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Summary

In recent years the Russian market has undergomenous changes within the transition
process into a market economy. One of the trentogybasible now is SME and private sector
development, including startups in high-tech sexcthr this paper we look at the case of building
relationships by a Russian high-tech startup opeyat the field of nanotechnologies.
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“... Interaction is not a simple mechanism regulatthg life of the company, but a
major part of its life. It is through interactiohat a company exists and develops...
Hence, interaction is a fundamental aspect of dgrekent.” (Hakansson 2003)

Introduction

The purpose of the paper is to analyze the caseitafing relationships by a Russian high-tech
startup operating in the field of nanotechnologi€ee company has recently invented the
technology which is considered ultimately the hasthe targeted segment of the world b-2-b
market. The main question is: does it make senssulth a company to aim at the participation
in a b-to-b network of knowledge? And if so, whaidkof relationships should be built to gain

the most promising position which allows the starito make the most of the invented
technologyand to change the particular qualities of its Ietg¢lal property into sustainable

competitive advantage.

The study is based on the IMP network approachhwbiters a solid ground to observe network
relationships in which business firms are involvathe statement to be verified is that the
business trend of inter-organizational cooperat®respecially high when dealing with an
advanced technology product.

The main topics discussed

The paper is organized around the following topkeasstly, we focus on the literature on the
subject, especially on the papers of the IMP ndtvamproach. Then we aim to give insight into
some company-specific and segment-specific featuhdsh are crucial, from our point of view,
for making a decision about building relationshipsa high-tech sector under investigation. A
number of relevant hypotheses are to be investigatere carefully in the course of our case
study. A marketing program is to be proposed wituchld help the local high-tech startup to
initiate developing an inter-organizational netwark knowledge and establish itself in the
market using knowledge exchange for the common benefit the network members.
Corresponding conclusions made while analyzingltesid in-depth interviews conducted with



top managers, as well as interviews with induskyeets and secondary data available, will be
then stated in the paper. Finally, suggestion$utaire research will be discussed.

This paper takes network paradigm as a main bésis/estigation looking at the development
of Russian SMEs mainly under the of the IMP rededradition. In line with this tradition,
interaction between companies in industrial marketseen from a relationship perspective
(Hakansson and Snehota 1995), relationship beifigedeas “mutually oriented interaction
between two reciprocally committed parties”. Ovke tpast two decades, the literature has
increasingly moved to consider inter-firm netwodssan efficient form of organizing business
activities. Network approaches vary significantlgirlg numerous and diverse but having all
together formed foundation for the development oka paradigm (Rumyantseva and Tretyak,
2003).

It's also broadly recognized that knowledge andnies have become important issues for
companies which aim at adapting their operationhéochanges in the company environment
(e.g. Nonaka and Takeuchi 1996). Companies areongel interested only in financial or
product related benefits offered through networlat Inutual sharing of knowledge and
experiences can be a key motivator for buildingwoeks. The relationships that emphasize non-
economic factors like knowledge sharing and leaymian in the long run have positive financial
effects for the company (Jarvelin and Koskela 2004)

If we look at SMEs in high-tech sectors, we cantbaé networks have a central role in learning,
knowledge creation and innovation processes. Baingember of a knowledge network is often
crucial for their successful operation (Tell 206®izova 2006). At the same time, there is a
number of problems which have to be solved, eg.pitoblem of intellectual property and the
probability of opportunistic behaviour.

