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Abstract: “Disruptive change” can be described as quick and fundamental changes in the business
environment. If companies fail to adequately address these disruptive changes or remain passive, they are often
faced with severe challenges. If however, companies address these changes actively or even proactively, they can
outperform their competitors. In theory, disruptive innovations are mostly generated by “entrants”, start-ups that
develop new,disruptive ideas. However, entrants have been shown tolack resources for the straightforward
development and market implementation of their innovations. Established firms in contrast, lack the “disruptive
innovation thinking ”. In order for established firms to be successful in the face of disruptive innovation, today’s
research suggests to either develop new capabilities in-house, to spin-off a new enterprise or to acquire a start-
up. All these options stick quite close to established companies which makes it questionable if real disruptive
innovations can be born this wayand leave out the option of partnering entirely. This article discusses different
types of cooperation as a new way to bear disruptive innovations. The exchange of capabilities in a partnership
may lead to more diverse thinking in established companies and may provide resources for start-ups.
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1. Introduction

We live in a fast changing world. Globalization has increased the pace of change, leading to an intensified
competition and more frequent operational disruptions. Companies are overexposed to environmental
turbulences and managers see themselves confronted with the question of how to stay competitive[l; 2].
“Disruptive change”refers to unanticipated and severe disturbances that threaten to destabilise performance and
viability [3]. Disruptive change can take on many faces: it can disrupt competitive dynamics, could come in
form of natural disasters or appear as manmade crises[3; 4]. Ifdisruptive change appears on the horizon,
managers should assemble their capabilities to react to that change before it negatively affects the mainstream
business [4].

A well-known and often applied theory to explain disruptive change, is the theory of “disruptive
innovation”.In their latest article, Christensen et al. conclude that a universally effective response to the threat of
disruptive changehas not yet been given[5]. The trouble incumbents have when confronting disruptive change
was reduced to missing capabilities (i.e. traditional processes, dependence on most valued customers and
investors). It should however be noted that although the researchers have presented several possibilities (i.e.
development of missing capabilities in-house, spin-off or acquisition of independent firm) for incumbent firms
to react to disruptive change, they have not yet considered partnerships or the perspective of entrants (i.e. start-
ups).

Due to a fast changing environment, especially in information technology, it appears reasonable for firms to
enter into a more flexible arrangement. As a matter of fact, strategic alliances, as one form of partnering[8,
p. 35], have seen a growing trend [9]. What is more, start-ups are increasingly enjoying the attention of large
businesses, as they try to learn from their entrepreneurial spirit and culture, often by means of cooperation [10].
This conceptual paper sets out to make a first approach to understand how partnering might be able to fill the
gap in capabilities to confront disruptive change from the perspectives of incumbents and entrants alike. To
answer this question, a literature review will be applied, which will result in recommendations for further
research, i.e. research question and a potential set of hypotheses.
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2. Disruptive change

Disruptive changes are defined by McCann et al. as “severe surprises and unanticipated shocks that
destabilize performance, even threaten ongoing viability.” [3, p. 45]. Even though key drivers of disruptive
change(i.e. shock, surprise, discontinuity)are supposed to be difficult, if not impossible, to predict, the theory of
“disruptive innovation” is one approach to explain and predict how disruptive change occurs and which
businesses will grow in times of disruption.

The theory of “disruptive innovation” is proposed predominantly by Christensen and gained surpassing
attention both in academia and business circles[11]. According to the theory, disruptive innovation describes the
process of a new entrant with fewer resources being able to outperform an established organization. As
incumbents tend to focus on their most profitable customers and improve their offerings constantly, other, less
profitable segments are overlooked. By addressing these segments with “good enough” products, new entrants
gain a foothold in the market. Over time, by constantly improving their business model, the entrant’s
offeringsare able to meetthe requirements of the mass market.Once the offering is adopted by the mainstream
market, disruption has occurred.[5; 6, p. 113, 12]

Compared to sustaining innovations, that improve on already existing performance attributes, valued by
mainstream customers, disruptive innovations are inferior on the attributes that mainstream customers value,
offer new value propositions at lower prices and enter the market from a niche [13]. Moreover, disruptive
innovations are a relative phenomenon. Hence, an idea might be disruptive to one organization while being
sustaining to another. Basis for assessment is the business model of the incumbent.

