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0. Abstract

Through two in-depth case studies we intend to show in this paper, that innovation, marketing, the
search for new business opportunities are interlinked in what could be labeled as networking as
strategy. But being entrepreneurial, innovative and searching for new business models is a quite
difficult task for these two firms who are used to operate in a stable environment with incremental
product development. It was evident for both firms in the case studies that access to information and
new business was crucial in the process and could only be obtained by seeking new partners. Rela-
tion building to new partners became an important part of the process and the classical themes —

trust and control — became major issues for both firms.

1. Introduction

The classical IMP approach, as described in e.g. (Ford 1997; Ford et al. 1998; Gemunden 1997,
Gemdiinden, Ritter, & Walter 1997; Hakansson 1982; Medlin 2004; Turnbull, Ford, & Cunningham
1996) has naturally had its focus on marketing and purchasing and to some extend on management
but only in few cases has it encompassed themes like innovation and entrepreneurial behavior in
and between organizations. But as e.g. Peter Drucker expresses it, marketing, entrepreneurship and
innovation are just different words for the same activities in an organization. To this could be added
the concept of networking as yet another word for these activities. Whether we use the concepts
marketing, entrepreneurship, innovation, or networking it all has to do with the type of activities
that makes it possible for a firm to bring new products and services to the market and makes them
able to be seen in the market.

As it is argued in (Gressetvold & Torvatn 2006) innovation is a part of the focal activities of all
firms, not just high-tech or bio-tech firms. Every firm has to renew its offering, whether it is a prod-
uct or a service, on a regular basis. Innovative activities must thus be seen as just a natural part of a
firm’s internal and external activities as sale, marketing and procurement; see e.g. (Allio 2005; Ber-
thon, Hulbert, & Pitt 1999; Bessant & Caffyn 1997; Burns & Stalker 1994; Chesbrough 2004;
Christensen, Anthony, & Roth 2004; Drucker 1985; Drucker 1998; Freeman 1991; Hakansson &
Eriksson 1993; Hargadon 2003; Haryson 1997; Johnsen & Ford 2000; Markides & Geroski 2005;
McMeekin et al. 2002; Ritter & Gemiinden 2003; Von Hippel 1988). Our theoretical and analytical
point of departure is thus that innovation (and other entrepreneurial activities) must be seen as a

day-to-day networking activity just as marketing/sale and purchasing. In fact, as we intend to show
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in the analysis of two of our case studies, innovation is very tightly linked to marketing and pur-
chasing activities. In practice, it can thus be difficult for especially smaller firms to separate e.g.

innovative and marketing actions.

In this paper we intend to discuss the conceptual foundations of the way firms can manage innova-
tive and entrepreneurial processes through a number of external networks. We intend to discuss
how these firms can use the same networks for marketing (and in some cases for purchasing). This
discussion will be supplemented with examples from a number of case studies in Denmark, smaller
or larger firms that have worked over a longer interval of time with innovation in networks as a
major strategy. We intend to focus especially on two firms from which we have rich information

obtained through several meetings, interviews, observations etc. extending over more than a year.

2. Innovation and networks

As a starting point it is necessary to define what is understood by innovation in networks. One way
to do this could be to use the definition by Regis Cabral as a foundation, see e.g. (Cabral 1998;
Cabral 2003), too:

"Innovation is a new element introduced in the network which changes, even if momen-
tarily, the costs of transactions between at least two actors, elements or nodes, in the
network." (Cabral 2004)

The advantage of this definition is that it clearly links the two concepts innovation and networks. To
put it in another way; innovation, seen from this point of view, is networking activities per se as
interorganizational networks are the locus of much innovation. The fluid and evolving nature of the
network has thus a tendency of enhancing the innovativeness of the partners involved (Powell et al.
1996). One of the problems with the usage of the terms network and networking is though, that the
understanding and definition of the term networks and networking differ between researchers. Ritter

et al. (2003) describe e.g. different sorts of links between organizations as one point of view:

Interactions/episodes: A single exchange or incident between two organizations

Relationships: An aggregate of episodes or interactions between two organizations.

