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Abstract
This study draws on the notion of entrepreneurial orientation-as-experimentation to investigate
the relationship between entrepreneurial orientation (EO) and firm failure. For the context of
newly public firms after their initial public offering, we hypothesize that EO reduces firm failure
particularly in specific configurations of EO, working capital efficiency, and technological tur-
bulence. In a sample of 2578 firms that went public between 1997 and 2018, we find support for
this configurational perspective. We contribute to the entrepreneurship literature by showing
that the relationship between EO and firm failure needs to be understood in the context of
organizational and environmental factors.
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Introduction

Entrepreneurship research has gathered abundant evidence for the positive effect of entrepre-
neurial orientation (EO) on performance, innovation, and other organizational outcomes (e.g.,
Rauch et al., 2009). However, few studies indicate the exploratory elements of EO which increase
the variance of outcomes and, in turn, the risk of firm failure (Wiklund & Shepherd, 2011).
Following such an “EO-as-experimentation” perspective (Wiklund & Shepherd, 2011), EO has
metaphorically been described as a double-edged sword: it enables growth opportunities while
increasing firms’ risk of failure (Mousa & Wales, 2012).

However, we still have a limited understanding of the specific configurations of factors that
determine whether the opportunity-enabling or the failure-enhancing edge of EO prevails. While
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configurational analyses are not new to the field (e.g., Wiklund & Shepherd, 2005), related studies
focus on performance outcomes. Such a focus might underestimate the potential downsides of
engaging with EO (Wiklund & Shepherd, 2011). To overcome these limitations, we apply a
configurational perspective and investigate the relationship between EO and firm failure in a
particularly demanding environment—namely, in newly public firms after their initial public
offering (IPO). Newly public firms face pressure from novel challenges and a mandate for
growth—they also exhibit long-term underperformance (Certo et al., 2009). As a result, a high
share of firms delist within the first years after their IPO (Feng et al., 2020; Gounopoulos & Pham,
2018). Newly public firms, however, also receive substantial resource infusions which enable
them to use their resource-intensive EO (Mousa & Wales, 2012).

Building on the resource-based view, we consider EO as a dynamic capability that allows firms
to engage in new entry initiatives (Wales et al., 2021). We argue that the way in which this
capability affects the likelihood of firm failure is contingent upon the specific resource allocation
approach of the firm, reflected in its working capital efficiency. While prior research suggests that
the general availability of financial resources allows firms to exploit the opportunities detected
through their EO (Wiklund & Shepherd, 2005), a misallocation of such resources might also have
detrimental effects (Mishina et al., 2004). Such misallocations can be particularly problematic in
times of higher organizational vulnerability caused by the transformational changes related to an
IPO (Fischer & Pollock, 2004). In this study, we hence focus on the ways in which firms high in
EO allocate their resources and analyze the contingent role of post-IPO working capital efficiency
in the EO–failure relationship. With this focus on resource allocation, our approach differs from
previous studies that explore the direct relationship between EO and the financial resources gained
during the IPO (e.g., Mousa et al., 2015). Moreover, the impact of the resource allocation on the
EO–failure relationship is likely shaped by environmental factors (Kraatz & Zajac, 2001). Firms
high in EO facing technological turbulence are challenged to adapt quickly, which exposes them to
stress and risk (March, 1991; Wiklund & Shepherd, 2005, 2011). However, technological tur-
bulence might also disclose new opportunities (Saboo & Grewal, 2013). As keeping pace with
technological advances requires firms to venture, technological turbulence is relevant when
analyzing working capital efficiency and EO. Accordingly, we explore how technological tur-
bulence shapes the impact of working capital efficiency on the EO–failure relationship. Against
this backdrop, we develop a perspective on the EO–failure relationship in the IPO context, taking
into account configurations of organizational and environmental factors. We aim to answer three
research questions: (a)How does EO relate to firm failure in newly public firms?; (b)How does the
level of working capital efficiency moderate the relationship between EO and firm failure in newly
public firms?; (c) How does technological turbulence moderate the contingent role of working
capital efficiency? To answer these questions, we draw on a multisource panel dataset of 2578
firms that went public between 1997 and 2018. We use computer-aided text analysis (CATA) of a
unique set of IPO prospectuses to measure firms’ level of EO (McKenny et al., 2018a) and
examine how different configurations of EO, working capital efficiency, and technological
turbulence are associated with the likelihood of firm failure.

This study contributes to the entrepreneurship and strategic management literature. First,
extending earlier findings on the failure-preventing effect of EO in the context of IPOs (Feng et al.,
2020; Mousa & Wales, 2012), we advance theory by identifying factors which influence the
outcome variance generated by EO and, through this, firms’ likelihood of failure. As EO decreases
the likelihood of firm failure, we find support for the opportunity-enabling effect of EO and
therefore introduce the IPO context as a boundary condition to the EO-as-experimentation
perspective. This effect is strengthened in the presence of higher working capital efficiency.
In turn, if firms with lower working capital efficiency face high technological turbulence, EO even
increases the likelihood of failure. Thus, the effect of EO on failure seems to be dependent on
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specific configurations. Second, our study also has theoretical implications for considering EO as a
dynamic capability (Wales et al., 2021). In our post-hoc analysis that captures EO on an annual
basis instead of at the IPO, the relation between EO and firm failure becomes unaffected by
working capital efficiency and technological turbulence. This indicates that the farther newly
public firms move away from the IPO event, the lower are the benefits of high working capital
efficiency. These findings suggest a potential learning process within newly public firms, meaning
the effect of EO on failure might change over time. Third, our study also offers implications for the
IPO literature. Prior research investigating IPO success has focused on the effects of quality
signals (e.g., Gounopoulos & Pham, 2018) or on social capital and power (e.g., Fischer & Pollock,
2004). Complementing these insights, we underline the importance of configurational per-
spectives on factors determining the failure of firms after their IPO. Finally, managers of newly
public firms can learn about the detrimental effects of engaging in entrepreneurial behavior in
specific configurations—they need to be cautious about the adverse impacts of lower working
capital efficiency. Investors, in turn, should monitor both firms’working capital and technological
turbulence to inform their strategic decisions.

