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ABSTRACT

This study examines how human capital diversity in entrepreneurial
teams relates to new venture growth in two distinct service
industries: hospitality and knowledge-based consultancy. Drawing
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on longitudinal linked employer-employee data from Portugal,
we use large representative samples of start-ups founded and
managed by entrepreneurial dyads to identify configurations of
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team members’ human capital resources linked to high venture
growth. We find that high-growth entrepreneurial dyads are
strongly homogeneous in hospitality but rather more diverse in

consultancy; hospitality
services
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associated with industry context concerning human capital [
requirements and environmental uncertainty: while team
homogeneity succeeds in the relatively stable environment of
hospitality services, volatility in knowledge-based consulting

favors greater diversity.
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1. Introduction

Over the last decades, the importance of entrepreneurship to economic growth and job
creation has been increasingly recognized by academics and policymakers (Ferreira et al.,
2019). At the same time, in most developed countries, service sectors have become the
main driver of employment creation and productivity growth (Lv et al., 2021; Uppenberg
& Strauss, 2010). Nevertheless, the role of entrepreneurship in the service sectors is still
significantly under-researched (Kraus, 2013).

When a start-up is successful, substantial credit is often attributed to the lone genius of
the lead founder. However, the vast majority of new ventures are founded and led by
teams of founders rather than by individuals (Beckman, 2006; Kamm et al., 1990). This
article thus focuses on the performance of service industry start-ups founded by teams
rather than on an individual leader.

The founding team is the key resource of the new venture, providing the foundation
for the start-up’s strategies, resources, and products, impacting both current and future
performance (Beckman & Burton, 2008; Honoré, 2022). The members of new venture
teams share both leadership and responsibility for the growth of the new firm. Entrepre-
neurial teams create the initial policies and procedures of the company, recruit the firm'’s
first employees, and shape the culture of the organization (Gregori & Parastuty, 2021;
Klotz et al., 2014). In all these processes, team members make use of their human
capital, consisting of various types of professional training and experience acquired
over the course of their professional careers, as well as their formal education.

Extensive research has confirmed the impact of entrepreneurial human capital on new
venture growth (see Unger et al., 2011; and Marvel et al., 2016 for reviews). According to
Lim et al. (2008) and Shaw et al. (2008), human capital represents an important factor in
building service performance and reputation. Entrepreneurial team dynamics is a rela-
tively unexplored topic in services, except for software development (Bishop & Brand,
2014; Vissa & Chacar, 2009; Zimmerman, 2008). This study addresses this gap by focusing
specifically on the composition of entrepreneurial founding teams in terms of the human
capital profiles of their members.

In particular, we address a key question influencing the dynamics and growth of entre-
preneurial teams: whether teams that are diverse in their human capital profiles are likely
to achieve higher sales growth than more homogeneous teams." The effect of diversity in
team members’ experiences is relatively unclear in the literature. On one hand, founders’
diverse experiences should foster new venture growth because the combination of
different experience-based knowledge components drives innovative decision making
(Cortese et al.,, 2021). On the other hand, founders’ shared experiences should positively
relate to growth because shared knowledge and routines facilitate consensus and rapid
decision making (Castellani et al, 2021; Honoré, 2022). Our study contributes to this
debate by examining the growth of diverse and homogeneous teams in the context of
service industries.

We examine the growth of start-ups in two markedly distinct service sectors: hospitality
and knowledge-based consultancy. Hospitality industry firms focus on related services
such as accommodation, and food and beverage services, where the kind of service
itself is usually physical (Teng & Barrows, 2009). Knowledge-based consulting firms on
the other hand provide a wide variety of high value-added services covering
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management, accounting, advertising, law, as well as engineering, technology, and archi-
tecture. The contrasting nature of these two industries regarding both human resources
and the external environment provides an interesting setting that can be explored to
better compare and interpret our results.

Our study responds to recent calls for studies to focus on the role of entrepreneurship
for tourism and hospitality firm growth (Kallmuenzer et al., 2019) as well as for knowledge-
based services (Mason, 2018). Entrepreneurship plays a key role in tourism and hospitality
services. In an industry where global chains coexist with family-based enterprises and
local businesses exploring market niches (Chang, 2011; Lee-Ross & Lashley, 2010), entre-
preneurs need to be propelled by vision and creativity as well as innovativeness and social
responsibility (Bavik & Kuo, 2022; Carmichael & Morrison, 2011). In the knowledge-based
services sector, large multinational companies also coexist with local, entrepreneurial
small businesses. The pursuit of such targets requires greater knowledge of the character-
istics of founders, in particular with regard to their formal education, professional training
and a highly specialized experience (Kallmuenzer et al., 2021).

Our study takes advantage of large and unique representative samples of start-ups
founded and managed by entrepreneurial dyads (i.e. teams of two members). Dyads
are one of the most common forms of entrepreneurial team size (Ruef et al., 2003), and
provide a meaningful way of streamlining the analysis of entrepreneurial teams (e.g.
Coad & Timmermans, 2014; Harper, 2008; Watson et al., 2003). We use fuzzy set qualitat-
ive-comparative analysis (fsQCA) (Ragin, 2000, 2008) to identify configurations of team
members’ human capital resources that are associated with high levels of new venture
growth. By employing fsQCA to examine team composition and new venture growth in
these two service industries, our analysis adds a new dimension to the study of the
role played by entrepreneurial team human capital and to the debate concerning
whether entrepreneurial team diversity is detrimental or beneficial to new venture
growth (Jin et al., 2017; Klotz et al., 2014).

