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Abstraee This contribution offers a conceptual framework for the analysis of innovative business start-ups. 
This framework mainly draws on transaction cost theory. On basis of a broad empirical study of 52 
hightech business start-ups in Germany the fruitfulness of the transaction cost approach with respect to 
research on innovation is demonstrated. Transaction cost theory gives valuable hints for the interpretation 
of the personal role of the entrepreneur as well as for the economic evaluation of the entrepreneurial idea. 
Special importance refers to the results on the organization of market transactions as a decisive 
determinant of economic success of innovative business start-ups. 
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Introduction 

Research on innovative business start-ups shows 
a lack of theoretical underpinning and empirical 
evidence (see Van de Ven, 1986, pp.590-591, and 
Sandberg, 1986, pp.5-7) on factors which might 
influence successful corporate development. This 
paper tries to make a contribution in order to 
reduce this shortcoming by presenting a new theo- 
retical concept of entrepreneurial activities and an 
empirical investigation of 52 innovative business 
start-ups. 

1. Theoretical background 

The theoretical basis for our research is drawn 
from the transaction cost approach. Transaction 
costs are costs that have to be taken into account 
in order to reach an equitable exchange of goods 
and services in the economy or within an organi- 
zation. Transaction costs mainly arise as a result 
of problems of information and communication 
between the actors involved. In a competitive 
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world, superior forms of coordination and organi- 
zation of economic activity generate the lowest 
transaction costs. From this point of view the 
theoretical background of transaction costs (see 
Coase, 1937; Williamson, 1975, 1985; Picot, 1982) 
led to an analytical framework which makes it 
possible to integrate different questions of re- 
search in a success-oriented concept. 

This concept is based on an analysis consisting 
of three parts: 
(1) The characteristics of innovative ideas in the 

market context. 
(2) The necessary entrepreneurial abilities of in- 

novative founders. 
(3) The organization of the innovative start-ups in 

the market context. 

1.1. Innovative ideas to start a business 

In principle, an innovative entrepreneurial idea 
can aim at reduction of production costs (e.g., 
automation in manufacturing) as well as a reduc- 
tion of transaction costs (e.g., new forms of 
organization, new ways of communicating with 
the market). However, it is not always possible to 
distinguish whether a successful innovative idea 
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Figure 1. Price-benefit relation from the point of view of 
producer and user 

reduces transaction costs or production costs or 
both. It might be the case, for example, that an 
innovation in the organization of marketing en- 
ables (for the first time) the procurement of cer- 
tain inputs that had been left unused so far be- 
cause of prohibitively high transaction costs. This 
transaction cost-reducing innovation leads at the 
same time to lower production costs in those 
processes which make use of those input re- 
sources. On the other hand, it happens quite fre- 
quently that process innovations in industrial pro- 
duction reduce uncertainties of product quality. 
This improvement of the physical production 
process results quite often also in a reduction of 
transaction costs, especially monitoring costs. 
Thus, an evaluation of innovative entrepreneurial 
ideas must take into account changes in produc- 
tion costs as well as in transaction costs on both 
sides (Figure 1): namely, that of the producer and 
that of the user of the product. From this perspec- 
tive an innovative idea for a new business start-up 
seems only viable if, in the long run, the sum of 
the transaction costs and production costs per unit 
on the side of the entrepreneur is not higher than 
the perceived benefit of the user. The user benefits 
from using the innovative product comprises re- 
ductions in transaction costs and/or  production 
costs in his or her domain. 

An assessment of the economic viability of 
innovative entrepreneurial ideas must be based on 
the total costs without neglecting one of the two 
categories. However, in many cases the relevance 
of transaction costs is underestimated (see Picot, 
1986, p.4; Picot and Schneider, 1988; pp.29-31). 

1.2. Entrepreneurial functions required for innova- 
tive business 

Disequilibria in markets are caused by market 
imperfections, especially by unequal distribution 

of information and knowledge, poor transparency 
of market conditions, insufficient knowledge about 
the use of products and/or  modes of organization. 
In a dynamic world such deficiencies offer oppor- 
tunities for entrepreneurial activity. In this con- 
text, entrepreneurial action can be analyzed on 
three levels: 

(a) The innovative entrepreneur can act as an 
arbitrageur of information. He collects and com- 
bines pieces of knowledge and channels this 
knowledge to those who could use it. Information 
transfer between a large number of potential 
senders and receivers is thereby substituted. En- 
trepreneurial coordination of information is espe- 
cially relevant for the generation of new ideas and 
innovative knowledge. In this way, information 
advantages in a dynamic competitive process can 
be acquired (for example, see Kirzner, 1973, pp.1- 
23; Ricketts, 1987, p.19). Entrepreneurial inven- 
tion and coordination of information are similar 
functions. 

