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ABSTRACT

This paper describes a study of the effects of venturenodgi ACAP dimensions addressing two
guestions: how differently do corporate ventures (CVs) and awkmt ventures (IVs) build their

ACAP? And, what are the effects of these differing waysbwiding ACAP on the new venture

performance (NVP) and strategic variety? In answering tlgesstions, we build on three related
theoretical perspectives: resource-based view (Barney, 199%raRet993), knowledge-based theory
(Grant, 1996), and the dynamic capabilities approach (Teede £097; Winter, 2003). Using data from
face-to-face interviews and surveys on 140 new ventureggesults show that CVs primarily focus on
developing the ACAP processes of acquisition and assimilationew external knowledge when

compared to IVs; and that Vs center their efforts in comraklycéxploiting the knowledge externally

acquired. We did not find evidence of significant differenagng CVs and IVs in their strategic
variety. Yet, we found that an emphasis gwtential ACAP is positively associated with the strategic
variety of both CVs and IVs. Finally, our results reveal that ACARvtdirectly related to NVP.

INTRODUCTION

Independent new ventures (IVs) and corporate-sponsored ventures @y systematically in their
ability to gather and use resources in building unique organizatiapabilities (Miller & Camp, 1985)
that can magnify differences in their performance (Shrad&m8on, 1997; Zahra, 1996). CVs and IVs
are created to exploit opportunities based on new discoveries aefibtbeheir knowledge can be a great
source of strategic advantage. To remain competitive, howisignd CVs need to augment internal
knowledge by acquiring knowledge from external sources such asmarst alliance partners and
suppliers. To do so, the knowledge based theory of the firm (KBTestgthat new ventures should
develop the requisite absorptive capacity (ACAP) to captureeqpidit external knowledge and use it to
create value. We know little about the differences that exist betweeareM¥'s in their ACAP and how
these differences might influence their performance.

Absorptive capacity refers to firms’ ability to acqueeternal knowledge and put it into commercial
use (Cohen & Levinthal 1990). ACAP can help new ventures build acHlyuise their knowledge base,
especially in dynamic environments (Teece et al., 1997). Withlehe df external knowledge, ACAP
becomes a dynamic capability that allows new ventures to@valeceed and prosper (Lane et al., 2006;
Van den Bosch et al., 1999; Zahra & George, 2002).The literdbg@® not tell us much about how new
ventures develop their ACAP and kept it current (e.g., Hagtatahra, 2005). New ventures have to
develop the routines and processes needed to build ACAP. Newresgnhowever, often lack the
experience, resources and connection to do so. ACAP has multipgnsiims and therefore it is
important to see how new ventures balance building these dimensions.

Our work contributes to research on ACAP and new ventures by propgesingsearch questions.

First, how differently do CVs and IVs build their ACAP? Second, venatthe effects of these differing
ways of building ACAP on the new venture outcomes? In answénigge questions, we build on the
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Resource-Based View of the firm (RBV) (Barney, 1991; Peteraf,)1888 more specifically on an
extension of this theory: the dynamic capabilities approachcélee al., 1997; Winter, 2003). The
underlying assumption of the RBV is that firm competitive advant#g in its resource base and in the
way in which these resources are managed. CVs and IVs ard¢oabdeint on different resources in
building their ACAP and the managerial decisions that both tgpdisms will take to leverage these
resources for developing ACAP may also vary. Accordingly, wieneethat CVs and 1Vs will develop
and deploy their ACAP differently. Further, we expect thaséhdifferences in ACAP will affect a
number of its outcomes, mainly the new venture performance (NMP}h& number of strategies that
they will use to compete —what we name strategic variety (Mill&3)19

The answers to these questions will extend both the literature abolR AQhthe literature about new
ventures. Our study contributes to the literature on new ventuitbsee ways. First, by analyzing the
major sources of differences between these types of: fimterms of resources and capabilities. Second,
by showing how these differences may affect their straigdgdices, specifically the way they build their
ACAP, an area that requires research attention. Third, byasierg our knowledge about the
determinants of new venture performance. Further, using new v@m@sire setting for our analysis, we
advance the literature on ACAP in various ways. The firdbyisshifting the emphasis from ACAP
routines and processes to the mechanisms needed to execute ACAHRotasses, since new ventures
have not have enough time to develop routines, offering new iasadoiut the content of ACAP. The
second is by bringing the notion of CVs and IVs into the study of A@&iits the analysis of the
importance of the knowledge possessed by the organization for A@WPspecifically for the outcome
of this capability. Overall, our study empirically analyzbe part of the ACAP theoretical discussion
related to the effects of the organizational memory. Thendigin of new ventures based on their origin
helps us take into account differences in the declarativeameof the firm, the memory of what the firm
already knows (Moorman & Miner, 1998). Besides, the study of the diverse ways C\X&sandhhagers
can make discretional use of their ACAP to obtain divergemoogs, undercover the importance of the
procedural memory of the firm, the memory for how things are dom®iian & Miner, 1998). This
study, therefore will clarify how differences in the flemorganizational memory —declarative and
procedural- affect ACAP development and outcomes.

ABSORPTIVE CAPACITY DEVELOPMENT IN CVs VS IVs

The development of a dynamic capability for ACAP is esseftiaCVs and IVs, since it helps them
to be prepared for change. This is useful in the dynamic environmibate new ventures often compete,
where change occurs frequently (Teece et al., 1997). Besidessthiblished structure and processes
allows new ventures to forecast technological trends and &adkantage of emerging opportunities
before its rivals can recognize them (Cohen & Levinthal, 1994)so favours learning and knowledge
accumulation, possibly increasing the new venture’s knowledge Basrefore, CVs and IVs need to
establish the routines and processes necessary to develop their A@#BLIit of competitive advantage.

