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Introduction

It is widely recognized throughout both policy aachdemic circles that one of the keys
to growth in an economy’s competitiveness and pogplies in the degree of

innovation in an economy. Macro efforts to stintellsanovation outputs however have
varied in their effectiveness: while higher expémais on research and development
generally result, these have not always been atetsinto a larger number of
commercialized innovations within a specific ecoyomt a deeper level the micro
aspects of business activity suggests that entreprship is also an important element in
creating high growth companies and prosperity. Mattention has been directed at
small high growth companies, which contribute digartionately to employment
creation and which are consequently touted as eagieconomic growth. However,
the relationship between entrepreneurship and iatnav at the level of the firm is not
well understood. Moreover, small firms may be epteneurial and even R&D intensive,
whereas large firms are big spenders on R&D buhatgenerally thought of as
particularly entrepreneurial. Consequently exangrthe interplay between small and
large firms and the strategies they adopt coulceae our understanding of the
entrepreneurship-innovation relationship and heheg ability to compete and prosper.

As a first step in this process this paper attergotay out a framework for examining
the links between large firms and small firms wigspect to entrepreneurial behaviour
and innovation. This begins with the entrepren@prdefinition adopted by ICE and the
OECD which does consign entrepreneurial behavimonty small firms, but allows its
existence in large firms. Small firms are oftenrses of important new ideas but lack
the ability to develop them commercially in the wagge firms do. Itis this potential for
mutual benefit that is at the heart of this projéztunderstand how and why these
linkages between small and large firms come abodtadso to assess whether there is a
role for government in facilitating such strategltances.

The research questions that this paper seeks weanslude:

How are these mechanisms initiated?

What specific arrangements are most effective diocassful strategic alliances?

What are the strategies for innovation that arsyeen in small firms and large firms?
How do they differ?

How is entrepreneurship embedded in large firntesgias?

What are the challenges to the start-up and stabilithese linkages? How is decision
making undertaken in the alliance?

This paper is structured as follows. The initedtson lays out the definition of
entrepreneurship and strategic alliances and dissube scope of these concepts. The
literature is then used to discuss the theoretiodkerpinnings of corporate behaviour, the
reasons for strategic alliances and the findingsfstudies on the effectiveness and
durability of strategic alliances. Some of the eniatl is confined to an appendix for
brevity of presentation. The last part of the pegseks to use this information to define
the type of information sought and the consideratiaround the resources brought to an



alliance that will need to be borne in mind in uridking the case studies to pursue. A
case study approach is pursued given that infoomatn business strategy is generally
unavailable at the level of the firm.

lI. Concepts and Scope

Entrepreneurship There are many definitions of entrepreneurshithis paper follows
Ahmed and Hoffman (2007) and defines entreprengueshactions by individuals
and/or business owners who seek to generate \thloeeigh the creation or expansion of
economic activity, identifying and exploiting newogucts, processes or markets.

The definition highlights the essential featureenfrepreneurial activity as creating
something new (products, processes or markets)hwhisuggestive of the role of
innovation in entrepreneurship. The focus is @dttivity not the organization or the
individual. Furthermore by using the word “seekibgth success and failure are
included in the notion of entrepreneurial activity.

For the purpose of this project it is importantitwerline that no reference is made in the
definition to business size. Entrepreneurial dgtiv;an occur within a firm by an
individual who has no stake in the company. Em&eeurship can potentially exist

within all companies and is not the sole presefsll businesses and the self-
employed. The concept of corporate entreprenquisds thus evolved to describe the
ways in which established firms — generally largeo— can be entrepreneurial.

Corporate entrepreneurship (CEJeng (2007) defines CE as “the process by which
firms innovate, form new businesses and transftlmselves by changing their
business domain or processes”. The aim is to fégeecurrent competencies and evolve
new ones through innovation for the purpose of gnaand corporate renewal” O’Connor
and Hyland (2008). There is a clear and specitiik 10 innovation as an important
component of entrepreneurship. Examples of cotp@atrepreneurship include i)
corporate venturing where established businessasecand advance new businesses
within their firms in order to promote internal grth; ii) intrapreneurship — independent
innovation by individuals within the establishedwmany — and the notions of
championing an innovative idea and iii) fosterangranagement culture and attitudes
that orients the company to being entrepreneuiiifie distinct literature on corporate
entrepreneurship is viewed through the lens ofalge established firm which has
resources to invest in different types of entrepueial activity (O’Connor and Hyland,
2008). The types of activity covered in this e are outlined in Figure 1 and extend
beyond alliances between small and large firmsigure 1 the different strategies are
defined and divided according to whether theraresctlownership by the (large)
established company and whether the focus of theegly is internal to the company or
external.



Strategic alliances Linkages is a loose term that has been apptiesl far — the subject
of strategic alliances however is a recognizabenstin the CE literature. Strategic
alliances are inter-firm cooperative arrangememas allow firms to temporarily seek
resources from others for their own benefit. Thdrmers’ autonomy is preserved and
consequently the original entities do not lose ificemtly their independence in the
choice of their objectives and definition of theirategies (Dacin et al, 2007, BarNir and
Smith, 2002). This is not the case with mergersaoglisitions, where a single chain of
command is formed (e.g. Daimler Benz and Chrysl€rd98). Hence strategic alliances
would include joint ventures - where two compamiesild establish a new company for
the purpose of developing an innovation - but edelmergers and acquisitions.

As can be seen from Figure 1 strategic alliancegaub-component of CE. From the
wide selection of strategies available under C&sehn the south-east quadrant and
below the dotted line in the north-east quadraat joint ventures) would be of interest
for this project on strategic alliances.

Strategic alliances are links formed between twmore independent companies which
choose to carry out a project or specific actiyaintly by coordinating the necessary
skills and resources rather than: (1) pursuingptiogect or activity on their own, taking
all the risks and confronting the competition aloared (2) merging their operations or
acquiring and divesting entire business units (ldagen, 1993).