3. Impact of disruptive change

3.1. Opportunities of disruptive change

The theory of disruptive innovation explains how smaller companies (i.e. start-ups) are able to disrupt
established firms in an industry, in an effort to provide more affordable and accessible solutions (cf. 2.). In
contrast to sustaining innovations, the entrant is able to gain a foothold in an overshoot market and develop its
offerings unaffected by the established firms. As disruptive products are usually simpler, more convenient and
cheaper, they allow the participation of customers who were previously not served by the market. Overall,
disruptive innovation, in contrast to sustaining innovation, create real growth in an industry [14] and present an
opportunity for smaller companies to compete successfully against established companies [7].

3.2. Threats of disruptive change

When disruptive innovationsare introduced by entrantsto an industry, managers of highly reputable firms
were found to jointly fail to respond to its appearance in a successful manner[4; 6, pp. 112-113; 7]. Although
these managers are usually highly capable and sensitive to market changes in their industry’s environment,
identify the respective disruptive innovation and have the resources to confront them[4], established companies
were shown to lack the agility and resilience to confront and react to disruptive innovation [3]. At first, it does
appear reasonable for managers to refrain from answering to disruptive change. As a matter of fact, established
firms can bring about the disruptive change themselves, as they allow for undershoot markets or overshoot
markets to occur, which present a foothold to entrants [5]. Further, the new emerging markets do not appeal to
large incumbents, as they do not provide sufficient growth potential and target the low-end, low-profit part of the
mainstream market. However, as the disruptive innovation is continuously enhanced along its trajectory of
performance improvement, it begins to appeal to the mainstream customers (cf. 2). This movement, from the
low-end of the market (or a new market) to the mainstream market, was shown to first erode the incumbent’s
market share and potentially the entire business[5; 12].
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3.3. RPV framework

In order to answer to the threat of disruptive change or to take advantage of the opportunities of it, managers
must assess their firms own strength and weaknesses.According to the theory, theanalysis of resources,
processes and values (RPV) inherent to the business is an adequate mean for this assessment.

Resources can be either tangible or intangible. It was found that the access to high-quality resources
improves a firm’s ability in coping with change. In order to get a holistic idea of a firm’s capabilities, one must
further assess the processes and the values inherent to a firm. Processes are a “firm’s patterns of interaction,
coordination, communication and decision-making” [6, p. 187]. They can be formal (i.e. defined and noted
down) or informal (i.e. evolving over time through ways of working)[15]. Values are the standards by which
employees prioritize their actions with regard to serving customers or following new ideas for products and
services. Values can inhibit companies in two ways: how companies define acceptable gross margins and how
they evaluate business opportunities. Table | summarizes core elements of the RPVs.[4]

TABLE 1: RPV-framework

Resources Processes Values
Tangible Intangible Formal Informal Proxies
e Cash e Brand e Customer service e Background e Cost structures
processes
e Distribution network e Experience e Hiring and training ¢ Budgeting e Investment decisions
e Equipment e Knowledge e Logistics e Cultural processes e Most important customers
e People e Product design | e Manufacturing e Habits e Prioritization in production
e Products ¢ Relationships e Procurement o Market research e Size of firm
e Technology e Product development e Planning e Size of opportunity
¢ Resource allocation

3.4. Incumbents and entrants

Incumbentswere found to have problems when dealing with the emergence of disruptive change. Although
they are mostly equipped with very capable people, are experienced, have good market and product knowledge
and sound financial resources, they often lack the required processes and values needed to answer successfully to
disruptive change[7; 16]. Established companies have developed organizational routines, procedures and habits
that were build or evolved to carry out repetitive tasks related to their current business in an efficient way. These
processes however are inefficient to solve the problem presented by disruptive change[17; 18]. Further,
established companies are obliged to meet the demands of their most important investors and customers. CEO’s
in these companies are accountable to their shareholders and feel the pressure to meet constant growth targets.
Disruptive innovations however, by definition, do not fulfil the incumbents need for growth[4; 6, p. 113; 15].