(b) Entrepreneurial coordination of resources 
is especially relevant during the realization of in- 
novative ideas. A new combination of resources as 
a consequence of a new entrepreneurial idea im- 
plies particular requirements for the innovator. 
Detecting adequate suppliers, negotiating efficient 
contracts and organizing internal activities have to 
be managed with regard to transaction costs (fur- 
thermore, the flexibility necessary for a new com- 
bination must be available. The property rights 
system plays a key function in this respect; see 
Witt, 1987; Picot and Schneider, 1988). The en- 
trepreneurial coordination of resources for innova- 
tive ideas corresponds with the function of an 
organizer. 

(c) The function of the market arbitrageur is 
the third entrepreneurial ability to be fulfilled by 
innovative business start-ups. Within the market- 
ing function of the new firm the innovator has to 
initiate new markets, to bridge latent demand and 
potential supply and, thereby, to increase the 
transparency of the market (for example, see 
Wegehenkel, 1981, pp.31-41; Casson, 1982, 
pp.60-74; Reekie, 1984, pp.85-89). Thus the in- 
novator reduces transaction cos ts in  marketing 
and supports the diffusion of innovation (although 
there have been no previous investigations into the 
subject, it should not be overlooked that the vari- 
ous diffusion theories can be given a transaction 
cost basis). The innovative entrepreneurial func- 
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Table 1 
Innovation process and entrepreneurship 

Type of entrepreneur Phase of the innovation process 

Information coordinator Invention 
Resource coordinator Transformation 
Market coordinator Diffusion 

tion of market arbitrage serves as a 'market  
opener'. 

The three analytically differentiated abilities of 
entrepreneurial innovators show that a sucessful 
business start-up demands a rather heterogeneous 
bundle of entrepreneurial functions. The three 
types can be paralleled with the phases of the 
innovation process (see Table 1; for phases of the 
innovation process, see Rogers, 1983, pp.135-149; 
Thom, 1980, pp.45-53). 

1.3. Organization of  innovative businesses 

A major problem for every newly founded busi- 
ness is the decision between make or buy. This 
decision influences the degree of vertical integra- 
tion of the new firm and, thereby, its size. Trans- 
action costs play a major role in this decision (see 
Williamson, 1975; Picot, 1982). The level of trans- 
action costs is determined by information prob- 
lems that have to be resolved in order to come to 
an acceptable agreement and by the institutional 
form of contracting. 

For a successfull start-up in a competitive world 
it can be useful to select the contractual mode 
with the lowest level of transaction costs. If infor- 
mation problems are low, a short-term, market- 
oriented form of contracting is superior. If very 
difficult information problems have to be over- 
come, a more long-term oriented, hierarchical 
mode of coordination will be efficient. The inten- 
sity of information problems increases with the 
specificity, complexity, uncertainty and indefina- 
bility of the product or service that has to be 
evaluated and monitored by the parties involved. 
In case of high information problems a more 
long-term oriented, integrated form of contracting 
is better suited to cope with these problems. This 
is the case as mutual risks of the parties are 
reduced by long-term commitments and the possi- 
bility of adjustment within a contractual frame- 
work. Particulary innovative entrepreneurial activ- 
ities involve high uncertainty and severe informa- 

tion problems for the handling of many necessary 
transactions. At the same time, new entrepreneurs 
have a limited production capacity, as well as a 
limited capacity for the management of informa- 
tion processing. Therefore, successful innovative 
founders must seek to delegate management prob- 
lems to the market to an extent that minimizes 
their transaction costs. This means that they have 
to look for very sophisticated modes of contract- 
ing with their suppliers. In this way, they can 
concentrate their limited capacities on those 
specific tasks that build the core of the innovative 
idea and that cannot be delegated to market 
supply. 

2. Research questions and methodology 

It can be seen that transaction costs considera- 
tions play a major role in the evaluation of in- 
novative ideas, in the specification of entre- 
preneurial functions, and in the design of the 
internal and external organization of the start-up 
firm. 

Thus, these three factors are the central de- 
terminants of the economic viability of innovative 
new businesses. From this the following research 
questions can be derived for the empirical investi- 
gation: 

1. What influences the success of innovative 
ideas in the market context? 

2. Is it fruitful to distinguish between the three 
abilities of innovative entrepreneurs (coordination 
of information, of resources and of markets), and 
what combination of such functions influence the 
success of the start-up firm? 

3a. To what extent is the success of innovative 
business start-ups influenced by make-or-buy de- 
cisions, as well as by different forms of contract- 
ing? 