Inside Company

External to company

Internal venturing (Spin-in) : new ventures formed
to incubate inside the company, projects that do n
fit current business models or structures of tha.fi

Corporate venture capital investment of corporate
ofunds directly in external start-up companies (ctire
equity or limited partnership)

Ownership Spin-ins are such ventures that are moved to an
Investment existing company division after incubation Internal venturing (Spin-out): new ventures formed
to incubate inside the company, projects that ddino
New business creationA group formed inside a current business models or structures of the firm.
corporate R&D function or a division. The Spin-outs stand alone businesses that are setarp a
investment could be spun-in; spun-out; a separate incubation
business unit or licensed technology
Open innovation: Joint ventures to form a new lega
entity
Intrapreneurship : independent entrepreneurial External corporate incubators: incubators set up
behaviour by individuals within an established outside company
company
Non-equity Open innovatiornt use and distribution of external arn
Investments Institutional CE : innovation viewed as a critical | internal ideas as well as external and interndigptd

organizational competence

market. Includes in-licensing; strategic partngrsh
competency based acquisitions; new organizational
intermediaries
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Specific cooperative agreements under a stratél@oee are bounded by two extremes:
spot transactions undertaken by two firms, and t@nplete merger. In between lie a
plethora of cooperative agreements that are charaetl by a different degree of inter-
organizational dependence. Examples include spadssgistance agreements, licensing
agreements, franchising, know-how licensing, bstesplier relationships, outsourcing
agreements, joint marketing agreements, non-egaiyperation in research,
development or production equity joint ventures.

There is a vast richness of specific arrangeméotsr the legal form of the agreement
and the strategic impact on the operations of @actmer can vary and an infinite number
of inter-organizational arrangements can be derix@d the complex formal contracting
and informal linkages (Figure 2). In general, as oroves to the right there is an
associated increase in contractual requiremerftenas become more and more
integrated. However, this is a gross oversimplifaathat cannot do justice to the
richness characterizing the reality of those ifiten-multi-dimensional arrangements.

Figure 2
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Alliances can be between partners that competmgsfor not. Alliances between
competitors include shared-supply alliances, quascentration alliances, and
complementary alliances. Partnerships between nompeting firms can be categorized
as international expansion JV, vertical partnershgmd cross-industry agreeménts

The wide spectrum of inter-firm collaboration camge from R&D collaboration to
cooperation in the commercialization aspects ofketeactivities. These efforts are
coordinated via a large and varied set of agreesnboth formal and informal

Large firms seem better placed to “go it alone” paned to small firms (Baum et al,
2000). They have more options at their disposativim turn allows them to better
compete in global markets. For example, large ficars choose to develop technology
in-house, to acquire new technology across maskatiécensing, or to collaborate in
research ventures with universities, governmerganeh facilities, or with other firms.
What they lack generally is flexibility in respondito market signals and the innovative
intensity that characterize small firms. Henceretie tremendous scope for collaboration
between the large firms and small and medium-dizet that will allow mutual help in
surpassing internal and external constraints.

The essential point here is that despite the vadge of specific activities strategic
alliances are one means for firms to address ¢fagis in resources as the pursue CE



goals. The next task is to examine the theoretzaidations of this and the results from
the literature on strategic alliances.

[1l. Literature Review

The review of the literature will consider not jtisé theoretical models of firm behaviour
and how they explain strategic alliances but afgeiic reasons to join such alliances.
Much of these reasons relate to what assets snwhlaege firms can bring to such a
cooperative agreement and the differences betwaea small high growth firm and a
large established firm. Strategic alliances maydfore take advantage of synergies in
the differences of the two types of organizatioRl®wever a further consideration is the
degree to which strategic alliances are stableaeridnger term and this is also addressed
in the literature.

a) Theoretical Underpinnings of Corporate Behaviour

The number of theories of the firm is quite largel anany are consistent with the
establishment of strategic alliances. A broadctile of these theories is briefly outlined
in Appendix A. Reuer (2004) and Faulkner and dad?@000) are good sources. From
the literature however it is evident that the resetbased theory is the most prominent
along with the theory of transactions costs (DasBeng, 2000, Chen and Chen, 2003,
Yasuda, 2005). Briefly, the resource-based theadlyws for firms to maintain positive
rents from its assets - unlike the theory perfectpetition where competition always
drive the rents to zero. A firm can sustain a catitige advantage by configuring its
tangible and intangible assets in such a way thdifficult to imitate, or by acquiring
resources, skills and capabilities that are durgélenot perfectly transferable or
replicable. Where it cannot access all the resautaeeks, it can engage in a strategic
alliance.

This theory can be couched in terms of transactiosss if the sustainable competitive
advantage is thought of as a specific asset. addiioss costs are the costs of
establishing and maintaining property rights oesources (e.g. monitoring transactions,
negotiations, etc). Transactions cost theory l@ikbe choice between internalizing a
certain economic activity and contracting for ieowarkets. Williamson, as one of the
founders of this theory, emphasized asset spegifaicid the recurrent nature of
transactions as key factors affecting the choicegerning governance. As a result,
cooperative behaviour would result in cost redundithrough the choice of appropriate
organizational structures (Chen and Chen, 2003u&&a2005).

