venture creation: as their
opportunity costs are higher than average, they may tend to be more reluctant to start a new
venture when facing an entrepreneurship opportunity. Thus they may start to move when the
opportunity is lucrative enough to override their high opportunity costs. Now we would start
from the test of this hypothesis (H1b) and see whether it is consistent with our empirical result.

Since our interest is to investigate the factors influencing new venture creation and our
dependent variable is binary data, in order to test our hypotheses, we use logit model to analyze
the data. In addition, because least squares estimation is not capable of producing minimum
variance unbiased estimators for the actual parameters in logistic regression, thus we adopt
maximum likelihood logit model to solve for the parameters that best fit the data and all
parameters will also be standardized (Wooldridge, 2010).

“Insert Table 3 Here”

Table 3 reports the major results of our hypotheses tests. Model 1 shows the effect of all our
control variables on venture creation. It suggests that gender, bank support, government support,
community support and age are important factors on entrepreneurs’ venture creation decision.
We test our hypothesis 1b in Model 2. Consistent with our expectation, there is a significant
negative relation between accountant employment (corporate governance dummy) and venture
creation decision. If an accountant is to be employed, the probability of venture creation will
reduced by 73.4%. The result is significant at 0.1% level. Next, we would like to see whether this

effect is stronger for immigrant entrepreneurs as they tend to be more educated and have higher



opportunity costs. The result is shown in Model 3 of Table 3. We build an interaction variable by

multiplying immigrant dummy and corporate governance dummy. The result is consistent with

hypothesis 1c as the coefficient is negatively significant at 5% confidence level (See Figure 2).
“Insert Figure 2 Here”

With regarding to the moderation role of community culture (Hypothesis 2, model 4-5 in
Table 3), we find that interaction term between community culture and immigrant is positively
significant at 0.779 (p<0.10). Hypothesis 2 states that strong community culture emphasizing on
individualism has positive effect on immigrant entrepreneurs’ new venture creation, thus
hypothesis 2 is supported (See Figure 3).

“Insert Figure 3 Here”

To test hypotheses 3a and 3b, we run model 6-7 in Table 3. The results show that the inverted
U shape moderating effect of embeddedness exists for immigrant entrepreneurs’ new venture
creation (embeddedness = 3.2, t=-1.45; emsqrt = -3.497, t = -1.60) but no significant effects are
observed (95.78, t=0.01). Thus both hypothesis 3a and 3b are found not to be supported. We
summarize our major findings in Table 4.

“Insert Table 4 Here”

DISCUSSIONS
Our research provides interesting findings regarding heterogeneity of social capital
acquisitions and the adoption of formal corporate governance arrangement among immigrant
entrepreneurs in the U.S. Social capital embedded in community positively facilitates the
formation of immigrant entrepreneurs’ new venture creation, while the adoption of formal

corporate governance arrangement reduces the probability of new venture creation among



immigrant entrepreneurs. Despite the fact that our results do not support embeddedness
arguments of the earlier research (Granovetter, 1985; Uzzi, 1996; 1997; 1999), yet numerous
previous research conducted under different contexts already confirm the validity of
embeddedness argument (Uzzi, 1996; 1997; 1999; Uzzi and Spiro, 2005; Newbert and
Tornikoski, 2013; Newbert et al., 2013). Thus we still argue that embeddedness argument should
hold among immigrant entrepreneurs. The possible reason for the insignificant inverted U shape
effects of structural embeddedness in family might be attributed to our data quality. PSED 1I
only reports 5.35% immigrant entrepreneurs in their database, larger sample might generate more
convincing and interesting results.

Our research contributes to theory in the following directions. First of all, our result suggests
that corporate governance is taken as an important factor to the success of a venture, even though
almost all of the widely used governance mechanism malfunctions for start-ups. This opinion is
more widely shared for those have higher education background and higher household income,
such as immigrants. While we find a negative relation between our corporate governance
measure and venture creation decision, it is because those who value corporate governance have
higher opportunity costs, that is, it is the characteristics of this type of entrepreneurs features less
venture creation probability, rather that that corporate governance deters entrepreneurship.