In this study we assume that ACAP is as a dynamic capability (Lane et al. a22@0@&@pending on the
knowledge base of the firm —its organizational memory-. Orgnimd memory is both an individual-
and organizational-level construct that refers to stored infoom&itom an organization’s history that can
be brought to bear on present decisions (Walsh & Ungson; 1991). Ittsaofsiaternal “storage bins”
that retain decision information. The information stored in iésnory is acquired from decisions made
and problems solved in the past, apart from the knowledge obtagmakternal sources in deploying a
firm's ACAP. Moorman and Miner (1998) focus on two types of storedwkedge: (1) procedural
memory, in the form of skills ad routines and (2) declarative ongnin the form of more abstract or
theoretical information.

Since, CVs and IVs inherit their founders’ knowledge and experigegemay vary significantly in
their declarative memory. In view of that, we believe that CVs gdsgher levels of declarative memory
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than IVs, due to the amount of knowledge and experience transfetreziidoy their parents; a fact that

will affect ACAP development. However, the knowledge Vs’ fomgdentrepreneurs’ have may be
specific to certain area: such as marketing, technology ouf@eturing, but hardly probable to all these
areas at once. Likewise, since there is managerial dmtréVs and IVs may activate differently their

ACAP, based on their resources and goals; suggesting thatdifés in their procedural memory may
exist. Integrating existing literature on ACAP (Cohen & Levait 1990; Lane et al., 2006; Van den
Bosch et al., 1999), we believe that it has four components: aamuisissimilation, transformation and

exploitation of external knowledge. Our view departs in sigaifi ways from Zahra and George’s (2002)
description of the four abilities that comprise their componeh#sCAP, with the distinction that we see

them as four processes. See Figure 1.

Acquisition Process and Assimilation Processes: PotentialCRP

With the acquisition, we refer to a firm’s process for idgimtg, valuing and acquiring externally
generated knowledge that is critical to its operations (Z&h@eorge, 2002). Assimilation refers to the
firm’'s processes and routines that allow it to analyze psydaterpret and understand the information
obtained from external sources (Kim, 1998; Szulanski, 1996). Both pescessprise what Zahra and
George (2002) label potential ACAP (PACAP).

Several reasons suggest that CVs may emphasize morediisiteon and assimilation of external
knowledge than IVs, as indicated in Figurel. First, CVs have nmaewtives to invest in acquiring and
assimilating external knowledge. For the corporate sponsor, newre®rdte a major source of new
product ideas (Hisrich & Peters, 1986). The ventures offer pgomser a window on emerging
technologies, create new revenue streams and lead changedusithess concept (Winters & Murfin,
1988). Thus, CVs may see the acquisition of external knowledgeassaey to create new products. If
CVs are willing to survive, they will have to act accogljnin developing their ACAP; they have to pay
especial attention to the acquisition and assimilation of ext&nmavledge. Second, a firm’'s existing
knowledge base often determines which knowledge a firm is alylee”; which areas of knowledge it
will identify and value. Some portion of the firm prior knowledge sticag very closely related to the
new knowledge in order to facilitate these activities (Lane & Lubatl®98; Szulanski, 1996). Given that
CVs benefit from the resources -especially knowledge-, wamsf by the parent organization, we expect
the breath of the CVs'’ declarative memory to be broader tiarof IVs. This wide declarative memory
will permit CVs to acquire and assimilate more diverseragt&knowledge than IVs, since the chances to
find new external knowledge related to the existing knowledgkeuaderstanding it will be higher for
CVs than for the IVs. Third, in line with this argument, tieel of R&D spending will also facilitate new
external knowledge acquisition, by augmenting the knowledge base dirrth (Cohen & Levinthal,
1990; Mowery, Oxley & Silverman, 1996). Provided that R&D actisitiequire sustained investments,
CVs can use the funds and specific facilities and equipofethteir parent corporations. However, IVs
must be conservative in their R&D spending since they nmay difficult to obtain funds from external
capital sources, due to the risk associated with thesgtias (Zahra, 1996). Finally, firms seek to access
new external knowledge, resources, markets or technologies byediffmeans ranging from licensing
and contractual agreements to interorganizational relationakipdliances. Several factors suggest that
CVs will be more inclined to use these external sourceamflledge than IVs. CVs have high incentives
for acquiring and assimilating external knowledge, mainly becausertteznal knowledge is not enough
to offer the many products they serve to their broadly defined tsg&ehra, 1996). Further, by having a
broad knowledge base -declarative memory- CVs may be better off in undargtaew knowledge; that
is in the assimilation process. For these reasons, Vs’ inesntd invest in acquiring and assimilating
external knowledge are scarce in comparison to CVs. Therefore we pdeltdwng:

Hla: CVs will surpass IVs in the emphasis given to the ACARegsaaf acquisition of new external
knowledge.
H1b: CVs will surpass IVs in the emphasis given to the AgtAEess of assimilation of new external
knowledge.
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Transformation and Exploitation Processes: Realized ACAP

Transformation denotes a firm’s process to develop and réfose troutines that facilitate combining
existing knowledge with the newly acquired and assimilated knowledge. It issi@ Haried activities that
serve as the genesis of new competencies (Lane et al., 280@; & George, 2002). Subsequently, the
exploitation process refers to a firm’'s process that refintsnds and leverages existing competencies or
creates new ones by incorporating acquired and transformed kiyanvieto its operations (Zahra &
George, 2002). It is the process through which the firm extraetpdtential value embedded in the
current stock of knowledge, commercially using it. Both processa®rise what Zahra and George
(2002) label realized ACAP (RACAP).