In essence the strategic alliance can therefokedveed as reflecting what the small firm
brings to the agreement, what the large firms lsrtogthe agreement along with the
potential to reduce transactions costs. The tgpassets can typically be financial,
technological, human resources or managerial cgpathe nature of these resources



and their particular characteristics that make tlabhe to command rents is explored
further in the paper, but the development of sgiatalliances can be viewed in reference
to the resource based theory of the firm. Heneermeds to consider what the literature
indicates on the general reasons for the existehstategic alliances and then to discuss
particular differences between a small firm intezdsn growing and a large firm
interested in being more innovative and entrepreakeuThis will provide a picture of
what each partner brings to the table. Results tiee literature on the challenges and
benefits from strategic alliances between smalllargk firms then complete this
literature review.

b) The rationale for the existence of strategic alliaces

The literature highlights a plethora of reasontashy strategic alliances are attractive
for firms generally. The following summary is,dilany categorization, somewhat ad-hoc
and does contain a certain overlap between catgdrhe following reasons are at
various times found to be significant factors ia ttevelopment of strategic alliances
among firms of all sizes. Table 2 therefore offes/nthesis of the major reasons for
alliances. Some of these reasons are more protrgnam the discussion at hand.

Table 2: Broad reasons to join strategic alliances

1. Risk reduction Lower asset exposure for SMEs

Accelerate access to markets

Lower total capital investment

Reduce fixed cost

Diversify portfolio

Reduce environment uncertainty

2. Economies of specialization, scale and Use complementary of competencies
scope

Reduce innovation costs

Lower average cost via larger volume

Facilitate product development

Economize on transport costs

Gain configuration flexibility

Capitalize on location externalities

3. Complementary technologies Capitalize on teadgiohl synergy

4. Co-opting or blocking competition Block compietit via a defensive SA

Increase costs of rival via an offensive SA

Improve strategic position

Deter market entry or exit

Move competition at the alliance level

5. Overcome a government-mandated | Operate as a “local” entity because of logal
barrier partner

Satisfy local ownership requirement

Conform to legal/regulatory requirements

6. Vertical quasi-integration Gain access to matgrtechnology,
labour, capital




Gain access to distribution channels

Gain access to information about markets

Draw on existing marketing establishments

Reduce TCs by using an appropriate
governance mechanism

7. Learning Learning via interaction

c) Different resources of small, growing firms versugarger, established
corporations

Disruptive innovations increasingly originate irethrivate sector's emerging growth
firms" (Das & Teng, 2000). In contrast, relatively lafgms find it difficult to replicate
the environment for spawning such rapid innovat®oth types of companies could
therefore benefit from a strategic alliance whpeeding the process of experimenting
with the firm’s own R&D ideas (Tatum 2007).

It is instructive to compare the environments inakirsmall growing firms and large
established firms operate. Areas of differencé dna identified include 1) the nature of
innovation; 2) the approach to the market, 3) tl@agement culture, 4) the business
model, and 5) capital deployment (Tatum 2007). €hiHerent dimensions suggest
tremendous opportunities for synergy and what @actner can bring to the alliance, but
they also highlight some sources of tension.

Small firms have been the primary source of inniovaat the root of the industrial
economies’ tremendous growth (Baumol, 2002, Audretsxd Aldridge, 2008). This is

not to say that large firms have little contributito or undertake ineffective innovation
activities. In fact the bulk of R&D expenditure ginates with the large firms. The main
contention is that the two types of firms take difedent roles in the process, with the
specialization yielding spectacular results. Thalsfirms are usually more
technologically inventive than the large firms. @sesult they manage to attract the most
competent scientists and engineers. On the otret,Harge firms are associated more
with incremental innovation (Baumol, 2006, Audrétgc Feldman, 2003, O’Connor &
Hyland, 2008, p. 22).

While regular firms prepare carefully for a prodlaetnch, small growing firms
necessarily improvise as they go, discovering igjie product and the target customer on

! Growth firms are not new companies: roughly héthem are in business for more
than a decade before suddenly experiencing rapidtgr(Acs et al, 2008). A small share
of growth firms accounts for the bulk of the ndh growth in an economy (Halabisky et
al, 2006). Equally important, growth firms offetasge contribution to the overall
innovation in the economy. They shake up marketisexert pressure on larger firms to
innovate. To this extent, growth firms are qualeally different than regular small firms.



the fly. In the early stages of the innovation pexsmaller entrepreneurial firms
necessarily have to stay close to the customer, ndseh precludes a distribution
channel such as the large established firms waoululey.

In terms of management culture, established figmgard managers according to revenue
and earnings, while small entrepreneurial firmsarglimanagement on the basis of the
potential impact of innovative products or proces&nce profitability in the latter case
cannot yet be observed the appraisal is done Wggsional private equity investors and
the focus is on the value added via innovatiddonsequently the management skills
required are quite different in an environment mfduct development in an ever-
changing, fast-growth environment compare to thawerseeing of scaling-up

production at large established firms.

The business models of small entrepreneurial fainesdifferent from the large
established firms as well. Large firms invest invidenowledge with the goal of using it

in the context of the current business model bintakdvantage of the current operating
scale and the associated efficiencies. The constegpresented by the existing business
model rarely allows for a disruptive market effeEthe new knowledge. Whereas small
entrepreneurial firms are in the process of comtfiguefining the business plan and this
inherent flexibility is a key aspect of the innavatpotential’

Capital deployment also operates differently inttlie cases. Established firms have pre-
established deployment cycles of with semi-annuahmual frequency which entails
elaborate planning. Small entrepreneurial firmgum, usually require a fast infusion of
cash at the right moment, judged as appropriaexbsrnal private equity firms. Such
flexibility is unlikely to be palatable to most abtished firms, and maybe the price paid
is less radical innovation. Taking on high riskiat what large firms with a robust
business model, established products and effidishtibution channels necessarily want
to engage in.

Table 4 summarizes this discussion on the contabstsmall and large firms bring to the
table as partners alliances. The resources puthtegey the two sides of an alliance are
intended to be complementary, which is the souf¢beovalue creation of a partnership.

