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Abstract 
Background: The importance of creativity and innovation is frequently stressed in modern 
literature on management. The significance of innovation gives entrepreneurs the reason to prior 
to the commencement of a relationship with a venture capitalist, obtain necessary insights 
regarding the influences such a relationship may have, in terms of innovation. 
Purpose: The purpose of this thesis is to scrutinise the influence of venture capital firms on their 
portfolio companies regarding their ability to be innovative. 
Delimitations: The intent is to study the impact of a venture capitalist from the viewpoint of its 
portfolio companies. In other words, what the portfolio companies have perceived as changes is 
our main area of concern, rather than what the venture capitalist has perceived as change. 
Realisation: LinkTech, a venture capitalist located and active in the town of Linköping, has 
together with three of its portfolio companies constituted as an example for the empirical research. 
An interview with the CEO at LinkTech was carried out as well as interviews with managers at the 
three portfolio companies. Additionally, a survey aimed towards the employees at the portfolio 
companies was conducted. 
Results: It has been found that a venture capitalist does influence its portfolio companies in terms 
of innovation. This is mainly done through changes in the existing strategy, but also through the 
building of networks, changes in the organisational structure of the firms, and through the 
establishment of reward systems. Empowerment, corporate culture, decision- making, and 
teamwork have also been examined but been shown to be less influenced. 

 
Keywords 
Innovation, creativity, venture capitalists, entrepreneurs, change, 

 



 
  



 
  

 
 

 

 
Avdelning, Institution 
Division, Department 
 
  
Ekonomiska Institutionen 
581 83 LINKÖPING 

  
Datum 
Date 
2002-01-16 

 
 
Språk 
Language 

  
Rapporttyp 
Report category 

  
ISBN 
 

 Svenska/Swedish 
X Engelska/English 

  Licentiatavhandling 
 Examensarbete 

  
ISRN   Företagsekonomi 2002/12    

 
     

  C-uppsats 
X D-uppsats 

  
Serietitel och serienummer 
Title of series, numbering 

 
ISSN 
 

    Övrig rapport   
 

   
 
URL för elektronisk version 
http://www.ep.liu.se/exjobb/eki/2002/fek/012/ 

  

 
 
 
Titel 
Title 
 

 
Innovation: Utvecklingskapitalbolagens påverkan på sina portföljföretag  
Innovation: The influence of Venture Capitalists on their portfolio companies 

Författare 
Authors 

Henrik Gustafsson and Madeleine Metzner 
 

 
 
Sammanfattning 
Bakgrund: Betydelsen av kreativitet och innovation framhålls ideligen i modern litteratur rörande   
management. Vikten av innovation ger entreprenörer anledning att innan inledandet av ett 
samarbete med ett utvecklingskapitalbolag skaffa sig nödvändig insikt beträffande den påverkan 
som ett sådant samarbete kan leda till med avseende på innovation. 
Syfte: Uppsatsens syfte är att granska utvecklingskapitalbolagens påverkan på sina 
portföljföretags förmåga att vara innovativa. 
Avgränsning: Avsikten med denna uppsats är att studera utvecklingskapitalbolagens påverkan 
sett från sina portföljföretag. Med andra ord, vad portföljföretagen har upplevt som förändringar 
är av vårt intresse snarare än vad utvecklingskapitalbolagen upplever som förändrat. 
Förverkligande: LinkTech, ett utvecklingskapitalbolag som är lokaliserat och aktivt i Linköping 
har tillsammans med tre av sina portföljföretag utgjort ett exempel för den empiriska forskningen. 
En intervju med VD på LinkTech har utförts samt intervjuer med personer i chefsbefattning i de 
olika portföljföretagen. Dessutom genomfördes en enkät riktad mot portföljföretagens anställda. 
Resultat: Det har framkommit att utvecklingskapitalbolag påverkar sina portföljföretag 
beträffande innovation. Detta fram för allt  genom ändringar I den befintliga strategin men även 
genom utvecklandet av nätverk, omstruktureringar I portföljföretagens organisation och  genom 
upprättandet av belöningssystem. Överlåtelse av beslutsrätt, företagskultur, beslutsfattande och 
grupparbete har också studerats men har visat sig påverkas mindre än övriga nämnda faktorer. 
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1. Introduction 
 

 
In the first chapter of this thesis we will introduce the reader to the 
background of our research area, followed by problem discussion, our 
actual purpose and some limitations of our research area. 
 
 

1.1. Background and Problem Discussion 
 
The importance of creativity and innovation1 is frequently stressed in 
modern literature on management (e.g. Schrage & Peters (1999), Ramirez 
& Wallin (2000), Porter (1998)). A creative organisation is believed to 
have the capacity of developing new and innovative products/services that 
will give the company competitive advantage. Often innovation is even 
argued to be a necessity in order to survive within the competitive 
environment, which prevails in most industries. This is especially the case 
with businesses that have a high degree of technology development (e.g. IT 
and Aviation) (Cottam et al., 2001). Moreover, creativity, as a contradict to 
logic, is sometimes argued to be the essential ingredient in strategic 
thinking and a tool to find new ways of defining problems and create 
innovative solutions (de Wit & Meyer, 1998). Cottam et al. (2001)  also 
propose that organisations find it harder to compete in an era of 
globalisation, deregulation, increasing competition, new technologies and 
e-commerce. In this dynamic and changing environment, to innovate is one 
way to create growth and sustainable performance. Furthermore, so the 
authors, is innovation essential for generating long-term stability, growth, 
shareholder returns, sustainable performance and remaining at the leading 
edge of the organisation�s industry.    
 
Numerous new firms are established around the world every year. Only in 
Sweden 39,520 new firms were established during the year 2000 (ITPS, 
2000). In addition, out of 814,733 Swedish companies, 798,547 have less 
than 20 employees (SCB, 2000). In particular among newly established 
companies and small firms, the need for financial assets is often significant, 
especially, in case of intentions to grow and expand the business in terms 
                                                 
1 In the literature both terms are not distinguished clearly and consistently. Thus, we will use creativity 
and innovation interchangeably, if not stated otherwise.  
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of product development and penetrating new markets. A natural 
consequence would at this point be to look at different alternatives on how 
to obtain the necessary resources. Barber et al. (1989) specify several 
options on how this can be done, and before one chooses between the 
different existing financing alternatives, one should evaluate them and 
make sure that all impacts the investor might have on the business are 
considered. Firms could obtain financial supply, which is raised from 
personal resources, friends and relatives as well as from clearing banks. A 
disadvantage in the latter case is that the banks in mind charge high fees 
and interest rates. Furthermore, a very high level of security is required. A 
third alternative might be to examine the venture capital market. An 
interesting reflection comes from Barrow (1993), who makes the following 
statement: �Of the firms that do fail, the biggest single reason in 
incompetence.� Incompetence and managerial experience hold the first 
place, followed by a lacking product and/or marketing strategy and also 
unbalanced experiences. In other words, the management is only in a few 
cases well rounded in all the business areas, such as marketing, finance, 
sales and production. Other reasons for failure might be a so-called over-
optimism about the market size for a certain product or service as well as 
an underestimation of the actual start-up time for young businesses. Only 
on rank six one can find the problem of lacking working capital. According 
to Barber et al. (1989), one of the most important characteristics of venture 
capital firms2 is the long-term interest in a company it invests in, which 
takes the form of high business involvement. Furthermore, Fredriksen 
(1991) points out that the venture capitalist serves as a business consultant, 
coach and mentor. In other words, the venture capitalist helps its portfolio 
company with managerial issues and problems that arise.   
 
The venture capital firm LinkTech that constitutes as the example for our 
empirical research demands innovativeness in the selection process of 
potential portfolio companies. Until now we know that the entrepreneurial 
companies have to prove only once that they are actually capable of being 
innovative, meaning at the time they apply at LinkTech as their potential 
investor. Nevertheless, one may ask what happens after the investment has 
been granted? Are there still room, time and intention to innovate new 
products and processes, or is the only thing that matters now being 
profitable and obtaining a high return on the investment? The first product 
that the entrepreneurial companies of LinkTech�s portfolio developed had 
the characteristic of belonging to the leading edge within its market and/or 
                                                 
2 An introduction to venture capital firms is given in the theoretical framework. 
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industry. Is it the portfolio firm�s objective to reach the same for the 
products that follow? There is a close cooperation between LinkTech and 
the entrepreneurial firms. We suspect that these companies must have gone 
through some changes since the relation to LinkTech was established, and 
in this case it will obviously bring along consequences in one way or 
another. How are the portfolio companies affected in terms of their future 
ability to be innovative? We feel that this is an important area to take a look 
upon, because even though research has been carried out in the area of 
venture capital firms and their relationship to their portfolio companies, this 
perspective we were not able to find in the literature so far.  
 
 

1.2. Purpose 
 

The purpose of this thesis is to scrutinise the influence of venture capital 
firms on their portfolio companies regarding their ability to be innovative.  
 
 

1.3. Potential Readers 
 

We believe that the outcome of this thesis will be of interest for firms that 
can identify themselves with the circumstances we mentioned in the 
background, as well as for venture capital firms that would like to see the 
effects they cause from an external point of view, meaning from people that 
are not involved in the whole business network.  
 