As indicated in Figure 1, IVs are expected to emphasize thefdranation and exploitation processes
of external knowledge more significantly than CVs. Entrepuenestablish new ventures for many
reasons. Sometimes, they develop new ventures to exploibtheidiscoveries or, simply, to keep them
employed. Other times ventures are formed to create and pursuetuajis resulting from
technological advances or to create wealth for the owner (Zahra, 1996)déhis usually in the mind of
the entrepreneur; still the goal of the IVs is to comméycexploit this idea. In so doing, IVs need to
combine its existing knowledge with externally generated know|efigadjust the idea to the market
needs. Given this focus, IVs will emphasize leveraging theinesi and processes necessary for
transforming and exploiting that external knowledge and firgllgceeding in bringing to the market a
new product. Further, there are other factors that support the hdéalMs will emphasize the
transformation and exploitation of external knowledge more than CVs.Witieltype of R&D activities
accomplished by both types of ventures. Existing research show¥shagntre their efforts on Applied
R&D, whereas CVs direct their resources toward more BR&D (Zahra, 1996). Applied R&D is
directly linked with the exploitation process of ACAP, sincestitesses the near-term commercial
application of scientific findings.

Zahra (1996) found that IVs emphasized the use of Internal R&R than CVs and argued that the
IVs owners tended to posses technological expertise, which helpedatsap the outsourcing of this
competence, therefore allowing them to control the innovationepsocThese Internal R&D activities
centre on the creation of new ideas, which in turn are fastdm®ugh the combination of existing
knowledge with new sources of knowledge (Galunic & Rodan, 199Bgrefore, it implies the
deployment of the transformation process of ACAP. In sum, IVs siowe incentives to invest in
transforming and exploiting external knowledge in comparison to CVs. Dheyefe argue:

H2a: IVs will surpass CVs in the emphasis given to the ACAPegsoof transformation of new
external knowledge.

H2b: 1Vs will surpass CVs in the emphasis given to the ACAEeps of exploitation of new external
knowledge.

DIFFERENCES AMONG CVs AND IVs ON ACAP OUTCOMES

The next step in the analysis is to discuss the consequences thabtbedbssources would have for
the new venture. The traditional view of ACAP links it tdueacreation through innovation (Cohen &
Levinthal, 1990; Lane & Lubatkin, 1998). Yet, on the whole, the aim ofi¢lelopment of a firm ACAP
is to commercially apply the knowledge that is externadiguired (Cohen & Levinthal, 1990) and create
new technical and organizational knowledge. The success of the ezommmoutputs and the new
knowledge created developing and producing them may influenderthe future ACAP and thus the
strategies that firm’'s managers adopt (Lane et al., 20063. Mbans that the evolution of the firm’s
ACAP influence the strategies to compete that are viabline firm. For that reason, in this study we try
to shift the focus of analysis from innovation to the broadetesiic repertoire of activities that firms
employ to compete, what Miller (1993) name strategic variety.
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We see the concept of strategic variety as an indicatoeeking firm path-dependence. As such, this
concept can enrich the notion of ACAP (Cohen & Levinthal, 1990; \&am Bbsch et al. 1999), by
empirically testing the conditions under which ACAP permitsbteak path-dependence, and enhance
strategic variety. Additionally, the study of strategic @grin new ventures is important, even though the
study of strategic variety has been limited to establishegaoims (e.g. Miller & Chen, 1996). Prior
researchers have apparently assumed that new ventures do nofreaiféhe dysfunctional effects of
path dependencies (Zahra, Keil & Maula, 2005). Hence, it igimig to know if young firms can alter
their strategic variety or enhance it in such a short periguall§ allowing firms to learn “to do
something quite different”, the ultimate aim of ACAP developmentto increase overall firm
performance (Cohen & Levinthal, 1990; Lane et al., 2006). Hence lsgeirelude in the study the
analysis of the impact of ACAP development on new venture performancg.(NVP

Strategic Variety

The terms strategic simplicity and variety are refetced firm strategic repertoire of activities: its set
of competitive actions. Some companies compete in a comprehansiveultifaceted way, paying close
attention to costs, quality, marketing, expansion, and innovat@hers embrace much simpler
competitive strategies and concentrate on just one or two of ¢exsents (Miller et al., 1996). Miller
(1993) presents three sets of reasons for this simplicityapety: managerial, cultural and structural
factors. Managerial factors affect variety or simpliaitiainly by the scope of their search, such as the
wider the search the higher the strategic variety. fahagers tend to narrow their searchers to the
specific area where the firm is created (Knight, 1989). In ashtrCVs' managers are expected to
conduct broader searches since they are means for renewingsksthbrganizations (Zahra & Covin,
1995). In turn, a culture is a constellation of basic views andrmg®ns that gives an organization its
identity, both to its members and outsiders (Deal & Kennedy, 1982)l&aeer the goal of the firm, the
higher its strategic simplicity. IVs are supposed to havea dominant goal (Knight, 1989), namely, to
be the pioneer of the product or technology for whose exploitatiovetitere has been created (Shrader
& Simon, 1997). In contrast, since CVs represent opportunities ateape renew competitive advantages
for established firms by expanding their pools of competences @dtltG1995), they foster different
ways of seeing and doing things, instead of a single view. Finaillly regard to the structure, Miller
(1993) argues that the more an organization’s goals and taskectored into routines and programs, the
more these restrict and homogenize the range of things itsgeranthink about, thus leading to
simplicity. Since routines develop overtime (Nelson & Wini982), due to their young age both types
of new ventures are unlikely to have developed strong routifmsever, in the case of CVs, the way of
doing things is inherited, partly from their parent firms @aman, 1983). Thus, CVs may deploy many
of the routines and processes that their parent firms aly@asies. Moreover, the ongoing relationship
that exists with the parent corporation may decrease théty apid/or willingness to build competencies
unrelated to the needs of the parent firm (Parhankangas &iusre2003). Taking into account
managerial, structural and cultural factors, IVs are exgedotéall in simplicity more that CVs. However,
considering structural factors, CVs seem to be simpler Wisnn their competitive repertoire. In sum,
balancing the arguments above we posit:

H3: The strategic variety of CVs will surpass that of 1Vs.

New Venture Performance

The literature on the performance variations among CVs\sdasllimited and inconclusive. In fact,
there are two competing perspectives when comparing theseetatvantages of CVs and I1Vs, both of
which have been only partially tested (Shrader & Simon, 1997). Onideetisere are researchers that
suggest that CVs outperform Vs (e.g., Hines, 1957; Zahra, 1996). Oth#resinle, there are researchers
that propose that IVs exhibit higher performance that CVs \&ag.de Ven et al., 1984; Weiss, 1981).
The arguments made to support both positions tend to be based on the bese@ys and 1Vs have.
For the CVs, the arguments are mainly based on their abilitpitorgsources from their parent firms
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(Zahra, 1996). For the IVs, the advantages are essentialtuealcto their flexible organizational
structures (Zahra & George, 1999), their social capital andilippment of their objectives (Knight,
1989). Although CVs and IVs struggle to achieve market acceptamd superior performance (Shrader
& Simon, 1997), CVs usually have less urgency in obtaining regersilece they can count on the
financial support of their parent companies (Block & MacMillda993). In contrast, IVs need to make
profits in their markets very fast to maintain their weatcapital. This prediction is illustrated in Weiss
(1981) study that concludes that on average, CVs take twica@sd reach profitability and end up half
as profitable as IVs. For these reasons, we believe that consideringptirarage:

H4: The performance of IVs will surpass that of CVs.
ABSORPTIVE CAPACITY’'S OUTCOMES LINKS IN CVs AND IVs

Absorptive Capacity and Strategic Variety

New venture’s face different challenges depending on theimadteharacteristics and the context in
which they compete. New ventures have many competitive altersato address these challenges. A
new venture’s actual response would range from the choice pfesitoncentrated actions to broader
more complicated sets of procedures. Therefore, below we drgihis choice would be influenced by
a new venture’'s ACAP. One of the central variables thdtiante a firm's breaking firm path-
dependence and inducing strategic variety is the knowledge bage dirm and its evolution and
trajectory overtime (Cohen & Levinthal, 1990; Van den Bosch.£1999). It appears that the wider the
firm’'s declarative memory (what it knows) the higher tharades to create a quantum change. If the firm
has a broad declarative memory is more likely that two réififeknowledge vectors might intersect,
leading to the creation of new knowledge (Rosenberg, 1982). In dothieshances to create a quantum
change are limited when the knowledge base of the firm idedelon a sole area of knowledge.
Accordingly, the larger the knowledge base that the firm leapghieed and assimilated overtime -the
higher the firm declarative memory-, the greater its ghititcompete in a multifaceted way leveraging
the knowledge that they seize. In contrast, the higher thetseffo transforming and exploiting the
knowledge that the new venture already has, the higher its chances to narstratdgic elements it uses
to compete. The goal of transforming and exploiting external knowlsdgeobtain commercial results
(Lane et al., 2006). If these results have a positive effectesformance they may reinforce the
deployment of the processes of transformation and exploitationacity Miller (1993) argues that
successful organizations are expected to become simpler ovaristead of becoming more complex.
Based on the arguments above, we expect CVs to deploy a wigke ahstrategies in their competition,
given that they centre their efforts in acquiring and assiion external knowledge. Whereas, since 1Vs
focus on the transformation and exploitation of their existing know|edgeexpect them to deploy a
simpler strategy grounded in the actions that have already proven to befslicthesefore, we posit the
following:

H5: An emphasis on PACAP will be positively associated with the CVs'gstratiety.
H6: An emphasis on RACAP will be negatively associated with the IVsgitrataiety.

Absorptive Capacity and New Venture Performance

Our discussion also suggests that ACAP will influence theopaence of CVs and IVs differently,
because they develop their ACAP in differing ways, based onegmurces and capabilities they can
count on for that aim and driven by their unique goals. As indigat&ture 1, IVs are likely to reach
high levels of performance by focusing their efforts on faangng and exploiting the knowledge that
they already posses in order to bring into the market new praddctechnologies urgent and certainly.
Investing in transforming and exploiting external knowledge édipted to enhance performance and
yield a competitive advantage (Zahra & George, 2002). Thimgortant in the case of IVs that are
pressured to obtain early benefits, in order to survive. In consiiase the vast asset base of the parent
organization may serve to buffer the CVs from initial riskfaiture, this type of ventures do not

Posted at Digital Knowledge at Babson
http://digitalknowledge.babson.edu/fer/vol27/iss13/2