Theoretical Background

The Nature of Entrepreneurial Orientation

Grounded in Miller’s (1983) work, EO has emerged as a key concept in entrepreneurship research
(e.g., Covin & Wales, 2019). Entrepreneurially oriented firms are guided by “processes, practices
and decision-making activities that lead to new entry” (Lumpkin & Dess, 1996, p. 136). Miller
(1983) conceptualizes EO as a reflective, unidimensional firm-level construct with three sub-
dimensions—risk-taking, innovativeness, and proactiveness. The dimension of risk-taking de-
scribes firms’willingness “to make large and risky resource commitments—i.e., those which have
a reasonable chance of costly failure” (Miller & Friesen, 1978, p. 923). Innovativeness refers to “a
firm’s tendency to engage in and support new ideas, novelty, experimentation, and creative
processes that may result in new products, services, or technological processes” (Lumpkin &
Dess, 1996, p. 142). Proactiveness reflects “behavior in relation to participation in emerging
industries, continuous search for market opportunities and experimentation with potential re-
sponses to changing environmental trends” (Venkatraman, 1989, p. 949).

Wales et al. (2020) suggest three levels at which EOmight manifest: in a top management style,
in an organizational configuration, or in new entry initiatives. While the latter denotes the actual
behavior of venturing into new markets, the former two relate to goals, decision-making, and
organizational processes that support such behavior. As such, EO can be seen as a strategic
orientation that unfolds its effect directly or indirectly through new market entry (Wales et al.,
2015). A dominant theoretical perspective on EO is the resource-based view (RBV) (Barney,
1991). It suggests that EO allows firms to achieve resource combinations that fulfill the criteria of
being valuable, rare, costly to imitate, and organized (VRIO) (Barney &Mackey, 2018). Given the
notion that EO helps firms reconfigure existing resources and “identif[y] new and better ways of
achieving performance and growth,”Wales et al. (2021, p. 571) propose that EO can be regarded
as a dynamic capability (cf. Eisenhardt &Martin, 2000; Kreiser, 2011). Hence, EO creates value as
a capability that itself fulfills the VRIO criteria (Wales et al., 2013). While such a view pertains to
specific processes and routines as part of an organizational configuration (cf. Lee et al., 2001), it
should also be manifest in the top management style (Wales et al., 2021). As Wales et al. (2020, p.
645) note, this “[o]rganizational configuration draws upon top management style, which helps
shape how organizational elements are configured.” Thus, a dynamic capabilities view considers
EO a strategic orientation that corresponds to a specific, value-creating organizational
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configuration while emphasizing that EO helps firms dynamically configure resources to enable
repeated venturing. Such emphasis is particularly appropriate when firms face transformational
changes, as is the case in the post-IPO context. Based on the RBV (Barney, 1991) and its ex-
tension, the dynamic capabilities view (Teece, 2007), EO is expected to influence firm perfor-
mance positively. In view of the role performance plays for firm survival, this theoretical
perspective would also predict that EO lowers firms’ risk of failure. Previous research refers to this
reasoning more generally as the EO-as-advantage perspective (Wiklund & Shepherd, 2011).

In contrast, to discover those resource combinations most suited to exploit new entry op-
portunities, experimenting is necessary (Wales et al., 2021). Leveraging the dynamic capability of
EO can hence also turn into a costly endeavor that does not result in the desired performance gains.
Such considerations are summarized under the EO-as-experimentation perspective (Wiklund &
Shepherd, 2011), which builds on exploration and exploitation in organizational learning theory
(March, 1991). Whereas the EO-as-advantage perspective would predict a performance-mean-
enhancing effect, the EO-as-experimentation perspective rather suggests a performance-variance-
enhancing effect (Patel et al., 2015; Wiklund & Shepherd, 2011). More specifically, while
experimentation and the pursuit of uncertain projects offer the chance of high returns, they also
pose a risk to firms’ survival in case of failure. As firms face higher variance of outcomes with
increasing EO, firm failure might become more likely (Wiklund & Shepherd, 2011). The ex-
perimenting enabled by the dynamic capability of EO thus also has a dark side—hence, the
double-edged sword reputation (Mousa &Wales, 2012). While prior research finds support for the
EO-as-experimentation perspective, our knowledge of how firms can effectively manage the
ensuing variance in outcomes remains limited (Patel et al., 2015; Wiklund & Shepherd, 2011). We
address this gap as we investigate configurations of EO and organizational and environmental
factors in the IPO context, in which firms have received large cash infusions. Such resource
munificence allows firms to experiment while compensating for the resource-consuming edge of
EO. Consequently, this context presents a boundary condition for the EO-as-experimentation
perspective.

The Importance of a Configurational Approach to Entrepreneurial Orientation

Based on the notion of EO-as-experimentation, we analyze the factors that further delineate the
configurations under which EO increases or decreases the likelihood of firm failure. While re-
searchers have begun to investigate the EO–performance relationship with a configurational
approach (e.g., Wiklund & Shepherd, 2005), a differentiated understanding of the link between
EO and failure could offer essential insights for firms engaging in entrepreneurial behavior
(Mousa & Wales, 2012). We argue that firms’ resource allocation approach and the degree of
technological turbulence create configurations that considerably shape the EO–failure
relationship.

Complementing prior research suggesting that the availability of financial resources enables
entrepreneurial firms to pursue their agenda of experimenting, exploring, and innovating (Miller,
1983; Wiklund & Shepherd, 2005), we shift focus to the allocation of resources within the firm. In
view of the double-edged sword character of EO, the selection of an appropriate resource al-
location approach is not a trivial task. Entrepreneurially oriented firms might use available re-
sources either to strengthen internal structures and processes or to enable increased market
exploration (cf. Bradley et al., 2011b; Stevenson & Gumpert, 1985). While the former indicates a
more conservative stance towards resource use, the latter implies higher aggressiveness in
venturing (Fombrun & Ginsberg, 1990; Williams & Lee, 2009). In line with previous research
(Bradley et al., 2011a; Mishina et al., 2004), we argue that the propensity towards one or the other
approach is reflected in firms’ working capital. Working capital denotes the difference between
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current assets and current liabilities, and therefore “measures the net resources the organization
has tied up in current or operating assets (...)” (Moses, 1992, p. 43). Firms with high amounts of
working capital are considered to have less efficient working capital structures, which indicates
that firms’ day-to-day operations are rather costly (Mousa & Reed, 2013). However, less efficient
working capital structures might also enable firms to build buffers to protect current business and
operations (Mishina et al., 2004; Tan & Peng, 2003). Against this backdrop, finding the ap-
propriate degree of working capital efficiency can create tensions: capital bound in operations
might not be easily redeployed (Mousa & Reed, 2013; Tan & Peng, 2003) and might already be
embedded within firms’ routines and tasks (Love & Nohria, 2005).