3b. What is the influence of the organization of 
sales and marketing on the success of an innova- 
tive new firm? 
At first, a series of twelve expert interviews with 
the management of venture capital companies, 
and other experienced practitioners, showed that 
our theoretical concept was accepted and sup- 
ported. Furthermore, it was possible to obtain 
access to newly founded innovative businesses. At 
the same time this kind of access to the field was 
designed to ensure that the researchers really dealt 
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Table 2 
Characteristics of the sample of innovative new firms used in the present investigation; n = 52 

193 

Date ofset-up 
Year No. of enterprises 

1979 3 

1980 6 

1981 6 

1982 7 

1983 8 

1984 6 

1985 12 

1986 4 

1987 

Total: 52 

Age of founder 
years 

19-30 11 

31-40 30 

41-53 11 

Total: 52 

Educational background 

Technical 35 
education 

Commercial 14 
education 

Scientific 7 
education 

Other 1 

Total (including 
multiple replies): 57 

Areas of inno- 
vative activity 

Genetic 
engineering 

Medical 1 
institutions 

Control 
engineering 

Semi-conductor 
industry 

Information and 
communication 
technology 

No. of 
Enterprises 

12 

16 

Production 6 
automation 

Electrical 
engineering 

Environmental 
protection 

Other 8 

52 

Stage of development 

Set-up phase 

Introductory 21 
phase 

Growth phase 30 

Total: 52 

Type of set-up 

Start-up 42 

Spin-off 9 

Buy-out I 

Total: 52 

No. of enterprises 

with innovative business foundations in contrast 
to ordinary start-ups. Thus there was no need to 
explicitly operationalize and examine the difficult 
concept of innovation. 

The second step (conducted during the summer 
of 1987) involved interviews with 52 innovative 
entrepreneurs based in the Federal Republic of 
Germany and in Berlin. Interviewees were either 
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the founders themselves or, in the case of a team 
foundation, the principal founder. Interviews 
lasted two to three hours and were guided by a 
structured questionnaire (including open and 
closed questions). Table 2 shows the main char- 
acteristics of the sample. 

A main objective of the investigation was to 
find out whether the economic theory of transac- 
tion costs can explain the success of innovative 
business start-ups. Thus it was necessary to assess 
the economic success of the investigated new firms. 
As all 52 new businesses were still operating in the 
market, they all can be regarded as successful. As 
it was not possible for us to gain access to failures, 
we had to see whether the degree of success within 
this group could be explained by the theoretical 
framework. 

Therefore, we separated the sample into a group 
of very successful new firms and a group of less 
successful new firms. For various reasons measur- 
ing the success of a new innovative firm is dif- 
ficult. Therefore we applied ten different success 
indicators that could be derived from the em- 
pirical data: 

(1) Time span between year of start-up and first 
year of profit. 

(2) Offers for buying shares or for take-over. 
(3) Average sales per employee and year. 
(4) Average increase in sales. 
(5) Cumulative percentage increase of sales. 
(6) Cumulative percentage increase in number of 

employees. 
(7) Volume of orders not yet processed. 
(8) Cumulative percentage sales increase within 

the first three years of business. 
(9) Average percentage increase in number of 

employees. 
(10) Sales value in the first year of business. 
This mix of indicators takes account of the hetero- 
genity of innovative firms with respect to size, age, 
industry and products. In order to separate very 
successful from less successful business, all firms 
were ranked according to each of the above 
indicators. A separation into the two groups was 
reached by applying five different combinations of 
indicators (the following combinations are chosen: 
all indicators; 1, 2, 3, 4, 9; 1, 2, 3, 7, 8, 10; 1, 2, 3, 
5, 7, 8, 10; 1, 2, 3, 4, 7, 8) to the whole sample. 
Those 16 firms who ranked for all five combina- 
tions on top of the list were attributed to the 
group of very successful new businesses whereas 

those who ranked for all five combinations of 
indicators at the end of the list formed the group 
of 18 less successful new businesses. The middle 
group of 16 businesses was not included when we 
wished to determine whether there were dif- 
ferences between less successful and very success- 
ful innovative start-ups. 

3. Results 

The following presentation of the empirical re- 
suits offers interesting insights on the innovative 
idea, the entrepreneurial activities, and different 
forms of organizing innovativ start-ups in relation 
to the market context. 

3.1. Innovative entrepreneurial ideas 

Founders were asked for the benefits generated 
by their products. Such benefits can be assessed in 
terms of general advantages associated with the 
use of the product (rating of items in a list of 
advantages such as saving of time; effectiveness; 
gain in prestige; quality; flexibility; reduced 
search, coordination, execution and monitoring 
activities; facilitation of new services or products). 
On the other hand, one can ask for the relevance 
of specific cost advantages that are associated with 
the use of the product. For this purpose a long 
list of cost categories was presented to the en- 
trepreneur who in turn rated each category. Table 
3 presents mean values of the perceived product 
advantages as well as their correlations with the 
specific cost advantages. 