 

1.4. Scope 
 
LinkTech might be our chosen example of a venture capital firm. 
Nevertheless, we are intending to study the impact of LinkTech from a 
viewpoint of the portfolio companies. In other words, what the portfolio 
companies have perceived as changes is our main area of concern.   
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2. Methodology 
 

 
The following chapter will cover methodological issues of this thesis. At 
first we will summarise the whole research process. Afterwards, the 
research design will be explained and justified. Finally, we will comment 
upon validity and reliability aspects, criticise the methods we have chosen 
and reflect upon our study regarding the scientific approach. 
 
 

2.1. Research process 
 
At this point we try to summarise our practical research process by using 
the strategy model of Mintzberg and Waters (1985:63, see figure 2.1). Our 
initial starting point, which is according to Mintzberg and Waters the 
�intended strategy�, was to find out about supporting and prohibiting 
factors of innovativeness within entrepreneurial companies. In order to 
obtain empirical evidence we wanted to take advantage of existing contacts 
with LinkTech, a venture capital firm in the Linköping area, who would 
help us to get in touch with entrepreneurial firms. This issue can be 
regarded as our �deliberate strategy�, meaning that the realisation of the 
plan to carry out research with the help of LinkTech�s contacts to small 
firms was fully intended. An �emergent strategy� is a plan that evolves and 
develops over time. In our case, the process of new ideas surfacing started 
after we had done our first interview. Until then we assumed that constant 
innovation is a key factor to success for firms in today�s business 
environment. However, through several discussions with entrepreneurs we 
found out about different points of view upon this problem. Finally, there is 
also an �unrealised strategy�. Even though initially planned, we did not 
want to find answers to the question �What makes entrepreneurial firms 
innovative?� anymore. We felt it was more interesting to go one step 
further and find out how an investor has impacts on this characteristic, 
since, as already mentioned in the introduction, there has not been much 
research done in this area. Finally, there is the �realised strategy�, which is 
reflected in our main purpose of this project, that is, the influence of 
venture capital firms on entrepreneurial firms regarding their ability to be 
innovative. The authors will not question LinkTech on their judgement on 
whether the small firms were creative or not at the point of investment. The 
fact that LinkTech believes so will be considered as satisfactory. 
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Figure 2.1: Our research process, adapted from Mintzberg & Waters (1985:63) 

 
 
We scheduled our first meeting with one of the founders of LinkTech at the 
beginning of November. He introduced us to the company and gave us 
important insights into the processes of venture capitalist firms and their 
relationship with their portfolio companies. A period of concentrated 
literature research followed in order to obtain an intensive theoretical 
background of this area.  We collected published material from the library 
as well as from databases. After the theoretical research we focused on 
preparing and testing interview questions and evaluating the outcome of 
these meetings as well as developing a small questionnaire, including 
testing, distributing and appraising it. We intended to carry out the 
interviews with the founders and managing directors at three portfolio 
companies of LinkTech, which has a total of seven portfolio companies at 
the moment. The first two companies were suggested by LinkTech. Cendio 
was the first company, LinkTech had invested in, and the founder and 
Managing Director was supposed to be really helpful and interested in the 
subject of innovation. The same thoughts can be applied to Opic, 
LinkTech�s second suggestion. However, the third company can be 
considered as our so-called last option. We tried to get in contact with the 
remaining three portfolio companies before. As it turned out, they all 
seemed to be not appropriate for our study. One of them had moved their 
head office to Stockholm. At the second one we found out that both of the 
founders had left the company, and the new Managing Director had only 
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worked there for a short period of time, which meant that he would not 
know that much about the cooperation with LinkTech. That is also the 
reason why we planned to talk to managing directors in the first place. 
They were the ones that have usually been in the organisation from the 
beginning, and also initiated the cooperation to LinkTech. Thus, they are 
the ones that are able to recognise and evaluate certain influences resulting 
from this collaboration. Furthermore, the third one did not cooperate at all, 
which led us to Soliton, our third portfolio company. Regarding the other 
survey, the outcome of the questionnaire was supposed to reflect the 
opinions of the employees within these three organisations. Finally, there 
was the period of analysing our findings and results from the empirical 
research in connection and comparison with our theoretical framework and 
in regards to the purpose of this report. This issue will be further discussed 
in the section of data collection. 
 
 

2.2. Research Design 
 
The research design guides the whole process of collecting and analysing 
data. It can be compared to a framework or a plan. Churchill (1995) also 
calls it "the blueprint" for a study. He describes three different types of 
research design: exploratory research, descriptive and causal research. The 
sources of information as well as the research design are interdependent. If 
only a few things are known about the problem that is going to be 
investigated, exploratory research should be used. In addition, Churchill 
(1995) states that exploratory research is "general picture research".  It is a 
promising possibility to increase the familiarity of the analyst with the 
research area. Another characteristic is, according to Birn et al. (1990) the 
flexibility of this method, since the imagination and ingenuity of the 
analyst will guide the exploration rather than clear specification of the 
whole study. Useful instruments for gaining a deeper understanding of the 
phenomenon are literature searches, experience surveys, focus groups and 
the analysis of selected cases. Within a descriptive research process, so 
Churchill (1995), the flexibility in mind needs to be abandoned. This 
research alternative suggests rigid specifications and a precisely and 
unambiguously formulated problem. A fundamental knowledge of the area 
that will be investigated is therefore necessary. Descriptive studies are used 
for describing characteristics of certain groups, estimating the proportion of 
people that behave in a certain way or for making specific predictions. 
Finally, causal research covers the demonstration of "cause-and-effect" 
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relationships. In order to determine cause and effect, causal studies often 
involve experiments. These three alternatives reflect different stages in a 
continuous process. On one hand, exploratory studies are considered as the 
first step of an investigation, which on the other hand not necessarily 
means, that every research starts with an exploratory design. It is always 
dependent on the ability of how specific a problem can be formulated at the 
beginning at the research.  
 
In this report the reader will find characteristics of two approaches, the 
exploratory and the descriptive one. At the beginning we, firstly, knew 
relatively little about the research area, because neither of us was familiar 
with this matter. Even though the university offers different classes and 
projects on this subject, we both never took the opportunity to attend them.  
Secondly were not able to formulate a specific research problem. The idea 
we had about our project was not rigid, thus our research process was 
guided by flexibility of methods, theories and ideas. Instead of having a 
well thought-through structure at the beginning we were responsible 
ourselves for building a framework. Exploratory research was also helpful 
to break down a broad problem statement into smaller but more precise 
sub-problems. Furthermore, the interviews with the managing directors 
facilitated to obtain significant insights from their experience with the issue 
of innovation as well as their relationship to their investors and its 
influence. Nevertheless, the reader will also notice an emphasis on 
descriptive research, namely in the survey we carried out addressing the 
employees of the companies. By that time we already had sufficient 
knowledge of the territory in mind and were thus able to formulate a more 
specific problem.  
 
 

2.3. Data Types and Collection Alternatives 
 
The second step after defining and specifying the research problem is 
collecting important and useful data. Secondary data is information that has 
been collected before, but for some other purpose. Primary data on the 
other hand, has been gathered by the researcher him/herself for that 
particular purpose. According to Churchill (1995) there are two basic 
principles of collecting primary data: communication and observation. 
Communication is connected with asking questions to respondents with the 
help of questionnaires. Lehmann (1989) agrees with Churchill on the fact 
that observation on the other hand means that a particular situation or 
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circumstance is inspected and examined in order to record interesting and 
relevant facts, behaviours or actions. Lehmann (1989) furthermore argues 
that the method of observation is rather passive, because the observer 
actually has to wait until the wanted situation takes place. The 
communicational approach has the significant advantages of high 
versatility, high speed, meaning the time period until results can be 
evaluated, as well as low costs compared to an observation. The method in 
mind also accommodates a greater degree of control when it comes to the 
gathering of data, since it is rather predictable how long this process will 
take. A third classification is according to Hague (1987) the division into 
quantitative and qualitative data. Quantitative data allows statistical 
measurements, whereas qualitative data is more appropriate for reflections 
upon attitudes and human behaviour. As a summary one could say that 
quantitative research raises questions like �How many?� and �How often?�. 
On the other hand, qualitative research focuses more on discussion like 
�How?� and �Why?�.     
 
 

2.4. Data Collection in our Research 
 

2.4.1. Secondary Data 
 
We received material from LinkTech and also from the companies we 
studied. This material included company presentations and annual reports 
and helped us to gain a better understanding of the business areas they are 
working in. As a complement we also examined the firms� homepages. We 
have also collected information for our theoretical framework through 
published books and articles. Secondary data has the advantage that it is 
cheap and most of the times easy to access. Birn et al. (1995) divided this 
information into internal and external data, whereas the first one stands for 
data that has been obtained within the organisation, the latter one derives 
from sources outside the organisation, as for example published and 
commercial data. Unfortunately, we were not able to acquire information 
about the companies from other sources than the ones mentioned above. 
One reason for that might be that the companies are still quite young with 
rather small operating areas. We believe that it would have been interesting 
to see how people with an external point of view that are not involved in of 
these businesses would have evaluated, commented or criticised any of the 
organisations in mind. 
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2.4.2. Primary Data 
 
As mentioned before, primary data is originated for the specific purpose of 
an investigation. We obtained our primary data through communication 
skills, since the influences on certain factors we intended to study are not 
really possible to be observed only. We believed to obtain interesting 
results through discussions and debates with people that are supposed to 
have significant experience within the area in mind. One can say that we 
also used observation tools. Observation is something we do constantly 
every day. However, in this case the observation of certain points of 
interest happened rather indirectly and not deliberately. Thus we think that 
it is irrelevant at this point by Lehmann's definition.  
 