In addition, we reason that the interaction between EO and working capital efficiency is
dependent on the degree of technological turbulence a firm faces. While technological turbulence
potentially offers a large variety of opportunities (Wiklund & Shepherd, 2005), the uncertainty
associated with such turbulence might also pose considerable challenges (Staw et al., 1981).
Experimenting and learning, but also buffering of existing operations, become more prevalent in
technologically turbulent environments; therefore, the role of working capital efficiency can be
assumed to change as well. As such, the extent to which a given resource allocation approach
supports the entrepreneurially oriented goals, decision-making, and organizational processes
within the firm should vary with the degree of technological turbulence. Hence, we include
technological turbulence as a moderator of the effect working capital efficiency has on the EO–
failure relationship. In conclusion, our configurational analysis goes beyond previous investi-
gations of the general association between EO and failure. We observe this relationship in newly
public firms—a context that, due to its resource munificence, represents a boundary condition for
the EO-as-experimentation perspective. Considering working capital efficiency and technological
turbulence as configurations that alter the EO–failure relationship, we provide a nuanced un-
derstanding of how entrepreneurial, newly public firms can effectively manage the variance of
venturing outcomes. Figure 1 illustrates our research model.

Hypotheses

The Relationship between Entrepreneurial Orientation and Failure

We reason that EO essentially reflects a dynamic capability that helps firms reconfigure their
resources to find new paths to performance and growth (Wales et al., 2021). In general, the EO-as-
experimentation perspective suggests that higher levels of EO increase the likelihood of firm
failure (Wiklund & Shepherd, 2011). The stronger goals, decision-making, and organizational
processes are geared towards entrepreneurial behavior, the more intensively firms will pursue new
market entry, thereby increasing the variance of venturing outcomes and making failure more
likely. However, for the context of IPOs, we argue that EO is related to a lower likelihood of failure
as newly public firms differ from other firms. While they may achieve competitive advantage
through their IPO, they also face several challenges: they “suffer a liability of market newness”
which entails that they are confronted with rising external pressure, stricter operational scrutiny,

Figure 1. Research model.
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and new reporting requirements (Certo et al., 2009, p. 1341). Research shows that in the long run,
newly public firms underperform compared to their peers (Loughran & Ritter, 1995) and
eventually exhibit an increased risk of firm failure. Under these circumstances, adherence to and
development of a strategic orientation such as EO presents a valuable coping approach (e.g.,
Mousa &Wales, 2012). We see two reasons for this claim. First, the resource-exhausting effects of
EO are mitigated by the significant cash infusions from IPO proceeds (Feng et al., 2020; Mousa &
Wales, 2012). Mousa and Wales (2012, p. 317) suggest that in such “munificent contexts,”
engaging in risky endeavors and potentially costly failures can be better compensated for by firms.
In contrast, firms engaging in risky endeavors without having such cash infusions increase their
likelihood of failure. As such, the “sudden” cash infusion generated by an IPO enables firms to
commit fully to the potentially costly use of the dynamic capability of EO.

Second, as firms prepare their IPO, they significantly need to adapt structures and processes to
meet the requirements for public firms. As Fischer and Pollock (2004) note, such a transfor-
mational change requires new learning in a number of domains. Therefore, newly public firms
should be more flexible and adaptable (Mousa et al., 2013), which helps them learn how to better
select and seize the opportunities detected through their EO. Such development might be crucial to
maintaining the strong competitive momentum the firms built before the IPO (Feng et al., 2020).
As a dynamic capability, EO in newly public firms still facilitates new entry initiatives, but
continuous learning might decrease the likelihood of negative outcomes. Indeed, Wales et al.
(2021, p. 571) state that “with each new entry, information is transferred back to the firm which
enables it to learn, refine, pivot, and develop new resources with greater potential to be valuable,
rare, and inimitable.” This process positively shapes the variance of outcomes, making the failure
of newly public firms less likely. In sum, we argue that the specific context of IPOs creates a
boundary condition for the EO-as-experimentation view: newly public firms are not only able to
compensate for the resource-exhausting effect of EO, but also well equipped to learn quickly how
to focus entrepreneurial efforts after the IPO, thereby skewing the distribution of outcomes
towards the positive end (cf. Wiklund & Shepherd, 2011) and reducing the risk of firm failure.
Hence:

Hypothesis 1: EO at the IPO is negatively associated with the failure of newly public firms.

The Moderating Role of Working Capital Efficiency

We reason that newly public firms’ post-IPO resource allocation approach, reflected in their
working capital efficiency, influences the EO–failure relationship. As the IPO re-exposes them to a
liability of newness (Fischer & Pollock, 2004), newly public firms’ capacity to harness their EO is
particularly vulnerable to resource misallocations. We argue that in the case of newly public firms,
a relative propensity towards higher post-IPO working capital efficiency (i.e., low amounts of
working capital) amplifies the failure-preventing effect of EO at the IPO. It is important to note that
such propensity does not assume the complete absence of working capital. Rather, it implies a
lower degree of working capital relative to competitors.

In line with their EO, newly public firms need to ensure that the chosen resource allocation
approach supports their goals to identify and exploit new opportunities. Mishina et al. (2004, p.
1187) note that a resource allocation approach associated with lower working capital efficiency
implies “that the firm has excess resources that are not being used for productive purposes, and is
instead keeping cash and other current assets at a higher level than is necessary.” Accordingly,
increasing working capital efficiency frees up resources that firms can apply to other (more
productive) purposes (cf. Nason & Wiklund, 2018). Newly public firms with goals and processes
aligned with their EO can assign such resources to venturing activities. Consistent with the
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resource-based theory (Penrose, 2009) and the dynamic capabilities view (Teece, 2007), we
reason that resources not bound in operations can be used to better capitalize on the opportunities
newly public firms detect through their EO (Bradley et al., 2011b; Penrose, 2009). In fact, when
firms struggle to leverage opportunities, it can put them at a disadvantage with their competitors
and eventually lead to failure. Even if such firms pursue goals supporting entrepreneurial behavior,
they may have too few resources to implement those goals. From that perspective, higher working
capital efficiency can help firms better accomplish what Penrose has referred to as the “entre-
preneurial ambition” (Penrose, 2009, p. 35; Mishina et al., 2004). For newly public firms, we
hence argue that higher post-IPO working capital efficiency supports the failure-preventing effect
of EO. While in general, higher working capital efficiency entails the acceptance of short-term
losses for the benefit of future revenues (Bradley et al., 2011a), newly public firms are well
equipped to deal with such losses in view of the recent cash infusion. This is different for private
firms or firms publicly listed for a longer period of time, which act entrepreneurially but lack such
cash infusions. Where resource munificence is not given, a stronger focus on resource conser-
vation might be warranted. In the context of newly public firms, however, matching EO with a
more efficient working capital approach helps better capitalize on detected opportunities, boost
venturing efforts, and hence reduce the likelihood of failure.