Customer-supplier relationshipsin Russia

The current decade became a starting point of nsderation in terms of customer-supplier
relationships in Russia. Opportunistic behaviostif widespread in Russia being attributed to
weak enforcement of contracts, low transparencyegél system, and persisting corruption
(Tretyak and Sheresheva 2004). At the same timssiRu companies are now facing the new
reality. They have to struggle with a lot of foreigompetitors coming to the local market and
bringing modern organisational ideas which helprthie beat local actors. Some of them try to
penetrate new markets abroad. Thus, they are gitaly committed to building long-term
exchange relationships with their customers anglgerg. In tendency, traditional emphasize on
optimizing single transactions is step-by-step semppnted with a long-term view. But the
process is contradictory and inconsistent, withtitugonal environment giving Russian
enterprises more stimuli to vertical integratioarthto networking. Under present conditions of
uncertainty, misunderstanding and asymmetry ofrmé&dion it is difficult for enterprises to
extend and integrate supply management procegsds.(l

Our preliminary research, carried out by meansnedapth interviews with Russian high-tech

managers, has shown some specificity of local n@ndsde by side with the typical (for many

firms all over the world) reappraisal of long-tetnter-organizational relationships, regarded
now as one of the main factors of success. Weaalsatted a mindset difference in management
of high-tech start-ups and the firms from maturdustries. The most Russian top-managers
leading “traditional sector” companies are not fadetheir previous experience of the soviet

“networking” and try to succeed under new circumsés using this experience, while the most
managers in start-ups are quite young and havep@etreurial mindset.



The purpose of the paper is to propose what kin&nofvledge network is appropriate for a
Russian start-up aiming to gain the most promigiogjtion and to change the particular qualities
of its technology into sustainable competitive adage.

Methodology

The present empirical study draws on the case rdgtiisenhardt, 1989; Eisenhardt & Graebner
2007; Flyvbjerg 2006; Yin 1984). As a matter of tfasingle case often provides better
theoretical insights than multiple-case researcéethaon creating good constructs (Dyer and
Wilkins, 1991). The case study approach impliesdibiiled examination of a single example of
a class of phenomena. It allows an investigationrdtain the holistic and meaningful
characteristics of real-life events, such as omgmnal and managerial processes. Empirical
material was obtained in the form of in-depth iniews of the key people involved as well as by
means of observation and analyzing documents. fégsept analysis draws on this data.

The case company of this paper (Company S) carh@eacterized as follows. It is a Russian
high-tech start-up spun off in 2000 from the Inggtof Crystallography of the Russia Academy
of Sciences laboratory. For 4 years it has beeeldping technology for industrial production of
oriented crystalline growing of tips array for Atmaforce microscopy (AFM) purposes. At
present the unique technoldgg available, and mass manufacturing of HighesalQuAFM
probes for R&D and industrial usage is starting, 8® company steps in the phase of
commercialization.
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It is well known that a company at this stage oftens into management problems connected
with inadequate management skills of the founderg. (Moore 1995). In fact, out of every 10

! The production process of the tips is based oregeth growing of oriented crystalline needles.
The cantilevers of the AFM probes are formed oflarcrystalline silicon with broader surface
oriented along the plane, and the tips are alsglesiorystalline epitaxially grown on the
cantilevers.



R&D projects, five are flops, three are abandonai@nly two ultimately become commercially
successful (Rizova 2006). We investigated whatsstepre taken by the Company S at this
stage.

Empirical findings

As a result of the analysis, several aspects ofagement were identified and their nature was
explained. These aspects were: a) rewards fronkilogledge network, b) the selection of
partners, c) control and trust. The analysis waaded on these aspects because they served well
the purpose of the study, which was to understahrddle of knowledge network in high-tech
start-up activities.

Rewards from the knowledge network

The management of the Company S appeared to be afdne lack of managerial skills and
market information needed to foster commercial@anf the innovative product. At the same
time, they are not intended to sell the companythla case, the choice was made to build a
network of relationships and to interact intensivelith a number of actors (in Russia and
abroad as well) considered to possess skills drfioiathe firm’s stable growth and gaining
competitive advantage from the technology. The nminpose of the relationships network
development, says one of the top managers, is ito gdded information and knowledge
benefits. It'll help the company to choose an adégumarketing strategy of entering target
markets, including USA, Germany, and Japan, whieeecustomer’'s demand abilities are the
highest, and to compete with the firms alreadyhdstaed at the world market @fFM probes
for R&D and industrial usagsee Chart 1).

