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Abstract

In order to respond to all the fast changes that are happening, it is necessary to act quickly and to be adapt-
able, both from the point of view of organizations and individuals, having necessary knowledge and skill
and continually developing human potentials. The year 2020 with the COVID-19 pandemic has shown
how those changes can happen overnight and create a need for the companies’ transformation. That is the
new clear reason for the big interest in researching start-ups. Start-ups are innovative and fast-developing
companies, bringing new solutions and new products, and working under extreme uncertainty, therefore,
they require specific skills, knowledge, and other competencies of their founders. Competencies, on the
other side, are predispositions, knowledge and skills needed to respond and adapt to changes. The aim
of the paper is to propose a theoretical model of relationships between start-up founders’ competence
potential and outcomes of their ventures. The theoretical model is based on the Upper Echelons Theory
presented by Hambrick and Mason (1984) and the scale measuring competence potential of employees in
innovative enterprises proposed by Rakowska and Sitko-Lutek (2015). Competence potential of start-up
founders is still not researched in depth, so the proposed theoretical method could be used as the practical

research methodology.
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Introduction

It is clear that the 21* century is reorienting from a material consuming economy
to a knowledge-based economy (KBE) but we are still not using the full potential of
its possibilities. Knowledge-based economies “are directly based on the production,
distribution, and use of knowledge and information” (OECD, 1996, p. 7). The micro-
economic and management approaches to the knowledge-based economy consider
knowledge as a factor of the competitive advantage of organizations (Glinska-Newes,
2007; Kotodko, 2002, p. 155). In order to respond to all the fast changes that are
happening, it is necessary to act quickly and to be adaptable, both from the point
of view of organizations and individuals, having the necessary knowledge and skill
and continually developing human potential. The shift to the economy based on
information and knowledge is said to be the driving force of the modern economy
focusing on innovation, education and human resources, application of knowledge,
and information-communication technologies (Stam & Garnsey, 2007; Audretsch &
Thurik, 2001). According to the OECD, this economy is going towards high-tech-
nology industries and highly skilled managers and workers incorporating knowledge
and technology in the new theories and models (OECD, 1996).

To fill in the gap in knowledge and understanding the correlation between hu-
man potential and start-up venture outcomes, the paper offers a theoretical model of
relationships between start-up founders’ competence potential and outcomes of their
ventures. An in-depth understanding of that correlation could have a great practical
outcome in competence development for future venture founders and potentially
better outcomes of new businesses. This article is based on a literature review on
start-ups, the competence potential of start-up founders, and start-up performance
outcomes.

Start-ups and competence potential of their founders

Society and the economy are dealing with fast and unpredictable changes highly
impacted by cultural, organizational, and technical changes supported by the Inter-
net, new technologies, and new ways of communication. The year 2020 with the
COVID-19 pandemic has shown us how those changes can happen overnight and
create a need for the companies’ fast transformation. A greater need and expecta-
tions for new and fast solutions appeared and, there is an interest in who could meet
those economic and innovative expectations. Hence, great interest in establishing
and investigating start-ups.

Definition of a “start-up” is very diversified but what they have in common are
the following features: fast development, intention of developing new products or
services, high risk of failure, uncertainty about the future, innovation, development of
new solutions and their commercialization, ambition and high development potential
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in the event of success (Laszuk, 2016; Ries, 2010, 2011, 2017; Harris, 2006; Skala,
2017; Skala, Kruczkowska, & Olczak, 2015). Start-ups are “new and fast develop-
ing ventures, operating in the areas of high technology and/or directing new market
trends, most often financed from own or alternative resources” (Laszuk, 2016, p. 11).
Because of the diversity of definitions of what a start-up is, it is a problem to define
the exact number of start-ups. Often, they are put in the same category with small
and medium enterprises. Still, the number of start-ups is constantly growing all over
the world. At the moment, there are 6 big start-up ecosystems — Silicon Valley, New
York, London, Beijing, Tel Aviv and Berlin. Polish start-up ecosystem is constantly
growing and the largest start-up ecosystems are Warsaw, Wroctaw, Krakow, Lublin
and Tri-City. Report about the Polish start-up scene from 2019 estimates the number
of start-ups to be in the range of 3,000-6,000.

Start-ups are also defined as young companies (Skala, 2017; Gemzik-Salwach,
2014; Bursiak, 2013). According to the European Startup Monitor (2019/2020),
start-ups are defined as companies up to 10 years old, whereas the Polish Agency
for Enterprise Development defines a start-up as a company which has been on the
market for 5 years (PARP, 2019). Ries (2011) defines start-up as “a human institution
designed to deliver a new product or service under conditions of extreme uncertainty”
(p. 28), pointing out that this definition does not include any specific branch of the
economy in which the start-up venture must operate in order to become a start-up.
That means that start-ups can operate in any industry: environmental protection,
education, sport, health, travel, biotechnology, banking, etc., which gives them a full
range of business markets. Young companies create almost half of new jobs on
average across OECD countries (OECD, 2016). During the COVID-19 pandemic,
start-ups have reacted fast and flexibly to the pandemic. They have provided game
changing innovations in the field of education or health service, helping to shift into
fully digital work and stimulating innovations in medical goods and services.