This effect is less pronounced in newly public firms with lower levels of EO which pursue the
exploration of opportunities less intensively. With higher degrees of EO at the IPO, however, such
firms increasingly engage in explorative and riskier initiatives, which renders corresponding
outcomes more uncertain (Wiklund & Shepherd, 2011). To fully harness the dynamic capability of
EO and the learning entailed therein, entrepreneurial, newly public firms need to allocate relatively
high amounts of resources to venturing purposes. Drawing on higher post-IPO working capital
efficiency thus enables such firms to further skew the distribution of venturing outcomes to the
positive end, which reduces the likelihood of failure. We hypothesize:

Hypothesis 2: The relationship between EO at the IPO and failure of newly public firms is
moderated by post-IPO working capital efficiency, such that the negative relationship is
stronger (i.e., more negative) when post-IPO working capital efficiency is higher.

The Configuration of EO, Working Capital Efficiency, and Technological Turbulence

We expect technological turbulence to have an ambivalent effect on the impact of working capital
efficiency. With a higher working capital efficiency, newly public firms can better capitalize on
multiple and varied opportunities and more flexibly adjust their investment focus if necessary
(Bradley et al., 2011b). When technological turbulence is high, “opportunitites become abundant”
(Wiklund & Shepherd, 2005, p. 77), and flexibility is particularly valuable for entrepreneurially
oriented firms after their IPO when they encounter novel or changing technological demands.
More frequent shifts in technological investments might also help such firms learn more quickly
from failed initiatives (McGrath, 1999; Saboo & Grewal, 2013). The necessity to deal actively
with high degrees of (technology-induced) uncertainty is especially pronounced for newly public
firms: after the “organizational trauma” of the IPO, they quickly need to find ways to adjust to the
new requirements of being public (Fischer & Pollock, 2004, p. 478). This is very important for
firms high in EO, as their venturing activities expose them to even higher degrees of uncertainty.
Accordingly, we argue that under higher technological turbulence, firms high in EO can better
harness the benefits that high working capital efficiency provides after their IPO. Therefore,
variances in entrepreneurial outcomes becomemore skewed to the positive end, and the likelihood
of failure declines. In turn, newly public firms with a less pronounced EO conduct fewer ex-
plorative venturing activities, because their goals, decision-making, and processes are less geared
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towards entrepreneurial behavior. Thus, they may miss promising opportunities (Wiklund &
Shepherd, 2011). The benefits that accrue under such conditions are hence limited if EO is lower.

We argue for a different effect when newly public firms exhibit less working capital efficiency.
Such a resource allocation approach hinders firms to capitalize fully on the opportunities detected
through their EO. Investment decisions towards venturing are more selective and require more
time (Bradley et al., 2011b; Stevenson & Gumpert, 1985). However, when technological tur-
bulence is high, firms might need to shift technology investments, discontinue some technology-
related growth intiatives, or start new ones after their IPO (Saboo & Grewal, 2013). Hence, while
firms with a lower working capital efficiency after their IPO appear to have an initial advantage in
dealing with turbulent environments due to the buffers they have created in their operations, they
fall behind as soon as more strategic, technology-related changes are required. The tendency
towards resource conservation might even increase in response to the perceived threats of
technological turbulence (cf. Sengul et al., 2019; Staw et al., 1981). Accordingly, resources
deployed for venturing activities are further reduced, and newly public firms struggle more to
leverage opportunities. As a result, the variance of outcomes grows, making firm failure more
likely. In fact, the above reasoning suggests a configuration under which a low level of EO is more
beneficial to newly public firms: when technological turbulence is higher and working capital
efficiency is lower, implementing goals, decision-making, and processes to support entrepre-
neurial behavior results in venturing patterns that eventually increase the variance in outcomes to
an extent in which the likelihood of failure increases. Put differently, the losses newly public firms
can realize might be so large that the initial cash infusion is quickly exhausted. In sum, we expect
that with increasing technological turbulence, firms with a higher working capital efficiency
experience an increase in the failure-preventing effect of EO at the IPO, whereas firms with a lower
working capital efficiency are more likely to fail. We hypothesize:

Hypothesis 3: There is a three-way interaction between EO at the IPO, technological tur-
bulence, and post-IPO working capital efficiency: (a) the relationship between EO at the IPO
and failure of newly public firms is more negative (failure-preventing) when technological
turbulence is higher and working capital efficiency is higher, whereas (b) the relationship is
positive (failure-enhancing) when technological turbulence is higher and working capital
efficiency is lower.

Methodology

Sample

Our sample consists of firms with IPOs in the U.S. market between 1997 and 2018. We gleaned
information on the IPOs from the Thomson Reuters SDC Platinum New Issues database. In line
with prior research, we investigate firm failures within a 5-year window after the IPO (Feng et al.,
2020; Gounopoulos & Pham, 2018). We consequently track newly public firms for up to 5 years
after their IPO, or till the end of 2019 (Fama & French, 2004). We correct mistakes in the IPO data
as suggested by Loughran and Ritter (1995). We exclude small IPOs (proceeds below USD 1
million) as well as American Depository Receipts (ADRs), real estate investment trusts (REITs),
unit offers, financial firms (SIC codes: 6000–6999), and public administration firms (SIC codes:
9000–9999) (Chadwick et al., 2016; Gounopoulos & Pham, 2018). We restrict our sample to firms
for which no stock data is available before the issuance date and which issue “common shares”,
“ordinary shares”, or “class A shares”. We add accounting and financial data from Compustat and
firm founding years from Ritter’s website (Loughran & Ritter, 1995).
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We construct our measure of EO through IPO prospectuses (filing type S-1) which we collected
from the SEC’s Electronic Data Gathering, Analysis, and Retrieval (EDGAR) system and use
CATA. Prior research relying on CATA largely uses annual reports (e.g., Boling et al., 2016) or
shareholder letters (e.g., Kindermann et al., 2021), which are not available for privately held firms.
Typically, the IPO prospectus is the first official document that contains reliable and accurate
information on business model, strategy, or current state of the firms going public (Hanley &
Hoberg, 2010). In general, text analysis is based on two theoretical assumptions: First, the Sapir-
Whorf hypothesis states that the frequency with which a word occurs determines the direction and
intensity of management’s attention to a certain topic (Sapir, 1944; Whorf, 1956). Second, firm
behavior is an outcome of management’s attention, such that the frequent use of words related to
EO is associated with the focus on EO (McKenny et al., 2018a). Matching all data sources, our
final sample comprises an unbalanced panel of 2578 firms with 10,069 firm-year observations.

