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Most management teams in young technology companies are aware that their success
may depend on strong relationships with external organizations. However, it may not be
clear to them which types of relationships are most likely to impact their growth. This art-
icle describes the author’s recent research to examine the relationship between the num-
ber and diversity of business relationships and the revenue growth of young companies.
By examining data collected from 80 technology firms, and the 1943 relationships they es-
tablished over a two-year period, certain types of relationships were found to have measur-
able impacts on growth. The article focuses on the managerial implications of these
findings, which include the importance of early funding, niche identification, and building

relationships with large firms.

Introduction

For young companies in particular, growth often
equates to survival. Growth provides a company with
more resources — primarily financial resources - that it
can use to attract better employees, invest in research
and development, and market and sell its products and
services, all of which increase the likelihood of further
growth and maturation. Accordingly, researchers have
studied a wide variety of factors that impact the growth
of new companies, including: founder characteristics
(e.g., personality, values, skills, experience, education,
behaviours, decisions), industry characteristics (e.g.,
market size, barriers to entry, competitive landscape,
nature of buyers), and business strategy variables (e.g.,
strategy formulation, goals, strategic direction, entry
strategy, competitive positioning, segmentation, scope,
investment strategy, alliances). For further details of
these factors and a proposed model of their impact on
new venture performance, see Chrisman, Bauer-
schmidt, and Hofer (1998; http://tinyurl.com/3c2cxq8).

Among these factors, both researchers and manage-
ment teams alike are increasingly recognizing the im-
portance of a company’s relationships, which include
any interactions between a company and an external
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organization. A relationship can be a customer or sup-
plier relationship, or a relationship in which the firms
work together directly, such as a joint venture or a mar-
keting or business partnership. It can also include fin-
ancial relationships in which a firm receives financing
in return for equity or other considerations. Finally, a
relationship can be with a standards body or an associ-
ation through which the firm associates with other re-
lated firms.

Street and Cameron (2007; http://tinyurl.com/3cdnppq) re-
viewed the literature related to networks, alliances,
joint ventures, and ecosystems and found that research-
ers commonly examined how these systems work, who
participates in these relationships, and how these rela-
tionships benefit the organizations that are working to-
gether. The units of analysis in the literature reviewed
by Street and Cameron were individual firms, two-firm
partnerships (examining who extracts the most value
from the other firm), or entire networks, but the review
focused on established firms and did not specifically
consider the relationships of young companies. (In this
article, “young” refers to a company that between two
and 10 years of age. Unlike a startup, a young company
is an established organization with revenue from a
product or service.)
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Similarly, a substantial body of literature has examined
how networks can assist a firm and how networks
should be ignored at a firm’s peril (e.g., Lechner and
Dowling, 2003: http://tinyurl.com/3zxcqfl; Larson, 1991:
http://tinyurl.com/3lprkg5). Networks can assist companies
by helping them to establish credibility. They can fill
holes in a market offering, allowing a company to focus
on its core product or service, while other firms assist in
other ways. Networks can help firms reach internation-
al markets that would not otherwise be easily entered.
Relationships with customers can help a firm to build
products that better meet that customers needs, and in
turn better fit the market as a whole. Networks can also
help give firms access to resources (capital, intellectual
property, etc) that they would not otherwise have ac-
cess to alone. Companies can work with associations or
standards bodies to increase credibility, sway a stand-
ard towards a new company’s technology, as well as al-
lowing a group of firms to spread risk and rewards.
Unfortunately, despite the compelling reasons why net-
work relationships can be advantageous, the research
in this area typically does not examine young compan-
ies in particular.

While many of the factors examined by studies of rela-
tionships in established firms overlap with the factors
of interest for young companies (i.e., examining charac-
teristics of the management team and the firm, as well
as its strategies, systems, processes, and resources), the
majority of the research has focused on established
firms. This is notable because relationships may be of
higher importance to young companies and young
companies have limited abilities to establish and main-
tain relationships relative to established firms.

The author is aware of only two studies that directly ex-
amine the impact of relationships on new company
growth, and even these studies offer little in the way of
generalized guidance for young companies. Baum, Ca-
labrese, and Silverman (2000; http://tinyurl.com/3rvjccn) ex-
amined startup biotechnology companies in Canada
and reported on how the relationships they established
positively affected revenue and research output. Their
findings are specific to the biotechnology industry,
which is a unique industry (the high costs associated
with bringing a biotechnology product to market forces
a startup to work with established players, and this sym-
biotic relationship has been consistent over decades),
and not necessarily applicable to the North American
information technology market. Lee, Lee, and Pennings
(2001; http://tinyurl.com/3vupmlr) examined startup techno-
logy firms in Korea. The Korean market is unique in
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that the government and established banking system
have a large effect on the success of a technology star-
tup, providing financial resources and connections to
promising firms. Again, this research was not necessar-
ily applicable to the North American information tech-
nology market.