2 At the same time, the more informal and flexisteni an environment benefits
innovation in small firms, allowing for better coramication which in turn facilitates
innovation. Large firms have become large by dgyalp sales, manufacturing, and other
organizational resources in a routinized fashidhthe highly efficient channels
represent capabilities that make such firms higblyght after partners in an alliance with
small firms.
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d) The resources of each partner

Table 4: What each side brings to the table

Resource-based theory

Small firm Large firm
Technological inventiveness Large R&D budgets

Financial resources (non R&D)

Human Resources Human resources
Specialized skills Diversity of skills
Organizational Organizational resources:
Flexibility marketing
Closeness to client basg manufacturing
Specialized knowledge Transaction distribution channels
of markets (niches) costs access to export markets
theory intellectual property protection

expertise

Management capacity

Managerial culture focusing or Managerial culture focusing on
the disruptive effect of efficiency
knowledge

Resource-based theory

CE is about identifying new ways of doing businetes/eloping new technologies,
products, and processes, entering new marketsparst,importantly, devising new
organizational forms. In today’s competitive enwvineent firms have to be able to
innovate along all these dimensions using proadiregegies.

Strategic alliances can greatly enhance the outs@h€E. Interfirm cooperative
arrangements like joint R&D or marketing agreemgjoiat-ventures, or minority stake
alliances, provide the vehicles needed to mateaaind experiment with new
combinations of resources required to bring tontiaeket new products and processes.
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The resource-based view of the firm emphasizeprisence of internal sources of
perennial comparative advantage in firms. As stlal,view clearly validates the use of
strategic alliances in facilitating access to reses in the context offered by CE.

A key feature of entrepreneurship is the aggregsivsuit of growth opportunities. This
effort attempts to overcome the inherent limitatiepresented by the current resources
available to growth-oriented firms. The three maomponents of CE, innovation,
strategic renewal, and corporate venturing, repites® many avenues to encounter new
business opportunities while expanding. However aCtivities have significant resource
implications, resulting almost always in the creatof resource gaps: the firm’s resource
base needs to be augmented in order to take fudiradge of new opportunities.

A resource gap represents the type and quantitg@dfied resources and may refer to
financial, technological, human, and organizatiaeaburces. In entrepreneurial firms
this gap cannot usually be met by a simple redliogaf resources. Instead, filling
resources gaps are tackled via market transactonsijsitions, and strategic alliances.
Tangible resources (e.g. physical, capital, finaly@an be pursued via product, service,
labour, and capital markets. Technological, knogiscind organizational resources can
be acquired via contract-based market transacti@n [jcensing, consulting, etc.).
Acquisition of another firm that has the neededueses is another way of bridging the
resource gaps but the fact remains that most atiqussfail to deliver the synergy
sought through integration. Lastly, forging strategjliances brings flexibility, cost and
risk sharing among partners, and the much neededinees to meet resource gaps.
Eisenhardt and Schoonhoven (1996) show empiritiadiymore innovative firms tend to
be associated to participation in alliances.

From the perspective of the resource-based thdwge are certain conditions or
characteristics that resources need to have i twdshance the firms’ value-creation
potential. The resources need to be valuable, iraperfectly imitable, and imperfectly
substitutable. More generally, the resources nedée theterogeneous and imperfectly
mobile, and be able to impose ex ante and ex pois to competition.

Each firm is idiosyncratic in terms of its mix @&fsources accumulated over time. It is
this resource heterogeneity that fuels the seanchlliances. However, the firm has to
carefully amass superior, scarce resources in ¢odare well in the alliance process and
to preserve its competitive advantage over time. [&hger the resource heterogeneity of
partners, the larger the gains flowing from araaltie. At the same time, firms fearing
opportunistic behaviour from potential partners rohgose partners with a similar
resource makeup, in order to better protect itsuees. In this case, the benefits of an
alliance are drastically reduced. In contrast, $iimat are aggressive and willing to take
risk will prefer a high degree of complementaritytheir partners’ resources, reaping
bigger rewards from alliances.

Imperfect mobility is a desirable feature of res@sr for firms entering strategic alliances

because it insures that valuable resources caeneadily bid away from the company.
This leads to stabler alliances and sustainablepaoative advantage for the firm.
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Imperfect mobility is obtained by focusing on reatspecific assets (e.g. site specificity,
physical specificity, human asset specificity). 8fie assets lead to lower coordination
costs, effective cooperation, and significant thettveen partners. However, asset
specificity presents a high potential risk of ogpairsm since specific resources cannot
be easily traded without significant loss of valbgms fearing such risks may choose
not to enter alliances or to use less specifictasB®egoing substantial benefits coming
out of alliances.

Ex post limits to competition refer to the use @aurces that are imperfectly imitable
and substitutable. These characteristics wouldaethe competition for these resources
and place the firms owning them in positions diffi¢costly) to replicate. Acquiring

such resources is usually done through a first-mstrategy. Examples of such strategy
are developing new technologies or products/sesyiodiate price reduction, use patent
protection, target niches with limited demand,avgét strong reputational courses of
action. These pioneering efforts will yield bengfily helping carrying out CE activities
that are difficult to imitate and substitute.

Ex ante limits to competition insures that the sagtacquiring valuable resources is not
too high so that they outweigh the future benefitss feat is achieved via foresight and
insight, with firms striving to acquire resource<fdre their value become obvious to
competitors. This insight comes from tacit knowledghich is able to cut through
complexity and specificity to uncover valuable neses ahead of competition. Tacit
knowledge is more relevant to knowledge-based ressysuch as managerial,
organizational, and certain technological), as sppdo property-based resources
(physical, financial, patents). Strategic allianoesy facilitate CE activities if they focus
on obtaining tacit knowledge about certain resaair¢dese alliances foster learning and
are great vehicles for sharing and developing tamivledge. Certainly, the danger of a
partner failing to be part of the learning processven losing distinctive competence as
a result of improper knowledge transfer is alwayespnt. A successful alliance will build
mechanisms that insure smooth knowledge management.

e) The challenges faced by strategic alliances

Strategic alliances face significant managementogedational challenges since they are
based on top of a number of fault lines. Theseuohel firm vs. group interest, short vs.
long-term orientations, rigidity vs. flexibility istructure, differing firm goals and
competitive environment, power differentials angnasetric interdependence.