Measures

Dependent Variable. To identify firm failure, we rely on data from the Center for Research in
Security Prices (CRSP). We investigate the delisting codes provided for firms that involuntarily
leave the stock market for negative delisting reasons (Chadwick et al., 2016): we classify a firm as
failed if it is involuntarily liquidated (CRSP delisting codes: 400–499) or does not meet the
exchange’s requirements for being listed (CRSP delisting codes: 500–599). However, firms
delisting due to the move to a different exchange (CRSP delisting codes: 501–520) or firms going
private (CRSP delisting code: 573) are not classified as failed (Demers & Joos, 2007; Feng et al.,
2020). In line with prior research, we explicitly do not classify as firm failure delistings due to
mergers and acquisitions: firms going public may be motivated by the subsequent sale of the
company, which does not qualify as a firm failure (Brau et al., 2006; Gounopoulos & Pham, 2018).
Our sample of 2578 firms includes 273 firm failures (10.6%), which is in line with prior studies
(Demers & Joos, 2007; Feng et al., 2020; Gounopoulos & Pham, 2018).

Independent Variable. To obtain our variable for EO at the IPO, we rely on a CATA-based approach
and follow Miller’s (1983) three-dimensional operationalization of EO consisting of risk-taking,
innovativeness, and proactiveness. While CATA might capture manifestations of EO as a top
management style communicated in written texts, related measurements still reflect EO as an
organizational attribute (Wales et al., 2020). We use the CAT Scanner and the dictionaries
provided by McKenny et al. (2018a). In line with adjacent research (Grühn et al., 2017; Wales
et al., 2015; Wang et al., 2021), we follow a multi-step procedure to generate our measure of EO.
We set up relative measures for the three subdimensions of EO to account for the document length
and standardize each measure to 1000 words. To obtain the final measure of EO at the IPO, we sum
the subdimensions and subtract the industry mean on a two-digit SIC level to correct for industry
specifics such as firms from industries with a systematically higher level of EO. To minimize
distortions through outliers, we winsorize at the 0.5% level on both tails.

Moderating Variables. Wemeasure our moderating variable of post-IPO working capital efficiency
as the difference in current assets and current liabilities (Mousa et al., 2013). We compute a relative
measure that is comparable across industries (Campello, 2006; Kurt & Hulland, 2013). We
calculate the difference between the firm’s post-IPO working capital and the average post-IPO
working capital in the industry and standardize this difference by the standard deviation of all
firms’ post-IPO working capital in the industry on a two-digit SIC level. Positive (negative) values
indicate that firms exhibit relatively low (high) working capital efficiency. Our second moderating
variable of technological turbulence captures the rate of technological advances in an industry,

Kindermann et al. 9



meaning that high technological turbulence is present in industries in which the percentage of
companies’ revenues allocated to research and development (R&D) is large (Saboo & Grewal,
2013). We measure technological turbulence as the average ratio of R&D expenditures to total
sales of the firms in the same two-digit SIC level as the focal firm (Osborn &Baughn, 1990; Saboo
& Grewal, 2013). We thus adjust R&D expenditure and sales for the specifics of firms operating in
the same industry. We measure both moderating variables after the IPO and lag them by one year
for each given firm-year observation to attenuate potential simultaneous causality (Hill et al.,
2021). We winsorize both variables at the 0.5% level on both tails.

Control Variables. We control for effects on firm, IPO, and environmental level that may affect
newly public firms’ likelihood of failure. On the firm level, we account for the following: as larger
and more profitable firms are less likely to fail (e.g., Ortiz-Villajos & Sotoca, 2018), we control for
firm size measured as the logarithm of total assets and for firm profitability measured as return on
assets. We control for financial leverage through the ratio of long-term leverage to total assets as
highly leveraged firms are even more constrained and are more likely to fail (Demers & Joos,
2007). We control for R&D intensity and advertising intensity since firms with high R&D and
advertising expenditures may be more likely to fail because of higher resource constraints and
commitments (Segarra & Callejón, 2002). We substitute missing values for R&D or advertising
expenditures by zero (Miller & Le Breton-Miller, 2011). We control for use of proceeds, as the
intended use of funds impacts uncertainty ex ante and thus might affect firm failure (Leone et al.,
2007). We measure the variable by counting the words in the use of proceeds section of the IPO
prospectuses related to the specific purpose of growth, production, or financing (Wyatt, 2013) and
subtract the industry mean on a two-digit SIC level. Higher numbers indicate a higher specificity
of the intended usage of funds (Leone et al., 2007). We control for risk factors, as firms reporting
higher risk face higher volatility of stock returns and trading volumes, which could influence firm
failure (Kravet &Muslu, 2013). We measure a firm’s risk position by using the total word count of
the risk factors section of the IPO prospectuses and adjust it for the industry mean (e.g., Mousa &
Reed, 2013). We control for CEO duality with a dummy variable (1 if the CEO is also chairman of
the board; 0 if not), as such a corporate governance structure affects the value creation of en-
trepreneurially oriented firms (Keil et al., 2017). We control for high-tech firms as technological
turbulence might affect the likelihood of post-IPO failure of high-versus low-tech firms differ-
ently. We classify firms as high-tech based on their four-digit SIC level (Ritter, 2022). On the IPO
level, we control for the amount of IPO proceeds, as firms may be better positioned with more
financial resources (Feng et al., 2020). We control for firm age at the IPO as firms with a longer
history of being private are less likely to fail (Fama & French, 2004). We control for VC backing
with a dummy variable (1 if the IPO is venture backed; 0 if not) as VC backing is positively related
to firm survival (Khurshed, 2000). We control for underwriter reputation following Gounopoulos
and Pham (2018) as companies backed by prestigious underwriters are less likely to fail (Carter
et al., 1998). On the environmental level, we control for market competition as firms in com-
petitive markets may exhibit a higher risk of failure (Demers & Joos, 2007). All control variables
are lagged by one year for each given firm-year observation to reduce simultaneity issues, and
continuous variables are winsorized at the 0.5% level on both tails to minimize the influence of
outliers. We include year- and industry-fixed effects at the one-digit SIC level in all models.

Results

Table 1 shows the descriptive statistics and correlations for our model. We follow the suggestions
of Kalnins (2018) and do not find indications of multicollinearity. We estimate our hypotheses
with Cox proportional hazards models (Feng et al., 2020; Gounopoulos & Pham, 2018). This
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methodology has several advantages when analyzing firm failure: it is highly robust, and neither
the hazard function nor the distribution of event dates needs to be specified (Kleinbaum & Klein,
2012). Moreover, it accounts for right-censoring, which arises through our restriction to a
maximum of five post-IPO years and the end of our sample in 2019 (Kleinbaum & Klein, 2012).
This methodology allows us to estimate the hazard ratio of firm failure. We use robust
heteroscedasticity-consistent (Huber-White) standard errors and assess the goodness of fit through
the log pseudolikelihood and Akaike’s information criterion (AIC) (Kleinbaum & Klein, 2012).