! The empirical research has taken place in the project NEWGIBM; New Global ICT based Business Models supported
by the Danish Ministry of Science and Higher Education. For more information see www.newgibm.dk
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Networks: The entire web of relationships that an organization is engaged in with other

organizations (and the web of relationships of these organizations)

By this definition of networks, Ritter et al. have a rather narrow understanding of the term: One can
only speak of a network when a number of established relationships are involved in a web between
the organizations. This narrow understanding of networks as a composition of relationships is chal-
lenged by more broad understandings of networks as consisting of information flows between or-
ganizations, as in e.g. (Braha & Bar-Yam 2005), and not necessarily long-term relationships be-

tween the organizations.

Thus, the understanding of interorganizational networks and collaboration is by no means mono-
lithic: It differs between the different researchers of the network phenomena. The extended defini-
tion of an interorganizational network will form the basis for our research model that will be used to

set up a framework for the research process as we intend to present in the final paper.

3. Innovation, entrepreneurship and networks

Amongst others Peter Drucker, see e.g. (Drucker 1985; Drucker 1998), sees innovation and entre-
preneurship as two sides of the same coin. Innovation is the tool by which entrepreneurial oriented
firms can change the business model of the firm making it possible to develop a different product or
service. Entrepreneurship is thus a part of the change activities of all firms — activities that include
marketing (and purchasing), too. Entrepreneurship and innovation seen in this way is just two con-
cepts for the same activity. This type of activity is taking place as a networking process in the firm
and external related to firms and other actors. Marketing (and to some extend purchasing) can from

this point of view be seen as a specialized part of the networking activity.

This means that different types of activities in the firm such as innovation, seeking new market op-
portunities, searching for new suppliers, etc. must be seen as part of an overall strategy that could be
labeled ‘networking’. In this vein we prefer to use the term innovation instead of product develop-
ment, which in our research setting must be seen as a rather limited activity connected only with the
design of new products and not with e.g. a new business model connected to a new product or ser-

vice.
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In the same way, entrepreneurship seen from our point of view is not the same as the founding of a
new firm. Instead it must be seen as a much broader concept linked to the emergence of a new busi-
ness model — in a new firm or in an old one. Entrepreneurship is thus, as mentioned earlier, a con-
cept linked to the change of all types of activities in the firm, typically resulting in a new market
position for the firm — or a new firm. Innovation is a part of this entrepreneurial process, meaning
the tool by which the entrepreneurial firm can change its business model. This can imply a change
in products, the emergence of new products, the offering of a new service concept for the market,
etc.

Seen from the above mentioned point of view, marketing seen as part of a firms strategy is a crucial
part of the innovative activities of a firm. Through the strategic marketing the firm is able to estab-
lish itself in a new position in the market e.g. by building relations to a new segment of customers

or by developing a new offer for its existing customers.

4. Networking as a strategy

As discussed in the previous paragraphs networking is not just a method by which a firm can gain
access to e.g. new customers (often to create benefits of scale in sale and purchasing for the smaller
firms) but also a way to get access to new entrepreneurial or innovative opportunities; see e.g.
(Mgnsted 2007). Innovation is typically uncertain and even for larger firms this uncertainty has to
be reduced by e.g. sharing knowledge and expenses with other firms or by securing relations to cus-
tomers before the innovation is finished. In both examples it is necessary for the firm to see net-
working as a strategy. Innovative processes are characterized by a high level of uncertainty and

complexity which, seen from the manager’s point of view, has to be reduced in some way.

Strategic networks for innovation can be seen as a technique to get access to valuable information
and as a way to share expenses with external partners, but also as a way to give legitimacy to e.g. an
innovative project from external experts or recognized peers, see e.g. (Johannisson & Mgnsted
1997; Mansted 2007). If this is the case it is almost impossible to understand what is happening in
these firms without an analysis of the relations and networks in which they are active. The network
infrastructure is typically rather complex and often non-traditional organization models are used to
make the networking activities possible; see e.g. (Child & McGrath 2001; Contractor & Lorange
2002; Heydebrand 1989; Ilinitch, D'Aveni, & Lewin 1996; VVolberda 1996).
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One of the key issues in networking as a strategic process is the dichotomy of the process. On one
hand the network has to be accessible and open to some extent in order to make it possible to add
new actors with the right competences and resources. On the other hand the processes in the net-
work have to be controlled to avoid misuse of information and to avoid waste of resources. Control
can be obtained in a formal way e.g. with the use of contracts or in a more informal one by estab-
lishing a culture that builds on trust between the partners. Networks can not be seen from a purely
economic point of view but also as a cultural frame with trust as one of the key issues, see e.g.
(Granovetter 1992; Granovetter & Swedberg 1992).