Second, immigrant entrepreneurship literatures generally regard ethnic resources, family,
individual and cultural characteristics as important theoretical constructs for immigrant self-
employment. This study incorporates corporate governance literatures in line with immigrant
entrepreneurship theories to generate a comprehensive framework in the discussions of
immigrant entrepreneurship phenomenon. This incorporation resolves the issue regarding the

role of administrative innovations or corporate governance in emerging organizations. We find



that the adoption of formal corporate governance mechanisms is still taken as beneficial for
emerging organizations as for established organizations, given the additional governance costs,
which is not negligible for start-ups. Thus our study draws an image about how entrepreneurs
take the appropriation of corporate management and informal control mechanisms for emerging
organizations.

Third, this study offers a possible avenue to explain the question whether relational
governance could be compatible with corporate governance arrangement (Ingram and Lifschitz,
2006). Our results suggest that social ties embody different forms of social capital. Each form of
social capital exerts unique influence on new venture creation. For instance, social capital in
family influence new venture creation among immigrant entrepreneurs in a parabolic way while
social capital embedded in community directly increases the probability of new venture creation.
Thus the interaction between formal corporate governance arrangement and different forms of
social capital might help us to find its roots for the relative effects of relational governance and
corporate governance, while the inquiry for the mechanisms of the relative effects is out of the
scope of this research.

Limitations and Avenues for Future Research

This research bears many limitations despite its contributions. First of all, our sample was
drawn from cross-sectional data. This design potentially limited our explanation power in
causality relationship. Future longitudinal analysis would generate better causal inference.
Second, the small data on immigrant entrepreneurs might limit our generalizability of results.
Future larger sample specifically designed for immigrant entrepreneurs might be more
convincing. Third, though this research suggests the direction for the mechanisms influencing the

relative weight of social ties and corporate governance, the specific and direct examination might



produce more insightful conclusions. Thus future design for such an inquiry is highly encouraged
and we believe such an exploration should be very promising for the generation of new

theoretical implications.

CONCLUSION

We anchor our theory on two of the most fruitful areas of social sciences, the role social
capital (Narayan and Cassidy, 2001) and corporate governance, suggesting that the efficacy of
corporate governance and relational governance mechanisms in immigrant entrepreneurship are
contingent on different types of social capital which immigrant entrepreneurs possess and on the
formal corporate governance arrangement, the adoption of which is influenced by immigrant
entrepreneurs’ characteristics. We highlight the classification of social capital in community and
family dimensions. We believe that the decomposition of social capital could better explain the
interactive mechanism between corporate governance and relational governance presented in the
earlier research (Ingram and Lifschitz, 2006), and we hope that future researchers could join us

to navigate and advance the understanding in this line of inquiry.
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Table 1: Descriptive Statistics and Correlations

Mean Std. dev. 1 2 3 4 5 6 7
1 NVC 0.82 0.39 1
2 Immigrant 0.05 0.23 0.0278 1
3 Accountant 0.20 0.40 -0.1266***  0.0192 1
4  Community Culture 2.18 1.02 0.0066 0.0360 -0.0781*** 1
5 Embeddedness 0.38 0.43 -0.0517 -0.0202 -0.0856 -0.0092 1
6 Age 2.65 1.21 -0.1096*** -0.0662** 0.0435 -0.1010** 0.0510 1
7 Region 6.18 2.70 -0.0176 0.0394 -0.0165 0.0116 -0.0669 -0.0601** 1
8 Gender 0.63 0.48 -0.0661**  -0.0060 0.0117 0.0241 -0.1107** -0.0229 0.0154
9 Martial Status 2.81 2.13 0.0227 0.0593** -0.1355*** (0.1090*** -0.0663 -0.2195*** -0.0095
10 Education 4,59 1.60 -0.0121 0.0196  0.1685*** -0.1446***-0.1440*** (0.2059*** -0.0718**
11 Race 1.57 1.48 0.0216 0.0749*** -0.0170 0.0922*** (0.0118 -0.1175*** 0.0129
12 GSupport 2.86 1.10 -0.0532* -0.0362 0.0602** 0.2244*** -0.0420 -0.0130 0.0003
13 CommunitySupport 2.65 0.98 0.0328 -0.0037 0.0855*** (0.2480*** -0.0417 -0.0408 -0.0030
14 BankerSupport 2.99 1.17 0.0591** 0.0264 -0.0413 0.2254*** -0.0366 -0.1486*** 0.0443
15 Hightech 0.24 0.43 0.0036 0.0055 -0.0242 0.0134 -0.0087 0.0011 -0.0278
16  MarketCompetition 3.84 2.06 0.0291 -0.0614** -0.0644**  0.0275 0.0872 0.0581** -0.0324
17 Houselncome 89900000.00 286000000.00 0.0374 0.0021 0.0244 0.0421 -0.0763 -0.0350 0.0396
18 PriorExp 1.61 0.82 0.0081 0.0104 -0.0255 0.0784*** -0.0327 -0.1017*** 0.0154