Alliances are seen as temporary commitments tadposled of if the conditions that
favour cooperation change. The calculus of cooperats. competition is different for
each member of the alliance. The analysis is complgh a multitude of factors playing
arole, from factors internal to the firms, to alliance factors, to those affecting inter-
alliance competition, and finally to those factpresent in the environment in which
alliances compete. Non-cooperation has serioudaatfns for SMEs since they are
more likely to rely on outside resources to bringducts and services to the market.
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SMEs need alliances the most but are also the vadstrable since they often lack other
lines of business to fall back on if their alliasdail.

The existence of multiple decision centres willdéa constant bargaining and class of
interests, which may lead to paralysis or dissotutf the alliance. In other word, the
alliance mitigates some risks but creates a newfsetks. However, viable alliances
have developed means to address challenges raiseddmplete contracts. While the
firms remain independent, contributions are madwicoally by partners, which have
limited control and share risks and benefits.

A particularly important challenge faced by firmetemplating setting up a strategic
alliance is choosing a partner (Dacin et al, 19945 2005, Das and Teng, 1998 and
2000, Miles et al, 1999). Since strategic alliahpesformance depends crucially on how
well the particular characteristics of the partiens fit together, it is essential for firm
pondering a potential the decision to enter aamdk to perform a thorough partner
analysis. This requires a joint assessment compyrisoth the market and the resources
offered by the potential partner. A thorough evabrawould reveal important dimension
of the would-be alliance, such as collective sttkeagnd interdependencies (i.e. resource
alignment), and help identify a good overall matgth a partner.

f) What small and large firms get out of a strategic tiance?

Finally, then what does the literature tell us dlibe positive aspects for small and large
firms from a strategic alliance? A study of 128aaites between large and
entrepreneurial firms in three US industries byakez and Barney (2001) reveals
interesting albeit not totally surprising findinghe small (or entrepreneurial) firm is
defined as a firm with fewer than 150 employees liaa been in existence for less than
5 years. In this sample the entrepreneurial firaw $ales averaging $25 million while
their large firm partners averaged $1 billion itesalLarge firms that are part of alliances
with small firms gain access to new technologias tarstate of the art engineering talent,
together with excellent innovative capacity. Stgatealliances can offer legitimacy to
small firms, together with access to distributiomaarketing, and manufacturing
resources needed to commercialize its new techypdfogddition, strategic alliances
may constitute a vehicle to the financial capac@gded to bring a technology to market.

Alvarez and Barney’s main finding refers to theesttto which the two sides of an
alliance benefit from it. While the potential gainem alliance are mutual, in some
instances the small firms can suffer from it, amdreendanger the survival of the firm.
The key aspect of the success of the alliance seebesthe speed at which the large firm
has gained access to the new technology repregeh@mmain asset brought in by the
small firm. When this technology is the only resms contributed to the alliance by the
small firm, most of the value created by the alteirs appropriated by the large firm.

The large firm need to study the products and m®e®associated with the new
technology proposed by the small firm in orderdocessfully commercialize it (e.qg.
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manufacture, market, and distribute it). This l@agrprocess is mostly one-sided, since it
is difficult for the small firm to imitate the laegfirm’s organizational capabilities. The
associated routines were usually developed over peniods of time during the growth
process of the large firm. It is this asymmetryt feads to the imbalance in the benefits
drawn from the alliance by the two parties. Thichanism is consistent with the
resource-based view of the firm.

Once the large firm learns about the partner’srtetdyy, it could elect to withdraw
from, under-invest in, or shift resources away fribwa alliance, which would hurt the
small firm. This danger constitutes the basis ertbks associated with joining an
alliance by the small firm and may convince margyrall firms to “go it alone”, which
would prevent the benefits flowing from allianceanaterialize (market failure occurs).

One solution to this issue from the point of viehasmall firm that joins an alliance is to
control somehow the rate at which the large firarhe about the technology. While this
comes at a cost, delaying commercialization andrdfing the small firm’s cash flow
early on, it significantly improves the chancekeéping the alliance afloat. To alleviate
those delays, the small firm can use elaboratecg®tty) contracts to put milestones in
place and define specific terms and goals. Buildmagr relationship on trust throughout
is essential for both parties. However, the ideaksgy by the small firm, if feasible, is to
bring a diversified set of resources to the tadiher in terms of several available
technologies or strong ability to produce a stredmew technologies. This would put
the small firms on a more equal footing with they&firm, yielding the right incentives
for the latter to continue to contribute to theaaite. This strategy comes at a cost as
well, since the small firm has to make large eamyestments in R&D capabilities. The
strategy is also consistent with the resource-baissd of the firm.

Large firms also need to understand the dangensrftpfrom building an alliance with
an entrepreneurial firm relying on a sole new tetbgy as its contribution. Unless it
enters the alliance attempting to expropriate thallsfirm, the large firm has to insure
that its partner has or at least is capable of rig¢ing several technologies. In addition, it
is beneficial for the alliance if the small firmshadequate management skills to learn
from the large firm how to emulate organizatiorggbabilities, and more generally, the
skills needed to make an alliance successful. Aeratlpect that needs to be clarified
early on is the preference by the small form toaenmdependent or not, and whether it
intends to grow rapidly or not.