A rating of at least four to five points can be 
interpreted as an indicator for an important prod- 
uct benefit. Thus, increase of quality, effective- 
ness, increase of flexibility, faciliation of a new 
good or service, saving of time, reduced monitor- 
ing, search, and execution activities can be seen as 
the leading arguments for the new businesses in 
this sample. Increased flexibility, reduction in 
monitoring activities, search activities and execu- 
tion activities can be directly associated with 
transaction costs. Thus, not only direct production 
cost but also transaction cost arguments play a 
major role in evaluating new entrepreneurial ideas. 

Table 3 contains only those cost categories that 
were rated at least on an average level of four or 
higher. Those meaningful cost categories are corre- 
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lated with the product advantages in the way 
represented in Table 3. The highly significant re- 
suits of this correlation analysis underline the dif- 
fering importance of production and transaction 

costs for product advantages. Increase in flexibil- 
ity, for instance, is highly correlated with typical 
kinds of transaction costs, such as costs of moni- 
toring, communication costs, information costs, 

Table 3 
Correlation analysis of product and cost advantages of innovative ideas 

Product advantages Cost advantages Level of Correlation 
signifi- coefficient 
cance 

Timesavings Training costs 0.007 0.3393 
(m = 5.11) 

Effectiveness Personnel costs 0.000 0.5084 
(m = 5.59) 

Gain in prestige Consultancy costs 0.007 0.3375 
(m = 3.28) Rental of premises 0.003 0.3826 

Quahty R&D costs 0.002 0.3948 
improvement 
(m = 5.90) 

Increased Information costs 0.004 0.3632 
flexibility Control costs 0.008 0.3343 
(m = 5.50) Organization costs 0.001 0.4178 

Data processing costs 0.006 0.3452 
Communication costs 0.004 0.3590 
Training costs 0.002 0.3871 

Information costs 0.000 0.5880 Reduction of 
search activities 
(m = 4.65) 

Coordination 
activities 
(m = 3.57) 

Execution 
activities 
(m = 4.23) 

Monitoring 
activities 
(m = 5.09) 

Facilitation of a 
new type of ser- 
vice or product 
(m = 5.23) 

Distribution costs 0.001 0.4183 
Transport costs 0.001 0.4143 
Organization costs 0.005 0.3526 
Information transfer 0.002 0.4022 

costs 
Data processing costs 0.001 0.4421 
Information storage 0.005 0.3513 

costs 

Organization costs 0.004 0.3635 
Data processing costs 0.004 0.3625 

Personnel costs 0.004 0.3614 
Testing and measure- 0.003 0.3757 

ment costs 

Control costs 0.002 0.4011 
Service costs 0.002 0.4027 

Travel costs 0.009 - 0.3269 

Design costs 0.002 - 0.3884 

Variable product advantages = 10 characteristics. 
Variable cost advantages = 27 characteristics. 

nTot. = 52. 

m = mean averagage of statement ranging from 
1 = completely unimportant to 
7 = very important. 
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Table 4 
Cost advantages: Transaction costs and production costs 

Factor 1 Factor 2 Factor 3 
External trans- Internal trans- Classical pro- 
action costs action costs duction costs 

Consultancy costs Data processing Production costs 
Marketing costs costs Cost of materials 
Market development Information storage R&D costs 

costs costs Construction 
Travel c o s t s  Information transfer costs 
Administration costs costs Testing and 
Communication costs Organization costs measurement 
Storage costs Control costs costs 

Information costs 

Factor 4 Factor 5 Factor 6 
Service costs Logistic costs Personnel costs 

Service costs Energy costs 
Repair costs Transport costs 
Training c o s t s  Distribution costs 

Rental of premises 

Personnel costs 

nTot. = 52. 
Factor analysis according to SPSS-Standard-Analysis; 
6 Factors, standardized Eigenvalue: 0.001, 
Varimax-rotation. 

etc. The same is true for the other transaction 
cost-oriented product advantages. Thus, the analy- 
sis shows that not only direct production costs but 
also transaction cost factors are very important 
for the assessment of new entrepreneurial ideas. 

With help of a factor analysis (with six factors), 
we tried to find out whether transaction costs 
could represent distinct cost categories within the 
cost-oriented thinking of innovative entrepreneurs. 
Table 4 shows the result of this analysis. 