Note: * p<0.10, **p<0.05, ***p<0.01



Table 1 Continued

10 11 12 13 14 15 16 17 18
1 NVC
2 Immigrant
3 Accountant
4  Community Culture
5 Embeddedness
6 Age
7 Region
8 Gender 1
9 Martial Status 0.0750*** 1
10 Education -0.0625** -0.0930*** 1
11 Race -0.0041 0.0671** -0.0542* 1
12 GSupport 0.0052 -0.0208 0.0095 0.0729** 1
13 CommunitySupport  0.0837***  0.0357 0.0276 -0.0029 0.4335*** 1
14 BankerSupport 0.0452 0.0543*  -0.0437 0.0597** 0.3666*** 0.3475*** 1
15 Hightech 0.0836*** -0.0063 -0.0130 0.0522* -0.0063 -0.0464  -0.0234 1
16  MarketCompetition -0.0030 -0.0234 0.0108 0.0236 0.0104  -0.0140 -0.0985*** 0.0979*** 1
17 Houselncome -0.0322 0.0388 0.0335 -0.0051 0.0273 0.0432 0.0166 -0.0051 0.0496* 1
18 PriorExp -0.0418  0.0595** -0.0907*** 0.0070 0.0196 0.0706** -0.0121  -0.0217 -0.0302 0.0192 1

Note: * p<0.10, **p<0.05, ***p<0.01



Table 2: Accountant Employment, Education Level and Household Income

Panel 1: Accountant and Education Panel 1: Accountant and Household Income

To hire an Accountant To hire an Accountant

Education Level Yes No Household Income Yes No

1 0 7 1 15 161
0 100 8.52 91.48

2 8 67 2 28 187
10.67 89.33 13.02 86.98

3 39 228 3 19 115
14.61 85.39 14.18 85.82

4 44 249 4 38 141
15.02 84.98 21.23 78.77

5 26 82 5 37 127
24.07 75.93 22.56 77.44

6 70 218 6 49 124
24.31 75.69 28.32 71.68

7 54 114 7 55 118
32.14 67.86 31.79 68.21

Total 241 965 Total 241 973

19.98 80.02 19.85 80.15




Table 3: Maximum Likelihood Logit Model Results: New Venture Creation

Control Variables

Moderation Role of Corporate Governance

Moderation Role of Community Culture

Moderation Role of Embeddedness

Gender
Race
Education
Region
BankerSupport
GSupport
CommunitySupport
MarketCompetition
Houselncome
Hightech
PriorExp
Age
Martial status
Log-likelihood

Degrees of freedom
N

Model 1 Model 2
-0.414* -0.405*
(-2.54) (-2.45)
0.0249 0.0204
(0.46) (-0.38)
0.0104 0.0392
(0.21) (-0.79)
-0.0553 -0.0574
(-0.88) (-0.91)
0.166* 0.144*
(2.33) (-2.01)
-0.258** -0.245**
(-3.26) (-3.07)
0.152+ 0.183*
(1.69) (-2.02)
0.0560 0.0447
(1.53) (-1.2)
3.36e-10 3.87E-10
(1.14) (-1.29)
0.0496 0.0382
(0.28) (-0.21)
-0.00876 -0.0206
(-0.09) (-0.21)
-0.103*** -0.106***
(-3.44) (-3.51)
-0.00297 -0.0227
(-0.08) (-0.60)
-550.72529
14
1211