Once we had chosen communication as a method, a number of additional 
decisions had to be made. In Figure 2.2 the reader will find a summary of 
the collection alternatives we selected and implemented in our research, for 
both, the interviews with the managing directors and the employees survey. 
 
 

a) Interviews 
 
After we had prepared the first draft of our questionnaire, we tested it at 
one of the portfolio companies that LinkTech had invested in, in order to 
see how our questions would be perceived, if they were understandable as 
well as appropriate. We dealt with this company for test purposes only. 
After the test interview we made some adjustments to this interview 
framework. Points that we thought would be not that important or easy to 
answer we took out, factors that led to misunderstandings were clarified 
and new items that had promising potential were added. Finally, we 
interviewed the managing directors in each of the three companies we had 
chosen, in other words one person in each company (for the interview 
framework see appendix 1). The degree of structure in the questionnaires 
was intermediate. Our questions were not fixed. If necessary, we were able 
to change the order, add questions or take some out. Since the questions 
were rather open, they led to interesting and personal discussions. This 
allowed us to get in-depth information. Our intention was to have the 
questions as some sort of introduction to different areas of concern. Thus, 
the questions we asked were of a qualitative nature. The degree of disguise 
on our questionnaire was low. We introduced ourselves to the interviewees 
as students that carry out research needed for our final thesis and we 
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explained what the results were going to be used for. We decided to 
interview the managers personally, because we were confident that we 
would obtain the most useful results with this method. Our aim was to get a 
deeper understanding of the relationship between LinkTech and the 
invested firms, the influences of LinkTech and the outcome of that 
relationship. With this method we were able to raise follow-up questions 
right away. We felt that behavioural patterns could not have been obtained 
through statistical measurements. Another reason for personal interviews 
was that all the companies are located in Linköping, which made it easy to 
access them, even more than once if necessary. The interviews were carried 
out at the managers� offices. We used a tape recorder to keep track of all 
the information we received and since we were two interviewers, it was 
easy to take additional notes of every interview. Each interview ranged 
from one to one and a half hours and was conducted in English. However, 
we did not take this fact for granted, but asked in advance if the interviewee 
would feel comfortable with talking to us in English. This was never 
considered as a problem, neither for the three interviewees, nor for us. 
 
 
      b) Survey 
 
The survey was carried out after the personal interviews with the managing 
directors. Initially we had planned to ask employees questions personally, 
as well. Nevertheless, as it turned out, some companies were not that 
cooperative, resulting in us having less and less time for our empirical 
research. However, the survey allowed us to acquire insights and 
information from more people than with personal interviews. The 
questionnaire was given to every employee at each of the three companies. 
Since the firms have a rather small amount of employees, it was a simple 
task to distribute them (for more information regarding the number of 
employees and the number of responses see chapter 4.2). We intended to 
use the outcome of this survey for investigating the awareness of the 
employees towards some issues the managers were telling us about. The 
results were supposed to support our earlier findings from the interviews. 
The questionnaire was structured, giving every person the possibility to 
choose the statements they agreed upon (see appendix 2 and 3). The degree 
of disguise was rather high, since we did not explicitly tell everyone what 
the results were going to be used for and for what kind of results we were 
looking for. This questionnaire was tested beforehand, as well, with several 
people in order to get an objective opinion, and avoid misunderstandings 
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beforehand. This time we translated the questions into Swedish right away 
to make sure that there will not be any confusion.  
 
 
 
 
 
 
 
 
 
 

 
 
 

 
 
 
 
 
 

 
Figure 2.2: Basic Choices among means for collecting primary data,  

SOURCE: Churchill (1995:258) modified and adapted to our own research. 
 
 
We are aware of the fact that we used both, qualitative and quantitative 
data. Qualitative findings through the personal interviews and quantitative 
figures with the employee survey. Thus, it is more difficult to analyse them 
and draw conclusions from, since the problem of how to combine both of 
them might occur. Our starting points and priorities are, of course, reflected 
in the personal interviews we carried out. After the interviews we analysed 
the material according to the structure, chosen in the frame of references. 
We looked for patterns that appeared in all three discussions, meaning 
similarities, which in turn became our most important findings. As the 
reader will notice in the analysis, in general, we decided not to explicitly 
reflect upon every response quote in terms of names of companies and 
managing directors. Either it is obvious through explanations within the 
text, or it is simply not important, because the quoted statement exposes the 
general opinion in all three companies. Our intention was not to make 
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comparisons between the three companies in the first place. If there were 
interesting differences, we clarified them. Otherwise we were concerned 
about the �big picture� that could be drawn from those empirical findings. 
The employee survey had two meanings. First, it was supposed to support 
our findings from the interviews, where possible. Furthermore, we intended 
to use the survey for describing the organisational situation at the moment 
with having the second part of our purpose in mind; the firms� ability to be 
innovative. We decided to summarise the quantitative data in the chapter 
on empirical findings. On the other hand, we thought that it was not 
necessary and appropriate to do the same for the interview results. Thus, 
we integrated these findings into the analysis right away in order to support 
our statements. However, the reader should keep in mind that our priority 
was to interview the managers, even though the results are not presented 
separately.  
 
 

2.5. Reliability, Validity and Criticism of Method 
 
According to Boyd, Harper and Westfall (1981), a scientific method is the 
best-known alternative to minimise elements of uncertainty, which in turn 
reduces the risk of making a wrong choice between different courses of 
action. This method can be distinguished from other methods of 
investigation by the degree of reliability it provides. In order to obtain 
reliable results, researchers need to be objective, their measurements have 
to be accurate and their studies should be exhaustive. Reliability is 
achieved if they or other researchers will get the same results in case the 
investigation is reproduced. Another suggestion to define reliability comes 
from Lehmann (1989), who uses the synonym �repetitive consistency� 
(p.98). The ability to measure what a researcher intended to measure is 
called validity. Zigmund (1989) suggests comparing reliability and validity. 
He states that, even though reliability is necessary for validity, it does not 
have to be sufficient in itself.  
 
When approaching the questions we raised in our report, we tried to be as 
objective as possible. In other words, even though we had certain 
presumptions, we tried to be open-minded and flexible towards any 
phenomenon that we might experience. Objectivity and accuracy obtain a 
higher lever with observation as a data collection alternative, because this 
method is independent of the respondent's unwillingness or inability to 
provide the information desired (Burgess, 1991). However, with our 
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purpose and given directions combined with the time limit we are confident 
that we used the best possible procedure.  
 
We think that the employee survey we carried out is reliable regarding the 
fact that other researchers would obtain results close to ours, since the 
percentage of respondents is sufficient (about 50 per cent). On the other 
hand we are aware of the small number of questionnaires (47 
questionnaires) that have been distributed. Especially one company, which 
had only four employees, made it difficult to draw conclusions from. Errors 
that take place here may have a deep impact on the outcome of the survey 
(Yin, 1994). However, one should keep in mind that this survey had a 
supportive character. In other words, we did not intend to have perfect 
statistical measurement, but rather to take a look upon tendencies that 
might be apparent. The degree of reliability is much lower in the case of the 
interviews with the managers. Our interview framework was rather broad 
and from a qualitative nature, which makes it more difficult to be totally 
objective and obtain reliable results. In other words, it was not always easy 
to keep the interview process within the same framework and towards the 
same direction. Furthermore, for instance Churchill (1995) argues, it also 
depends a lot on the interviewers and their experience on how to conduct 
interviews. The interviewer can affect the respondents through his/her way 
of acting. Being aware of this problem, we tried to minimise such effects.  
The interviews were conducted in English. Since this is the mother tongue 
of neither one of us, there might have been misunderstandings. However, 
we tried to avoid this problem by discussing and revising the facts, 
rephrasing the statements made or by asking follow up questions. 
Regarding the companies we have chosen, we have to say that it was a pity 
that not all the companies that we had in mind cooperated as we wanted. As 
explained earlier, Soliton was not our first priority, since they operate in a 
totally different area than the other two. However, afterwards we found out 
that this was not a serious problem and led to interesting discussions 
anyway. Furthermore, we think that our work would have benefited from a 
second set of interviews with the same people, but it was already difficult 
to appoint the meetings in the first place. In addition, our time frame did 
not allow us to put this idea into action.   
 
Zigmund (1998) points out that another risk concerns the choice of 
literature, and the misinterpretation of it. The literature can for instance be 
not current enough or irrelevant for the study. We hold the opinion that the 
literature we used was appropriate. Since the topic of innovation is rather 
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new compared to others, we made sure that we studied the latest articles. 
Furthermore, the articles were collected from reliable databases, which 
should speak for a high level of quality. In case of any faults or 
misinterpretations we think that this has not led to any major mistakes, 
which would have made the conclusions out of this study less valid. 
 