2. Theoretical background
2.1. Human capital and entrepreneurial team performance

Extensive research has examined the impact of entrepreneurial human capital on new
venture performance. Human capital relates to the skills and knowledge that people
acquire through investments in education and on-the-job training. The literature dis-
tinguishes between general and specific human capital. General human capital relates
to the skills, capabilities and knowledge acquired through education and training that
are useful in several settings. Specific human capital relates to the skills, capabilities
and knowledge acquired through work experience in industry-specific and/or task-
specific (i.e. functional) settings (e.g. Baptista et al., 2014).

Human capital plays an important role in helping start-up founders deal with the com-
plexity and ambiguity of entrepreneurial decisions. Studies consistently find that owners
and managers with higher levels of human capital are more likely to discover opportu-
nities and succeed in implementing them (e.g. Rauch & Rijsdijk, 2013).

Entrepreneurial team members can combine their knowledge and experience to dis-
cover — or create — opportunities, develop products, devise strategies and acquire resources,
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thus contributing to the growth and success of their start-up (e.g. Delmar & Shane, 2006;
Fern et al, 2012). Most studies of human capital focus on measures gauging one or
more of four components: the level of formal education; the extent of functional experi-
ences as a manager and as an entrepreneur, and the extent of industry-specific experience
(e.g. Amason et al,, 2006; Beckman et al., 2007; Eisenhardt & Schoonhoven, 1990).

Formal education enables the acquisition of knowledge and cognitive skills that aid the
collection and analysis of information (Davidsson & Honig, 2003). Education can foster
imagination, creativity and innovation skills that can be mobilized to discover and/or
create business opportunities (Hofmeister et al., 2022).

Managerial experience encourages the development of skills required to develop inno-
vative business opportunities (Oberschachtsiek, 2012) while also promoting the accumu-
lation of organizing and supervising skills (Baptista et al., 2012). Managers are also more
likely to recognize the benefits associated with networking and the utilization of external
support that can facilitate the accumulation and mobilization of crucial resources
(Colombo et al.,, 2004).

Entrepreneurship experience imparts knowledge and understanding of the entrepre-
neurial process (Dimov, 2010). Habitual entrepreneurs can mobilize this experience to
engage in information search to detect new business opportunities (Ucbasaran et al.,
2008).

Industry experience allows individuals to accumulate specialized product, market, cus-
tomer, technological, supplier, competitor, regulatory and networking knowledge of
that industry (Campbell et al., 2017).

2.2. Entrepreneurial team dynamics and human capital: diversity vs.
Homogeneity

The dynamics of entrepreneurial teams develop through both cognitive and affective pro-
cesses (Klotz et al.,, 2014). Human capital arguably plays a role in both. Cognition impacts
three key dimensions of entrepreneurial activity: decision making, creativity and inno-
vation, and problem-solving. Differences in cognitive processes are often associated
with diversity in personal and professional backgrounds and experiences (i.e. human
capital). Shin et al. (2012) define cognitive diversity as ‘perceived differences in thinking
styles, knowledge, skills, values, and beliefs among individual team members’ (p. 197).
Martins et al. (2013) refer to the origin of these differences: ‘variations in knowledge,
skills, and capabilities team members possess as a result of education, experience, and
natural ability’ (p. 97). It seems reasonable to claim that cognitive diversity in entrepre-
neurial teams is associated with differences in human capital amongst team members.
Affective processes also play an important role in entrepreneurial success. Affect is
noted to have a profound influence on cognitive processes, motivation, passion, and indi-
vidual well-being of entrepreneurs (Grégoire et al., 2015). The entrepreneurial process is
filled with innumerable emotions and feelings (Baron, 2008) that influence how entrepre-
neurial team members interact with each other and with the external environment. Entre-
preneurial decisions are often made in contexts characterized by high uncertainty, time
pressure, and intense emotions (Shepherd et al., 2015). Sharing a collective passion
allows team members to collaborate and help each other in addressing the increasingly
complex and interdependent issues that arise when developing a new venture (Drnovsek
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et al,, 2009; Santos & Cardon, 2019; Zhu et al.,, 2022). Differences in human capital back-
grounds (e.g. professional experiences and levels of formal education) might lead to
differences in passion and cognition that may generate interpersonal conflict among
team members, disrupting group processes and leading to dysfunctional interactions
and lack of social closure and trust (Pelled, 1996).

In entrepreneurial teams formed by members with heterogeneous human capital
profiles, cognitive and affective differences are more likely to lead to conflicts and poor per-
formance. However, team diversity may have a positive impact on performance because of
unique cognitive attributes that heterogeneous members bring to the team, widening the
information available and facilitating its processing (Milliken & Martins, 1996).

2.3. Evidence on entrepreneurial team human capital diversity and new venture
performance

Research on the impacts of diversity shows that entrepreneurial teams are predominantly
homogeneous regarding gender and ethnicity (e.g. Chowdhury, 2005; Ruef et al., 2003), as
new ventures are often founded by teams of friends, family members, and work col-
leagues sharing similar backgrounds and experiences (Aldrich & Langton, 1997). Entrepre-
neurial teams are, however, less homogeneous when it comes to their human capital
profiles. Studies often find that new venture teams are more heterogeneous in terms
of educational and occupational backgrounds than in terms of gender, ethnicity, or age
(Coad & Timmermans, 2014; Hellerstedt & Aldrich, 2008; Ucbasaran et al., 2003).