Larrafieta et al.: ABSORPTIVE CAPACITY IN NEW VENTURES

experience such pressure for immediate results. Hence, Cpsasim on acquiring and assimilating
external knowledge allows them to renew their knowledge baseaZal®eorge, 2002) but hinder
immediate commercial results; and yield uncertain benefits iméum/long run. Therefore we argue:

H7: An emphasis on RACAP will be positively associated with the Performaivse of
H8: An emphasis on PACAP will be negatively associated with the PerformaD¥es.of

METHOD

Sample and Data

To test the hypotheses we conducted a survey in a sample of 140hSpamigentures. The study’s
population was limited to firms younger than eight years old (Mcfall et al., 1992) located in seven
regional clusters in Spain.The identification of the regioclakters was done based on academic
publications on the topic and was confirmed by discussions with seypaalish academic experts in
regional economics. Data were collected between Septembebeseimber 2006 through personal
interviews with each firm’s highest senior executive or thearsiple of R&D.

Measurement and Validation of Constructs

The study uses valid scales that were published in previousaleskelwever, appropriate scales for
ACAP were not available. Even though Jansen and colleagues (20@5¢kantly developed a scale for
ACAP, we concluded that it was inappropriate for the contextuofstudy. Jansen et al. (2005) scale is
developed and used in the context of a single large corporationmaitiple subunits, whereas the focus
of our study is independent companies. However, many of the itenaisén) et al. (2005) scale were
included in our study. The initial scales were tested in I&pth interviews with NV managers, who
were asked to complete the questionnaire and indicate any ambiguitjimgghe phrasing of the items.

Independent Variables:NV Origin and ACAP development (emphasized processes and
dimensions).We collected information about the origin of the venliveetly asking respondents, as Mc
Dougall and colleagues (1992), Shrader and Simon (1997) and Zahra (i®$8g\wdously. We have
attempted to capture the four ACAP processes using 24 itenss/éaage of six items per component).
Items were extracted from the literature (e.g., Garud & Nawa94; Jansen et al., 2005; Szulanski 1996;
Zahra & George, 2002). We asked respondents to indicate the extavitido their companies
emphasized the various activities associated with ACAPepsas. Items followed a five-point scale with
responses ranging from “not at all used” (coded 1) to “very often used” (chded 5

Prior to conducting a confirmatory factor analysis (CFA)hef items pertaining ACAP processes, we
ran an exploratory factor analysis (EFA) to assess theumesaagreement with theoretical measures. In
so doing, we used principal component analysis with a varimaxamtatihere the items loaded in six
factors: two factors for the process of acquisition of new eXtérmawvledge, with four and two items
each ¢=.865;0=.778), one factor with three items for the assimilation proees9Y), two factors for the
transformation process, with nine and two items east8{73;0=.781), and one factor with four items for
the exploitation processi$.908). Next, we confirmed the dimensionality of the ACAP construt¢h wi
CFA, whose results indicated that the aforementioned six actodel fitted the data well. The analysis
of the composite reliability of each factor was acceptai@eommended minimum value of each item
loading >0.7). Then, we analyzed convergent and discriminant validity valtiiegmean extracted
variance of each factor (MEV) (recommended minimum val0&) and applying the procedure of
Fornell and Larcker (1981). Finally, the goodness of fit of the modslaenfirmed with several indexes
(df=231, ¥*=.03906, goodness-of-fit index [GFI]=.845, comparative fit index [CFl]=.984t-mean-
square error of approximation [RMSEA]=.035).

Dependent Variables: NV Performance and Strategic Variety. Recognizing that menture
performance (NVP) is multidimensional in nature, we have twedbjective measures averaged over
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the three-year period following the survey data collectionrameereturn on equity (ROE) and average
sales growth. To complement objective performance measureimeaibfrom the SABI data base when
possible and self reported when not, a scale with subjective questions about nge peribormance was
also used. This index is taken from Zahra (1996) and considermanagers’ satisfaction with their
venture’s performance. The five-item subjective scalducag the profitability (ROA, ROE and net
profit margin) and the growth (e.g., sales and market share growth). $ooffstruct we also run an EFA
followed by a CFA, resulting in a construct with one factor ineclgdhe three profitability items (ROA,
ROE and net profit marginy€.8). All the checks described for the ACAP construct warefor the
subjective performance factor, generating satisfactonjtsesagarding the validity and reliability of the
construct and for the goodness of fit of the measurement nuyiked, *=.42698, goodness-of-fit index
[GFI=1, comparative fit index [CFI]=.996, root-mean-square erfoapproximation [RMSEA]=.008).
Therefore, the responses to the three items were avetaglbelop the subjective performance index
used in the analysis.

Strategic Variety was measured by the four indexes develpp®tller and Toulouse (1998): Range,
Dominance, Variance and Co@nAll the indexes for this construct are based on a comprehdistiog
methods for creating competitive advantages via differémtiatost leadership and focus. Thirty four
competitive methods fall within these three categories. Bensawere asked to rate these methods on a
five-point scale ranging from: 1 “not a part of our strateggliitto 5 “a key part of our strategy”. A
complete description of the indexes is presented in the Appendix.