Entrants (i.e. start-ups) were however found to have a different composition of the RPVs in general. It
appears as what they lack in resources they make good in processes and values: Although the technological
innovativeness and the founder’s personality respectively network might be advantageous[19], in sum, the part
of resources tend to be ill-equipped. Predominantly, entrants seem to lack financial resources to scale up the
venture [20; 21]. Poor access to human resources and missing relationships to i.e. customers and suppliers are
further shortcomings that were identified byresearch [20; 22; 23]. With regard to processes, entrants are found to
use immature routines and lack in specific procedures (i.e. patenting, marketing)[23; 24; 25]. However, this
simple organizational structure also allows for a high flexibility, quick decision making and can result in a
creative opportunism[19; 20]. In consideration of values, the newness of the entrant might cause a too strong,
disadvantageous risk culture (due to inexperience) respectively a lack in employee commitment[20]. However,
as the founder is central in the setting, entrants may profit from entrepreneurial spirit (i.e. entrepreneurial
thinking, need for achievement) which is positively related to a high level of motivation on the side of the
entrant[20]. Concluding, one can state that entrants could have the right processes and values in place not only to
embrace but also to initiate disruptive change in their business environment[26].

The gap in ability to meet disruptive changemight present an opportunity for both categories of enterprises
alike. For the ability to initiate disruptive change or to react successfully to it, a company needs the right
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resources, processes and values (cf. 3.3). From the analysis of incumbents and entrants, it appears as
thoughincumbents (i.e. established firms) could generally supply the resources and entrants (i.e. start-ups) the
processes and values to form the optimal combination of capabilities required for disruptive innovation.

Christensen and Overdorf suggest three ways for bigger companies to obtain the needed capabilities to deal
with disruptive change in one’s industry[4]: (1) develop the capabilities in-house, (2) spin-off an independent
organization or(3) buy a smaller company. A new and currently less well-researched approachis to establish a
partnership (i.e. between incumbents and entrants)[11; 27; 28] to benefit from each other’s capabilities and
embrace the perspective of both partners simultaneously.

4. Partnering in times of disruptive change

Partnering, synonymously used with the term cooperation, is an essential component of numerous
companies’ growth or competitive strategies. One may notice a common trend towards strategic partnering,
especially for small and medium enterprises [29; 30]. A reason for the success story of cooperation is the access
to resources via partnerships[31]. Contrary to Christensen, other authors include aspects of processes and values
into the definition of resources as well [32; 33, pp. 136-144; 34, p. 199]. The access to these resources in
partnerships might also be helpful for companies in the context of disruptive innovation where incumbents and
entrants (start-ups) could share them. To engross this thought, it is mandatory to define cooperation first of all
and to understand the motivation mechanisms of collaboration in depth.

4.1. Cooperation forms
Cooperation means the volunteer collaboration of at least two de jure and economically independent partners
[35, p. 53]. This cooperation can be organized in different ways of which the following two are detailed:

e Strategic Alliance
e Joint venture

A strategic alliance is the volunteer conjunction of companies to share and develop products, services or
technologies [36]. Partnership and strategic alliances are even defined as congruent whenever strategic alliances
focus on the strategic and long term component of cooperation [37].

Joint ventures incorporate legally and economically independent partner companies. This leads to far higher
exit barriers to quit the joint relationship. On the other hand, this very close proximity enables partners to better
access resources of the copartner[38].

Despite these two cooperation forms there are several further options to establish a partnership, e. g.
networks just to mention one of them. Networks are assumed to be an extension of strategic alliances, so this
research first of all focuses on the binary relationship as the micro-unit of a network. Whenever companies buy
goods and services from others this may rather imply a supplier-partnership than a strategic alliance. Therefore,
supplier-customer-relationships are not covered here. However, detached of the concrete cooperation form basic
theories explaining the phenomenon of collaboration are broadly valid for all of them.

4.2. Resources and capabilities as cooperation drivers

The resource based view claims strategic competitive advantages thanks to the existence and application of
critical resources within companies [33, pp. 136-144]. It is also possible to use resources and capabilities jointly
in partnerships, e.g. in service networks of producing and service providing companies with their
complementary equipment [39]. This combination of resources among partners is crucial for the value added that
can be achieved together [40].

As partnerships via the two mentioned manifestations of strategic alliances and joint ventures aim to gain
access to resources, the question arises how resources could be defined concretely. Resources are not imitable,
rare, valuable and not substitutable [41]. A categorization concentrating on tangible resources may be raw
material, human resources and equity [42, p. 39]. As mentioned above processual and value aspects can also be
defined as resources. This is the reason for a broader understanding of the term in this article. Furthermore
(dynamic) capabilities are necessary to achieve a successful application of the resources [43]. In respect of
Christensen’s differentiation of resources on the one hand and the only partial coverage of processes and values
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by “resources” on the other hand there is a definition-gap. This leads to the conclusion that capabilities should
complement resources in terminology.