On the one hand, new challenges for enterprises bring great opportunities for de-
velopment, profits and finding new solutions, on the other — increased risk, shortened
reaction time and less predictable results demanding specific knowledge, skills and
other competences (Kupczyk, 2014; Laszuk, 2016; Rakowska & Sitko-Lutek, 2015,
2016; Rakowska, Sitko-Lutek, Mendryk, Jakubiak, & Cichorzewska, 2018). Accord-
ing to the Polish Startup Report (PARP, 2019), one of the main reasons why start-ups
fail is lack of sufficient competencies, which are usually defined as “predispositions
in knowledge, skills and attitudes, which enable us to perform professional tasks
at appropriate level” (Filipowicz, 2004, p. 17). As Debrulle, Maes, and Sels (2014)
report, what is of importance is owners’ or founders” human capital as they play the
main role in connecting a start-up with its environment. Both the Polish Startup Re-
port (2019) and the European Startup Monitor (2019/2020) describe start-up founders
in a similar way. As regards the age and sex, the average start-up founder is a male,
aged 38. Usually, they are described as people with experience in managing business
or start-ups. Feld and Hathaway (2020) divide key entrepreneurial resources into
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7 groups: intellectual capital (ideas, information, technologies, stories, educational
activities), cultural capital (attitudes, mindset, behaviors, history, inclusiveness, love
of place), financial capital (revenue, debt, equity, or grant financing), institutional
capital (system of rules, functioning market, stability, operations), network capital
(connectedness, relationships, bondedness), physical capital (density of resources,
quality of place, fluidity, infrastructure and platforms) and human capital (talent,
knowledge, skills, experience, diversity). Each of the 7 mentioned groups of entre-
preneurial resources is important but until now, research on start-ups was focused
mainly on the institutional capital and the policy changes in order to make a field
for start-ups development, or on the financial capital, angel investments and revenue
models. On the other hand, leadership and top management teams (TMT) is a very
interdisciplinary research domain, however, intellectual capital and human capital
are still not very substantial as a start-up research domain.

Rakowska (2007) summarized competence potential as: skills, knowledge, at-
titudes, values or health, which, if used well, can be a valuable resource for the
organization. On the basis of her research, Rakowska (2016) defined the compe-
tence potential profile of an efficient manager of an innovative company as a set of
“specialist knowledge, good knowledge related to the functioning of the enterprise,
knowledge of management methods and techniques, with good time management
skills, easiness to cope with stress, creative thinking, communication, conflict man-
agement, adaptation and cooperation with people of all ages” (ibid., pp. 248-249).
If the human potential is so important, it is interesting how it is connected with the
organizational outcomes.

Start-up performance outcomes

European start-up founders were asked about the most important success factors
for a start-up. They pointed out that the most important factor of success is human po-
tential, choosing the right co-founding team (European Startup Monitor, 2019/2020).
There is no consensual description of start-up performance outcomes. Skala (2017)
developed a diagram of start-up development and its growth factors. As the main
factor she pointed out founders’ resources as a “fundamental resource of a start-up at
the initial stage of its development” (p. 36). Skala (2017) defines those fundamental
resources as knowledge, skills, competencies, experience and social capital. Feld
and Hathaway (2020) believe that the best way to be successful in start-up business
is to surround yourself with people smarter and more experienced than you, to be
around diversity of genders, races, and points of view which encourage innovation
and productivity, and to have a community of friends, family and local angel inves-
tors. Ries (2011) describe that the success of a start-up is not a consequence of good
genes or being in the right place at the right time but the success is based on founders’
determination, brilliance, and a great product that is constantly changing regarding
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the needs of the customers, learning and following the right process — the lean meth-
odology. Previous research also shows that the performance outcome is correlated
with founders’ background and age (Azoulay, Jones, Kim, & Miranda, 2020) and that
previous experience has a positive influence on a performance (Gompers, Kovner,
Lerner, & Scharfstein, 2010; Eesley & Roberts, 2012; Chatterji, Levine, & Toffel,
2009). Ren, Tang and Jackson (2020) pointed out that the top leader is the core of
enterprise development for the start-ups because his/her “decision-making directly
affects the start-up’s development and profitability” (p. 2). Debrulle et al. (2014)
researched the correlation between a start-up owner’s human and social capital and
start-up absorptive capacity, taking into consideration the owner’s knowledge and
previous experience. Their research confirms a positive correlation between start-up

absorptive capacity and the owner’s social capital.