 

2.6. Reflection upon Scientific Approach 
 

2.6.1. Hermeneutic vs. Positivism3 
 
We took on a hermeneutic approach to the conduction of this thesis out of 
the reason that we intended to scrutinize influences, behavioural patterns 
and relationships between different actors in the business world. 
Furthermore, we believe that this approach helped us to understand certain 
phenomena and explain them. We also agreed upon the fact that a 
positivistic method, which is based on statistical measurements and 
mathematical analyses, was not appropriate for our kind of research. Even 
though the reader will notice some statistical figures in this report, we 
would like to emphasis that they are used for showing tendencies and 
supporting our qualitative research. The results were derived through 
interpretations by us and thereby influenced by our perceptions, which in 
turn originate from our individual background as researchers. Thus, it 
became somewhat difficult to stay objective. In addition, the empirical base 
was too undersized for constituting as a general example for the issues 
discussed in the thesis. The consequence is obvious; the results cannot be 
thought of as generally applicable theory before more extensive research, 
reaching the same conclusions, has been carried out. All the changes that 
have taken place in the LinkTech�s portfolio companies cannot be expected 
to occur in any company that receive investments from venture capital 
firms. Nevertheless, they serve as considerable indications of different 
concerns that could evolve out of this relationship. We were however 
aware of this from the very beginning and did our best to refrain from too 
subjective thinking. Furthermore, our overall belief is that the approach 
undertaken did not detriment the thesis more than what it benefited it. The 
approach rather allowed more ideas to be played with, and even though the 
outcome should not be regarded as proven theory or definite rules, it will 
certainly serve as valuable insights about the issue in mind, both for 

                                                 
3 If unfamiliar to the concepts of hermeneutics and positivism, see Denzin & Lincoln, 1998 
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practitioners as well as for people that thirst for new ideas regarding this 
matter. 
 

2.6.2. Deduction, Induction and Abduction4 
 
The procedure that was used in order to fulfil the purpose of the thesis can 
be characterised by reciprocal action between theoretical and empirical 
research. Deduction and induction as being the two ends of one path, we 
went back and forth between these two types of research in order to obtain 
complete information on all individual topics that initially were considered 
being of interest, as well as topics that on the way appeared to be 
significant to the research. Hence, the approach adopted by us can be 
defined as abduction. We can solely see advantages with this approach. On 
one hand, we had presuppositions and ideas about our research area and 
were not able to position a clear hypothesis without extensive literature 
research. However, as we noticed, the literature did not seem to be 
sufficient in order to explain some of our findings, which we observed on 
our way. Thus, one can say that we started with a deductive approach, but 
later an emphasis on abduction is taken into consideration. 

                                                 
4 If unfamiliar with the theory on deduction, induction and abduction, see Alvesson & Sköldberg, 1994 
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3. Theoretical Framework 
 

 
In this chapter we will at first provide the reader with some background on 
venture capital firms, their ideas as well as their relationship to their 
portfolio companies. Our intent is to focus on the outcome of that particular 
relationship, but we feel that it is important to understand under what 
conditions the alliance originated in the first place. Secondly, we will give 
some insight about entrepreneurial firms and will present general 
definitions of creativity and innovation and an overview on how innovation 
is looked upon in the literature. Finally, the factors that we have found most 
influential to the creativity and innovativeness of an organisation will be 
discussed.   
  
 

3.1. Venture Capital 
 

3.1.1. Definition of Venture Capital 
 
There is no accepted definition of venture capital, because the 
understanding of the term seems to differ between countries. One attempt 
to define venture capital, which is commonly used, derives from the EVCA 
(European Venture Capital Association, EVCA, 1989), where venture 
capital is considered as organisational units or people: 
 
• �Who can prove substantial activity in the management of equity or    
     quasi-equity financing for the start-up and/or development of small    
     and medium-sized unquoted enterprises... 
• Whose main objective is long-term capital gains to remunerate risk... 
• Who can provide active management support to investees.� 
 
 
Maier & Walker (1987) define and distinguish venture capital from other 
investors as follows: 
 
• It involves potential equity participation for the venture capitalist  
         either through direct purchase of stock or through warrants, options   
         or convertible securities. 
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• It is a long-term investment discipline in which the venture capitalist  
          usually must wait from five to ten years for significant returns. 

• The venture capitalist generally has an active involvement with the  
         company in which it invests. 
 
 

In Figure 3.1, the relationship between the involved parties is shown. 
Firstly, there is the capital investor, who would like to invest in companies 
that have a great potential and hopefully give a high return on investment. 
However, there is the disadvantage of having insufficient information about 
small, unquoted companies, resulting in high transaction costs and high-
involved risk for the capital owners, which in turn are obstacles for 
investments. These barriers are significantly smaller when dealing with 
quoted firms at the stock market, since there are many analyses and sources 
of information available about these firms. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

                   Area of concern within our research 

 

Figure 3.1: The venture capital process, SOURCE: Fredriksen (1991:7). 
 
 
One way of reducing the risk of loss is to obtain help and advice from 
experts who have sufficient time, experience and capital in order to 
evaluate and select potential companies that are worth investing in. On the 
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actively for financial investors that are necessary for their development and 
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expansion and are able to support the young start-ups with their knowledge 
and experience. This is where the venture capital firm comes in. It serves as 
an intermediary between the capital owners and the entrepreneurs, or the 
so-called portfolio companies. (Fredriksen, 1991)  
 
 

3.1.2. The investment decision of the venture capital firm 
 
The most influencing criterion for the selection seems to be the 
commitment of the management of the portfolio company. The opportunity 
to attract financial support decreases significantly in case entrepreneurs 
have not made a full-time commitment to the venture. (Bovaird, 1990) 
Other reasons for denial are inadequate market potential and poor 
management (Tyebee & Bruno, 1981). Furthermore, Fried and Hisrich 
(1991) distinguish between different stages in the investment process. 
Investors in the early stages put more emphasis on unique products with 
high market potentiality, whereas in a later stage venture capitalists focus 
more on management capabilities.  
 
 

3.1.3. The relation between the venture capital firm  
 and the portfolio  company 

 
Do venture capitalists add value by providing more than capital? What do 
venture capitalists do in the management phase, which is the most time 
consuming level in the whole process? The most common used ways of 
cooperating and communicating are active work on the board of portfolio 
companies, informal contacts and economic reports. Furthermore, the 
venture capitalist serves as a business consultant, coach, mentor and in 
some cases even as a friend and confidant. Intensive involvement in the 
business process of the portfolio company can be considered as a way of 
protecting the investments of the venture capitalists. Research has shown 
that venture capitalists get more active in times of trouble. The so-called 
�fire-fighter syndrome� reflects the need to solve problems by finding 
additional sources of finance. (Fredriksen, 1991) Similar ideas can be 
found in Mc Nally (1995), who identifies three types of venture capitalist 
involvement: Strategic, social and the access to a network. The strategic 
view relates to the work on the board of the portfolio company. 
Furthermore, the venture capital firm might offer support in the 
development of a corporate strategy as well as advice in recruiting issues 
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and short-term problems. Acting as a mentor or confidant reflects the social 
role, a venture capitalist can obtain. Finally, a portfolio company gains 
access to a well established network through its investor, such as �other 
venture capitalists, tax experts, lawyers, patent agents, grant agencies, 
prospective customers and suppliers, etc. � (Mc Nally, 1995:11) 

 
 

3.2. Entrepreneurial Firms 
 
An entrepreneurial organisation actively seeks out new ventures and 
frequently tries to protect currents niches that are worth saving through 
adaptation. Environmental changes are viewed as opportunities rather than 
threats, and thus changes are examined on a regularly basis. Regarding the 
matter of risk-taking it is mentioned that if risks are approached 
intelligently, they could be the key issue to growth, adaptation and survival. 
The organisational culture of an entrepreneurial firm is an important 
component in order to nurture adaptation and innovation instead of 
protecting the desired status quo, which is considered to be the case in so-
called traditional organisations. One can find informal structures within 
entrepreneurial companies and communication processes that take place on 
a horizontal level. Even though the top management is responsible for the 
establishment of missions and visions, the input from below is encouraged 
and utilised. People that work within these kinds of organisations are 
regarded as a key resource rather than an asset that is abundant and can be 
replaced easily. Finally, creativity and innovation are elements that need to 
be fostered, developed and encouraged. (Cornwall & Perlman,1990)  
 
Schumpeter (1991) defines the function of an entrepreneur as �...simply the 
doing of new things or the doing of things that are already being done in a 
new way...� (p.13),  which are both considered as innovations. According 
to O´Reilly and Tushman (1996), most managers have difficulties using a 
social control system, which includes issues like motivation of people 
and/or managing corporate culture. They also state that formal control 
systems (e.g. critical tasks, rewards systems, organisational structure) are 
not appropriate for promoting innovation and change. Furthermore, the 
culture of the organisation can act as a powerful social control system that 
can be a critical way for managers to foster innovation. The foundation for 
the operations of entrepreneurs is according to Kao (1989) the ability to 
understand creativity. The main role of an entrepreneur is the constant 
desire to create something new: �a new organisation, new insights into the 
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market, new corporate values, new manufacturing processes, new products 
or services, new ways of managing� (Kao, 1989:13). Entrepreneurial 
activities develop around the derivation of new ideas. Thus, one can say 
that the understanding of the creative process including its beginning and 
evolvement is significant for the success of entrepreneurs.  
 