4.3. Transaction costs as cooperation driver

Coase describes “hybrids” as intermediates between hierarchy (make) and market (buy). A partnership offers
a compromise between those two extremes which reduces transaction costs[44, pp. 386-405]. The acquisition of
resources and capabilities offers maximum flexibility to an enterprise but goes along with a lack of control and
high transaction costs. For a development within the companies one will need a long time whilst full control is
given and transaction costs are lower. Cooperation offers a way out of this dilemma, transaction costs are
comparably low while flexibility is comparably given [6, pp. 197 ff.; 45, p. 48]. However, monitoring costs arise
to prevent a partner’s opportunistic behavior and reduce the risk of missing reciprocity [46].

Despite resources, capabilities and transactions costs, additional, but in literature less often discussed aspects
such as risk diversification or the formation of market entry barriers for competitors or substitutes may be
additional drivers for collaboration as well [29; 47, pp. 184-186]. Those drivers can be addressed in further
research. Besides partners‘ resources and capabilities, the common target defines the ideal partner with whom a
company should be successful [48]. This target prioritizes resources and capabilities which are valuable for the
cooperation.

4.4. Partnering is enabling and encountering disruptive innovation

As mentioned above, it should be checked carefully in every single case if partnerships as intermediate
solutions are a promising way to gain lacking resources and capabilities [31]. If that is the case as stated in the
cited literature, this leads to the question whether cooperation also might be a strategy in the context of
disruptive innovation. The resource based view, transaction cost theory and the literature about dynamic
capabilities suggesta motivation to collaborate. As analyzed before, partnerships are an intermediate option
between the extremes of a make- or buy-decision to get access to resources and capabilities. This option
complements the suggested three strategies in disruptive innovation by Christensen and Overdorf (a-c) [4] with a
fourth one (d):

a. Develop the capabilities in-house c. Acquire a start-up
b. Spin-off an independent organization d. Cooperate with partners

A partnership could solve the challenge of impossibility to sustainably generate real disruptive innovation
internally in the long run. The same is valid for the loss of diversity after an acquisition passed by and the
acquired company gets part of an incumbent[6, pp. 198ff.].

5. Research question and hypotheses

The theoretical derivation of partnering as an additional strategy in times of disruptive change, leads to the
following research question:

Can partnerships as an intermediate compromise between internalization (make) and externalization (buy)
solve the dilemma of disruptive innovation, which requires the integration of external resources and capabilities
on the one hand but proposes separation to sustainably keep the advantages on the other hand?

A corresponding set of hypotheses could be:

The more an incumbent cooperates with entrants (i. e. start-ups) instead of developing resources and
capabilities internally/spinning of enterprises/acquiring them, the more disruptive innovations are born.

An additional question is whether the number of disruptive innovations born correlates positively with the
length of the corresponding cooperation. A decreasing innovation output after time elapsed could be as
imaginable as an increase. Maybe partners assimilate until a stimulation diversity disappears or they foster a
more productive collaboration after they know each other better?Moreover, research in the simple number of
disruptive innovations could additionally be complemented by the analysis of innovation quality, impact or
profitability etc.
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6. Further research: cooperation constellations

Besides the investigation into the proposed hypotheses they could be differentiated by possible partner
constellations. The constellation of incumbent and entrant (start-up) in a cooperation is only one possibility to
approach disruptive innovation partnerships. Especially start-up networks could be successful in gathering their
resources to generate synergies and foster efficiency [49, p. 3]. Next to private enterprises like incumbents and
start-ups, there is also science as an additional possible player in disruptive innovation. This leads to four partner
combinations while the mix of these basic types may appear in practice as well:

1. Incumbent and entrant (start-up) 3. Incumbent and science
2. Start-up network with two or more entrants (start- 4. Start-up and science
ups)

The original task of science to create innovation via basic research can be interpreted as a continuous input
for disruptive innovation. Partnerships between private economy and science could be an alternative or
extension to the collaboration of incumbents with entrants.

Even though the presented findings contribute to a further understanding of disruptive change, this paper has
its limitations. At first, the groups of incumbents and entrants were each seen as homogenous, which is helpful
for a first conceptual proposal. However, it might not mirror business reality.Nevertheless, it seems to make
sense to continue research in the field of disruptive change and partnering. The findings might have significant
impact on companies’ success whenever they are facing or actively pushing disruptive innovation.
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