5. Analytical frame for the case studies

To be able to analyze the case studies it is necessary to present a research model that can sum up the
different theoretical research traditions presented in the first part of the paper. Networking as a strat-
egy for a firm will be seen as the overall concept encompassing all types of activities in a firm re-
lated to the search for new business opportunities, new customers and markets, innovative proc-
esses, etc. Entrepreneurship — or to be more precise entrepreneurial orientation as in (Covin &
Slevin 1988; Covin & Slevin 1991; Covin & Slevin 1989) — will be seen as the propensity of a firm
to search for new business opportunities, especially new business models. Innovation, as described
in the previous parts of the paper, is an activity which from our point of view is the tool used by
entrepreneurial oriented firms and not the same as product development. Marketing seen as a strate-
gic task (and to some extent purchasing) is in the same vein a search for new market opportunities
and not the same as sales activities.

Figure 1: Analytical model

NETWORKING as a strategy

ACTIVITES that are part of the networking strategy

(Purchasing) Marketing Innovation Entrepreneurship

(new business models)

THEMES relevant to all activities

Trust Access to information | Opportunity seeking Control
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Associated with these networking activities we find some principal themes as trust building be-
tween partners, the stride for getting access to information, opportunity seeking, and not at least
how to control the networking process and the network partners and activities. This can be outlined
as done in Figure 1.

In the next parts of the paper the two case studies will be presented and analyzed in accordance with

this analytical model.

6. The first case study — K

The firm in this case study is, of course, disguised and it will be referred to as K. We intend to give
a short presentation of the firm, its new business model and the development of this model during
2006. K is a Danish IT company, which provides solutions for public and private companies. It only
provides IT to Danish companies. The solutions range from operation systems for public organiza-
tions to ERP solutions for large private companies. For the last few years a part of the strategy of
the company has been to increase the customer scope to include the energy supply sector. As of
ultimo 2005, the energy division has an annual turnover of 13 m€ and 65-70 employees (out of to-
tals of 400 m€ and 2,800 for the entire company). As a point of departure K was operating in the
B2B market. However, since 2001 it has been part of a consortium providing a one-stop electronic

mailbox for Danish citizens. In 2006 the number of users for this solution is approximately 400,000.

The business model of K was based on the vision of merging its resources within the energy sector
(as a provider of solutions for the energy supply sector) and its proximity to a large number of pri-
vate households through the one-stop electronic mailbox. The use of the electronic platform of the
electronic mailbox would ensure the initial penetration on the consumer market. The business

model for K is to achieve ownership of the energy information of the consumer market. This proc-
essing and sale of the data is regarded as essential in a future where energy consumption should be

reduced and valid estimation of the energy consumption and distribution will be high on the agenda.

The new network started in December 2005 at a meeting between two representatives of K and two
academic researchers. K representatives presented their visions within utility solutions. The initial

thought was to provide the consumer market with solutions, which could help the Danish consum-
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ers to survey and control their energy consumption. However, it was clear for K that in order to
reach a wider range of private energy end-users, they had to collaborate with other organizations.
The K representatives agreed on trying to set-up a network of organizations with a view to develop

utility solutions for private customers.

Through the next few months after the initial meeting, K in collaboration with the research group
contacted and visited potential partners for the network. In March 2006, the entire network met for
the first time. The place for the meeting was the conference rooms of K. The participating organiza-
tions were K, two utility providers, a software developer, a telecommunication company and a pro-
vider of specific devices for energy consumption in households. The meeting was set-up as a brain-
storming seminar, in which all the participants could give their input about potential intelligent util-
ity solutions. The next meeting was carried out in August 2006. In October 2006, K and four utility
providers (out of which one organization participated at both meetings mentioned above) joined
forces in developing a solution for the customers of the utility provider customers. The solution will
be based on an internet IT portal, which K currently employs for the end-users within other areas

than the utility sector.