Studies of entrepreneurial team performance examine human capital diversity in terms
of educational and functional backgrounds (e.g. Amason et al., 2006; Beckman et al., 2007;
Hmieleski & Ensley, 2007). Performance measures focus both on the start-up (survival,
growth, profitability, financing) and on the team itself (member turnover and perceptions
of effectiveness, viability, and satisfaction). While some studies find team diversity to have
beneficial effects on performance (e.g. Beckman et al., 2007; Eisenhardt & Schoonhoven,
1990; Foo et al., 2006; Vissa & Chacar, 2009), others find negative or non-significant effects
(e.g. Amason et al., 2006; Boeker & Wiltbank, 2005; Chowdhury, 2005; Steffens et al., 2012).
Further analyses find evidence of moderated and non-linear effects (e.g. Coad & Timmer-
mans, 2014; Hmieleski & Ensley, 2007; Honoré, 2022). This disparity of results suggests that
the research question regarding the impact on start-up performance of diversity in entre-
preneurial teams’ human capital profiles has not received a conclusive answer.

2.4. Entrepreneurial team diversity and environmental uncertainty

Klotz et al. (2014) propose that the ambiguity in the relationship between entrepreneurial
team human capital diversity and start-up performance is due to the fact that such relation-
ship is context-dependent and likely to be influenced (i.e. moderated) by variables such as
the industry setting where the new venture is being started. Since teams that are homo-
geneous and heterogeneous in terms of their human capital profiles are likely to pursue
different strategies (Beckman, 2006), the relationship between diversity and performance
should change according to how the entrepreneurial team matches with the environment
faced by the new venture. Uncertainty regarding future industry-level growth is likely to
influence entrepreneurial decisions and new venture performance (Hmieleski & Ensley,
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2007). Environmental uncertainty, defined as perceived inability to accurately predict future
industry or market growth (Dess & Beard, 1984; Milliken, 1987) is an important determinant
of entrepreneurial decision making and performance (Freel, 2005).

As argued before, entrepreneurial teams whose members have similar human capital
profiles should be able to collaborate and reach quick and unified strategic decisions,
which can be advantageous for performance, particularly when environmental uncer-
tainty is low (Baum & Wally, 2003). The ability to make quick decisions in such markets
may be decisive in gaining control of resources. However, under greater environmental
uncertainty, the entrepreneurial team is required to deal with unexpected problems
and perform nonroutine tasks. Entrepreneurial teams whose human capital profiles are
heterogeneous should be able to acquire and process a greater range of information
and implement a wider range of strategies. We therefore predict that:

(i) Under greater environmental uncertainty, more diverse entrepreneurial teams should
perform better (i.e. register higher sales growth) than homogeneous teams.

(ii) Under lower environmental uncertainty, homogeneous entrepreneurial teams should
perform better (i.e. register higher sales growth) than homogeneous teams.

3. Empirical approach
3.1. Methodology

FsQCA is an appropriate methodology to address causal complexity in which various com-
binations (or configurations) of variables (often referred to as ‘antecedents’) are associ-
ated with specific outcomes. By using fsQCA it is possible to identify different
configurations of entrepreneurial team human capital resources associated with high
levels of new venture growth, assessing whether these configurations represent greater
homogeneity or heterogeneity of the entrepreneurial team. The use of fsSQCA allows us
to bypass the use of diversity indexes (e.g. Blau, 1977; Teachman, 1980), avoiding loss
of information and capturing complementarities within the entrepreneurial team.

When investigating the impact of team diversity on growth, the challenge is to find a
concise representation of the number of possible combinations of individual attributes. A
suitable way to manage the potential high dimensionality of combinations is to focus on
two-person teams, or dyads (Gooty & Yammarino, 2011). Many studies of entrepreneurial
teams report average sizes between two and three members (e.g. Chowdhury, 2005;
Delmar & Shane, 2006; Eisenhardt & Schoonhoven, 1990; Steffens et al., 2012; Ucbasaran
et al.,, 2003).

3.2. Data

3.2.1. Population and data collection

Our study uses longitudinal data matching firms and individuals (workers and business
owners) in Portugal from the Portuguese Ministry of Social Security and Employment’s
Quadros de Pessoal (QP) database in which all private firms with at least one wage-
earner (including owners) are obliged to fill out a yearly questionnaire. This means that
the response rate is close to 100%.
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Firm information includes location, industry (five-digit ISIC codes), total sales, initial
capital and type of ownership. Worker information includes gender, tenure, schooling,
job assignment, wages and hours of work. The survey contains the same individual
information for the business owners. Following previous work (e.g. Kallmuenzer
et al, 2021). we define entrepreneurs as those registered as business owners and
whose job assignment is registered as ‘top manager” thus eliminating those who
may own a share of the firm, but are not involved in running it. Data on firms and indi-
viduals are linked through unique reference numbers, so it is possible to follow the
careers of individuals as they start in the labor market, change firms, or become
business owners. It is also possible to follow the growth of firms from establishment
to closure.

We focus on start-ups established by entrepreneurial dyads in hospitality and
knowledge-based consulting services (KBC). The hospitality industry includes firms
providing accommodation, food and drink services. Knowledge-based consulting
firms include research and development; accounting and legal; professional and man-
agement consulting; advertising; architecture and engineering; and other technical
services.?