Another interesting reflection upon the importance of small firms comes 
from Barrow (1993), who claims that �small businesses are a vital spark in 
the economy� (p.31). This has several reasons. The characteristic of 
smallness and the fact they have limited resources enables entrepreneurial 
firms to response fast to environmental changes. Furthermore, the author 
states that small businesses play an important role when it comes to the 
creation of new technology, products and services. The author mentions 
that small companies are responsible for more than 60 per cent of the major 
inventions, which have been developed in the last century, meaning the 
twentieth. According to him, a less restrictive organisation that provides 
room for more individual initiative is a reason for why small firms seem to 
encourage innovation. He also suggests additional reasons: Innovation is a 
requirement for small firms to survive. Managers of small firms seem to 
have greater motivation to innovate. Some marketing strategies in big firms 
might result in keeping technical improvements to a minimum. Finally, 
specialisation of employees, which occurs in big companies might limit the 
innovativeness of a company.  
 
 

3.3. Creativity & Innovation 
 

�Imagination is more important than knowledge. To raise new 

questions, new possibilities, to regard old problems from a new angle, 

requires creative imagination and marks real advance in science.� 

(Albert Einstein) 
 
Creativity is an important source of competitive strength for all 
organisations that are concerned with growth and change. Kao (1989) 
claims that being responsive to change means nothing else than being 
creative. Creativity enables an organisation to perceive the environment, 
develop new products and services and/or establish new business 
procedures. Furthermore, he defines creativity as a process by which ideas 
are generated, developed and transformed into value. (Kao, 1997)  In de 
Wit and Meyer (1998) one can read that the mainspring of intuitive 
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creativity is the �initial charge�, also referred to as vision, focus or inner 
drive. If the initial charge provides the creative stimulus, the next 
requirement is a �directional antennae� in order to recognise certain 
phenomena. Creative concepts have two aspects: a disruptive as well as a 
constructive one. Shattering patterns of thinking and threatening the status 
quo, there is always a big implementation risk involved. Feldhusen and 
Goh (1995) define creativity as a �complex mix of motivational conditions, 
personality factors, environmental conditions, chance factors and end 
products�.  
 
Kao (1989) raises the following questions: �What are the characteristics of 
creative people? Can everyone be creative?� Taking the opinion of 
psychologist Abraham Maslow (1968) under consideration, there is a type 
of creativity, which �is the universal heritage of every human being� and 
strongly associated with psychological health. Common characteristics of a 
creative person are summarised in Kao (1989) and shown in figure 3.2: 

 
 
! Openness to 

experience 
! Thinking in 

images 
! Responsiveness 

to feelings 
! Sensitivity to 

problems 

! The ability to 
concentrate 

! Tolerance of 
ambiguity 

! Openness to 
unconscious 
phenomena 

! Observance � 
seeing things in 
unusual ways 

! Originality ! Self-reliance ! Motivation ! Selectivity 

! Flexibility ! Persistence ! Curiosity 

! Willingness to 
take calculated 
risk 

! Accepting and 
reconciling 
apparent opposite

! Not being subject 
to group standard 
and control 

! Independence in 
judgement, 
thought and 
action 

 
 

Figure 3.2 : Characteristics of a creative person, 
SOURCE: adapted from Kao (1989:15) 

 
 
According to Trueman (1998), research on innovation has shown that there 
is a difference between putting ideas into successful practice (innovation), 
and the generation of ideas and products (invention). The latter one does 
not necessarily have an immediate commercial or industrial application. 
Furthermore, he suggests that innovation may be closely related to the 
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management of change. Putting new ideas into practice or developing a 
new product requires a number of changes, which have to be managed 
successfully in order to become effective. It is a process of continuous 
improvement involving the whole company and is an essential part of 
business strategy and every day practice. Innovation is also considered to 
be the new way of delivering quality to the customer both consistently and 
with economic viability in mind (Mc Adam et al, 1998).  
 
Another point of view comes from Schumpeter (1991), who distinguishes 
between five different categories of innovation alternatives: 
 

(1)  new good and/or new quality of a good 
(2)  new production method 
(3)  new market enter or establishment 
(4)  new source of supply 
(5)  new organisation of an industry 

(Schumpeter, 1934:66) 
 
It needs to be mentioned that this conception stems from 1911. It seems 
like that he only concentrated on the manufacturing industry and the 
development and growth of firms within this field. The service sector, for 
instance, is not included at all for obvious reasons. In other words, there 
was not a big emphasis on the service sector by that time. Nevertheless, all 
ideas mentioned above have in common that they all relate innovation to 
something new or original. The �perception of newness� is also agreed 
upon by Johannessen et al. (2001) who argues that newness is the actual 
factor that makes us distinguish between innovation and change.  
 
In contemporary literature there has been a high emphasis on innovation 
issues. However, already in 1986, Tushman and Nadler (1986) foresaw the 
importance, innovation will gain one day. According to them �managing 
innovation would become the most important organisational task of the 
future�. One important way to generate growth and performance and 
remain competitive in today�s dynamic and changing environment is to 
innovate. Other reasons why innovativeness is essential  are the creation of 
long-term stability, shareholder returns as well as to stay at the leading 
edge within a certain industry (Johannessen et al. (1999), Cottam et al. 
(2001)). Moreover, the latter authors mention that even though many 
companies are aware of the significance of innovation, they find it difficult 
to implement this idea into their organisations. They describe that 
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especially the senior management often lacks the right skills in order to 
enhance and foster innovativeness. A key element to stay competitive is 
according to Shen et al. (2000) to deliver �innovative products to the 
marketplace�. The initial starting point for the accomplishment of this goal 
is the analysis of customer requirements. They also state that this 
investigation needs to be done on a constant basis, followed by frequent 
product adaptation in order to meet the needs of the customers. 
Johannessen et al. (2001) consider innovation as an essential module of 
entrepreneurship. However, they also agree on the fact that there is still no 
such thing as an appropriate definition of what innovation actually is, 
which results in having difficulties in how to measure innovativeness. 
Thus, without having adequate measures, there are significant obstacles for 
making suggestions to firms that want to try to become more innovative. 
Nevertheless, there are numerous researchers that have tried to point out 
some key factors, which are supposed to stimulate the innovativeness 
within an enterprise. The most common ones will be discussed in the 
following section. 
 
 

3.4. Key Factors that support innovation  
 

3.4.1. Strategy 
  
Strategies are crucial for organisations that want to be innovative. To 
generate profits from innovation by taking advantage of the competitive 
possibilities that new technologies provide, without a specific strategy is 
extremely difficult. (Tushman & Anderson, 1997) There are numerous 
definitions that can be used to explain what a strategy is, which in turn 
causes some confusion. Because of this, Mintzberg (1998) has put the 
different views into 5 Ps that clarify the way the term strategy is used. 
These are:  
 
# Plan   - directions for intended actions for the future. 
# Ploy   - a specific plan with the intent to outsmart a competitor. 
# Pattern  - patterns from taken actions. Can be either deliberate or   

  emergent. 
# Position  - one�s view of one�s position in the context in question. 
# Perspective  - ideas about strategy spoken about by people 
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According to Christiansen (2000), there are three major features of 
corporate strategy that have significant impact on how innovative a 
company is. First of all, the degree of emphasis dedicated to innovation 
plays a major role. If innovation is prioritised, the company is naturally 
more likely to be innovative. The simple reason is that companies that 
prioritises innovation, normally allocates more resources and pays more 
attention to the generation of ideas and creative projects, instead of 
innovation harming enticements, such as short-term profits. This is also 
agreed upon by Robert (1995), who argues that product innovation is a 
deliberate process and that innovation often takes a large amount of 
research, as well as a long time to develop.  
 
Visions of the future, both concerning the industry and the company itself, 
also plays a significant role of the strategy, according to Christiansen 
(2000), regarding how innovative it is. The more detailed the visions are 
the more likely the company is to develop creative and profit generating 
products/services. Included details could for instance be predictions of 
market trends, and technological development. The author argues that the 
visions should be in accordance with the external circumstances, and mirror 
customers� needs. Frequent check ups of the reality are necessary in order 
to keep the visions up to date. Moreover, it is discussed that companies 
without visions, run the risk of getting behind, and develop with a low 
pace. This is also agreed upon by Robert (1995). He states that an 
organisation ought to look for opportunities in the market and how it will 
appear in the future. The company should try to envision the future and by 
doing so create new products/services that will meet these future demands. 
However, the author also acknowledges the importance of an 
organisation�s areas of specialty as a determinant for how strategies should 
be formed. In the area in which an organisation can consider itself being a 
specialist, it is more likely to innovate products/services that can obtain 
competitive advantage. In other words, one must look out and attempt to 
foresee changes in the market at the same time as taking advantage of its 
superior knowledge in special areas.  
 
Another important part of innovation supportive strategy, considering 
Christiansen (2000) is to define competition and collaboration. Companies 
need to ask them selves who they should consider as competitors and who 
they should regard as collaborators. The likelihood of developing 
something innovative significantly increases when cooperating with both 
vertical and horizontal actors to the company. The main reason for that is 
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the flow of information that is communicated between the co-operators, but 
more people contributing to the same topic also supports innovativeness. 
The flow of information is also the reason to why one has to regard some 
players in the environment as competitors. The sharing of information can 
sometimes affect the firm in an undesired way. Robert (1995) suggests that 
innovation can be used as a tool against competitors. He argues that one 
can, through new innovations, change the rules of the game. This 
suggestion is agreed upon by Ramirez and Wallin (2000) who believe that 
a market leader, which one will become when inventing something that is 
new to the market, can outplay its competitors by continuously innovate 
new products/services.  