Factors 1 and 2 clearly relate to transaction 

cost considerations whereas Factors 3 and 6 are 
mainly related with classical production costs. 
Factors 4 and 5 seem to be somewhat of a mix 
between transaction costs and production costs. 
This kind of cost analysis helps to broaden the 
conception of costs (and benefits) which is useful 
for the evaluation of entrepreneurial ideas. Argu- 
ments that so far could only be intuitively per- 
ceived as economic advantages can be seen as 
transaction cost advantages. 

Interestingly enough the analysis of product 
advantages and cost advantages did not differ 
between very successful and less successful new 
firms. This shows that transaction cost considera- 
tions are to a similar degree present in all innova- 
tive entrepreneurial ideas within this sample of 
existing new businesses. 

However, with respect to other aspects of the 
innovative entrepreneurial idea, results do differ 
according to the degree of success of the enter- 
prise. Very successful enterprises for instance used 
twice as many measures to protect their ideas 
(patents, internal precautions, etc.) than the less 
successful group. Also very successful new busi- 
nesses pursued ideas whose degree of innovative- 
ness was a little less than in the group of the less 
successful finns. This could mean that too high a 
degree of innovation does not guarantee market 
success. 

3.2. E n t r e p r e n e u r i a l  a b i l i t i e s  a n d  f u n c t i o n s  

As could be seen in the sample structure (Table 
2), the education of new entrepreneurs is mainly 
oriented towards science and technology. A market 
and business orientation is less developed. In the 
same way the experience in trade can influence the 

Table 5 
Entrepreneurial abilities of the innovative founders 

Abs. Rel. (%) Less successful 
enterprise 

Very successful Significance 
enterprise 

Abs. Rel.(%) Abs. Rel.(%) 

Idea generation 43 87.7 14 79.8 12 75.6 0.855 
Organization 20 38.5 9 52.3 7 44.1 0.725 
Marketing 31 59.6 5 27.8 13 81.3 0.001 

Total (multiple replies) 94 180.8 28 159.9 32 201.0 

nTot. = 52. Less successful enterprises n ~ 18. Very successful enterprises n = 16. 
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success of innovative start-ups; 75% of the 
founders of very successful start-ups had trade 
experience in companies to 50% of the less suc- 
cessful founders. This can turn out to be a prob- 
lem for the realization of a successful start-up. 

In a further step entrepreneurs were asked for 
their specific entrepreneurial abilities (Table 5). 43 
saw their main strength in the domain of idea 
generation, 20 in the area of organization and 31 
in the field of marketing (multiple replies). This 
shows relatively low concern for markets and 
organization. When looking at the two success 
groups the consequences of this finding become 
obvious: 14 of the 18 less successful new firms saw 
their special strength in the field of idea genera- 
tion, 9 in the area of organization and only 5 in 
marketing; of 16 very successful foundations, 12 
perceived themselves to be strong in idea genera- 
tion, 7 in the area of organization and 13 in 
marketing (multiple replies). This shows already 
that those entrepreneurs who are strong in idea 
generation and in marketing seem to be more 
successful than those who are only inventors. 

A closer look at the team structure of the 
start-ups confirmed this picture (Table 6). 

Whereas among the very successful firms a 
team of founders dominates, the reverse is true for 
the less successful firms. Teams seem to cover 
more entrepreneurial abilities than singles. How- 
ever, one has to combine the argument of team 
with the argument of range of entrepreneurial 
functions in order to come up with a convincing 
analysis. This is done in Table 7. 

Portfolio 1 means that the one single or the 
team founders represent only one of the three 
entrepreneurial functions needed, value 2 indicates 
that 2 of the 3 entrepreneurial functions are 
fulfilled, with the value 3 all 3 entrepreneurial 

Table 6 
Success-oriented comparison of team set-ups with set-ups by 
an individual 

Team set-up Set-up by an 
individual 

Very successful 10 

Less successful 7 

17 

Very successful n = 16. 
Less successful n = 18. 

6 : 16 

11 : 18 

17 : 34 

Table 7 
Entrepreneurial functions portfolio, number of founders and 

success of start-ups 

No. of Range of functions 

founders 1 2 3 

a b a b a b 

1 6 0 4 

2 1 0 0 

3 2 1 1 
and more 

9 1 5 7 
90% 10% 42% 58% 

n T o t .  = 5 2 .  

a = Less successful set-ups (n = 18). 
b = Very successful set-ups (n = 16). 