Table 2 reports our results. In hypothesis 1, we argue that EO at the IPO is negatively associated
with the failure of newly public firms. Our results in Model 2 (Table 2) support this notion (β =
�0.252; p = .001). In terms of the hazard ratio, this implies that a one-standard-deviation increase
in EO at the IPO decreases the risk of firm failure by 22.3% (= 100 * (1 - exp(-0.252))). Hypothesis
2 proposes a moderating effect of post-IPO working capital efficiency. Model 3 (Table 2) shows a
statistically significant, positive interaction term between EO at the IPO and working capital
efficiency (β = 0.120; p = .006). We interpret this result at low and high levels of the moderator
(i.e., one standard deviation below and above the mean) (Figure 2). We find that the slope for high
levels of working capital efficiency is different from zero (β = �0.370; p < .001), while the slope
for low levels of working capital efficiency is not significant (β = �0.085; p = .268). Supporting
hypothesis 2, we conclude that the negative association between EO at the IPO and firm failure is
stronger when post-IPO working capital efficiency is higher.

Hypothesis 3 proposes a three-way interaction between EO at the IPO, post-IPO working
capital efficiency, and technological turbulence. Model 4 (Table 2) shows a positive three-way
interaction term (β = 0.245; p = .004). We plot this result in Figure 3 for the four possible
combinations at low and high levels of technological turbulence and working capital efficiency
(i.e., one standard deviation below and above the mean) (e.g., Engelen et al., 2014). We find
significant differences between the slopes of “high technological turbulence/high working capital
efficiency” and “high technological turbulence/low working capital efficiency” (p = .001).
Specifically, we find that at high technological turbulence and high working capital efficiency, the
relationship between EO at the IPO and firm failure is negative (β = �0.846; p < .001) and more
negative than for other configurations (p = .009), supporting hypothesis 3a. In addition, we find
that at high technological turbulence and low working capital efficiency, the relationship between
EO at the IPO and firm failure is positive (β = 0.423; p = .083) and larger than for adjacent
configurations (p = .077), supporting hypothesis 3b. In other words, the failure-preventing effect
of high post-IPO working capital efficiency on the association between EO at the IPO and firm
failure is amplified in environments with higher technological turbulence. In turn, we also find
support for an enhanced risk of failure for newly public firms with a pronounced EO when post-
IPO working capital efficiency is low and technological turbulence is high, which lends support to
an EO-as-experimentation perspective.

Supplemental Analyses

Assessing Potential Endogeneity Issues. Potential endogeneity-related biases may impede the
identification of the effect EO at the IPO has on firm failure. We thus address concerns related to
simultaneity, omitted variables, sample selection, and measurement error.

First, to attenuate simultaneity concerns, we measure the dependent variable in a time horizon
of up to 5 years after the year of the IPO at which we measure the independent variable. In
addition, we measure both moderating variables after the IPO and lag them by one year for each
given firm-year observation and thus before the dependent variable, thereby mitigating the risk of
simultaneity (Hill et al., 2021).
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Second, to address a potential bias due to omitted variables, we use the control function
approach, which is best suited to control for unobserved variation in Cox models (Papies et al.,
2017; Tchetgen et al., 2015). As instrument, we use the prevalence of EO among industry peers
(cf. Germann et al., 2015), which we calculate by taking the sum of firm observations on the four-
digit SIC level and excluding the focal firm. We estimate a first-stage regression by regressing EO
at the IPO against all controls, moderators, and the instrument. Results show that the instrument is
relevant and strong, as it significantly relates to EO at the IPO (p < .001; R2

excl. instrument = 0.17;
R2

incl.instrument = 0.27; F (1, 2154) = 210.63, p < .001) but can be assumed to be unrelated to the
error term, that is firm failure beyond the effects of the focal firms’ EO at the IPO and other
controls in our study. Based on the first-stage regression, we calculate the predicted residuals,
include these in our main model to control for unobserved variation, and approximate the correct
standard errors using bootstrapping (Papies et al., 2017). Our conclusions remain robust (H1: β =
�0.72, p = .023; H2: β = 0.45, p < .001; H3: β = 0.30, p = .001) and the predicted residuals are

Figure 2. The relationship between EO at the IPO and firm failure moderated by working capital efficiency.

Figure 3. The relationship between EO at the IPO and firm failure moderated by working capital efficiency
and technological turbulence.
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insignificant (p = .127), indicating that a potential bias due to omitted variables does not drive our
main results.

Third, sample-selection-induced endogeneity is a potential concern since we only observe the
dependent variable firm failure for firms that pursued an IPO, leading to truncation on the de-
pendent variable (Certo et al., 2016). For instance, a firm with certain management characteristics,
such as CEO overconfidence, might choose to pursue an IPO and also have a higher likelihood to
fail. Since we cannot control for these unobserved factors, we use Heckman’s (1979) model. We
estimate a probit model for the decision of firms to pursue an IPO or remain private where the
dummy variable equals 1 if the firm is publicly listed. We follow Wies and Moorman (2015) and
estimate our first-stage model based on firm age as well as year- and industry-fixed effects. To do
so, we extended the database by 130,819 firm-year observations of privately held firms using the
Thomson Eikon’s VentureXpert database. The total sample contains 340,599 firm-year obser-
vations. The results reveal that our overall model (Pseudo-R2 = 0.08; p < .001) and the variable of
firm age are significant (β = 0.02, p < .001). Derived from the probit model, we compute the
inverseMills ratio and include it in our main model. Model 1 (Table 3) shows that the inverseMills
ratio is not significant (p = .236) and that all conclusions are unchanged. Thus, we infer that our
main analyses are not unduly affected by sample-selection-induced endogeneity.