 
 

3.4.2. Empowerment 
 
Empowerment is �the process of having power given from the traditionally 
powerful managers in an organisation and instilled in everyone� (Conger, 
1989:34). It already belongs to common sense that members of an 
organisation need to be motivated in order to make a firm become 
successful. (Cornwall & Perlman,1990) According to Daft (1998), there are 
four elements that enable employees to act more freely to accomplish their 
jobs: information, knowledge, power and rewards. The first one refers to 
the issue that no information is secret. Any kind of information is available 
to every employee. The second item reflects the ability of employees to 
contribute to the accomplishment of the company�s overall goals. In order 
to increase the knowledge and skills of the organisation members, training 
programmes are offered frequently. Power refers to the possibility of 
employees to make important decisions on their own. They can interrupt, 
influence and change work procedures any time, if they believe it is in the 
interest of the company. Based of the performance of the company, 
employees receive rewards, either on a financial basis or through profit 
sharing and employee stock ownership plans (ESOPs).   
 
Entrepreneurial organisations can, according to Cornwell and Perlman 
(1990),  also be described as learning organisations. A common unwritten 
rule is the acceptance of failure. Failure is almost guaranteed, if people are 
trying new ideas, working on new products and processes. The authors 
mention that, for instance in many American corporations, one will rather 
notice a short-term time frame and a clear emphasis on results and 
immediate profits, which leaves little room for failure acceptance. They 
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feel that this is very unfortunate and argue that failures and mistakes can 
actually serve as some sort of teaching methods. In interviews they carried 
out, some managers told them that they have learned more as well as more 
quickly from their failures and mistakes than from their successes. Failure 
nurtures �ego strength, seasoning, depth and maturity� (p.94). Within an 
organisation, where employee empowerment is an organisation-wide 
concept, people receive support not only for their success but also for well-
taken risks and failures. The outcome of empowerment is an improved 
communication process, which becomes more open and less vertical. 
Relationships develop across formal hierarchical lines and communication 
channels. People have as much power as possible, have access to necessary 
information and resources and receive support for their action. 
Empowerment fosters employee involvement, meaning it allows every 
member at any level of an organisation to communicate new ideas. 

 
 

3.4.3. Corporate Culture 
 
Corporate culture can be defined in many ways, but the one we have found 
most appropriate for our purpose is a definition presented by Neuhauser et 
al. (2000). Their contribution to the topic of corporate culture, the book 
culture.com, discusses culture in modern companies, which are easily 
compared to the once included in this thesis. The definition, which is based 
on the model presented in figure 3, includes three layers of culture with 
layer 1 being the deepest layer of culture, and layer 3 the simplest layer. 
The organisation gets used to these layers, which in turn leads employees to 
unconsciously act in accordance with the culture of the organisation. The 
characteristics of the layers are unique for every organisation, and every 
company has its own corporate culture.  
 
Taking a look upon other ideas, Christiansen (2000) discusses that where 
gaps exist among the written rules of a company, the culture will fill in, and 
provide the members with guidance to how to behave. Furthermore, new 
members of an organisation are being guided and taught by the corporate 
culture, and it makes the newcomers adapt to it. In order to ensure that the, 
by the company, desired course of action will be conducted, the corporate 
culture can be influenced by expressing statements of purposes and general 
principles, and through stories and examples.  
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Figure 3.3: Three layers of culture, SOURCE: Neuhauser et al. (2000:5) 
 
 
Christiansen also argues that corporate culture can either be encouraging of 
innovation, or suppress it. People belonging to a culture could either feel 
support to innovation, or it could lead them to avoid innovation and instead 
play it safe. An example of a company that puts strong focus on creating a 
corporate culture that is assured to support innovation is 3M. On the 
company�s homepage one the Internet, one can read �Creating innovative 
products and services that respond to customer needs has always been a 
way of life at 3M�. (www.3m.com, 18-11-01) The web page also 
acknowledges, among other things, the great importance of innovation and 
development, at the same time as pinpointing the significance of fulfilling 
the needs of customers. This information is not only directed towards 
potential customers, but also to the employees. In other words, the 
company puts great emphasis on underlining the significance of innovation, 
and strives to enlighten the employees on this matter (Christiansen, 2000).  
  
As it has been mentioned and exemplified before, a corporate culture can 
be influenced by actions, such as, clearly expressed organisational 
objectives and desired behaviour, through vision and strategy statements. 
However, now the authors will look at what actually makes the corporate 
culture innovative. As an outcome of a research carried out by Cottam et 
al., 2001), in order to explore to what extent the UK industry is trying to 
support innovation, it was concluded that the importance of educating the 
organisation on the meaning of innovation is tremendous. Robert (1995) 
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sees this as a challenge for the management. He argues, that the 
management shall turn innovation into a formal activity of the organisation, 
and by doing so selecting the kind of behaviour it desires its people to use 
when acting on behalf of the organisation. Similarly, Christiansen (2000) 
stresses the importance of support of innovation. This support must come 
from managers and could be expressed through the telling of stories that 
illustrates the importance of innovation. The stories can include heroes that 
overcame such things as technical and marketing difficulties, and 
opposition of managers and created new profit generating products. 
Examples of failures can also be described, and shown in which way they 
still contributed to the development of the firm in terms of knowledge and 
experience. In other words, to support innovation, one must also allow 
employees to take risks, and make sure that they are aware that it is so. This 
means that the stories� messages must be clear. An example of a good story 
is the story about the young employee at IBM that one-day was called to 
meet the founder of IBM, the late Thomas Watson, as a consequence of a 
bad judgement, which cost the company several million dollars. The 
employee confirmed that he was the one responsible to the substantial cost 
and asked Watson if he wanted his resignation. According to the story, 
Watson answered, �You can�t be serious. We�ve just spent $10 million 
educating you!�. (Cornwall & Perlman, 1990:131) 
 
Another important factor for the corporate culture to be innovative is 
management without fear. Because if fear is an ingredient in the 
management style, it will severely prohibit innovation. Employees would 
choose to play it safe instead of trying to develop new and groundbreaking 
products/services. Employees should also be encouraged to question any 
issue they find doubtful, and managers must listen. If managers do not 
listen and give feedback, ideas will often be forgotten, and if employees are 
not willing to question ideas, the company will develop with a lower pace 
than what is possible. In addition, confirmation of success is of great 
importance for the corporate culture to be innovative. This feature will be 
discussed in the section on rewards. (Christiansen, 2000) 
 
When attempting to change the corporate culture of a company, the 
company should keep in mind that �it must be prepared to change 
everything about itself except its basic beliefs as it moves through 
corporate life. The only sacred cow in an organization should be its basic 
philosophy of doing business�. (Watson, 1963:87) That is, the first layer in 
figure 3:3 should remain constant, while the other two layers change. 
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3.4.4. Networks 
 
A network can be defined as �a system of inter-connected people, 
companies, television, stations, etc.� (The Macquarie Dictionary, 1985) To 
some extent, we all live and work within a network consisting of various 
people, such as, friends, clients, and colleagues, and as acknowledged by 
the definition presented above, the same applies to companies. An 
organisation with a strong network has numerous relations with important 
people, firms and entities outside the company. (Sveiby &Lloyd, 1987) 
Building a strong network of contacts is by many seen as something crucial 
for the performance of a company, (e.g. Jarillo, 1988, Preece, 1995), and 
the incentives for doing so are many. In most literature little focus is paid to 
innovation matters, and consequently, other aspects such as, reduced 
competitive pressure, closer links with suppliers, and specialisation 
advantages gets more attention. (Preece, 1995) Arias (1995) is, however, 
focusing more on innovation and he presents three motives for networks 
that have a greater importance to innovation at the same time as having a 
technological focus. The three motives are: 
 
1. Basic and applied research and some general characteristics of 
     technological development: 

• increased complexity and intersectional nature of new technologies, 
cross fertilisation of scientific disciplines and fields of technology, 
monitoring of evolution of technologies, technological synergies, 
access to scientific knowledge or to complementary technology; 

• reduction, minimizing and sharing of uncertainty in R&D; and 
• reduction and sharing of costs of R&D. 
 

2. Concrete innovational processes: 
• capturing of partners� tacit knowledge of technology, technology 

transfer, technological leapfrogging; 
• shortening of product life cycle, reducing the period between 

invention and market introduction. 
 

3. Market access and search for opportunities: 
• monitoring of environmental changes and opportunities; 
• internationalisation, globalisation and entry to foreign markets; 
• new products and markets, market entry, expansion of product 

range.  
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At the same time as positive attributes of networks are frequently 
announced, there are also authors that are arguing against networks. For 
instance, Hagedoorn (1995) proclaims that tight networks often entail 
disadvantages such as higher complexity, loss of autonomy and uneven 
access to information. Moreover, Porter (1990) argues that ��no firm can 
depend on another independent firm for skills and assets that are central to 
it competitive advantage�Alliances tend to ensure mediocrity, not create 
world leadership� (p.38). 
 
What fosters an innovative network? Arias (1995) argues that one must 
keep in mind that changes in networks may be necessary sometimes, both 
in terms of the nature of the relationships and in terms of the partners 
included in the network. He also declares the importance of free transfer of 
resources within the network, especially when it comes to people and 
information. He believes that sharing such information as technical data, 
and goals are essential to innovative networks. Brouthers et al. (1995) point 
out the significance of being careful when choosing partners for the 
network. They believe that one should know one�s partners before starting 
any relation. They see compatible goals for instance as a necessity. 
According to Littler and Leverick (1995), it is important to ensure equality 
within the network. A win-win situation is to them an important requisite 
for a successful network. All partners should contribute and quality should 
be ensured. Dissatisfaction and resentment could otherwise arise and lead 
to substantial damages to the network. The motives for entering a network 
can also be vital. Kanter (1994) proclaims that the motive must be positive 
and based on opportunities in contradiction to reasons such as escaping 
difficult situations or to hide weaknesses.     
 