The final solution for K is thus a program developed in close collaboration with one of its existing
customers in the energy sector. This solution is not at all as ambitious as the ideas presented in the
end of 2005 and in the beginning of 2006 and is more a software solution with a customer database
than an intelligent utility solution.

7. The second case study — T Data

The firm in this case study will be referred to as T and T Data for its subsidiary. We intend to give a
short presentation of the firm, its new business model and the development of this model during
2006 and the beginning of 2007. The focus of T Group is complete industrial automation solutions.
These include the production of control panels and electrical switchboards, the development of
software for control, adjustment and monitoring systems, the development of PC software for in-
dustrial IT applications, and the development and production of control electronics. The solutions
are developed in close collaboration with the individual customer, with the prime focus on special
assignments and solutions relating to the electronic control of mission-critical industrial processes,

individually tailored to suit customers and to meet specific requirements effectively. T is organized
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as a holding company with six subsidiaries, one of these — an IT provider — is the company in focus

in the case study.

As the products of the T group are quite complex, tailor-made for each customer, and typically in-
volve a large number of elements and a large number of sub-suppliers the need for coordination is
extremely high. The optimizing of these complex sales and production processes has thus led to the
design of a portal solution by the subsidiary — T Data — approximately 5 years ago. This solution
has primarily been used by T itself and some of its major customers for collaboration in larger pro-
jects. A few copies of the project portal have been sold to other firms than T and are still in use by
these firms. The need for a new portal that is more flexible and which can include other types of
information than documents as telephone, video, etc. has been evident for the last two years. T data
therefore initiated the development of a new portal in the end of 2005. Soon it became clear that the
development of the portal and the continued improvement of it would be too expensive for T if the
company were the only one to use it. Therefore T data had to think of a solution which could be
sold in a larger market. This implied considerations regarding service of the portal, marketing, sales,

and other issues too which the firm had not needed to take into consideration before.

It was the intention of T Data to program the portal all the way through as they did with the old one.
Programming is quite expensive in Denmark and to keep expenses low T Data got in contact with a
Danish firm — A — with expertise in outsourcing of IT programming. During the spring and summer
of 2006 the two companies T Data and A worked together on the programming with A as a subcon-
tractor for T Data. During this process it became clear that T Data and the other T companies did
not have the necessary competences needed for marketing and sales of a software product all over
Europe. Increasingly A thus became a partner with expertise in sales and marketing supplementing
the competences of T Data. During the autumn of 2006 it became obvious that the programming of
the new portal used too many resources and didn’t lead to the expected results. In a meeting be-
tween A, T Data and the researchers, representatives from A therefore suggested stopping the de-
velopment of the new portal (which up to this point had been very expensive) and instead to build
on an existing solution as e.g. Microsoft Share Point. Together with this A had a proposal for the
marketing of the portal including name, design, prices, marketing channels, etc. T Data did not ac-
cept these proposals as they would like to have a finished software program with several tests be-

fore any sales efforts were launched.
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During the next months the programming of the new portal took place building upon a Share Point
2007 solution, but it did not reach a level that could be launched in the market. In February 2007 the
managing director of T stopped the project and the manager of T Data decided to leave the firm as
soon as possible. The manager of T Data was allowed to take the remaining parts of the project with

him but to pay for the expenses of T if it became a success.

8. Analysis of the case studies

In both cases we find quite large and well-established firms with a strong ambition towards the
search for new business opportunities which are not directly in line with their core activity and core
competence. Each firm can thus be said to have an initial strong entrepreneurial orientation leading
them towards innovation and new markets. The first phase in the development projects can thus be
said to be the initial entrepreneurial orientation of the overall management of the firm. In accor-
dance with the research model in Figure 1 this phase can thus be seen as the decision of the firm to

actively search for new business opportunities through networking.