Model 3

-0.412%
(-2.49)
0.0291
(-0.54)
0.0433
(-0.87)
-0.0593
(-0.94)
0.147*
(-2.05)
-0.251**
(-3.13)
0.182*%
(-2
0.0417
(-1.12)
3.84E-10
(-1.28)
0.0277
(-0.15)
-0.0187
(-0.19)
-0.104%**
(-3.45)
-0.0207
(-0.55)

-548.33999
15
1211

Model 4

-0.417*
(-2.54)
0.0233
(0.43)
0.00653
(0.13)
-0.0557
(-0.89)
0.168*
(2.35)
-0.254**
(-3.18)
0.157+
(1.73)
0.0569
(1.55)
3.43e-10
(1.16)
0.0503
(0.28)
-0.00638
(-0.07)
-0.103%**
(-3.42)
-0.00245
(-0.07)

-558.82658
14
1211

Model 5

-0.421*
(-2.56)
0.0257
(0.47)

0.00547
(0.11)
-0.0556
(-0.88)
0.167*
(2.33)
-0.259**
(-3.24)

0.163+
(1.79)
0.0573
(1.55)
3.54e-10
(1.20)
0.0615
(0.34)
-0.0108
(-0.11)

-0.101%**
(-3.36)

-0.00381
(-0.10)

-557.12457
15
1211

Model 6

-0.556
(-1.53)
0.119
(-0.88)
0.212+
(-1.95)
-0.171
(-1.21)
0.365*
(-2.27)
-0.268
(-1.53)
0.125
(-0.6)
-0.00909
(-0.11)
1.45E-09
(-1.36)
0.74+
(-1.77)
0.164
(-0.7)
-0.156*
(-2.31)
-0.0216
(-0.27)

-125.6471
16
338

Model 7

-0.556
(-1.53)
0.115
(-0.85)
0.213*
(-1.96)
-0.173
(-1.22)
0.357*
(-2.23)
-0.263
(-1.51)
0.114
(-0.55)
-0.0101
(-0.12)
1.44E-09
(-1.36)
0.735+
(-1.76)
0.163
(-0.7)
-0.159*
(-2.35)
-0.0205
(-0.25)

-125.24093
17
338

Note: t statistics are in parentheses. + P<0.10, * p<0.05, **p<0.01, *** p<0.001



Table 3 Continued

The Moderation Role of Corporate Governance

The Moderation Role of Community Culture

The Moderation Role of Embeddedness

Model 1
Independent Variables
Immigrant
Community Culture
Accountant
Embeddedness
Embsgrt
Immigrant>Community Culture
Immigrant>=Accountant
Immigrant>Embeddedness ><Eemsqrt
_cons 2.124%**
(4.03)
Log-likelihood -559.111
Degrees of freedom 12
N 1211

Model 2

0.269
(-0.71)

073475
(-4.13)

2.231%%
(-4.19)

-550.725
14
1211

Model 3

1,014+
(-1.67)

-0.648***
(-3.54)

-1.751%
(-2.12)

2.194%%%
(-4.12)

-548.340
15
1211

Model 4

0.238
(0.63)
-0.0323
(-0.40)

2.154%%
(4.03)

-558.827
14
1211

Model 5

-1.375
(-1.47)
-0.0584
(-0.72)

0.779+
(1.71)

2.216%%*
(4.13)

-557.125
15
1211

Model 6

1.116
(-1.03)

3.281
(-1.49)
-3.543
(-1.62)

1.345
(-1.14)

-125.647
16
338

Model 7

0.658
(-0.58)

3.2
(-1.45)
-3.497
(-1.60)

95.78
(-0.01)
1.42
(-12)

-125.241
17
338

Note: t statistics are in parentheses. + P<0.10, * p<0.05, **p<0.01, *** p<0.001



Table 4: Hypotheses Test Results

Hypotheses Major Results
H1la: Entrepreneurs with higher education and Supported
household income tend to take corporate
governance
H1b: Start-ups with corporate governance tend Supported
to have lower probability of new venture creation
H1lc: The negative impact of corporate Supported
governance
H2: The positive impact of community culture Supported
H3a-b: The U shape effect of embeddedness Not Supported

Figure 1: The Conceptual Model of Immigrant Entrepreneurs and New Venture Creation
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Figure 2 Interactive Effects between Immigrant and Corporate Governance
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