Control Variables The analyses also controlled for several variablasdffect the venture ability to
obtain and deploy resources: organizational age, company sizentpgecef employees with university
degrees, and knowledge base of the regional Cluster. Comganyas measured by the number of years
the venture had been in existence. In turn, size was measuredryrther of full-time employees of the
venture. Finally, the knowledge base of the regional clusterhichwthe new venture is located is
measured with Gatignon et al. (2002) scale for radicalnessovations, but adapted for innovations by
the overall population of the cluster. Again, CFA was conductedhandesults yielded one factor with
four items (one item was dropped from the original scale) andeshdiat the model fitted the data
moderately well df=1,x*=.17484, goodness-of-fit index [GFI]=.997, comparative fit index [CFI]=.997,
root-mean-square error of approximation [RMSEA]=.078). Finally, ther fitems responses were
averaged to develop the index used in the analysis.

To test hypotheses, the t-test contrasted CVs and IVs on agepsicentage of employees with a
University degree, ACAP processes, NVP and strategic yaiietexes. Next, a logistic regression
analysis was run to validate previous results. Separate regressadysea were then run for CVs and IVs
to determine the associations between ACAP dimensions andyvardeixes and between ACAP
dimensions and NVP strategic by venture type. Finally, Chots wesre used to determine if regression
pairs were significantly different between CVs and IVs.

RESULTS

Results of the t-tests: CVs versus IVs

Table 1 presents the means for the CVs’ and IVs’ age, size npagesof employees with a University
degree, ACAP processes, NVP and strategic variety indexes.twWtn types of ventures differed
significantly in their size and percentage of employeek wiUniversity degree (at p< .001 and p< .01).
Whereas IVs were smaller than CVs, they surpassed IVs in the percehémgeloyees with a University
degree. The two groups of new ventures also differed in thrise édur ACAP processes (all at p< .01);
the exception was the transformation process (both transfomriatiexes weren't significantly different
across groups). As predicted in hypotheses Hla and Hlb, CVs significantly suifpassethe emphasis
given to the ACAP processes of acquisition and assimilation wf exdernal knowledge. Also, as
predicted in H2b, IVs significantly surpassed CVs in the emphgisien to the ACAP process of
exploitation of new external knowledge. The tests also showedntra of the two ventures types
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differed significantly across the four strategic varigtgexes. This was unexpected given that IVs and
CVs tend to have different resources and capabilities (Z48&6; Shrader & Simon, 1997). Finally,
none of the objective measures of NVP (ROE and sales grawath)significantly different between IVs
and CVs. Although IVs outperform CVs on those two performance mesgghese disparities were not
significant. Yet, there were significant differences hmw CVs and IVs in the subjective index of
performance at p< .01. These results partially support H4, whidts plogt 1Vs will surpass CVs in their
relative performance.

Logistic Analysis: ACAP development in CVs versus 1Vs

Given that we obtained partial support for the study predictions handhie t-test has the problem of
not taking into account covariations among variables, a logistitysis was carried out to validate the
previous results, overcoming the t-test limitations. The restiltse logistic regression analysis (Logit)
are displayed in Table 2; showing that the most importantfsigni variables (in descending order)
were: the process of exploitation of external knowledge (pejitisecond index for the acquisition
process (negative), the percentage of employees withiversity degree (positive), the subjective
performance index (positive), the first index for the acquispi@tess (negative) and the size (negative).
In sum, logit results are consistent with the t-teatltesindicating that CVs surpass IVs in the emphasis
given to the ACAP process of acquisition (H1a) and that IVs ssip&s in the emphasis given to the
ACAP process of exploitation (H2b). Furthermore, the resultsgligrsupport H4, predicting that he
performance of Vs will surpass that of CVs (for the subjective ind@erformance).

The goodness of fit of the Logit model is measured with skirdacators: (1) a small value of (-
2LL); (2) high values of “various pseudd”Rand (3) no significance of the Homer and Lameshow
statistical contrast, which indicates that there aressitally no significant differences between the
observed and predicted classifications. Finally, a key tetfteopower of Logit is its ability to correctly
classify the ventures into CV versus IV types, a value that reached;Zhigh hit ratio.

Multiple Regression Analysis: ACAP development in CVs versus I¥

Strategic Variety

The results for strategic variety are shown in Table 3ARG@imensions explained from 8.7% to
50.9% in the strategic variety measures for CVs and from 1%0528.5% for IVs. H5 suggested that an
emphasis on PACAP will be positively associated with thetesgic variety of CVs. The results for three
of the four strategic variety indexes support this hypothesis:PBREAP dimension of CVs was
negatively associated with the dominance and variance indexepoaitively with the count index;
hence, showing that this ACAP dimension was positively assdcwith the strategic variety of this type
of ventures. Moreover, our results show that those CVs that empR&ZAP will have lower strategic
variety, for the range and variance indexes. H6 suggestedrtleanphasis on RACAP will be negatively
associated with the strategic variety of IVs. Although thlgression results do not show any significant
relationship between RACAP dimension of IVs and any strategietyandex, they show significant
associations between PACAP and both the dominance and count irflexegsults further show that
there is a negative association with the dominance index. Corwelssk is a positive association with
the count index. Both relationships suggest that IVs’ PACAPRositively associated with strategic
variety, as in the case of CVs.

New Venture Performance (NVP)
The results for NVP appear in Table 4. None of the regmessivas significant, explaining the
variance in NVP.

Chow Test Results: CVs versus IVs' Performance

The Chow test provides a test of whether the set of linear regression gasafret, the intercepts and
slopes) is equal across groups (Maddala, 1977). Therefore, we usedaivetest to compare pairs of
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regression equations (e.g., ROE by CVs versus IVs). All abe rfegression pairs related to strategic
variety were significantly different among both groups of vestp0.5 or minus). However, none of
the three regression pairs related to NVP were significantlgrdift between CVs and IVs.