When the initial decision has been taken (typically by the general management of the firm as we see
in these two case studies as well as other cases) the search for new business opportunities starts.
This is primarily done by looking at existing business models and evaluating these with information
from outside the firm. Very often this implies an innovative brain-storm process with questions like:
Could we move this business activity to this area instead? Or, the market is looking for this or that
kind of business or service, are we able to provide it by ‘twisting’ our existing business in this di-

rection? A typical activity in this phase is taking part in a ‘Blue Ocean’ workshop.

In the third phase we typically see a split in the activities as indicated in Figure 1. The firm is still
looking for new business opportunities often combined with a search for new markets but the inno-
vative activities become increasingly more important. This implies that the firm tries to develop its
existing business offerings toward the new opportunities that have been identified. In both case
studies this is done by starting a process of developing new software from the existing programs.
The new business model is now typically described in a short presentation with a few keywords that
promise several features that are not developed yet. At this time the project will normally have been

given a name expressed in one or two words that promise some new features. At the same time it

10
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becomes obvious for the focal firm and the manager in charge, that the firm lacks some compe-
tences before it is able to develop the new business model identified earlier. The management and

persons involved thus start a search for partners with the necessary competences.

In the fourth phase possible new partners have been identified and contact has been established. In
this phase relation building is in focus, e.g. through several meetings, joint projects, or even social
arrangements. At the same time the focal firm and its manager evaluate the new partners and dis-
cuss internally whether these partners are the most suited for the task or if new partners should be
contacted. During this relation building phase the partners will be allowed to be more and more
involved in the project and as we see in the case T Data the partner can even at this step of the proc-
ess change the direction of the project totally. During the process it becomes evident for the focal
firm and the partners if the new business model is feasible and some partners will have to leave the
project. The role of a partner can even change during this phase as we see in both cases. Trust and

control are the two major themes in this phase for the focal firm and for the partners, too.

In the last phase the new business model has to be evaluated in accordance with the initial decisions
of the firm to invest in the search for new business opportunities and in accordance with the market
opportunities identified. In both cases the final business model has changed a lot during the process.
For firm K the new program is developed in close collaboration with one customer and it is much
less ambitious than the initial presentation indicated. For firm T the idea of entering the software
market with a portal solution has been abandoned with a loss of several million D.kr.

Figure 2: The five phases of networking

Case K Case T and T Data
First phase: The initial entrepreneurial orientation of the management
Before initiating the project in focus in a section of K, the It has been very difficult for T to expand its activities to
board of directors had drawn up a vision paper of K that new types of business and the CEO (and major stock-
should lead to a more innovative and opportunity seeking holder) had therefore been looking for new business op-
firm. The manager of the section of K in focus had thus portunities away from its core business. The portal solu-
an acceptance from the overall management before he tion had shown to be a new business area for T with a
launched the project. promising potential. The manager of T Data was thus

allowed to start the project with a large investment in

programming and development.

11
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Second phase: Searching fo

r new business opportunities

The new project in the focal department of K identified
the new business opportunity by attending seminars,
work-shops, brain-storming sessions, etc. This raised the
idea in the department that its existing programs to indus-
trial consumers could be changed into more intelligent

programs aimed at private consumers.

The program from T data had been developed into a por-
tal solution which was able to support a large number of
activities and documents between T, its customers, and its
suppliers. This portal was sold to a few companies that
were not customers at T. These contacts together with the
need for a new portal solution inside T initiated the de-

velopment of a new portal.

Third phase: On the lo

okout for new partners

It was obvious for K that if they should be able to develop
an intelligent utility solution for use in private homes they
needed a lot of information from other types of firms than
the ones the usual had relation to. They initiated thus
several meeting with firms from both the energy sector
and other types of firms, like insurance, social security,

and electronics for households.

During the development of the new portal it became clear
for T Data that they had to keep expenses down by out-
sourcing as mush of the programming as possible. This

was done by using a Danish firm and its relations to pro-
grammers in e.g. Pakistan. The relation to A though de-
veloped into more than outsourcing and A became the

major partner on the marketing and sales side.

Fourth phase: Relation building

After several meetings with a lot of different firms K had
to focus its efforts on the relation building to a few central
partners. The problem was that several of the possible
partners found it extremely difficult to see any business

model for them in the project.