Smith et al (1991) look at inter-firm collaboratimetworks between a large variety of
firms, including small and large firms, using aeatudy approach. The focus is on the
contribution of individuals that are part of smalllarge firms and the often informal
networks they are part of. These individuals aeeethtrepreneurs in the small firms, and
the “intrapreneurs” in the large ones. Superimpasethese networks are those of the
decision makers at the top level of each firm. Cbmplexity of these networks makes it
hard both to predict as well as to materializegams from collaboration.
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Smith et al investigated 27 cases of collaborgtanerships of firms in three sectors:
biotechnology, electro-mechanical engineering, @edtronics. The small firms in the
sample employed less than 120 people. Almostratisfiwere operating within
specialized niches in their sector. Findings ineltlte apparent ability of small firms to
effectively compete with large ones through theitaboration with larger partners. Their
natural technological edge, coupled with accessdources offered through partnership,
allows for a competition between networks of firmegher than between firms.

Other findings include differences in the scopeafaboration across industries. For
example, large firms in electronics emphasize geaf an alliance with a small firm in
order to invest in a key technology, to use speefpertise helping an in-house project,
and to facilitate access to new markets, largesfimbiotechnology look for developing
a major new product and to secure expertise thatdielp maintain market share.
Small firms across industries try to develop neshtelogy by augmenting access to
resources, to increase their sales to partnergx@edd client base, to access outside
expertise, and to develop new products via builgirggotypes.

Smith et al emphasize the fact that the transféeafnology between firms is a two-way
process. Collaboration involves extending the fafinikages into the partner’s network,
across individuals, firms, and sectors. Forgingéhalliances required in every case the
discovery of new strategies needed to operatesicdloperative environment,
accommodating organizational idiosyncrasies in iotoléake advantage of opportunities
offered by collaboration. The newness of this sbdctivity makes the ability to learn
important for all actors involved. The study shaesarly the importance of informal
networks among the scientific and engineering @i key factor in the establishment of
collaborative links. The pre-existing networks witer formalized at the firm level, and
personal contacts were used preponderantly tottpogential partners.
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V. Framework for Analysis

Need for a case study approach given the aimgee& out information on business
strategies. Some information at a macro leveValable in Innovation Surveys (see
table at the end of Appendix A) but the projectksae study firms’ specific elements of
strategic alliances. This kind of information rdyreally to be gleaned from a case
study approach.

Case study approach

In the case study exercise we will discuss withpheent organizations. However, we
need to think of the level of analysis we are niuigtrested in: individual manager (of the
JV or parent firms, parent firm level, dyadic redaship between them, JV embedded in
industry structure, or multilevel).

1. Standard dimensions defining the nature of atles

Characteristics of the company (industry, main potsiservices, sales, number of
workers, export activity, perception of the maritetperates in — competition level, etc.)

Participation in strategic alliances (last ten getast five, exclusive with
foreign/domestic companies, how many still active)

Objectives for participation in alliances: pick seal reasons from a list, and rank their
relative importance.

Types of strategic alliances the company has beeivied with: pick from a list, allow
for “other”. (examples: JV, research consortiadmeiion or marketing partnership, etc.)

Types of partners used: competitors, supplierentsi distributors, etc. Who are the most
suitable partners? What are the criteria usedlézispartners?

Performance of alliance (process): life span, besrio formation, risks, difficulties,
stages, lessons learned, cooperation/competitiamds, etc), decision making (has a
formal assessment of the desirability of joiningadiiance been done — e.g. cost-benefit
analysis).

Impact of past and current alliances (includingiag): build firm’s knowledge base,

etc. It is OK to have some overlap with the questia objectives (benefits) above,
because here we assess the perceived benefidyatr@shed in. Further analyzing
impact: percentage of alliances that never mateel(why), percentage of alliances that
were deemed successful (why), percentage of aimtiat were deemed failure (why).
Maybe offer a list of reasons/factors of succesaffaand ask for ranking.

Looking forward: will the role of strategic alliaes will increase/decrease/stay the same?
Why?
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Strategy of enhancing global capabilities: usénmking of using: strategic alliances,
acquisition/mergers, FDI, etc.

What is the current business environment?

Role of government (is there any need for policthis area, what exactly, maybe offer a
list of policy directions). | find the descriptiarf the policy areas in the determinants of
entrepreneurship in the 207 OECD framework paper useful here.

2. Specific questions targeting small-large relaships, as opposed to general alliances
Who initiates the talks on building a SA?

What defines a good match between a small and farg@

Are small firm — large firm alliances inherently reainstable than large-large or small-
small alliances? Why?

What kind of role do contracts play in supportin§4&? Are there significant problems
with enforcing such contracts?

How important is the learning associated with beingember in a SA?
3. Characteristics of Resources

What are the strategic resources of the partners?

Why are these resources “strategic”? What are tharracteristics?
Are these resources substitutable or imitable?

Are there resources tied to a physical location?

How are the knowledge assets dealt with? Is thef@nger that knowledge in small
firms will be expropriated by the large firm? Wima¢asures protect against this?

What factors influence the stability of the SA?

What are the levels of management experience ipaheers?
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Appendix A

Theories framing cooperative behaviour can be divith three broad areas: economic,
organizational, and cooperative behaviour onesidktslescription of each is offered
below.

|. Economic theories

. Strategic management theory (market power)
. Transaction cost theory

. Resource-based theory

. Agency theory

. Game theory

. Real option theory

OO WNBE

1. Strategic management theory (market power)

It originates with the publication of Competitiver&egy (1980) by Michael Porter.
Paradoxically, competitive intensity is addresséith Wositioning” and cooperative
behaviour. The latter is a better instrument taeaehgreater market power than, say
mergers or acquisitions, and leads to better daifity. A host of other researchers then
moved away from Porter’s atomistic view of the fiamd toward the “keiretsu” approach
to developing market power (“island of planned cl@ation in a sea of market
relations”).