Chart 1. Main Competitors at the world markiet
of AFM probes for R&D and industrial usage

Applied
Nanostructures; 2%

Olympus; 8% @ Veeco
MicroMasch; 15% B Nanosensors
O NanoWorld

O BudgetSensors

W MicroMasch

BudgetSensors; 8% Veeco; 32%

NanoWorld; 10%

Nanosensors; 25% O Applied Nanostructures

m Olympus

Selection of partners

One of the first steps is the selection of partn@te desk research was conducted to better
understand the environment. Company’s managersvaged some R&D laboratories and took
part in a number of exhibitions (e.g. 2006 MRS Radleting exhibition, Boston, MA; NTMEX
2006 exhibition, Moscow, etc). As a result, a pnghiary list of partners was elaborated. In



accordance with the list, Company S aims to inteoacthe long-term basis with the following
groups of partners:

1) Lomonosov Moscow State University (MSU), Departmenft Economics faculty
members skilled in marketing innovations and em&geeurial management, each of them
having his or her own social network and being antver of the worldwide networks of
excellence;

2) The Science Park of Moscow State University (setrup992 by Lomonosov Moscow
State University and Risk Investment Company (RIQ@h sponsorship of Russian
Federation Ministry of Science and Foundation fassi&tance to Small Innovation
Enterprises). The main goal of the MSU Science Rdlrkound assistance to aspiring
entrepreneurs, as well as small and medium-sizendages in the high-tech area. As
MSU SP is a member of Union of Russian Innovatieeshihology Centers (ITC), and a
member of Russian Association of Venture Investmamd Technopark Association,
Company S gained access to the knowledge netwodady established by these
organizations;

3) Well-knowninfluential AFM scientists in Russia and abroad: they are awatieeomain
research trends in the field, have information &bmsearch themes of scientific
laboratories all over the world and are able toegan advice about the technical
characteristics of probes which are (and will be)greater demandor R&D and
industrial usage.These people are also of great importance asaplieaders: they are
able to influence the decisions of industry actadseut the network of probes’ suppliers.
Furthermore, relationships with research centedsl@amoratories contribute to improving
production technology. As an example, the inteoactiwith Moscow Institute of
Electronic Technology (Technical University) is anwwin situation: Company S
supplies its probes with considerable discountee bf charge, and receives the results
of laboratory experiments giving clearly recogngziof strengths and weaknesses of its
technology;

4) Selected larg@roducers ofAtomic-force microscopes. The first partner seléotas a
Russian producer ND-MDT which was ready to begillaborative interaction and to
place at the Company’s disposal data on Atomicefonticroscopes purchasingin
exchange for the super quality probes suppliethatprice of the high quality probes.
This data helped to estimate the Russian markehweland dynamics;

5) European and American distributors (Asian distpsit being in sight). The most
valuable information gained from this group, say®e @f the Company S managers,
concerns regional market trends, pricing policyy demand abilities of local customers.

So, the first two groups of partners were chosemittforce the managerial skills; the next three
were recognized as important issues of informadiothe market trends and at the same time as
potential customersAFM scientists are also valuable partners for permanemitoring of
technology trends and checking the pluses and rasoisthe firm’s know-how and technology.

The first steps taken by the Company S were assesseg framework proposed by (Ford et al.
2004). The point was to understand if there werewere not) implemented the relationship
management tasks listed in (Ibid.):

» to learn about partners and their problems andgtiabilso that a suitable offering can be
developed;

» to persuade the customer that the offering isitite solution to those problems;
» to discuss relationship investments and adaptation;

e to show commitment and build trust;

» to reduce distance (particularly important in theyestages of a relationship);



* to exercise power and manage dependence;
* to reduce or manage conflict.