DISCUSSION AND CONCLUSION

Our study contributes to research on ACAP and NVs in severa.v@yr results reveal that the
differences in terms of resources and capabilities betweena@WdVs affect their strategic choices,
specifically the way they build their ACAP. Overall, oesearch indicates that CVs primarily focus on
developing the ACAP processes of acquisition and assimilationew external knowledge when
compared to IVs. This result reveals the importance oktioavledge possessed by the organization for
ACAP, specifically the value of the declarative memoryheffirm -the memory of what the firm already
knows (Moorman & Miner, 1998) - for being able to acquire and assemikew knowledge. Given that
CVs seem to have a broader breath of declarative merhary Vs, our results prove Cohen and
Levinthal’s (1990) idea that what the firm already knows determinesthén&rm will be able lo learn.

Our results also verify that IVs center their efforts aammercially exploiting the knowledge
externally acquired -exploitation process of ACAP- as compare¥$) I€flecting the urgency of IVs to
bring new products to the market. Nevertheless, in our sampte &9 Vs did not differed in the
emphasis given to the ACAP process of transformation of extenmalledge. Transformation is the
most important and complicated process of ACAP (Zahra & George),20@2efore, both types of
companies have to put special emphasis in developing the roatimesapabilities needed for an
effective deployment of this process, as it is shown in thk Widues assigned to the transformation
measures (see Table 1). The reason for not finding diffesendhe ACAP process of transformation for
CVs and IVs could be that for the transformation process therelices may lie on factors such as firm
age and size and not as much on venture origin. The reduced dimenbkah @Vs and IVs facilitates
cross-functional abilities (Zahra & Nielsen, 2002), informatprocessing (Garud & Nayyar, 1994) and
coordination between units (lansiti & Clark, 1994), that harnessformation. Moreover, Garud and
Nayyar (1994) emphasize that the capacity of transformatiobeassential for the smaller companies,
especially venture start-ups (p.379), because are likely tppaiaa if they are not able to maintain their
technological development. Galunic and Rodan (1998), also posit thakekiy@arrecombination is more
difficult to achieve in older firms. In the same direction, Zaand Nielsen (2002) stress the importance
of the transformation for NVs and establish a similarityneen bisociation, which determines the
transformation process, and the entrepreneurial action, distinfthey ventures.

We did not find evidence of significant differences among @wd IVs in their strategic variety. This
lack of diversity in strategic variety by venture origin nisy because there are many other important
factors determining firm strategic variety apart fromahgin of the venture, such as ACAP. In fact, our
results support this argument, since we found that an emphasisGX&PRs positively associated with
the strategic variety of both CVs and IVs. Although our ihhigotheses were in different directions for
CVs and IVs: expecting that an emphasis on PACAP would be mhgiagsociated with the strategic
variety of CVs and that an emphasis on RACAP would be negatgslyciated with the strategic variety
of CVs, our results verify that only one of the ACAP dimensionsG/&A:- positively affects strategic
variety regardless the type of venture. More intriguing, osultg confirm that an emphasis on RACAP
will reduce strategic variety, but only in the case of C\leeré&fore, it might be that IVs counter to what
is expected, when centering on transforming and exploiting knowledge ddghet their chances to
narrow the strategic elements they use to compete, as ¢agbewith CVs. In sum, we can argue that
organizational learning may indeed play a major role in shagongpetitive strategy (Miller & Chen,
1996); in such a manner that the larger the knowledge basé¢hfitnt had acquired and assimilated
overtime by deploying its PACAP -the higher the firm declaeamemory- (Moorman & Miner, 1998),
the greater its ability to compete in a multifaceted wauetaging the knowledge that they seize —its
strategic variety-. Accordingly, our results not only illustréhe conditions under which ACAP permits
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to break path-dependence, and enhance strategic variety, but alésstrthat they are the same for CVs
and IVs.

Besides, the study results show that the level of perceivediljective performance of IVs will
surpass that of CVs indicating that the differences in resswand capabilities among CVs and IVs not
only affect the way they build their ACAP, but also affectpgsformance. This conclusion is interesting
since the literature on NVP is limited and inconclusive yetdhere is not consensus about what type of
venture outperforms the other or even if that is the caseertfeless, we can't affirm that IVs
outperform CVs given that this is not true for the objexperformance measures of the study: ROE and
sales growth. Further and most interesting, our results stently reveal - for all our performance
measures- that ACAP is not related to NVP. We believe ithia very appealing finding since in the
literature of ACAP a recurrent belief is that an effextiACAP development will increase firm
performance (Lane et al., 2006). Yet, in the theoretical literahe effect of ACAP on performance is
usually mediated by other organizational outcomes such as inno{étion1998), strategic flexibility
(Zahra & George, 2002) and other knowledge or commercial outipait® (et al., 2006); being argued
that ACAP create certain knowledge outputs probably in the forwapbilities which in turn affect firm
performance. In fact, empirical studies about the effects ®AA have never established a direct
relationship between ACAP and performance. Therefore, our resafigically confirm that ACAP does
not have direct effects on the performance of NVs. Indeed, we adsal ¢autious in generalizing this
finding to older and more established firms. This may be thefoad&/s because the may have not been
able to extract the value of this capability in such a sheribd of time, yet we could see ACAP direct
results in older firms. Without doubt, it is intriguing todithat an emphasis on RACAP does not lead to
higher performance, not even in terms of sales growth. One mossiplanation could be that these
young companies are most of the time developing and launchingroducgs to the market, which may
be on early stages of their life cycle. Considering thataverage age of the NVs of our sample is 4.5
years and that we are gathering performance information of the previoeigé¢lars it is plausible to think
that these NVs still haven’t had the time to exploit their products.