Hospitality services play a prominent role in the Portuguese economy. In the years
before the pandemic, the sector generated about 12.5% of Portuguese GDP. In 2018,
tourism and hospitality services firms accounted for 444,700 jobs (9.4% of total employ-
ment). During the period covered by this study, 17.9% of all start-ups and 11.8% of all firm
closures in Portugal were in this sector. Knowledge-based consulting services are charac-
terized by human resources with high levels of formal education, providing a clear-cut
contrast with hospitality, where most of the workforce do not own a college degree.
KBC firms generated about 4.2% of GDP in the period before the pandemic, accounting
for 4.6% of total employment in 2018. Between 2008 and 2015, 7.6% of all start-ups
and 6.9% of all firm closures in Portugal were KBC firms.* The outputs of both sectors
are highly exportable.

Profiles of firm founders and their firms were collected for the years 2009-2011,
including measures of human capital resources of the founders as well as firm sales
and sales growth. The period 2009-2011 allows us enough time to monitor growth.
Before 2008, changes were made to the definitions of the business activities included
in the two sectors by the OECD and Eurostat, making it difficult to match the compo-
sitions of the two ISIC sectors before and after the changes. Concerning each firm
and establishment, information is collected relating to location, sector, ownership
form, employment size, and sales revenues. The choice of three cohorts of start-ups
over three years aims at providing sufficient variability between firm characteristics
while ensuring that all firms are facing the same external environment during the
period of analysis.

Firm growth was monitored for seven years after founding. A period of six or seven
years is often used as reference in firm growth studies (e.g. Coad & Timmermans,
2014). In the period 2009-2011, 798 hospitality start-ups and 445 KBC new ventures
were led by entrepreneurial dyads. Of the 798 hospitality start-ups, a total of 264 firms
operated through the seven-year period after founding, while 182 of the initial 445
KBC start-ups were still operating after seven years. The remaining firms stopped operat-
ing (i.e. stopped reporting to the QP database).
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3.2.2. Measures

3.2.2.1. Dependent variable. For surviving firms, we compute the percentage sales
growth in the seven years after start-up. By measuring entrepreneur human capital
resources of the members of the entrepreneurial teams in the year of founding we gen-
erate a balanced panel for 798 hospitality and 445 KBC entrepreneurial dyads. Following
Kallmuenzer et al. (2021), non-surviving firms were assigned a growth rate of -100%.

3.2.2.2. Entrepreneur human capital variables. From the individual education data
reported by employers on the QP database it is possible to compute a formal education
measure (EDU) comprising four levels (from 1 — primary education to 4 - college degree or
higher). Functional experience variables include managerial experience (MAN), measuring
the number of years spent working in a managerial position® (regardless of sector) before
start-up; and entrepreneurial experience (ENT), measuring the number of years spent as a
business owner, also prior to founding. Industry experience (IND) measures the number of
years working in hospitality (for hospitality founders) or KBC (for KBC founders) regardless
of hierarchical position.

Table 1 presents variable definitions and descriptive statistics. As expected, KBC foun-
ders have significantly higher formal education than hospitality founders (average scores
over 3.5 out of 4 mean that a significant majority has a university degree or higher). Hos-
pitality founders have higher average entrepreneurship experience but less managerial
experience, while levels of industry experience are similar across sectors. While standard
deviations are high, the average levels of human capital resources are similar for the two
members of the entrepreneurial dyad in both industries, suggesting that homogeneous
teams are dominant.

4, FsQCA analysis and results
4.1. Analysis

The fsQCA methodology is employed to identify a set of antecedents, or causal factors (i.e.
configurations of entrepreneurial team members’ human capital profiles) relating to an
outcome (high sales growth). The first step of the analysis is data calibration (Ragin,
2017). Calibration consists of assigning each case (i.e. each firm/entrepreneurial team)
scores that represent its membership in each set of antecedents (i.e. formal education,
managerial experience, entrepreneurial experience, and industry experience for each of
the members of the entrepreneurial team) and the outcome set (i.e. firm sales growth).
The entrepreneurial human capital measures were calibrated on a 0-1 scale to construct
a ‘continuous’ fuzzy set for each condition. This involved applying the ‘direct method’ for
calibration in which three qualitative anchors are specified for each condition, enabling
the evaluation of the degree of membership of individual data points (Ragin, 2017).
The degree of membership identifies the extent to which each entrepreneurial team
displays an attribute/antecedent (for example, entrepreneurial experience of member
#1). Membership is identified based on three ‘anchors’: (i) the threshold for full non-mem-
bership (i.e. member #1 of the entrepreneurial team does not have prior entrepreneurial
experience); (ii) the threshold for full membership (i.e. member #1 of the entrepreneurial
team has prior entrepreneurial experience) and (iii) the cross over point, where ambiguity



Table 1. Variable definitions and descriptive statistics.

