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The Network Economy

The Network Economy is an enterprise based system of developing,
producing and marketing goods and services, in which a substantial
amount of business activity is conducted in alliances between
multiple firms.

OSubstantialO meaning:
- 35% of market capitalization of companies derives from alliances

(estimate is this will increase to almost 50% in 2007)
- 25% of R&D-spending is already taking place in alliances

Source: De Man and Duysters (2003); A.S.A.P. Research
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Different types of networks exist

Type of network Goal Example
R&D Hedge technological risks Microsoft Web TV
Solution Offer a complete set of IT & Consulting

complementary services

Standardization Set the dominant technology | WAP; Netscape vs. Explorer;
or process In a certain area W3C

Quasi-integration | Increase market power or Wings, Star Alliance,
save cost (defensive) Oneworld; Covisint
Vertical supply Improve supply chain; focus | Toyota network, Dell

on core Competencies
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Alliance structures like these have become part and parcel of business life
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But does this enhance innovation?
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The theory on alliances and innovation

Innovation enhancing

¥ Lower risk of innovation
¥ Combination of competences

¥ Exchange of ideas stimulates
creativity/learning

¥ Radar function

¥ Speed of innovation

Innovation inhibiting
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¥ Transfer of knowledge across
organizational boundaries is
difficult

¥ Competition between partners

¥ Fear of knowledge spill-over

¥ High rates of alliance failure in
general
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A majority of studies report a positive effect of alliances on innovation
(review of 30 papers)

¥ Joint knowledge base improves

performance
757 3% _ . :
¥ Alliance experience improves
performance as does good alliance
T 50t management
Percentage _ _
papers ¥ Intensive collaboration performs better
257 17% than less intensive (like licensing)
10%
- ¥ PPP and government sponsored R&D is
0 neutral/negative, but this is due to type

Positive Neutral Negative of success measure used

Relation alliances-innovation
¥ In networks the relation is less

straightforward

More details on: www.cgcpmaps.com/papers.php

Mergers and acquisitions have at best a neutral impact on innovation
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Competitive Network Strategy Matrix ™ in Microelectronics:
Companies occupy different network positions (1998-2003)

0,6
+ 0
Mitsubishim B AMD
+
B Toshiba
Alliance
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strength '+ + +
(strength of ties: equity PhIIIpS! B Intel HWInfineon
+ multiple ties) + .
NECE ' @sTM™
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0 = neutral mix
O i - = weak mix
0 19 40
Alliance intensity (source: De Man and Duysters, 2003)
technische universiteit eindhoven (number Of a||lanCGS) centre for global corporate positioning E E
TU/e Cheocr



A spanner at work in the chip sector (83-87):
Toshiba was the only firm having access to all alliance groups
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Advantage

Network positions: an evaluation

Group member

Referral of clients, partners
Access to sensitive
information and knowledge;
learning

Easy to set up new
alliances within the network
Efficiency; shared norms
ease cooperation to reap
economies of scale, scope
and skill

Reliability; no opportunism

¥

K K

Bridge

Fewer alliances to
manage

Access to a variety of
information and
knowledge

Divide and conquer
Limited risks with
partnership (low level of
integration)

¥

+

Central player

Attraction: best partners
approach the central player
Best access to information
Ability to withhold
cooperation and thus inhibit
new competitors from
blossoming

Disadvantage

Large number of partners:
bureaucracy, rigidity,
dependency

Myopia: what happens
outside the network?

Entry of new partners difficult

Disclosure of sensitive
information

¥ Low trust and

commitment; no exchange
of key info

¥ High partner turnover
¥ Chance of being left on

your own

Large share of the
management burden in a
network

Is held responsible for the
performance of others

The right position depends on the environment, company strategy and the type of network
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Smart network strategies increase innovativeness in micro-electronics

Betweenness

Closeness

Network status
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Indication of:

Number of partners
Access to number of
information sources

¥

Result in micro-
electronics:

-. Too many alliances mean an
information overload; too high
demands on management

Location between
different players

Broker position; ability
to influence information
flows between partners

¥ +. Companies acting as a bridge

do better

Ability to connect with
other partners fast and
easy

¥ +. A central position in a network

gives access to new
technologies and interesting
partners

¥ Access to the top

players in the field

VA

-. Companies collaborating
exclusively with top partners miss
out on developments in new
companies (e.g. chips for mobile
phones, biochips)
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Differences between sectors are pronounced

Biotech Telecom

Percentage equity-allianties 9 4,5 53
Percentage multiple ties 16 7 7
Percentage multi—partner alliances 17 3,5 13

As a consequence, optimal network strategies will probably differ per sector as well
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Which tactics can companies deploy to improve their sphere of influence?

Industry network

¥ Get closer to the ¥ Does it make sense ¥ Can your partnerOs
core e.g. by means to switch to another partner be of benefit to
of mergers, new group? you?
alliances ¥ Should you be a ¥ Are there any white
¥ Constrict a bridge or opt for one spaces to be filled?
competitor group? ¥ Should you
¥ Pre-emptive strike ¥ Initiate a group? differentiate more from
¥ Reshuffle portfolio ¥ Lure a partner away your competitorOs
¥ Hedge risks from a competing alliances?
group? ¥ Specialist or
generalist?

¥ Turn weak ties into
strong ones or vice
versa?

¥ Thin into thick or vice
versa? Change
membership mix?

¥ Create subnetworks?
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Moves and countermoves in mobile software

Counter moves
- Nokia, Texas Instruments, .
Symbian to offer competing
technology to Microsoft-Intel

Environment

- Microsoft partners with - Uncertainty about standard - Rise of the Wireless
mobile operators (T-mobile, Internet (3G)
Orange and others)
‘- Samsung partners with both
Symbian and Microsoft
Implement tactics to attain - Hedge bets
desired network position Strategy
-1998: Symbian founded (Ericsson, - Microsoft: Make Windows
Nokia, Matsushita, Motorola, Psion, standard on mobile phones
Sony) - Handset manufacturers:
- 2002: Microsoft-Intel alliance to prevent Microsoft domination

strengthen technology
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Conclusions

¥ Alliances improve the innovative performance of companies
- but we should find out more about the precise
circumstances
¥ Companies need to pay attention to the optimal network
structure
- more empirical and theoretical research into optimal
network strategies per industry is required
¥ More alliances is not necessarily better
¥ Developing a technology is one thing, but bringing it to market
IS another
- gualitative studies into tactics are needed to understand
this process
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