The relation to A became very tight with meetings at least
one time a week and T Data had increasingly to rely on
the evaluations of A. When the managing director of A
told T that the solution, they had worked on for a year,

would not be feasible, the manager of T Data accepted it

after a few days consideration.

Fifth phase: A new business model or back to core business?

In the end of the relation building phase K had to realize
that it could not establish close relations to a large number
of firms and initiate the new project in this network. In-
stead they had to focus on one firm in the energy sector
and to develop a much less ambitious solution than the

one intended.

The project had to change its course totally and the man-
ager of T Data thus had to tell the CEO of T that all the
money used on programming the portal had been wasted.
During the next four months T Data had to prove that they
could build a new portal on a Share Point solution but
they were not able to convince the CEO and the project

was called of.

As it can be seen from this analysis and from the case descriptions the first reasoning behind the

networking strategy is how to find new opportunities. Both K and T are not firms that are volatile

and actively engaged in new business activities. They could instead be characterized as stable firms

with a large number of customers that bye the same product almost year after year. They are used to

operate in a stable environment but with a lot of technological development. For both firms it was

12




IMP Journal seminar 2007: Networking as a strategy for innovation and marketing

thus quite new to search for new market opportunities instead of focusing on incremental techno-
logical development as they were used to. During this search process it became evident for both
firms that access to information from the market was crucial for the development of a new business

model.

Two themes can be seen clearly in the relation building — or networking phases — other than two
previously mentioned; Trust and control. Trust building to a large number of potential partners was
a key issue for K during the meetings and talks with other firms. But at the same time it was essen-
tial for K not to give up control of the project and the final solution. It was thus extremely difficult
for the potential partners to see any business opportunity in the project when K intended to be in
charge of the project. Seen from the researchers’ side of desk at the meetings with K and partners it
was obvious that the partners to a large extent did not trust K. The meetings were highly controlled
by K and the partners commented on the suggestions and proposals from K, but were in no way

engaged in the development of the project.

In the case of T Data trust between the supplier A and T Data did slowly evolve into a more close
relation and eventually to a partnership where both partners had to trust each other to be able to
finish the project. Clearly A came more and more in control of the project to an extent where they

practically took the decision to stop the programming of a new portal.

9. Conclusion

One of the major conclusions from the analyses in this paper is that a firm’s networks; internal and
external, for marketing, entrepreneurial activities (new business models), innovation (and to some
extend purchasing) can only to some extent be separated in a meaningful way; neither in theory nor
empirical. But even if all these networking activities are mixed up to form a complicated picture it
is clear that the ambition of seeking new business opportunities comes first. The first step in the
search for new business is to realize that the firm has to be oriented towards entrepreneurship. This
is typically done — as we can see in the two case studies and in several others of our cases — through
networking activities. The networks give access to information for the firms and make it possible
for them to see their existing resources and competences in a new light. Networking can thus be
seen as a new way of seeking opportunities in the market combined with the innovation of existing

products and services.

13
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To seek new business models for the firm is thus done by a combination of seeking new market
opportunities and innovation. Networking is not just finding a new partner for marketing, purchas-
ing or innovation but is a strategy by which firms pursue new business opportunities. This is done
in a combination of finding new markets or new partners in the market, being innovative finding
new products/services or new ways of using the existing products/services, and searching for new

business models.

As it can be seen from the two case studies networking as a strategy is quite a complex task for
many firms, and maybe especially for firms like K and T that are used to stable markets and a few,
tight relations to its partners. It can be extremely difficult for this type of firm to accept the insecu-
rity in a process where you search for new partners, new business models, new markets, and maybe
new sub-suppliers. Strategy for these firms is typically the same as a thorough plan with a lot of
details, milestones, etc. and not the same as opportunity seeking in a direction you don’t know. For
both K and T the original intention of the project was not in any way fulfilled at the time of this
paper. Maybe the projects in the end will be a success, but the ambitions of both firms have not
been reached.

One conclusion to be drawn from the two case studies is thus, that if a firm is not used to use net-
working as a strategy the managers will not beforehand realize the amount of work and problems
involved in the network building. It is quite difficult for a well-established firm to change its way of

strategizing from planning to seek opportunities and new business models in the market.
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