Knowledge-based Services

Hospitality industry start-

Total sample (KBC) start-ups ups
Std Std Std
Variable Description Mean Dev Min Max Mean Dev Min Max Mean Dev Min Max
EDU Education level: 1 — primary (4-year) education; 2 — basic high school Entrepreneur 287 085 1 4 354 069 1 4 250 0.69 1 4
(6-year); 3- completed high school (12-year); 4 - college degree. 1
Entrepreneur 2.88 0.84 1 4 3.51 0.70 1 4 2.52 0.69 1 4
2
ENT Number of years of prior business ownership experience (i.e. both Entrepreneur 197 3.05 0 22 175 294 0 22 209 31 0 16
owner and top manager of a business) prior to establishing the firm 1
Entrepreneur 1.95 3.04 0 18 1.87 297 0 15 1.99 3.07 0 18
2
MAN Number of years of managerial experience prior to establishing the  Entrepreneur 273  5.08 0 40 321 2.98 0 20 247 592 0 81
firm 1
Entrepreneur 278 543 0 48 313 291 0 21 259 641 0 88
2
IND Number of years of Hospitality / KBC industry experience prior to Entrepreneur 130 229 0 32 129 202 0 1 1.31 2.43 0 32
establishing the firm 1
Entrepreneur 130 239 0 29 120 194 0 12 135 261 0 29
2
Number of firms 1,243 445 798

Note: Hospitality industry includes firms providing accommodation, food and drink services. KBC industry includes firms providing research and development services; accounting and legal
services; professional and management consulting services; advertising agencies; architecture and engineering services; and other technical services.
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about membership (i.e. ambiguity regarding whether member #1 of the entrepreneurial
team has entrepreneurial experience or not) is higher. The first qualitative anchor is tech-
nically informed by the identification of the 5th percentile for full non-membership or
‘fully out’ (0). The second is set by the 95th percentile for full membership or ‘“fully in’
(1). The third is set by the 50th percentile, which is the crossover point (0.5, meaning
‘neither in nor out’). Using the fsQCA software package we converted all raw data
scores into fuzzy-set membership scores using these three qualitative anchors.

Once cases have been calibrated, a ‘truth table’ is created to represent all the possible
combinations (configurations) of antecedents that are causally sufficient for the outcome
high sales growth to happen. The truth table is constructed by distributing the observed
cases of high sales growth among each possible unique configuration (i.e. combination of
antecedents) and then assessing how consistently each configuration is associated with
the outcome high sales growth (Ragin, 2008, 2017).

The goal of fsQCA is to identify the necessity and sufficiency of individual causal con-
ditions, and how these causal conditions combine into configurations that lead to the
desired outcome (Kraus et al., 2018; Kumar et al.,, 2022). A necessary causal condition is
one that must be present for a given outcome to occur, meaning the outcome does
not occur in the absence of the causal condition. A causal condition is sufficient if it
can produce a given outcome by itself, meaning that if the causal condition is present,
the outcome is also present. However, the presence of the outcome does not necessitate
the presence of a sufficient causal condition. Hence, a causal condition is sufficient for the
result if all cases exhibiting the condition also exhibit the result, but there are, in addition,
cases that exhibit the result but not the condition (Schneider & Wagemann, 2012). The
evaluation of causal necessity and sufficiency is based on coverage and consistency
thresholds. Table 2 displays the levels of consistency and coverage for each antecedent
(i.e. each team member’s formal education, managerial experience, entrepreneurial
experience, and industry experience). Values of consistency for each of the antecedents
are not greater than a specified threshold of 0.85 (Ragin, 2017). Accordingly, no single

Table 2. Analysis of necessity.

Model 1 Model 2
Antecedent Consistency Coverage Consistency Coverage
fEDU1 0.85 0.79 0.74 0.65
~fEDU1 0.55 0.91 0.40 0.71
fENT1 0.84 0.80 0.43 0.76
~fENT1 0.58 0.93 0.72 0.66
fIND1 0.84 0.82 0.47 0.78
~fIND1 0.60 0.92 0.74 0.70
fMAN1 0.78 0.83 0.56 0.77
~fMAN1 0.65 0.87 0.67 0.71
fEDU2 0.84 0.78 0.74 0.67
~fEDU2 0.54 0.91 0.40 0.71
fENT2 0.81 0.78 0.45 0.74
~fENT2 0.57 0.93 0.71 0.67
fIND2 0.84 0.83 0.48 0.78
~fIND2 0.62 0.92 0.74 0.70
fMAN2 0.79 0.83 0.65 0.80
~fMAN2 0.63 0.87 0.66 0.77

Note: Model 1 based on data from the hospitality industry. Model 2 based on data from the KBC industry.
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antecedent can be considered as a necessary condition for the outcome of high sales
growth.

The truth table algorithm produces a ‘consistency score’. This score indicates how con-
sistently a particular configuration produces the desired outcome. We then differentiate
the configurations of antecedents (i.e. entrepreneurial team member human capital
resources) that are sufficient for high sales growth to occur from those that are not by
specifying a consistency cut-off value of 0.80, and by setting the number-of-cases
threshold to at least one case per configuration, following Ragin (2017).

4.2. Results

Following the standard form of presentation of fsQCA results, Table 3 reports the inter-
mediate solutions relating to high sales growth for hospitality (A) and KBC (B). Black
circles (@) indicate the presence of causal conditions (i.e. human capital antecedents).
White circles (O) indicate the absence or negation of causal conditions. Blank cells rep-
resent ‘do not care’ conditions. A black circle therefore suggests that a specific human
capital resource is part of a condition (i.e. configuration of human capital resources)
that causes the desired output (i.e. high sales growth).