In our case we've found the following. There’'s &arl understanding of the fact that the
interaction between the company and its partnepemts on what they can learn about each
other’'s needs and abilities (about what they neeuh the relationship and what they can offer
it). The managers are ready to adapt their offeriagd promises and to invest in relationships.
They have already found out that they need coralideramount of human resource investment
to develop contacts with partners, to give andivecaformation and advice. Being scarce of

human resources they see as a main obstacle tver¢laé plan of relationships development
they have at present. Another problem named by geasas an obstacle to contract with some
big customers very attractive to the Company Ssifolows. The production technology is not

yet stable enough to guarantee that offering wallfblfilled. Russian custom problems make

fulfillment of any offering still more uncertainn lorder not to gain bad reputation the Company
hesitates to enter some important markets, and dag@sion prevents to some extent the
development of the Company’s knowledge network.

Control and trust

At the same time, nobody in the Company S was adaedeabout reducing distance or building
trust as a management task. The overall local t®tuapromotes mutual mistrust and
misunderstanding which are hard to overcome. EkRemost flexible companies are afraid of
having too close distance and see no sense iningdiicThe less distance between the partners,
the more knowledge the partners have of each ah@érhence the more possibility of power,
dependence, and conflict or misuse of vital infarora So, there is a clear preference to control
information flow tightly. The most common decisionRussia is to avoid close distances and to
prevent the main amount of corporate informati@mfrgoing to partners. There was no intention
to develop skills to manage dependence or confilictair case too. Of course, it could be due to
the stagethe company just steps in the phase of commerataiz But it could also be a
manifestation of mindset typical for Russian mamage all industries.

Marketing program

As we have seen above, the Company S had alredidyad developing an inter-organizational
network of knowledge aiming to establish itseltive market usinggnowledge exchange for the
common benefibf the network members. In addition the steps taken before the internal
communication matrix and customer-supplier commationn matrix should be developed to
help co-ordinate communication between differemtiviual and functions for every mutual
relationship. The b-2-b knowledge network relatlops should be audited and managed
carefully as the Company’s primary assets. Sonteofvledge network members are also good
as partners for fostering Company’s product proamtand distribution. Contracts with
producers ofAtomic-force microscopeto jointly supply AFM & probes may give an impulse
market development. Delivering of probes free ddrgle to key scientists — opinion leaders in
order to have publicity of company’s super probleaving best technical parameters in the
world) may enhance brand profile and at the same help to improve the technology.

Conclusion

Our main conclusions are as follows. The businessdtof inter-organizational cooperation is
especially high when dealing with an advanced teldgy product. The case study allows us to
put forward a hypothesis that management of RusSMEs in high-tech industries differs from

management in “traditional” industries. While latsdill consider another firms as adversaries,



not collaborators, and therefore prefer to empleasiz optimizing single transactions, local
managers in high-tech sectors understand the foiletangible assets, and relational assets in
particular, as an essential factor of their contppetness and profit-generating capacity. They
tend to create win-win situations and build longyteconnections with groups of carefully
selected partners. They are sure that it does mahkee for such a company to aim at the
participation in a b-to-b network of knowledge. Yhenplement a number of the relationship
management tasks, namely these to learn abouepsidnd their problems and abilities so that a
suitable offering can be developed; to persuadedktoomer that the offering is the right solution
to those problems; to discuss relationship investmand adaptation. But they are not concerned
about reducing distance or building trust as a mament task, or to manage dependence or
conflicts as well. So, additional efforts are nede provide Russian managers with relevant
skills, e.g. improved education programs and esfaibly connections with educational
structures abroad to make “new wave” Russian masagmuainted with the wide spectrum of
modern management theories.

Critical questions are where to find strategic bass partners and how to establish relations
with them, since the suppliers demonstrate muchrieadiness to long-term win-win
collaboration. Nevertheless, there is already spas#tive experience of gaining additional
advantages from such collaboration in Russia.
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