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Venture Capital Background

Provide private market investments to startups

Highly speculative, returns realized in 6 to 12 years
Hits-driven model, best firms generate all returns from ~1/3 of
investments
Typically a small group of partners investing in a small group
of startups
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Economic Question

How do the backgrounds and behavioral characteristics of individual
venture capitalists affect their financial success?
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Relevance

Venture industry is essential for high levels of innovation -
$209 billion invested in 2022 (e.g. Grabow, 2023)

Highly limited research on indivual venture capitalists
Question is particularly interesting in venture for two reasons:

(1) Individual investors have notably high impact
(2) Returns vary greatly across firms
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Relevance

1. VCs have a notably high impact on their investments
Portfolio company success has been linked to:

’Smart capital’ of venture capitalists, such as knowledge,
experience, personal networks (e.g. Gompers et al., 2020;
Hellmann and Puri., 2002)
Higher levels of VC involvement and strategic advice (e.g.
Bottazzi et al., 2008)

Level of involvement is affected by an investor’s industry of
prior work experience (e.g. Rajan et al., 2000)

Implies other investor characteristics will likewise have a
meaningful impact on returns
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Relevance

2. Returns vary greatly across the venture industry
Top-quartile VC funds significantly outperform the public
markets, while median and lower quartile funds underperform
(e.g. Harris et al., 2014)

Not luck; the same firms consistently outperform the industry
average over time (e.g. Kaplan and Schoar, 2005)
Persistent differential performance isn’t fully captured by firm
characteristics or strategies (Lerner et al., 2008)

VCs broadly disagree about the cause of performance
differences (e.g. Smart et al., 2000)
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Key Contributions

Create novel dataset that combines investor returns,
backgrounds, and behavioral characteristics

Corroborate existing research on the benefit of specialized
knowledge (e.g. Gompers et al., 2020)
Challenge venture industry belief in benefit of operating
experience
Identify the relative impact of personality traits and economic
preferences on financial performance
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Data Overview

Online survey through Google Forms

126 respondents (1,405 contacted), all from the U.S.

104 respondents shared their returns, others dropped

Standard questions used to measure:

background & demographics (degrees, industry experience,
multiple on invested capital, etc.)
personality (BFI-2 15-item)
economic preferences (World Preference Survey)
cognitive skills
self-reported reliability

Survey created by Smart et al. (2000)

Distributed in 1999
145 respondents (751 contacted), all from the U.S.
9 overlapping questions on investor backgrounds

Firm-level controls combined from private market databases
Pitchbook and Preqin

Industry investment preferences, geographic focus, median
fund size
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Descriptive Statistics | Background
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Descriptive Statistics | Background Continued
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Descriptive Statistics | Behavioral

Liam Prevelige Impact of Venture Investor Characteristics



Theoretical Model

Rt,i −Rt,µ = φt(Ct,i −Ct,µ ,Pt,i −Pt,µ ,Kt,i −Kt,µ ,eTt,i − eTt,µ )+λt(Ft,i )

Rt,i −Rt,µ : Relative returns at time t for investor i

Ct,i −Ct,µ : Relative cognition
Pt,i −Pt,µ : Relative personality
Kt,i −Ka,µ : Relative acquired skills
eTt,i − eTt,µ : Relative effort devoted to achieving high returns
Ft,i : Individual i’s characteristics/resources
At any given time, all variation in returns is captured by
differences in individual characteristics and firm resources
Based on framework for economics personality studies from
Heckman et al. (2019)
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Empirical Methodology

Proxy relative returns by quartile of career MOIC

1999 survey captures firm quartile; assume to be reasonably
consistent with individual performance
Highly skewed quartile of respondents; use dummy for top
quartile vs other

Extract effect of individual characteristics with known
firm-level influences:

Dummy for mostly early stage investments (e.g. Gompers,
1995)
Dummy for global investments (e.g. Chen et al., 2009)
Dummies for 7 industries of preferred investment interacted
with survey year (e.g. Cambridge Associates, 2017)
Control for MOIC lag using years of venture experience
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Ti : Dummy for top quartile of returns
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Identification Assumptions

Individuals are benevolent towards the researcher (truthfulness,
e.g. Abeler et al., 2019) and individuals with imperfect
self-knowledge have some positive level of self-knowledge

Firm characteristics at time of response are representative of
individual’s average firm characteristics over time

Comprehensive; omitted characteristics are uncorrelated with
individual characteristics and returns

The background and behavioral characteristics of venture
capitalists are not influenced by their returns
The relationship between characteristics and returns are
generally stable over time
Measurement error may attenuate estimates, but coefficient
directions are accurate
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Results | Economic Preferences
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Discussion

Positive effects from:

PhD/MD, knowledge in early & growing markets
high pain tolerance, risk tolerance, open-mindedness, future
bias
Intuition: specialized knowledge and industry-relevant
characteristics are beneficial

Negative effects from:

high extraversion, conscientiousness
high patience, altruism, positive reciprocity
Intuition: systematic sociability bias clouds investment
decisions

Some evidence that operating/entrpreneurial experience has a
negative impact

Intuition: bias from prior experience may reduce openness to
alternative, viable leadership strategies
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Limitations

Limited size and variability of dataset, particularly in quartile
of returns and behavioral analysis

Relative importance of characteristics by venture firm
investment industry
Measurement error due to:

Imperfect, time-dependent classification of an individual’s
quartile
Survey limitations such as socialbility bias
Error in firm-level controls data
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Future Research

Panel data with greater number and variability of respondents

Explore the true difference between full set of investor quartiles
Use IRR instead of MOIC
Include firm fixed effects

Analysis within specializations of firms
Factor analysis to identify archetypes of investors and their
relative performance
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