For the hospitality sector, two causal configurations are found to be sufficient for high
sales growth to occur, while for the KBC sector there are five configurations of team
human capital resources associated with high sales growth. Consistency values of
configurations and solutions are greater than 0.92 in the hospitality industry group,
while for the KBC industry all configurations and solutions identified have consistency
values greater than 0.98. In addition, raw and solution coverage values exceed 0.56 for
the hospitality industry, meaning that the two causal configurations account for a large
proportion of high sales growth cases. In the case of the KBC industry, raw and solution
coverage values exceed 0.15, meaning that the five causal configurations identified
account for a much smaller share of high growth cases, reflecting a greater variety in
entrepreneurial team configurations associated with high growth in this industry.
Configurations A1 and A2 indicate that high levels of human capital resources from
both members of the entrepreneurial dyad are often associated with high sales
growth. Indeed, both configurations include high levels of formal education, industry
experience, and entrepreneurship experience by both members of the entrepreneurial
team, while having high managerial experience may or may not be present. Remarkably,
both configurations show matching human capital profiles for the two members of the
dyad i.e. entrepreneurial team homogeneity is strongly associated with high sales
growth in the hospitality industry.

The KBC industry displays a greater variety of entrepreneurial human capital profiles
associated with high growth. The five paths or causal configurations identified reveal
that high sales growth is associated with greater diversity of human capital profiles
among members of the entrepreneurial dyads. This suggests that different combinations
of general and specific human capital are linked to high sales growth in knowledge-based
consulting firms. Only one specific human capital resource is present in all causal configur-
ations identified as associated with high growth: high levels of entrepreneurial experience
by the first member of the entrepreneurial dyad (and, in the case of configurations B1, B2
and B5, also by the second member). The other forms of entrepreneurial human capital do



Table 3. Intermediate solutions relating to high sales growth.

Antecedent Coverage

Model Path EDU1 ENT1 IND1 MAN1 EDU2 ENT2 IND2 MAN2 Raw Unique Consistency
Model1 Al [ ) ® ° O (] () (] @) 0.56 0.05 0.92

A2 o ] ] () () o ] () 0.70 0.19 0.93

Solution coverage = 0.76; solution consistency = 0.92

Model2 B1 () [ ] O [ ] O [ ) O O 0.09 0.01 0.99

B2 O [ ] [ ] @] (@] ([ J [ ] O 0.09 0.01 0.98

B3 o ] ] () () O o) (@) 0.10 0.01 0.98

B4 () [ ] [ ] (@) [ ) O ] [ ) 0.1 0.01 0.98

B5 ([ J [ J O [ J [ J [ J [ J [ ] 0.10 0.01 0.98

Solution coverage = 0.15; solution consistency = 0.96

Note: Black circles ‘@’ indicate the presence of causal conditions (i.e. antecedents). White circles ‘O’ indicate the absence or negation of causal conditions. The blank cells represent ‘don’t care’

conditions. Model1 based on data from the hospitality industry. Model2 based on data from the KBC industry.

6v0L () TYNYNOI SIHLSNANI IDIAYIS IHL



1050 R. BAPTISTA ET AL.

not seem to be indispensable: configuration B1 dispenses with industry experience while
configuration B2 dispenses with both formal education and managerial experience. Still,
all team human capital configurations associated with high sales growth in the KBC indus-
try include either high levels of formal education or high levels of industry experience by
at least one of the founding members.

5. Discussion
5.1. Entrepreneurial team human capital configurations

Figure 1 displays the causal configurations relating to high sales growth in the hospitality
industry. To enhance interpretation, an ellipse with a black-line border represents the
presence of a causal condition (i.e. a human capital resource included in the configur-
ation), whereas an ellipse with a dotted-line border indicates the absence or negation
of a condition (i.e. the resource is not included in the configuration). The hospitality
firms in this study comprises firms providing accommodation, food and drink services,
which are rather homogeneous activities in terms of human capital requirements. The
fsQCA analysis identifies only two configurations associated with high sales growth in
the hospitality industry, suggesting that successful hospitality start-ups have similar
entrepreneurial human capital profiles.

Figure 2 displays the five causal configurations associated with high growth in KBC.
This sector aggregates firms providing a variety of high value-added services: research
and development; accounting and legal services; professional and management con-
sulting services; advertising agencies; architecture and engineering services; and
other technical services. While these services are associated with a highly educated
workforce, there should be some variation in terms of complementary skills (e.g. archi-
tecture and engineering are likely associated with different complementary skills than
legal services).

Figure 1. Causal configurations for high sales growth in hospitality industry.

Note: An ellipse with a black-line border represents the presence of the condition, whereas an ellipse with a dotted-line
border represents the absence of the condition. If a condition is irrelevant to the configuration, no ellipse is displayed.
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Figure 2. Causal configurations for high sales growth in KBC industry.

Note: An ellipse with a black-line border represents the presence of the condition, whereas an ellipse with a dotted-line
border represents the absence of the condition. If a condition is irrelevant to the configuration, no ellipse is displayed.

A noteworthy result from the analysis is that, for both industries, the possession of
high levels of entrepreneurial experience by at least one of the founders is indispensa-
ble for high growth. Evidence from previous studies shows that entrepreneurial experi-
ence positively affects growth (Colombo & Grilli, 2005). Prior entrepreneurial experience
is of critical importance during the early years of the firm as more experienced entre-
preneurs should have higher tolerance for uncertainty and greater cognitive abilities to
generate and assess various alternatives in their decision making processes (Fern et al.,
2012).

Another form of human capital that plays a key role is formal education. Both members
of the entrepreneurial team have high levels of formal education in both human capital
configurations associated with high sales growth in hospitality (A1 and A2). This result is
likely associated with greater ability to raise resources. Formal education is often used by
investors as a screening device, so people with higher formal education are more likely to
command the resources required to set up larger and better equipped businesses
(Colombo et al., 2004). For the KBC industry, the only configuration where high levels
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of formal education are absent is B2, which combines high levels of entrepreneurial
experience and industry experience for both members simultaneously.