Fourth, measurement error is a potential endogeneity concern which relates especially to EO at
the IPO measured using CATA. We address this concern in multiple ways. We check the
consistency of our EO variable by computing correlations between the innovativeness sub-
dimension and the intensity of R&D (McKenny et al., 2018b). In the IPO year (ρ = .055, p = .005)
as well as across our sample horizon (ρ = .042, p < .001), we find significant positive correlations,
which provides evidence for the validity of our EO measure. Following McKenny et al. (2018a),
we also compare the language of the IPO prospectuses with language from Management Dis-
cussion and Analysis (MD&A) sections of 10-K annual reports, which other researchers have also
used with CATA (e.g., Boling et al., 2016). The use of 10-K reports fulfills the criteria to check for
“consistency of language from texts produced at two points in time” (McKenny et al., 2018a, p.
2914)—in this case, at the IPO as well as after the IPO over a time horizon of up to 5 years. For a
sample of 8452 MD&A sections available from the SEC EDGAR system, we find a positive and
significant correlation of the EO score with the IPO prospectuses (ρ = .646, p < .001). This
correlation of EO at the IPO with EO after the IPO remains positive and significant over time for
up to 5 years after the IPO (EOt = 1: p = .684, p < .001; EOt = 2: ρ = .670, p < .001; EOt = 3: ρ = .648,
p < .001; EOt = 4: ρ = .621, p < .001; EOt = 5: ρ = .590, p < .001). We conclude that measuring EO
in the IPO prospectuses is a reliable measure of firms’ EO. Moreover, we employ the EO measure
with five dimensions—adding competitive aggressiveness and autonomy—as stated by Lumpkin
and Dess (1996). Model 5 in Table 3 underlines that our conclusions remain unchanged. In
addition, we adjust EO to the industry using the median (instead of the mean) to rule out dis-
tortions through a skewness of the variable. We do not show the results to save space, but our
conclusions remain unchanged. Thus, our measure of EO at the IPO is valid, consistent, and
reliable and our analysis does not seem to suffer from measurement error. We conclude that
endogeneity concerns are not unduly affecting our results.

Robustness. To increase the robustness of our results, we estimate further models by using dif-
ferent model specifications and by considering variations of our main model. The Cox models can
be used under the proportional hazards assumption, which states that the baseline hazard is some
function of time but not of the covariates (Kleinbaum&Klein, 2012). We include our independent
variable and moderators as time-varying covariates in the model together with the natural log-
arithm of time. We do not find significant time-varying covariates, which provides evidence
against a violation of the proportional hazard assumption. We also use Schoenfeld residuals to test
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the proportional hazard assumption but, again, do not find evidence against it (p = .479).
Moreover, we estimate parametric survival models instead of the semiparametric Cox models.
Model 2 of Table 3 reports the results for a Weibull distribution, which allows for an increase or
decrease of the hazard function (Kleinbaum & Klein, 2012). As coefficients remain consistent
with our main model, we infer that our results are robust. We also employ generalized estimating
equations with a binomial distribution of the logit family, which accounts for the serial correlation
in panel data (Ballinger, 2004; Liang & Zeger, 1986), and of the probit family, which is also
applicable to binary outcome models (Ballinger, 2004). Our results remain consistent but are not
reported to save space. Lastly, we exclude the possibility of non-linear relationships following
Haans et al. (2016): as the square term of EO is insignificant (β-squared = �0.004; p = .931), it is
not likely that an (inverted) U-shape exists within our data.

The performance of a firmmay not only influence its chances of survival, but might also require
different configurations that shape the EO–failure relationship. To verify our configurational
analyses, we split our sample of firms based on return on equity (based on Brown&Caylor, 2009).
Firms with a return on equity below (above) the industry mean are denoted as underperformers
(overperformers). Models 3 and 4 (Table 3) show that the results of the moderating effects of
working capital efficiency and technological turbulence remain significant for both under- and
overperformers. Moreover, in the model comparable to model 2 of the main analysis (Table 2), the
results remain robust across both groups (underperformers: β =�0.350, p = .048; overperformers:
β = �0.206, p = .017). This underlines that the configuration of working capital efficiency and
technological turbulence shapes the EO–failure relationship irrespective of a firm’s performance.
In addition, we include firms’ market orientation (MO) in our model as Feng et al. (2020)
underline certain interaction effects of EO andMO in newly public firms’ failure. We construct our
measure of MO at the IPO as outlined above for EO (McKenny et al., 2018a). The results re-
garding our hypotheses remain unchanged, but are not reported to save space.

Post-Hoc Analyses. Given the dynamic nature of EO (Grühn et al., 2017; Wales et al., 2021), we
conduct a post-hoc analysis to examine how the annual level of EO in a given year of up to 5 years
after the IPO relates to firm failure. We draw on 6692MD&A sections of 10-K annual reports. The
results of the basic model for EO (β = �0.177, p = .031) and the moderation model including
working capital efficiency (direct effect: β = �0.163, p = .039; moderating effect: β = 0.145, p =
.017) are comparable to our main analysis capturing EO at the IPO. Interestingly, however, in the
full model including technological turbulence, the results change compared to our main analysis:
while the main effect of the annual level of EO on firm failure remains significant (β =�0.152, p =
.067), both the moderation of working capital efficiency (β = 0.024, p = .881) and the three-way
interaction with technological turbulence are insignificant (β = �0.063, p = .636). Thus, under
conditions of high technological turbulence, the beneficial effect of working capital efficiency
appears to diminish with increasing time distance from the IPO. This finding highlights the
relevance of configurational settings and situational analysis in EO research.

We conduct two additional post-hoc analyses to gain insights into the configuration of working
capital efficiency and technological turbulence and its impact on the EO–failure relationship.
Young firms are different from mature firms, for example, in terms of the top management team
(e.g., Kroll et al., 2007). Thus, we split our sample in two groups at 50% of the firm age at the IPO
(i.e., 8 years) and rerun our analyses. We find consistent results compared to our main findings.
The moderation of working capital efficiency (young firms: β = 0.299, p = .015; mature firms: β =
0.602, p = .003) and the three-way interaction with technological turbulence (young firms: β =
0.200, p = .059; mature firms: β = 0.370, p = .019) remain positive and significant across both
groups. In addition, small firms differ from large ones in their firm-specific resources (Carter et al.,
1998). Hence, we split our sample in two groups at 50% of the firm size, measured as the natural
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log of sales at the IPO (Chadwick et al., 2016). Again, the results remain consistent regarding the
moderation of working capital efficiency (smaller firms: β = 0.465, p = .002; larger firms: β =
0.359, p = .011) and the three-way interaction with technological turbulence (smaller firms: β =
0.285, p = .020; larger firms: β = 0.241, p = .055). This suggests that the configuration of working
capital efficiency and technological turbulence is relevant for the EO–failure relationship irre-
spective of the maturity and size of a firm.