2. Transaction cost theory

The gist of TC theory: cooperative behaviour lemdsost reductions via different
methods of organizing transactions. TCs are thesadsstablishing and maintaining
property rights over resources (e.g. monitoringgeations, negotiations, etc). TC theory
looks at the choice between internalizing a ceaonomic activity and performing it
over markets. Oliver Williamson advocated TC thearthe 1970s but the fundamental
concepts were developed by Ronald Coase (1937)1@6lamson emphasized asset
specificity and the recurrent nature of transactias key factors affecting the choices
concerning governance. The structures defining ig@ree choices (e.g. joint ventures)
are deemed as intermediaries between markets aratdhies. While fundamentally
sound and intellectually appealing, TC theory widticzed because it ignored factors
important to the business decision maker, suckskssynergy, and effectiveness, and
because it adopts a static approach to cooperation.

3. Resource-based theory
Unlike the perfect competition story, this theooids that competition cannot always
drive the rents to zero. Instead, a firm can snstaompetitive advantage by configuring

its tangible and intangible assets in a way thdtffeult to imitate, or by acquiring
resources, skills and capabilities durable yetpaotectly transferable or replicable. This
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theory can be couched in TC terms, with the susbdéncompetitive advantage thought
of as a specific asset.

4. Agency theory

This theory focuses on the ability of principalsgeeholders) to ensure the agents
(management) are fulfilling the objectives of thimpipals. Agency theory looks at
mechanisms constraining the agents’ self-servimgdeur, such as contracts and other
incentives, with the goal of mitigating the asymmetf information between principals
and agents. Agency theory implies that both theggral and agent can be viewed as
partners to a cooperating venture that need tdycthe split of returns from effective
cooperation and need to put in place systems t@ shimrmation and reduce
opportunism.

5. Game theory

This theory looks at predictions of outcomes frammegs which involve several players
whose interests are interconnected. It can beepbia large variety of situations, such
as sport, financial, and military affairs. It haarted by focusing on non-cooperative
games but quickly demonstrated that cooperatiorecagrge in a world of self interested
players without a central authority, more likelytive case of repeated interaction. Short
term non-cooperative dominant strategies yieldbtperative ones in repeated games
with indeterminate end. Game theory makes valuadnéributions to the analysis of
cooperative strategies by revealing under what itiomd cooperation is rewarding or
undermined.

6. Real option theory

Standard finance theory states that no resourcengoments should be made unless
absolutely necessary, since the future will beed#ht from that expected. Keeping one’s
option open seems like a sensible strategy. Intiaddinvestment in a portfolio of
options helps diversify risk. For example, “compduwptions” offer, if exercised, access
to further options, which in turn render more optio“Learning options” are those where
the holders makes small investments to learn at@utopportunities (e.g. specific
technologies). Cooperation then serves to genarptetfolio of low-risk options which

in turn open up further options down the road.

II. Organization theory

1. Resource dependence theory
2. Organizational learning

3. Social network theory

4. Ecosystem view

5. Structurationist perspective
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1. Resource dependence theory

Firms are not internally self-sufficient and theref require resources from the
environment. To this degree, they are dependettt@environment in which they
transact. Consequently, cooperation may ensueder ¢o provide firms with access to
financial resources, expertise, skills, processemarkets. Further, firms try to reduce
uncertainty in their environment by cooperatingnwptominent parts of it, yet this
attempt in itself will represent a source of adutitil risk (e.g. the danger of opportunism
from the partner). Resource dependence theorynisistent with the resource-based
theory. The latter recognizes that firms’ perfore@depends to some degree on unique
capabilities (core competencies) and sustained ettive advantage, and these can be
leveraged within a cooperative setting in whichteaded for access to capabilities held
by other firms (e.g. knowledge, technologies, ettiy useful to note that there is a
trade-off at play here: the firm accepts some @dssutonomy while entering cooperative
enterprises, but gains in terms of improving itspetitive edge.

2. Organizational learning

This learning refers to the ability of firms/orgaations to acquire and disseminate new
knowledge that can enhance their future performa@€eourse, there is always the
danger that certain organizational structuresptiuces, or vested interest will pose
barriers to learning. There are several typesahiag: routine learning (incremental),
reframing learning (more fundamental reassessmamt) secondary learning
(development of learning mindsets/habits). An aléive classification (more intuitive)
is technical, systemic, and strategic. A differfergakdown of learning can refer to the
collaborative type (transfer of knowledge and skitbm the partner firm), and learning
about the complex management of cooperative venture

3. Social network theory

The definition of a network is somewhat ambiguguefty much as that of a supply
chain. Networks are pictured as a hybrid form sédan the spectrum between markets
and hierarchies. Social networks are defined asigient and structured sets of
autonomous players who operate on the basis ofdihahd open-ended contracts. Such
contracts are socially rather than legally bindifilge actions of actors that are part of the
network are explained in the context of their gosiin the network seen in dynamic
terms. This theory emphasizes social links by erargitheir formation, evolution,
performance, and performance consequences.

4. Ecosystem view
Related to social networks, the ecosystem persgeeiews organizations/firms as
members of a community of suppliers, producers,p=iitors, and other stakeholders

that seek mutual support and jointly progress taveashared vision. The incentive to
cooperate is embedded in the perceived value afrgéng economies of scale and
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scope, and a reinvestment of return in this ecesyst facilitate the arrival of future
generations of products and services. The collapsaditional industries gives rise to
ecosystems with loosely defined boundaries. A frprofitability, in turn, would depend
on its ability to manage relationships in this gmbem, to position itself inside it, and to
contribute to the competition with similar consaéitbns. Key idea here, somewhat
similar to the keiretsu: competition takes placearaong firms, but among
constellations of organization. Within its own ctaliation, the firm is busy creating a
reputation for creditworthiness, reliability, pretdibility, and designing know-how. In a
nutshell, the constellation creates the settingémcessful collective action, taking
cooperation to a different level. Not unlike margetver theory, the ecosystem view
implies that competitive rivalry is enhanced, ratti@an being inhibited. Like-minded
groups of firms have better chance at catchingupdustry leaders, narrow competitive
gaps, and bring about less differentiation amongpting firms.