3 1 3 17 65% 

35% 

1 2 2 6 50% 

50% 

3 1 3 11 36% 
64% 

4 8 34 
33% 67% 

Range of abilities = Variability of entrepreneurial abilities of a 
founder or set-up team, respectively. 

abilities are present. Table 7 provides the follow- 
ing conclusion: for a one person foundation it is 
advisable to cover all three entrepreneurial func- 
tions. On the other hand it seems also advisable to 
increase the number of founders in order to obtain 
more functions. The best way is to combine the 
team with a broad portfolio of entrepreneurial 
abilities. This allows for complementarity in 
management and, thereby, for success with the 
new enterprise. 

3.3. Organization of the new firm 

A very important decision of an innovative 
entrepreneur concerns the question what compo- 
nents and other intermediate goods and services 
he or she should buy from the market and what 
components etc. should be produced within the 
firm. 

Looking at the two success groups of the sam- 
ple, interesting trends can be detected. Whereas 
very successful new firms tend to switch from 
internally-made components to market-supplied 
components as soon as conditions are favorable, 
less successful firms tend to do the reverse. Figure 
2 underlines this finding; correlation coefficients 
may here be interpreted in terms of flexibility of 
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-- Very successful enterprises 

Less successful enterprises 

Negative Correlation 

-0 ,6307  

-0,1299 F 

-0,2484 I-- 

I -0,4966 

-0,5861 

-0,5487 

-0,2165 I 

-0 ,0965 I1 

-0,5468 

0,6396 

-0,0863 L 

-0,1266 [ , 

Criteria 

Specialized know- 
ledge of area 

Readily obtainable in 
the factor market 

Are very complex 

Not feasible in other 
enterprises 

You can make more cheaply 
than other enterprises 

Simple and standar- 
dized 

Require simple opera- 
tions 

Very costly to coordinate 
and to reach agreement 

Easily separable 

Few reliable and compe- 
tent sources of supply/ 
suppliers 

Knowledge about produc- 
tion only available in 
your enterprise 

Knowledge about produc- 
tion should not be com- 
municated to others 

Positive Correlation 

0,8100 I 

0,0152 

0,0038 

0,7516 [ 

0,5473 ] 

0,0740 

0,0257 

0,4993] 

0,5620 1 

I 0,1477 

I 0,1434 

0,2072 

Figure 2. Determinants of the intended policy to produce internally by very successful and less successful enterprises 

future make-policy with respect to the correspond- 
ing criteria. 

Future intended make-policy of very successful 
firms correlates much higher with the listed criteria 
than on the other side of less successful compa- 
nies. Very successful innovative start-ups seem to 
react much more sensitively (and in the manner 
predicted by transaction cost theory) to changing 
conditions of markets and product characteristics 
- - th i s  seems to be a conspicuous property of 

transaction cost minimizing entrepreneurship in a 
dynamic world. 

So far we have only looked at two extreme 
forms of organization (make-or-buy). We now 
want to investigate a little bit more closely the 
manifold world of contracts which governs the 
relations with external suppliers. Two main char- 
acteristics of input resources involved are dis- 
tinguished: standardized goods and specific goods. 
Transaction cost theory attributes a very high 
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Table 8 
Comparison of contractual forms for standardized and specific intermediate goods 

199 

Contracts Standardized Specific Significance Standardized intermediate 
intermediate intermediate goods a 
goods ~ goods a 

Specific intermediate 
goods 

Very Less Signi- Very Less Signi- 
sucess- sucess- ficance sucess- sucess- ficance 
ful ful Iul ful 

Contracts with 
intensive nego- 
tiations 
Written contracts 
Long-term supply 
contracts 
Cooperation 
agreements 
Complex contracts 
Spot-contracts 
and short-term 
contracts 
Are manufactured 
internally 

3.4 4.6 0.000 4.3 2.4 0.016 5.5 3.1 0.010 
4.5 4.8 0.559 5.8 4.3 0.051 5.6 3.2 0.025 

2.7 3.4 0.039 3.1 1.7 0.044 3.9 2.2 0.072 

2.9 3.4 0.270 4.0 2.7 0.111 4.0 1.5 0.006 
1.6 1.7 0.491 1.8 1.3 0.128 2.3 1.1 0.012 

4.8 3.8 0.137 4.3 3.9 0.646 

1.6 2.7 0.002 1.4 2.3 0.124 
Standardized intermediate goods n = 51. Very successful enterprise 
Specific intermediate goods n = 39 b n = 16, less successful enterprise 

n = 17, comparison of means. 