  
3.4.5. Reward Systems 

 
�One important way of signalling that something is important is by 
rewarding it.� (O´Reilly and Tushman, 1996:63). In a survey carried out 
by the same authors one can read that managers in general were not 
convinced that monetary rewards were very effective for enforcing 
creativity. They believed that recognition from management, colleagues 
and others was more powerful. As one CEO stated: �Rapid cost reduction 
and focusing is a miserable job, but conceptually it is easy. But getting the 
next phase of profit improvement is difficult and increasingly it will have to 
come from more innovative thinking which increases performance and 
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productivity.� (p.69) This requires the careful design of reward and 
recognition systems to promote the norms that encourage innovation and 
creativity. According to Allen & Kilmann (2001), it is important that there 
is an alignment between a company�s rewards system and its strategy. 
Furthermore, the reward system should help to attract knowledgeable 
people, retain as well as motivate them. Cornwell and Perlman (1990) 
suggest that a reward system in entrepreneurial organisations should 
support risk-taking and innovation and create win-win situations. 
 
The most obvious rewards are monetary, such as salary raises and bonuses. 
It is easy and clear to link innovative projects to a financial reward system 
on both levels, individual as well as team based. However, monetary 
rewards can also have disadvantages in how they are supposed to 
encourage innovative behaviour. �Research on scientists� behaviour has 
found that overly large monetary incentives actually cause a decline in the 
creative output of many scientists� (Angle, 1989:3). Christiansen (2000) 
tries to explain this phenomenon. He states that if financial incentives 
become too high it might lead to distraction. In other words, the objective 
of an innovative employee changes from focusing on projects they are 
personally interested in to projects with comprises the highest potential 
monetary wise. The author also distinguishes between rewards for 
innovation that focus on the outcome, whereas rewards can also put 
emphasis on effort. The first one reflects upon innovations that led to a 
successful commercialisation of a new developed product. However, some 
companies that stress innovative processes within their organisation are 
aware of the fact that not all creative ideas will be implemented at the end. 
Nevertheless, effort is considered as fruitful and thus, should be rewarded, 
whereas punishment for unsuccessful projects might discourage members 
of the organisation. Cornwell and Perlman (1990) describe the importance 
of intrinsic rewards in organisations. They can be considered as 
psychological needs of human beings and include aspects like �a sense of 
competency[�], a sense of self-esteem, a group to which to belong, a sense 
of autonomy and freedom, and a sense of achievement� (p.136). In other 
words, employees should have jobs that are motivating in itself, which 
influences the performance in a positive way. However, these kind of 
rewards are not distributed like monetary rewards. They are more reflected 
in the structure, the corporate culture and the job designs of an organisation 
in order to make sure that opportunities for job satisfaction exist. 
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3.4.6. Organisational Structure and Communication 
 
Structure and communication hold organisations together, transmit 
information and control how new ideas are implemented. Both factors have 
a significant impact on innovation and risk-taking within the organisation. 
Organisational structure is the design of an organisation. It includes the 
number of units, divisions and subsidiaries as well as what each part does 
and is responsible for. In other words, structure is the formal pattern of how 
members of an organisation and their tasks are grouped. (Cornwell & 
Perlman, 1990) Management of innovation is an organisational problem. 
Determinants of nurturing, sustaining and exploiting innovation are, 
according to Tushman & Anderson (1997), the architecture of an 
organisation, including its formal structure, its competencies, its job and 
career structure as well as its culture.  
 
Schoonhoven and Jelinek (1990) try to find answers to the question of how 
organisations that must continuously innovate over time, can manage the 
dominant competitive issue of innovation. Furthermore, the authors do not 
focus on the creation of one single technological innovation, but rather put 
emphasis on how companies create a stream on innovations, which are 
commercially successful. In their research they critically evaluate so-called 
�traditional theories�, which reflect organisational structures either as 
organic or mechanistic. An organic structure seems to be appropriate 
regarding the management of innovation and change. This suggestion can 
also be found in Cornwall & Perlman (1990), stating that an organic 
structure has fluidity and flexibility and minimal hierarchy, which in turn 
enhances innovation and creativity. On the other hand, the mechanistic 
metaphor rather reflects an approach towards steady-state technologies and 
environmental stability. One conclusion out of those organisational theories 
is that organisations should be structures for either efficiency or flexibility. 
However, Schoonhoven and Jelinek (1990) go one step further and raise 
the following question: �...what if conditions require both flexibility and 
efficiency?� (p.4) In other words, the authors claim that commercial 
success of a company depends on two factors: 

 
• the ability of an organisation to be innovative 
• the ability of an organisation to produce what it has created in an 

efficient manner 
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Communication is the transfer of information and understanding from one 
person to another. The communication process would be incomplete 
without understanding and would lead to ambiguity, anxiety, uncertainty 
and errors. There are different communication modes. Communicational 
processes can take place through written information, electronically via 
computer, orally, face to face and/or nonverbally. It is the responsibility of 
the management to ensure that there is an active communication system not 
only with the environment (customers, suppliers, legal and political 
groups), but also within the organisation. In companies that put emphasis 
on innovation, informal communication is encourages. Furthermore, 
communication occurs largely on a �need-to-know� basis, rather than on 
formal bureaucratic structures. Communication processes are not only 
happening from the top down, as it is common in �traditional� 
organisations, but also bottom up and horizontally. Cornwell & Perlman 
(1990) suggest, that managers should emphasise on �productive 
communication�, which can be either formal or informal. Communication 
must be clear to be productive and in order to create understanding. 
Another key skill is the motivation, ability and need to listen to others. 
Finally, everyday-simple-actions create powerful messages, as well, and 
thus, productive communication. Managers communicate their 
commitment to innovation, risk and the value of people not only by what 
they say, but more important also by what they do. 

 
Structure and Communication are interdependent factors. A flat 
organisational structure with fewer rules and formal procedures makes it 
easier to communicate effectively with everyone relevant, which in turn 
enhances creative processes and innovation. Structure and communication 
also determine the direction, speed and channels within which proposals for 
new ideas flow. Finally, structure and communication enhances integrity 
and ethics within an organisation. As Cornwell & Perlman (1990) put it: 
�Removing unneeded rules, decreasing unnecessary bureaucracy, giving 
people information and treating employees with respect and trust serve to 
enhance action and reduce the use of authority for political or personal 
reasons.� (p.50)  
 

3.4.7. Decision-making 
 
In the so-called traditional organisations a decision-making process follows 
the rule of �unity of command�, meaning there is always only one person 
being responsible for a decision that has been made. One of the 



 
Theoretical Framework 

 
 

 34 
 
 

disadvantages of this procedure is that each decision-maker has a rather 
subjective point of view upon the problem. Even though he/she might 
obtain different opinions, he/she does not necessarily have to. Cornwell and 
Perlman (1990) call this a �single viewpoint system� (p.118) and might 
lead to decisions that are too narrow-minded. An alternative practice is 
decision-making by consensus that refers to decisions made by several 
people who are also taking the responsibility. Here, many opinions and 
viewpoints are taken into consideration.   
 
Decision-making by consensus has a significant impact on innovation. 
Since organisational members are supposed to decide upon a problem all 
together, they are at the same time also forced to communicate with each 
other. This fact also means that different firm members can put themselves 
into other places and learn about other people�s perspectives. However, 
there are also some risks involved, when using this practice. It might 
happen that decisions will be made with delay or sometimes not at all. 
Another issue concerns the responsibility, which might become too vague 
and not accountable anymore, once too many people are involved. 
(Cornwell & Perlman, 1990) 
 

3.4.8. Teamwork 
  
To work in teams is widely argued to enhance creativity, and Williams and 
Yang (1999) suggests that if one desires to restructure one�s organisation to 
make it more creative, one should aim at a flat structure where teamwork is 
emphasised rather than rank.   
 
Mohrman et al., (1995) define a team as a group of individuals working 
together in order to produce products or deliver services. They argue that 
teams not only execute their work, but also plan and manage their own 
performance, as well as their relations with the rest of the organization. 
This definition is not sufficient to all other researchers since some claim 
that there are different kinds of teams. Gross does for example identify 
three types of teams: 
 
Parallel teams - teams with members that also have duties outside the 
team. 
Process teams � teams with the aim of taking care of one part of a process 
Project teams � teams that continue to exist until the completion of a 
project (Gross, 1995) 
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 Furthermore, teams can also be self-sufficient in terms of management 
(self-managing or self-directed teams), or be managed by management 
from the outside. The former is seen by many as the most productive and 
innovative form of team management, and is frequently argued that this is 
because of the strong commitment the team feels when workers are allowed 
to manage themselves. (Barker, 1999) Another form of teams that is also 
said to be innovative is the cross-functional team. In a cross-functional 
team, team members with different speciality and background, normally 
coming from different departments within an organisation are chosen and 
put to work together. The diversity is said to nurture, among other things, 
creative discussions and thus, innovative work. (Sashkin & Sashkin, 1994)  
 
What makes teams innovative? As mentioned above, advocates of 
teamwork are not necessarily alluding to exactly the same the same type of 
teams. However, the importance of motivating the team members is 
generally agreed upon, and whether one calls it a self-managed team or not, 
empowering the team members is frequently recognised as a way of 
motivating the team to work harder. (Buckman, 1991) Furthermore, 
proponents of cross-functional teams promote diversity as a recipe for 
innovation (Barczak & Wilemon, 2001). Sköld and Wengelin (2000) 
present more specific factors that they believe should exist in a team. 
Among these factors are: knowing the strength and weaknesses of the 
members and take advantage of these, trust, respect and constructive 
feedback between members, and a common picture of the existing 
objectives. Finally, Sashkin and Sashkin (1994) argue for the significance 
of the team mangers role. They say that team managers should not focus on 
their own ideas, but focus on helping others to develop their ideas.  
 