So, despite the critical role that growth plays in the
early days of a company’s existence and the recognition
of the importance of relationships, it is surprising that
this area has received so little attention in the literature.
Even research into the growth factors for new ventures
has generally ignored the relationships that new com-
panies establish. As a result, there is a lack of models or
explanations for why one firm succeeds while another
similar firm fails, at least with respect to the role of rela-
tionships in these outcomes. Further, the literature
lacks research that identifies the types of relationships
that might be most beneficial to young companies. As
Gulati, Lavie, and Singh (2009; http://tinyurl.com/3f5hqr2)
observe: “not all relationships are equal, and ... some
relationships force exclusivity or monogamy, prevent-
ing a firm from forming other relationships.”

This article summarizes recent research to address this
important gap in the literature as part of the author’s
Master’s thesis in the Technology Innovation Manage-
ment program (http://carleton.ca/tim) at Carleton Uni-
versity. The aim of the research was to better
understand the importance of relationships as a growth
factor for new companies and what types of relation-
ships might be most beneficial for young information
technology companies.

The structure of this article is as follows. First, an over-
view of the methodology will be provided. Next, the res-
ults of the research will be presented and discussed.
Finally, conclusions are given, including a summary of
the key implications of the research for management
teams in young companies.

Research Method Overview

One of the reasons for a relative lack of research into
the relationships of young companies may be the diffi-
culties in collecting data. Most mature firms are pub-
licly traded, and as such, their financial information is
audited, and databases about these firms are available.
In contrast, limited financial information is available
for young companies, most of which are privately held.
When researching these companies, the typical ap-
proach is to collect data through interviews or surveys,
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which means that samples sizes are small and the data
is subject to opinion and bias.

In this research, historical sources available on the In-
ternet were used to collect data about Canadian inform-
ation technology firms founded between 1995 and
2005. The goal was to collect sufficient objective data to
determine whether the number and diversity of rela-
tionships affected the growth rate of young companies.
The expectation was that the more relationships that a
firm had, and the more diverse its relationships, the
faster the firm would grow. This expectation was based
on the assumption that young companies would be
able to leverage these relationships, in effect creating
value simply by creating relationships. It was also ex-
pected that a firm could over-extend itself and that
firms with too many relationships would display weak
growth.

Historical Branham300 lists (http://branham300.com) from
2002 to 2010 were used to identify a sample of 80 young
companies and collect revenue data. Branham300 lists
are yearly compilations of data about the 300 largest in-
formation technology companies in Canada and in-
clude both publicly traded and private companies. The
lists include revenue data, which is either from public
records, supplied by the firms, or is estimated by Bran-
ham. For each firm in the sample, three consecutive
years of revenue data were used to calculate the firm’s
growth rate.

While the Branham300 list features the 300 largest com-
panies, it is important to note that the sampling criteria
meant that the sample came mostly from the bottom
half of the list and did not include only successful firms.
The sample displayed a wide range of annualized
growth rates, which varied from 345% to -59%, with 12
of 80 firms having a negative annualized growth rate
(Figure 1).

Once the young companies had been indentified, his-
torical sources on the Internet were used to gather rela-
tionship data for the two-year period before the first
revenue observation from the Branham300 list. A two-
year period was chosen so that: i) more data could be
gathered; ii) relationship changes could be observed;
and iii) to allow time for any effect of the relationships
on revenue to become apparent.

The relationship data was collected through Internet
searches and the Internet Archive (http://archive.org),
which is sometimes referred to as the “Wayback Ma-
chine”. The Internet Archive stores historical snapshots
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Figure 1. Annualized growth rate of the 80 young com-
panies in this sample

of websites and currently holds over 150 billion pages,
covering from 1996 to the present. By viewing historical
versions of companies’ website, data about their past
relationships could be gathered. Through historical
press releases and partner pages for 80 young compan-
ies, 1943 relationships were identified, covering a two-
year period for each firm in the sample. While these
sources would not reveal all of the relationships held by
these firms, they comprised a representative set of rela-
tionships that the firms self-identified as being suffi-
ciently important to warrant the creation of a press
release or inclusion on their website. Based on the data,
variables were generated representing the total number
of relationships and their diversity based on the types
of relationships, which were categorized as follows:

e large firms

* associations, standards bodies, or industry organiza
tions

e suppliers

* distributors

* customers

e financial firms

e product integration partners

* strategic relationships with another small firm

* merger/acquisition relationships

* top management team relationships

Once collected, the relationship and revenue data were
compared using a stepwise regression (http://tinyurl.com/
Joasxdh) to examine the effect of relationship type,
volume, and diversity on growth over the sampled two-
year period.
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Results and Discussion

The results of this study identified three factors that af-
fect the growth in revenue of a young information tech-
nology company, which translate into the following
guidance for young companies:

1. Secure funding early.
2. Identify the firm’s niche.

3. Increase in the number of relationships with large
firms.

Securing funding early

The first variable selected by stepwise regression repres-
ented changes in relationships with financial partners.
The regression model suggests that the correlation
between growth rate and this term is negative. In other
words, new or discarded relations with financial firms
resulted in negative performance.