3.9 4.3 0.675 

3.3 3.9 0.550 
Very successful enterprise 
n =13, 
less successful, n = 12. 

a Mean averages of each statement, 1 = not accurate, 7 = fully accurate. 
b The divergence of the original sample (52, 18 or 16) results from the fact that some firms produce all their components internally. 

t heo re t i ca l  i m p o r t a n c e  to this  d i s t inc t ion ,  m o r d e r  

to  exp l a in  the  e m e r g e n c e  and  the  se lec t ion  of  

e f f i c ien t  f o r m s  o f  c o n t r a c t s  ( for  the  i n f l u e n c e  o f  

spec i f ic i ty  on  c o o r d i n a t i o n  modes ,  see Kle in ,  

C r a w f o r d  a n d  A lch i an ,  1978; W i l l i a m s o n ,  1979; 

Picot ,  1982. p.276ff . ;  A lch i an ,  1984; W i l l i a m s o n ,  

1985, p p . 5 2 - 5 6 ) .  Spec i f ic  goods  h a v e  a m u c h  

h ighe r  va lue  in the  specia l  a p p l i c a t i o n  o f  the  b u y e r  

t h a n  in a l t e rna t i ve  uses w h e n  so ld  on  the  marke t .  

Th i s  spec i f i ty  gives  r ise  to  i n f o r m a t i o n  a n d  c o m -  

m u n i c a t i o n  p r o b l e m s  as t r ansac to r s  a t t e m p t  to 

r each  a m u t u a l  a g r e e m e n t .  T r a n s a c t i o n - s p e c i f i c  

i n v e s t m e n t s  o f  h u m a n  capi ta l ,  m a c h i n e s  a n d  

ma te r i a l  h a v e  to be  p r o t e c t e d  f r o m  o p p o r t u n i s t i c  

b e h a v i o r  o f  the  o t h e r  pa r tne r .  Thus ,  an  in te res t  of  

l o n g - t e r m  a g r e e m e n t  a n d  m u t u a l  c o m m i t m e n t  is 

g e n e r a t e d  a n d  resul t s  in a h ighe r  deg ree  o f  ve r t i ca l  

i n t eg ra t i on .  O n  the  o t h e r  hand ,  s t a n d a r d i z e d  in- 

Tendency to Buy 

/ 

Succesful II 

Less succesful II 
Factor market 

Tendency to Make 

Figure 3. Success-oriented analysis of make-or-buy tendencies 
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Table 9 
Organization of sales and marketing 
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Organization of marketing by Very success- Less success- 
ful Enterprises ful Enterprises 

Specialized journals and fairs 0 
Founder and internal employees 3 
External sales agents/corporations 3 
Internal und external marketing agents/corporations 10 

Total 16 
Very successful enterprises: n = 16. Less successful enterprises: n = 18. 

3 
8 

0 
7 

18 

puts are highly mobile in markets. There is no 
need for protection of transaction-specific invest- 
ments. Therefore the degree of vertical integration 
can be low. 

The modes of contracting show different struc- 
tures between very successful and less successful 
innovative start-ups (see Table 8). 

Examples of specific intermediate goods are 
special designs and plans. Examples of standard- 
ized intermediate goods are uniform components  
which are also used by other firms and in other 
products. 

Comparison between specific and standardized 
input factors shows that specific inputs: 
- are more intensively negotiated, 
- are governed by longer-term contracts, whereas 

standardized products are obtained more on the 
spot-market basis, 

- are much more often made internally. 
Looking at the two success groups of the sam- 

ple one can easily realize that very successful new 
firms show all in all a much higher level of con- 
tracting than the less successful firms. This is true 
for specific inputs as well as for standardized 
o n e s .  

Contracts involving intensive negotiations, writ- 
ten contracts, long-term contracts and cooperation 
agreements are utilized more extensively by very 
successful innovative enterprises than by less suc- 
cessful enterprises. It must also be noted that less 
successful new innovative firms tend to produce 
standardized inputs themselves to a higher degree 
than very successful firms. This confirms the tend- 
ency shown in Figure 2 that very successful firms 
tend to exhaust economic possibilities of buying in 
markets. 

The results shown in this and in the previous 
section indicate that very successful business start- 
ups adopt  an extrovert management  policy for 
coordination of input resources whereas less suc- 
cessful new firms apply an introvert policy. This 
assessment relates to make-or-buy decisions, as 
well as to the level of contracting for externally 
procured resources (see Figure 3). 