Discussion

Theoretical Implications

Our study has important theoretical implications for the entrepreneurship and strategic man-
agement literature. Based on the EO-as-experimentation view, we provide a nuanced perspective
on the relationship between EO and firm failure. Our study adds to the debate on the double-edged
sword character of EO, which emphasizes that EO both enables growth opportunities and
consumes resources—with the latter increasing the risk of firm failure (Wiklund & Shepherd,
2011). We show that the effect of EO can be considered as a matter of configuration and that
research benefits from a configurational perspective encompassing both resource allocation and
environmental factors. While Feng et al. (2020) and Mousa and Wales (2012) point to the ad-
vantageous effect of EO in the context of newly public firms, we show the strong influence that
working capital efficiency and technological turbulence have in this context. We find that higher
working capital efficiency supports the EO–failure relationship as it allows firms to better
capitalize on opportunities. In contrast, the failure-preventing effect of EO decreases with lower
levels of working capital efficiency. Our results, therefore, shed new light on the role of resources
for EO. We shift focus from the availability of financial resources (Wiklund & Shepherd, 2005)
towards the resource allocation within firms. The resource munificence found at the IPO provides
a suitable context to study such allocations. Discussing implications of the EO-as-experimentation
perspective, Wiklund and Shepherd (2011, p. 939) suggest that firms pursuing EO need to find
ways to truncate the distribution of entrepreneurial outcomes on the downside, or skew it “to the
positive end.” Against this backdrop, the cash infusion at the IPO increases firms’ tolerance for
negative outcomes, providing more leeway for experimenting. Our results indicate that higher
working capital efficiency facilitates skewing the distribution of outcomes further to the positive
side. Hence, this study helps reveal how it might unfold to “manag[e] the distribution” of en-
trepreneurial outcomes (Patel et al., 2015; Wiklund & Shepherd, 2011, p. 939).

We further qualify the effect of working capital efficiency as we show that it depends on
technological turbulence. Under conditions of lower working capital efficiency and higher
technological turbulence, the detrimental effects of an inappropriate resource allocation approach
are more prevalent. This not only nullifies the failure-preventing effects of EO in newly public
firms, but even leads firms into a situation where EO increases failure risk. Thus, it is all the more
important for newly public firms to uncover opportunities to engage in inexpensive experimenting
and mitigate potential downsides of EO (Wiklund & Shepherd, 2011). However, if firms exhibit
higher levels of working capital efficiency and face higher technological turbulence, the failure-
preventing effect of EO is strengthened. This suggests that, depending on the resource allocation
approach, the effect of EO on failure can shift from further enhancing growth opportunities to
increasing failure risk, which underlines the role of resource allocation for firms high in EO.

As part of our post-hoc analyses, we find that with the inclusion of the annual level of EO, the
effects of working capital efficiency and technological turbulence change, too: while the failure-
preventing effect of EO remains, working capital efficiency no longer seems to affect this re-
lationship. As entrepreneurially oriented firms move farther away from the IPO event, the benefits
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of maintaining an efficient working capital structure that keeps the capital bound in operations low
appear to decline. In turn, gradually increasing the relative amount of working capital might be
recommended as public firms mature after their IPO. After all, to fully embrace the growth
opportunities firms encounter in the first years after their IPO, they also require solid internal
operations in later stages. Our findings suggest that the effect of specific configurations of context
factors on EO depends on the situation. From a dynamic capability perspective, this implies that
firms learn how to make better use of their EO (Anderson & Eshima, 2013;Wales et al., 2021). For
EO research, such learning processes point to a more complex configurational pattern under which
EO takes effect. The circumstances in which EO unfolds its failure-preventing impact in newly
public firms seem to change over time.

Finally, we add to the IPO literature on antecedents of failure. Prior research predominantly
centers on quality signals in newly public firms, such as underwriters or venture capitalists (e.g.,
Jain & Kini, 2000), and explores the effects of social capital and power (e.g., Fischer & Pollock,
2004). Extending previous findings (e.g., Feng et al., 2020), we advance research by examining
configurations under which newly public firms’ EO affects firm failure. While our study suggests
that EO is associated with a reduction in newly public firms’ failure, we highlight that an isolated
investigation of EO as a strategic orientation may be too narrow to understand such failures.

Practical Implications

Our study has implications for newly public firms and investors. First, under some circumstances,
managers of newly public firms might be well advised to engage in less entrepreneurial ap-
proaches. Opting for a less entrepreneurial approach can decrease the likelihood of failure when
technological turbulence is high and firms possess inefficient working capital structures. Second,
the potentially detrimental effect of lower working capital efficiency suggests that newly public
firms need to develop a sense of the adverse impact that large amounts of operationally bound
capital have for fully harnessing entrepreneurial opportunities. As a consequence, firms might
relocate capital from operational domains towards venturing initiatives. However, over the course
of maturation after the IPO, resource allocation approaches might need to be adjusted. Therefore,
firms high in EO need to engage in an active management of the resource allocation approach over
time. From an investor perspective, our findings underline the importance of monitoring the
configurations under which an entrepreneurially oriented firm operates. The EO measure used in
this study is based on published texts that are accessible to investors. By inspecting such texts and
analyzing them against firms’ working capital efficiency, investors can generate the information
necessary to translate our findings into practice. Yet, investors need to be aware that written texts
can also be used to purposefully create a certain impression (Wang et al., 2021). Investors involved
in steering strategic firm directions might be well advised to prevent firms from binding large
amounts of resources in operations when technological turbulence is high.

Limitations, Future Research, and Conclusion

Our study has limitations that offer avenues for future research. First, we acknowledge that EO “is
fundamentally a behavioral construct” (Covin & Wales, 2019, p. 8). By using a CATA-based
measure of EO, we follow prior research in recognizing EO as a strategic posture (Covin &Wales,
2012; McKenny et al., 2018a). The texts we examined are publicly available and hence also
contain deliberate signals to investors (Liu et al., 2019; Wang et al., 2021). However, since
investors’ reactions to such signals are beyond the focus of this study, future research should
differentiate failure-preventing effects stemming from firm-internal mechanisms and investors’
reactions. While we focus on firm failure, we call to shed light on further forms of failure, such as
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project, product, or market failure (e.g., Wiklund & Shepherd, 2011). Moreover, since we cannot
rule out survival bias prior to the IPO, we encourage scholars to investigate firm failure in different
contexts, such as pre-IPO failure. Second, in terms of the generalizability of our results, it is
important to acknowledge the specific character of the post-IPO context. Now facing public
scrutiny, newly public firms’ top managers might also be inclined to pursue highly innovative
ventures to compete with larger firms. Thus, some managers might display a rather high pro-
pensity to take risks. Future research needs to uncover the extent to which the configurations
discussed in this study apply beyond the IPO context. Third, outside our focus on specific
configurations, many configurations remain unexplored. Future research should closely inves-
tigate how EO interacts with capabilities of the top management team, other firm resources, and
distinct environmental characteristics, and how these combinations influence firm failure (e.g.,
Engelen et al., 2014; Rauch et al., 2009). Also, our finding that working capital efficiency seems to
lose its salience for EO over time points to temporal dynamics. Future studies should hence
examine temporal patterns beyond our time frame of 5 years. We hope that, based on our study,
future research will develop an even more holistic picture of contingencies and configurations in
the context of the EO–failure relationship.
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