5.2. Homogeneity vs. diversity

Our findings regarding human capital configurations for high sales growth suggest that
homogeneity plays a significant role in the formation of successful entrepreneurial
dyads in hospitality. In this industry, both human capital configurations identified as
associated with high sales growth entail full homogeneity of human capital attributes
across both members of the entrepreneurial dyad. While in configuration A1 both foun-
ders have high levels of formal education, entrepreneurial and industry experience (but
managerial experience is absent), in configuration A2 both founders display high levels
of all four human capital attributes. This result suggests that homogeneity of highly
qualified entrepreneurial team members is key for sales growth in hospitality start-ups.

Human capital configurations of entrepreneurial dyads associated with high sales
growth in KBC are more diverse. Only one of the human capital configurations associated
with high KBC sales growth involves complete homogeneity of human capital resources
for both founding members: in configuration B2, high levels of entrepreneurial experience
and industry experience are present for both founders while high levels of formal edu-
cation and managerial experience are absent. All other configurations imply diversity.
For instance, in configuration B3, one founder exhibits high levels of all four human
capital attributes, while high levels of entrepreneurial, managerial, and industry experi-
ence are absent for the other. The KBC industry is significantly more heterogeneous in
terms of the services performed by firms. This heterogeneity is most likely reflected on
the diversity of entrepreneurial human capital profiles.

5.3. Team human capital diversity and environmental uncertainty

We proposed that the relationship between team diversity/homogeneity and new
venture performance is likely associated with the context in which the new venture op
operates. In particular, we expected that diverse entrepreneurial teams facing higher
environmental uncertainty (i.e. a perceived lower capability to anticipate fluctuations in
total industry sales) should perform better (i.e. register higher sales growth) than homo-
geneous ones. Homogeneous teams were expected to perform better when facing lower
environmental uncertainty.

To assess the levels of environmental uncertainty experienced by both industries
during the period under analysis, we follow Dess and Beard (1984) in looking at sales vola-
tility. The authors suggest that turnover, absence of pattern, and unpredictability are the
best measures of environmental instability. To measure uncertainty, it is important to dis-
tinguish between the rate of change and the unpredictability of change. Uncertainty
should be restricted to change that is hard to predict. To capture unpredicted change,
we measure volatility from the historic trend by regressing sales on a variable represent-
ing time for each individual company. Then, we divide the standard error of each
regression slope coefficient by the mean value (Dess & Beard, 1984; Milliken, 1987).

Table 4 displays the measures of archival environmental uncertainty for the hospitality
and KBC industries during the period under analysis. The KBC industry displays levels of
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Table 4. Environmental uncertainty/dynamics.

Environmental uncertainty/dynamics Hospitality ~ KBC

Coefficient of variation of industry sales (average of coefficients of variation for individual firms 0.333 0.482
weighted by firm sales)*

Unpredicted volatility (standard error of industry sales regression on a time variable divided by the 0.150 0.189
mean of the dependent variable)

Note: A t-test showed the coefficients of variation are different at the 1% confidence level (t =4.7639).

uncertainty that are significantly higher than those for the hospitality industry. The coeffi-
cient of variation of sales is about 44% higher for the KBC industry, while the unpredicted
volatility measure is about 26% higher. The period under analysis (2009-2018) covers the
effects of the great recession. Portuguese GDP declined in real terms in the years 2011-
2013. While the recession had a strong impact across the Portuguese economy, those
firms selling non-tradable goods — which is likely the case of most knowledge-based con-
sulting start-ups — were affected more strongly than industries receiving a significantly
large proportion of their demand from exports, as is the case of hospitality. The
financial crisis of 2008-9 affected Southern Europe more strongly than Northern
Europe because of substantial austerity measures. Thus, an exporting industry such as
hospitality did not face unexpected sales volatility of the same magnitude as knowl-
edge-based consulting.®

The indicators accounting for environmental uncertainty confirm the predictions set
out in chapter 2.4. Team homogeneity is linked to start-up growth in more stable, less
uncertain environments, while more diverse teams perform better under conditions of
greater environmental instability. Members of homogeneous entrepreneurial dyads are
likely to have similar cognitive structures and a shared collective passion that make col-
laboration and decision making easier and quicker. This seems to provide an advantage
in the hospitality industry where start-ups faced relatively lower levels of environmental
uncertainty during the period of analysis. In the KBC industry, the human capital configur-
ations of high-growth entrepreneurial dyads are more diverse, suggesting that under
greater environmental uncertainty the unique cognitive attributes of heterogeneous
members widen the information available and facilitate its processing, leading to
better decision making, despite greater chances of conflict.

6. Concluding remarks
6.1. Contribution

Our study contributes to the service industries literature by identifying the human capital
profiles of entrepreneurial dyads associated with high levels of sales growth in two con-
trasting service sectors: hospitality and knowledge-based consultancy. In doing so, we
respond to recent calls for studies to focus on growth and development of tourism/hos-
pitality (Kallmuenzer et al., 2019) and knowledge-based services (Mason, 2018). Studying
entrepreneurial team human capital configurations in service sectors adds a new dimen-
sion to the debate concerning whether entrepreneurial team diversity is detrimental or
beneficial to new venture growth and performance (Jin et al,, 2017; Klotz et al., 2014).
In high-growth hospitality start-ups, both founders have high levels of education,
industry experience, and entrepreneurial experience. Thus, if one of the founders has



1054 R. BAPTISTA ET AL.

low levels of ability, these cannot be compensated by his partner’s high abilities. While the
human capital configurations associated with higher sales growth in KBC are more numer-
ous, successful dyads often require high levels of education and/or entrepreneurial and
industry-specific experience from both entrepreneurs.