Research model description

Eisenmann (2020) points out that performance outcomes of start-ups are re-
searched from different perspectives. Psychologists may focus on personal growth
of founders; sociologists — on founders’ network relationships; financial economists
— on the impact of capital market boom-bust cycles; scholars of technological in-
novation — on shakeouts as dominant designs emerge; and so forth. Because of the
huge diversity of the start-up performance outcomes, it is important to define and
operationalize performance outcomes from the start-up founders’ perspective. If we
state that performance and performance outcomes of the organizations are a reflection
of'the activity of their top managers and TMTs (Hambrick & Mason, 1984), and their
personal experiences, demographics, values, personalities and other characteristics
(Hambrick & Lovelace, 2018), it is important to research how start-up performance
outcome (success) is correlated with the human capital, i.e. competence potential of
a start-up founder: “The Upper Echelons Theory states that organizational outcomes
— strategic choices and performance levels — are partially predicted by managerial
background characteristics” (Hambrick & Mason, 1984, p. 193). In the study con-

ducted by Staniewski and Awruk (2016),

(...) positive correlations were found between hope of success and start-up intentions that may
testify to the fact that people who are convinced of their own strong will, the quality of their
skills, and their persistence in the problem-solving process are frequently certain that they would
function well as entrepreneurs, which may in turn translate into the final decision to establish their

own business. (p. 245)
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COMPETENCE
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FOUNDERS' PERFORMANCE
DEMOGRAPHIC OUTCOMES

INDIVIDUAL
SUCCESS

Figure 1. Conceptual model scheme of the relationship between start-up founders” demographics,
competence potential, performance outcomes and individual founders’ success

Source: Author’s own study.

In order to expand the research on founders’ background characteristics and its
level of business outcomes, the conceptual research model was designed. The goal of
the conceptual model (Figure 1) is to identify relationships between start-up founders’
demographics, their competence potential, individual perception of success and the
start-up performance outcomes by operationalizing performance results of start-ups,
identifying competence potential of Polish start-up founders and their demographics,
identifying how start-up founders define success of their ventures and defining rela-
tionships between all constructs, i.e. founders’ demographics, competence potential,
performance outcome and individual success.

The scale created and validated by Rakowska and Sitko-Lutek (2015) seems to
be a good tool for measuring competence potential of start-up founders as managers
of an innovative company. The scale is composed of self-reported items referring
to knowledge (9 aspects measured with a Likert scale), skills (15 areas measured
with a Likert scale), values (list of 9 general and 9 occupational values), well-be-
ing (Warwick-Edinburgh Mental Well-being Scale) and cognitive style (Cognitive
Style Index by Allison and Hayes [2012]). Empirical evidence shows the impact of
risk taking on the performance of start-ups (Sorensen & Chang, 2006), hence, the
competence potential scale should be supplemented with the psychometric scale
DOSPERT developed by Blais and Weber (2006) in order to assess risk taking in
five domains: financial decisions (separately for investing versus gambling), health/
safety, recreational, ethical, and social decisions.
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Conclusions

According to OECD (2020), start-ups have played the key role in economic
growth and job creation, being the accelerator for innovation. Stam and Garnsey
(2007) point out that in the knowledge-based economy, innovativeness and flexi-
bility are more important than stability and control. That is why there is a big focus
on research and development of innovative and fast developing companies, both
in the world of business and science. Due to the aforementioned challenges and
importance of human capital, it is important to focus the research on the start-up
founders’ demographics (as the dominant characteristics considered in UET) and
their competences, and — specifically — their competence potential. Peterson, Smith,
Martorana, and Owens (2003) indicated the small number of research that looked into
the relationship between the CEO’s characteristics and performance outcomes even
though many researches indicated that TMT dynamics is an important determinant
of organizational performance.

In their research, Peterson et al. (2003) collected several measures of organiza-
tional performance — income growth, sales growth, change in return on investments.
They concluded that focusing on one performance measure can simplify reporting
data, and that comparison across firms requires a metric that is adjustable for all firms.
Due to the specificity of start-ups, it is important to specify and define the mentioned
parameters. Because of the specificity of start-ups as very diversified companies,
with different size, number of employees, very often for a long time without sales
growth but financed by investors, characterized by uncertainty about predicting future
events, and high risk of failure, without a concrete product or a service but with the
minimum viable product (MVP), we are unable to measure performance in terms
of, for example, sales of product or services.

That is why the expected outcome of this research model is the operationaliza-
tion of performance outcomes of start-ups and definition of individual perception
of success from the perspective of start-up founders. The application of this model
could describe, in a more detailed way, startup founders and their characteristics,
performance results of their start-ups and the way they are correlated with the com-
petence potential.
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