This finding suggests that firms should seek funding
early and then limit their need for additional funding.
This is counter to the findings of Baum and colleagues
(2000) and Lee and colleagues (2001), which might be
due to the age of firms in those studies. The mean age
of firms in this study was four years; in the other stud-
ies, firms were examined from the moment they were
created.

Niche identification

The second term selected by stepwise regression repres-
ented the volume and diversity of the relationships that
a firm has with other firms. This variable was based on
the work of Ferrier (2001; http://tinyurl.com/3byx9lz), who
found that, in the area of competitive actions, the more
diverse and intense actions that were taken, the better
the firm did versus a competitor. It was expected that
the correlations between firm growth and relationship
volume and diversity would be represented by upside-
down “U” shapes. Firms with few relationships and low
diversity were expected to perform poorly, while firms
with moderate to high diversity and a moderate num-
ber of relationships were expected to perform best. As
the number of relationships exceeded some value at
which a firm could no longer maintain all relationships,
performance was expected to degrade. However, the
results indicated that the correlation between relation-
ship volume and diversity was linear and negative.
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These findings suggest that young firms must focus on
specific niches in order to grow. Young firms that estab-
lish many diverse relationships might be unfocused
and underperform relative to their more focused peers.

Relationships with large firms

The final term selected by stepwise regression is a vari-
able representing the change in the number of relation-
ships with large partners, which were defined as
partners with over $1B of revenue. Partnerships of this
type typically involve changes in behaviour at the ob-
served young firm, but little or no change in behaviour
at the large partner firm. This was the only variable that
was found by stepwise regression to have a positive cor-
relation with the growth rate of the young companies in
the sample. It is interesting that this term emerged in
the stepwise regression, whereas close partners or part-
ner integration did not.

These findings suggest that, when a young company is
considering various relationship opportunities (either
partnering with a partner its own size, an association of
firms, or with a large firm), the relationship with the
large firm should be considered a priority. Previous re-
search has demonstrated that relationships with large
firms lend credibility to the young company and help
the young company overcome the liability of newness
(e.g., Stuart, Hoang, and Hybels, 1999: http://tinyurl.com/
3rtutgp; Gulati and Higgins, 2003: http://tinyurl.com/3aw5Im2).

Other findings

Also of interest are the relationships variables that did
not show a statistically significant effect on the growth
of young companies:

1. Mergers and acquisitions. These results are consist-
ent with Bhidé (2000; http://tinyurl.com/43hq98s) who
found no significant difference in organic growth
versus growth by mergers and acquisitions.

2. Distribution partnerships. Despite an expectation
that young firms that created distribution networks, or
business models that facilitated partners for broad dis-
tribution of a product, would be associated with higher
growth, this was not supported by the stepwise regres-
sion analysis.

3. Supplier partnerships. The expectation had been that

a young firm that wanted to rapidly reach a market
would call upon supplier relationships to deliver non-
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core technologies to a product offering, and so a firm
with a high number of supplier partnerships was expec-
ted to associated with high growth. However, the res-
ults did support this expectation, and in fact showed
weak support for the opposite effect.

4. Close partnerships. Working with close partners
might allow equals or near equals with varying experi-
ence and markets to work together to improve their per-
formance versus their competition. However, this
variable was not found to have a statistically significant
effect in the stepwise regression model.

5. Total number of relationships. Companies have a lim-
ited amount of resources available to them. Even if rela-
tionships are generally beneficial, trying to create and
support too many relationships might exceed the cap-
abilities of the firm. It was expected that the relation-
ship might follow an arc in which firms benefit from a
large number of relationships, but observe decreasing
gains past a certain point. The stepwise regression in-
cluded quadratic terms, which would have revealed this
effect, but it was not found to be statistically significant.

6. Standards and associations. Baum et al. (2000) found
that firms that joined associations in the biotechnology
industry were negatively correlated with performance.
They posit that this might be due to the founders trying
to make up for personal and firm weaknesses by joining
these organizations. If a person were to consider stand-
ards and associations with a network view, in which
firms assist each other, it would be expected that these
types of relationships would be beneficial. However, in
this study, this variable was not found to be statistically
significant in the stepwise regression.

7. Top management teams. As new members are intro-
duced to the management team, they might bring with
them their past relationships (and the potential bene-
fits to growth that they represent). However, it is diffi-
cult to measure the effectiveness of an individual leader
with the method used here to collect information about
relationships, and as such it was not unexpected that
this variable was not found to be important in the ana-
lysis.
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Conclusions

Young companies must grow to survive. Companies tra-
ditionally create business plans outlining their business
model and how they will acquire customers. Few young
companies use a strategic mindset to consider their re-
lationships with other companies. However, relation-
ships are a resource that can be planned, monitored,
and measured just like any other. Young companies
have limited resources to create and maintain relation-
ships and should therefore consider whether a particu-
lar relationship will provide value to the company. The
results of this research provide guidance to manage-
ment teams of young companies by highlighting the im-
portance of three activities: i) securing funding early; ii)
identifying the firm’s niche; and iii) building relation-
ships with large firms.
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