Overall, our results reveal that CVs and IVs differ in tladittity to develop and manage potential and
realized ACAP; yet do not diverge in their ability to ceeahilue from their ACAP. This study, therefore
clarify how differences in the firm’'s organizational memedeclarative and procedural- affect ACAP
development and outcomes.

CONTACT: Bérbara Larrafieta; blargom@upo.es; (T): +34 954349848; Ctra. Kmerd 41013
Seville, Spain.

NOTES

1. The acquisition process yield two factors; the first onth iaur items gathering information
about the firm practices for acquiring knowledge from the envirotbtieough their daily practices (e.g.
contact with clients, suppliers, and competitors) and the seconwitméwo items with information
about joint research consortia with other firms or public rebeeenters. In turn, the two factors that
conform the transformation process have nine and two itemsctiyghe the first factor gathering
information about mechanisms used to redefine existing knowledfjeambining it with new external
knowledge; and the second factor including knowledge integration megisanis

2. Range represents the gap between a firm’'s most and leastddvioases of competing; it is
computed as the difference between a firm’s category with thestigqverage score and its category with
the lowest average score. Dominance is the degree to which one type ofitteanpethod dominates all
others; it is reflected by the importance attributed by the @E®e most important category of methods
expressed as a ratio of the average importance score attyyrdee CEO to the entire sets of methods.
Variance is the discrepancy between favoured and de-emphasitkdds) of competition. The lower
these three indexes, the higher the firm strategic var@ynt represents the number of competitive
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methods that the CEO deems to be an important part of the Banady the higher the index, the higher
the firm strategic variety.
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Figure 1: Model of Venture Origin, Absorptive Capacity Emphasizel Processes and Outcomes
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Table 1: T-test of ACAP Processes, Strategic Variety and Perfbance

Venture Types

Corporate Independent
Variables (n =68) (n=72) t
General A_ge 4.57 4.65 .187
characteristics Size 53.32 20.14 3.747++*
% employees U. degree 42.07% 54.84% -2.096**
Acquisition: Index1 3.62 3.26 2.303**
Index2 2.97 2.47 2.283**
Assimilation 1.58 1.41 2.267**
ACAP Processes Transformation: Index1 3.56 3.48 .540
Index2 4.14 3.94 861
Exploitation 3.18 3.59 -2.128**
Range 2.27 2.11 1.459
Strategic Variety Dor_ninance 1.31 1.29 .994
Variance .76 .70 1.580
Count 25.29 25.56 -.285
New Venture ROE (%) 13.62% 18.25% -.530
Performance Salgs G_rovvth (%) 30.65% 23.93% 977
Subjective Performance Index 10.66 11.76 209
**p< Ol
wip< 001
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Table 2: Logistic Regression Analysis of ACAP, Strategic Variety and N®¥* CVs versus IVs

Variables Expected Sign B Wald statistic
Age - -.105 1.002
Size - -.019 4.215*
% employees U. degree + .025 7.144**
Acquisition: Index1 - -.977 5.375*
Index2 - - 725 9.153**
Assimilation - -.047 .004
Transformation: Index1 - -.014 .001
Index2 - -.516 2.920
Exploitation + .864 9.835**
Range - -.574 .228
Dominance - -5.028 1.993
Variance - 1.329 127
Count + -.006 .006
ROE + .007 3.245
% Sales Growth + -.004 515
P Subjective Index + .188 6.290*

2 + indicates that IVs will have a higher scorelmvariable than CVs, and vice versa.

*p< .05
**p< .01

Table 3: ACAP Dimensions of CV versus IV Strategic Variety: Regredsn Results

Corporate Ventures

Independent Ventures

Variables Range Dominance Variance Count Range Domance Variance Count
Age 118 - 750 .052 1.390 -1.104 -.299 -1.063 463
Size -.493 -.819 .,622 .239 .860 .692 1.295 -.912
%empl. U.d -.820 .295 -.789 -.699 .909 2.112* .951-2.292*
Cluster K -.626 -2.041* -1.311 3.217* -1.441 -1435 -.842 1.903
PACAP -1.611 -4.125%** -1.904 3.432%*  -1,702 2777 -1.885  2.659**
RACAP 2.099* -.423 2.253* 1.301 .013 -.816 -331 488
R? .087 .468 127 .509 175 .236 .185 .293
Adjusted R -.002 416 .041 461 .099 .165 110 .228
Df 2.288 5.476%** 2.758 15.16*** 1.774 6.381%* 2591  7.84%*
p<.10
*§< 05
Hokp< 001
Table 4: ACAP Dimensions of CV versus IV Performance: Regressi Results

Corporate Ventures Independent Ventures
Variables ROE Sales Growth ~ PS Index ROE Sales Growt PS Index
Age -.337 .310 .380 1.088 .693 -.136
Size -1.102 -.345 1.383 672 .704 1.783
% U. degree -.839 112 .071 -.788 1.233 571
Cluster K .257 -1.158 1.292 713 224 991
PACAP 2.035* .876 .153 .796 -.646 -513
RACAP -.400 -.827 1.119 -1.312 -.815 -.115
R? .094 044 123 072 047 .062
Adjusted B .005 -.050 .037 -.014 -.041 -.024
Df 2.647 451 1.188 .892 .950 .202
*p<.10
*p< .05
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