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ABSTRACT

Friends, Partners and Competitors: The Impact of Social Networks on Entrepreneurs (job market paper)

Abstract: How does a high-tech entrepreneur find the most qualified engineer for her new idea?
How does a scientific inventor acquire funding or recruit the most compatible business partner for his
project? What happens when two entrepreneurs compete for these same resources? Entrepreneurs
often rely on their network of former colleagues, classmates and collaborators to acquire necessary
resources, including investment capital, technology and employees. This is particularly true in fields
where risks are high and compatible partnerships are critical. One central question is how does an
entrepreneur’s social network influence her ability to recruit a well-suited partner. In particular, |
focus on the interactions between multiple entrepreneurs, each relying on their individual network
and competing for the same resources. | use a discrete matching model with heterogeneous values and
characterize the social network according to the ex ante probability of a match. This setup is
consistent with the experience of entrepreneurs in a number of high-skill fields and regions,
specifically: high-tech and biotechnology in Silicon Valley and Massachusetts; turn of the 20"
century German synthetic dye manufacturing; and today’s ready-to-wear fashion industry.

The model provides a framework to analyze the impact of a variety of network structures on both
the individual and the entire network. Using comparative static analysis, I show how an
entrepreneur’s expected return increases with the size of her own network. The network externalities
from competing entrepreneurs are more complex. An increase in a close competitor’s network
decreases the probability an entrepreneur will find a good match. On the other hand, an increase in the
network of a more distant competitor actually increases the chance an entrepreneur will find a
compatible match. Network-wide, a more connected network is closer to the socially optimal
outcome. In a more connected network, fewer frictions interfere with compatible matches. These
results support empirical evidence on entrepreneurial network effects and provide insight on how the
underlying mechanisms of these networks operate. My paper suggests that initiatives to promote
social networks within innovative sectors are both critical and deserve future research.

Making New Friends: Searching an Endogenous Social Network

Abstract: For an entrepreneur, one alternative to partnering with a specialist she knows is to use
her existing network connections to search for a more compatible partner. In this paper, | consider an
endogenous network search model in which agents use their existing strong social connections to
build weaker relationships with additional agents. | apply the results from my companion paper to
model a costly network search for a compatible partner. There exists a tradeoff between partnering
with an existing strong connection, with complete information at no cost, and a costly search for a
more specific match with less specific information. | expect to show that, in the case of heterogeneous
network degrees, an agent targets her search away from well-connected competitors. Entrepreneurs
are more likely to search a network with a highly skewed, heterogeneous network degree than a more
uniform network.
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