The effect of the two policies is that the very 
successful firms can concentrate much more on 
their innovative core activities and at the same 
time are able to govern external relations to a 
more efficient degree. Probably the more extensive 
range of entrepreneurial functions, which includes 

Does not altogether 
apply 

1 2 
a) Contracts including 

intensive negotiations 

b) Written contracts 

c) Long-term supply contracts 

d) Cooperation agreements 

e) Complex contracts 

f) Spot-contracts and short-term 
contracts 

g) Service contracts 

3 4 

Applies 
completely 

5 6 7 

. . . . . . . . . . . . . . . . . . . . . . .  _ . ' ~_  _ 

o . . . . .  o . . . . .  - r ~ ( ~  - . . . .  o . . . . .  o . . . . .  o 

o . . . . .  o . . . . . . .  " t - o  . . . . .  o . . . . .  o . . . . .  o 

0-- -0 ..... 0---~,-0 ..... 0 ..... 0 ..... 0 

o - - - - - o - - - - - ~ - - - - o  . . . . .  o . . . . .  o 

o o o o o o o 

Figure 4. Comparison of contract structures in factor and product markets 

Mean Averages 
F a c t o r  I s i g n i ~ i - l l  P roduc t  I 
Market canoe ~ r ~ . -  

3 . 8  0 . 0 0 0 0  5 . 8  

4 . 7  O .  0 0 0 0  6 . 5  

2 . 8  0 . 0 3 6 4  3 . 5  

3 . 2  0 . 0 2 7 4  3 . 8  

1 .6  O. 0000  3 . 8  

4 . 2  0 . 0 0 8 9  4 . 0  

2 . 8  
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also organizational and market-oriented abilities is 
partly responsible for this superiority. 

Successful operations of new firms must be 
supported by efficient organizational structures of 
the marketing channels in order to reach potential 
buyers of the product. Table 9 shows the four 
different forms of marketing organization used by 
the innovators. 

It is noticeable that very successful new firms 
again are much more oriented towards the exter- 
nal world with their organization of sales agents 
and they do not mainly rely on traditional chan- 
nels (specialized journals, fairs) and on the inter- 
nal competence of the founder and his employees, 
as it is the case with less successful start-ups. 
Transaction costs of marketing and distribution 
can be more efficiently exhausted. 

Contracting modes used by new innovative 
firms in sales operations are shown in Figure 4 
related to the contractual nature of resource coor- 
dination. 

It should be noticed that contract structures in 
sales are on average of a higher level and more 
integrated than those of the input side. This is an 
indicator of the relative novelty and specifity of 
the product offered by those firms. In many cases 
first-mover situations as well as small-number 
situations should prevail. Therefore more intensive 
negotiations as well as long-term oriented con- 
tracting is advisable. With respect to the two 
success groups no significant differences in sales 
contracting could be detected. There was a slight 
tendency for very successful new firms to adopt a 
higher level of integration with their customers. 

4. Conclusion 

The empirical results of the present study un- 
derline the relevance of transaction cost factors 
for a success-oriented analysis of innovative start- 
ups. Transaction costs not only influence the via- 
bility of innovative ideas but also give valuable 
advice for the design of the organization of a new 
innovative firm. 

The success of innovative ideas depends on the 
realization of transaction cost advantages as well 
as on production cost advantages. The organiza- 
tion of market relations differs more significantly 

between very successful and less successful new 
entrepreneurs than do the results for the innova- 
tive idea. 

Therefore, one can assume that the majority of 
the investigated f rm s  pursue an essentially viable 
new idea but at the same time, many firms have 
some difficulty in efficiently organizing their 
market relations and their internal organization. 
To the extent that innovative founders are not 
able to organize transaction cost-efficient supply 
relations in the market, they are forced to switch 
to internal production. This tendency was trace- 
able for the group of less successful innovative 
firms. Very successful new firms, on the other 
hand, delegate their coordination problems to the 
highest efficient degree to the market. Their com- 
paratively high level of contracting ensures, at the 
same time, a higher degree of integration of their 
external suppliers. 

Design and development of transaction cost-ef- 
ficient coordination modes seem to be a very 
important property of innovative entrepreneurs in 
a dynamic environment. Compared with less suc- 
cessful founders, the very successful new en- 
trepreneurs showed a higher flexibihty of coordi- 
nation modes with respect to changes of character- 
istics of products and markets. Their flexibility 
takes the direction predicted by transaction cost 
theory, i.e. they switch to external procurement in 
markets whenever possible. Less successful firms 
are more rigid in their procurement policy. It 
would be advisable that founders, as well as con- 
sultants and other supporting institutions develop 
a higher sensitivity for this issue. 

Heterogenous teams of founders with experi- 
ence in the industry, market knowledge, as well as 
an education in business administration are much 
more successful than those who mainly rely on an 
education in science and technology. One could 
suspect that this factor influences the preceding 
conclusions on successful internal and external 
organization of production and marketing. 

This investigation also leads to the conclusion 
that the application of new institutional econom- 
ics (in particular, transaction cost theory, property 
rights and contract theory, neo-Austrianism) com- 
bined with organization and diffusion theory can 
be fruitful for further research on innovation and 
on the determinants of a successful realization of 
innovative start-ups. 
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