5. Structurationist perspective

A relative newcomer, this view originates in a stagical approach to the study of
alliances and points to the impossibility of meahitly describing structure in the
absence of considering strategic choice. Actionrgaseout of social structure and at the
same time reproduces or transforms these structures

lll. Cooperative behaviour

1. Culture
2. Trust
3. Commitment

1. Culture

Organization culture and leadership, together tiérole of national culture in the
workplace are the main topics here. Since intesnatistrategic cooperation is more and
more prevalent nowadays, both aspects need tkbée ato account in order to set
realistic expectations and putting in place appateroperating rules governing
communication and performance measurement. Natouitaire appears to reside mostly
in values, while corporate culture is lodged priiyan practices. Homogeneity is a
measure of strength, while heterogeneity is a pislesource of weakness. However,
companies originating in different cultures havetao gain by learning from each other,
providing that they appreciate their differenced dn not need to spend a lot of
resources trying to understand each other.

2. Trust
Trust and goodwill have been found to be vitalllmaces of all kind by enhancing

communication, stabilizing the relationship, antpheesoid conflict by increasing
partners’ tolerance for each other. While trustlitates cooperation, it is not a necessary
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condition. However, trust is a social norm thas&ss the need to use hierarchy to
attenuate opportunism. As such, trust lowers tr@imacosts and increases investment
returns, while enhancing the innovation and legnin

3. Commitment

Commitment is different than trust: one can be caibechto a partner it depends on, but
not trusting him; one can trust completely a paring at the same time be committed
only to a limited degree, preserving viable altéigacourses of action. Commitment can
be signalled in several ways: making large capitastment, sticking with the deal even
when the going gets tough, disclosing proprietafgrimation, etc.
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Percentage of plants that co-operated on innovation activities with other firms or institutions and reasons important in determining involvement

Canada, innovative plants

of these, reasons for co-operation

Development of innovation

Commercialization of

Plants in innovation

co-operative Sharing Accessing : ) : Accessing

aangements | costor 'Sl Aessing  proiype SRR | Acceseng T Py

developing . development distribution

innovations develo;a;n;g; expertise process markets channels

percent

All manufacturing 22 50 58 75 70 42 42 29
Food manufacturing and beverage and tobacco products 22 50 49 79 58 44 53 42
Textile mills and textile product mills 24 41 68 58 78 48 57 41
Clothing manufacturing and leather and allied products 18 48 44 54 58 42 33 30
Wood product manufacturing 16 33 54 69 64 35 27
Paper manufacturing 27 50 71 74 71 42 30 17
Pulp, paper and paperboard mills 40 63 92 93 66 51 20 9
Printing and related support activities 18 58 51 75 58 44 71 40
Petroleum and coal products manufacturing 35 46 80 80 56 31 14 14
Chemical manufacturing 23 54 64 79 70 54 57 33
Plastics and rubber products manufacturing 24 37 62 66 78 54 41 27
Non-metallic mineral product manufacturing 23 49 69 87 67 42 43 38
Primary metal manufacturing 30 58 60 80 56 25 36 17
Fabricated metal manufacturing 18 43 42 69 76 27 26 13
Machinery manufacturing 18 53 60 88 76 52 45 29
Commercial and service industry machinery 33 8l 60 80 77 30 42 9
Computer and electronic product manufacturing 33 68 67 78 67 18 53 28
Computer and peripheral equipment manufacturing 22 90 68 79 70 50 55 11
Navigational, measuring, medical and control instruments 44 67 70 72 66 6 56 28
Electrical equipment manufacturing 22 56 77 67 81 41 27 27
Transportation equipment manufacturing 31 58 60 81 64 49 23 12
Aerospace product and parts manufacturing 61 57 96 98 32 15 28 25
Furniture and related product manufacturing 16 45 55 63 83 38 41 50
Information and communication technology (ICT) 34 70 65 78 69 20 52 26

Source: Statistics Canada, Survey of Innovation, 2005.

Note: The figures in bold are above the average for all manufacturing in their category.
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' International expansion, as the name suggesisstimtegic move whereby a company extends itgit&si into new geographic markets.
Vertical integration corresponds to a strategy lyclv a company extends its activities upstreamdavenstream, in order to become its
own supplier or customer (the make or buy decisi@Gndss-industry agreements achieve diversificabypexpanding a company beyond its
industry of origin. The diversification can be @thechnology-related, market-related, or congl@t®in nature. (Hagedoorn, 2002).

" Long-term strategic alliances are the main forvedlicle used to improve a firm’s competitive pasitand involve a significant amount of
planning from the participants. Cooperative vergwéh short life span exist as well, revolving@nd a more specific project, but they still
require a certain amount of planning. Both typegesfture, either long- or short-termed, involve caotment and resources devoted to the
discovery and enforcement of new rules of the gdefming the cooperative behaviour. Less formadriiirm collaboration exists too, used
to take advantage of unforeseen opportunitiesy onplement last resort solutions.

" Growth firms are not new companies: roughly hétlhem are in business for more than a decade dsfatdenly experiencing rapid
growth (Acs et al, 2008). A small share of growtm§ accounts for the bulk of the net job growtlameconomy (Halabisky et al, 2006).
Equally important, growth firms offer a large cabtition to the overall innovation in the econom¥yey shake up markets and exert
pressure on larger firms to innovate. To this extgrowth firms are qualitatively different thargrdar small firms.

v At the same time, the more informal and flexilsteni an environment benefits innovation in smathfir allowing for better
communication which in turn facilitates innovatidrarge firms have become large by developing satesufacturing, and other
organizational resources in a routinized fashidhth® highly efficient channels represent capébsi that make such firms highly sought
after partners in an alliance with small firms.
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