Human capital homogeneity plays a significant role in the formation of successful
entrepreneurial dyads in hospitality, while in KBC services successful entrepreneurial
teams are more diverse. It is possible that these teams take advantage of a wider range
of skills, abilities, and cognitive resources to react successfully to environmental uncer-
tainty in KBC. In the hospitality industry, homogeneous entrepreneurial teams are likely
to be more cohesive, sharing affective and cognitive resources, being able to take advan-
tage of greater environmental stability. A future avenue of research could be to investi-
gate whether these results changed during the pandemic, as hospitality faced
significant environmental uncertainty during that period (Breier et al., 2021).

6.2. Limitations

As every research, our study has several limitations. The external validity of the causal
findings presented here should be explored beyond the Portuguese context, and a reces-
sion context. Results can also be sensitive to the performance measure used. Coad and
Timmermans (2014) find that heterogeneity of team composition has different effects
for survival and growth. Future longitudinal studies should monitor entrepreneurial
teams’ human capital resource configurations with reference to a wider array of firm per-
formance measures (e.g. survival, employment growth, profitability, reaching IPO, and
internationalization). Configurations can also be examined with reference to team per-
formance measures, such as member turnover, cohesion, and cognitive abilities.

To keep the analysis feasible and explicable without resorting to scalar measures of
diversity, this study has focused on entrepreneurial dyads. Future studies should consider
extending the analysis to larger entrepreneurial teams to investigate whether synergistic
combinations of team members become significantly more complex and multifaceted.
The same applies to extending the analysis to other observable characteristics of team
members, such as age, gender, and race.

The entrepreneurial human capital variables are measured in the year the firms are
established, so our analysis does not consider team turnover. During the period of
analysis, 13% of entrepreneurial dyads in the hospitality sector experienced member
turnover, while in the KBC sector the proportion of dyads undergoing changes was
18%. Most cases of member turnover were member exits. Research investigating
changes in entrepreneurial team composition (entry and exit of team members) finds
that heterogeneity increases over time (Kaiser & Miiller, 2015). The effects of team turn-
over on performance are, however, unclear (Beckman et al., 2007; Hellerstedt & Aldrich,
2008). Our analysis does not capture whether performance gains (or losses) might have
occurred due to team turnover after start-up. However, starting with Stinchcombe
(1965), there is also a substantial literature establishing that organizations take on
elements of their founding environment and these elements persist well beyond the
founding phase (e.g. Phillips, 2002). It seems therefore reasonable to assume that,
despite member turnover, the knowledge and experiences of founding teams have a
lasting effect on new venture growth.
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6.3. Implications

New venture growth attracts significant attention from policymakers and practitioners.
The hospitality industry plays an important role in stimulating regional development
(Komppula, 2014). Knowledge-based services play a key role in economic development,
contributing significantly to technological and organizational change, supporting the
growth of other industries and attracting highly skilled human resources (Peneder
et al., 2003). Our findings suggest that success in both the hospitality and KBC industries
requires new firm founders to invest in several forms of human capital and seek partners
having high levels of education and extensive entrepreneurial and industry experience. It
is also crucial for founding teams in both hospitality and knowledge-based services to
acquire entrepreneurship experience.

Entrepreneurs may not recognize the importance of accumulating human capital
prior to firm start-up and/or they may not have the financial resources required to
obtain external support that can increase their human capital. Kallmuenzer et al.
(2021) assert that there is a potential case for policymakers and practitioners to
address the attitudinal and resource barriers relating to combinations of human
capital resources. There seems to be a case for initiatives to link experienced entre-
preneurs together in entrepreneurial teams to facilitate the accumulation of human
capital resources required for firm development. Such schemes should also seek to
link less experienced potential entrepreneurs with experienced habitual
entrepreneurs.

There are also implications for entrepreneurship researchers. More studies using quali-
tative comparative analysis to examine entrepreneurial teams are warranted. FsQCA can
be used to examine how entrepreneurial teams combine the cognitive abilities of their
members to increase growth. Studies may look at combinations of entrepreneurial
team members and key employees and/or venture capitalists to investigate how
different configurations may lead to new venture growth.

Notes

1. Our study assesses performance based on sales growth rather than survival, as many start-ups
may survive in for a long time while experiencing minor growth, contributing little to econ-
omic development (Mogos et al., 2021).

2. QP micro-data discriminates the hierarchy in the firm according to the International Standard
Classification of Occupations (ISCO) of the International Labor Union (see: https://www.ilo.
org/public/english/bureau/stat/isco/).

3. Our definition of ‘knowledge-based consulting services’ corresponds to the definition of
Other Business Services adopted by the OECD, Eurostat, IMF, and WTO: research
and development services, professional and management consulting services and tech-
nical, trade-related and other business services (United Nations, 2011; see also Eurostat,
2008).

4. Data on the hospitality and knowledge-based consulting sectors was obtained from Statistics
Portugal. (https://www.ine.pt/).

5. According to the International Standard Classification of Occupations (ISCO) reported by
firms in QP.

6. Between 2009 and 2013 Portuguese GDP decreased by about 7.9% while hospitality exports
increased by about 15.8%. (Source: Statistics Portugal, https://www.ine.pt/).
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