 

3.4.9. Summary 
 

In figure 3.4 we summarised the most important aspects of all eight 
innovation supporting key factors. We decided to always contrast two 
attributes, that were discussed throughout the theoretical frame of 
references. These elements can be two sides of one coin, contradictory to 
each other and two extreme ends of one long path, as well as items that 
cannot exist without one another. However, our way of presenting them 
should be more seen as an impulse for the reader to reflect upon them by 
him/herself. 
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$ Deliberate $ Emergent  
$ Short-term $ Long-term 1. Strategy 
$ Competition $ Collaboration 
$ Secret $ Unconcealed information
$ Own initiative $ Clear tasks 

2. Empowerment 
$ Acceptance of 

failure 
$ Punishment 

$ Written rules 
$ Shared underlying 

assumptions 
$ Encouraging $ Suppressing 

3. Corporate 
Culture 

$ Possibility to 
question 

$ Management by fear 

$ Cost-reduction $ Loss of autonomy 
$ Extensive $ Too complex 
$ Dependency $ Independency 

4. Network 

$ One-way $ Both-way contribution 
$ Monetary $ Intrinsic 

5. Reward 
Systems $ Focus on 

outcome 
$ Focus on effort 

$ Organic $ Mechanistic 
$ Flexibility $ Efficiency 
$ Formal $ Informal 

6. Structure and 
Communi-
cation 

$ Top-down $ Bottom-up & horizontally
$ Unity of 

command 
$ Decision-making by 

consensus 
$ Immediate $ Delayed decisions 

7. Decision-
making 

$ Single $ Shared responsibility 
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Table 3.4: Summary � Key factors that support innovation,  
SOURCE: own development.
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4. Empirical Research 
 
 
This chapter consists of two parts. We will start with introducing LinkTech 
as a venture capital firm as well as the three chosen portfolio companies. 
After that, the results of the employee survey will be presented, whereas 
the interview results will be presented in the following chapter together 
with the analysis. 
 
 

4.1. Company presentations5 
 

4.1.1. LinkTech AB as a Venture Capital Firm6 
 
�LinkTech�s vision is to be the leading development capital company in 
Linköping as well as to be the country�s foremost development capital in 
respect to market position, profitability and appeal for entrepreneurs, 
investors and employees. LinkTech shall contribute to the continuation of 
the position as the country�s leading spin-off region for new started 
companies in the high technology sector.� 

 
(vision statement, SOURCE: www.linktech.se, 2001-10-29) 

 
 

LinkTech was founded in 1996. Three people, two civil engineers and one 
economist share the management. Two of the managers studied at 
Linköping University. The firm works closely together with the university, 
especially when it comes to obtaining advice from experts in different 
fields of concern. The young company took advantage of two positive 
factors within the area: 

 
! �Linköping is one of the ten most important regions in the world within 

eight technical areas: flight technology, man/machine integration, 
telecommunication, electronic, software engineering, signal and picture 
processing, sensor technology and medical technology.�  

 

                                                 
5 Sources: companies� websites, annual reports, brochures, discussions with members of each 
organisation 
6 LinkTech AB will be referred to as LinkTech. 
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! �Linköping's position is to a large extent the result of the large and 
successful investments in fundamental research at Linköping�s 
Technical University.�  

 
LinkTech as a venture capital firm supports entrepreneurial firms in the 
Linköping area. Their goal is to assist high technology companies in the 
long-term and provide the �start-ups� with their own experience and 
competence. The selection phase occurs mutually, which means that 
LinkTech is not only contacted by potential portfolio companies but also 
searches for them on its own. In their evaluation process they �focus upon 
the entrepreneur, the business concept and vision�. Furthermore, it is 
important that the company is dealing with leading-edge technology, with 
high potential for global expansion as well as obtaining a significant market 
share locally. The area in which the companies are working should be one 
of the technical areas mentioned above, for which Linköping constitutes as 
one of the most important regions in the world. Normally an amount 
between two and ten million SEK is invested in each company. However, 
the amount is often divided into several smaller investments. At the end of  
the year 2000 LinkTech�s portfolio included a number of seven companies 
and a total share of approximately 40.7 million SEK was possessed in the 
different companies. In 2000 a loss of about 0.9 million SEK was incurred 
and at the end of the year, the owners� capital totalled approximately 71.8 
million SEK, which was an increase from the previous year with about 55.7 
million SEK. Finally, the company should be a complement within the 
portfolio of LinkTech. In other words, it should be a counterpart to already 
existing investments. Since the company puts a strong emphasis on the 
long-term relationship, the exiting phase is not planned in advance.   
 
Another requirement that needs to be fulfilled if LinkTech is going to 
invest in a company is that the company must be innovative. This 
requirement is usually fulfilled by the fact that the companies work with 
leading-edge technology, but according to LinkTech, a product cannot be 
regarded as innovative if it is not commercialised. In other words, the 
product/service must have a potential of generating profits, and this is what 
LinkTech will help the portfolio companies to accomplish. 
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4.1.2. Cendio Systems AB7 
 
Cendio is one of several companies around the world that are working with 
open source8 software, and particularly with the operation system called 
Linux, which today is rapidly getting more users. Cendio is combining the 
Linux operating system with open source software into a package and 
promotes this package towards potential customers together with 
consultancy. In Sweden the company is today the market leader regarding 
services related to open source combined with products from suppliers. The 
company is intending to protect their position and also expand 
geographically, especially in Europe. Six people established the company 
in 1992, all having technical backgrounds from Linköping University. 
During the years different products have been developed but today the 
company has focused on the one mention above. For this to be possible the 
company was divided into two parts in 2001. The other part is today 
operating under the name Ingate Systems and is fully independent from 
Cendio. 
 
In 1997 LinkTech decided to invest in Cendio, and was the very first 
company LinkTech invested in. The share of ownership was initially set to 
25 per cent, but has since then gradually increased and had reached 34 per 
cent in the end of 2000. During this period Cendio has grown significantly 
and from 1997 until 2000, sales increased by almost 400 per cent, to a total 
of 25 million SEK in 2000. In the same year a loss of approximately 3.3 
million SEK was incurred, at the same time as owner�s capital increased by 
almost 1.7 million SEK from the previous year. Cendio has a workforce of 
30 people today. 

 
 

4.1.3. O.P.I.C.com AB9 
 
O.P.I.C.com AB (Office for Presentation of Inquiries and Contracts) is 
providing their customers with information on public purchases that has 
been conducted and that are currently in the process of being carried out. 
Today the company is the only player within this market that can provide 
their clients with information about up to 90 per cent of all public purchase 
that takes place in Sweden. Opic is intending to strengthen its position and 
                                                 
7 From now on Cendio Systems AB will be referred to as Cendio. 
8 Open source is a term used for software, which is free of charge, and normally can legally be 
downloaded from the Internet. 
9 From now on O.P.I.C.com AB will be referred to as Opic. 
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to become the most used service of its kind, initially in Sweden but not 
before long also in the Nordic countries. The company was founded in 
1999 by four people holding education from Linköping University and with 
significant experience of public purchase. LinkTech invested in the 
company in 2000 and held a 27 per cent share at the end of that year. Sales 
rose from about 0.4 million SEK in 1999 to about 2.4 million SEK in 2000. 
During the same period owner�s capital increased by approximately 2.9 
million SEK and a loss of about 5.1 million SEK was incurred in 2000. 
Today, 16 people are t working at Opic. 

 
 

4.1.4. Soliton Elektronik AB10 
 
The three founders of Soliton, that established the company in 1994, all 
have conducted research at Linköping University. The findings from this 
research, which have been patented, today serve as the foundation of 
Soliton�s products, and have been complemented with a camera system. 
The camera system, in which the findings can be implemented, makes it 
possible to commercialise the product, and promotion towards several 
industries is intended. The technology used in the product is believed to be 
superior to any other similar product on the market today, and it allows 
industrial processes to operate with a high speed. The product could be 
describes as a camera system and a toolbox with different methods for. 
During 1998 the product was developed to suit the wood industry and this 
industry still constitutes as the main market for the company. The primary 
objective for Soliton is to establish the company as the technological and 
market leader in Europe in the area of industrial inspection within the wood 
industry. Moreover, the company is intending to broaden their market and 
develop the product to suit more industries. LinkTech gained a 25 per cent 
share in the company through its first investment, which took place in 
1998. This share had increased to 34 per cent in the end of 2000. During 
this period the company�s sales has more than doubled from about 2.4 
million SEK in 1997 to approximately 4.9 million SEK in 2000. Moreover, 
owner�s capital increased from about 0.1 million SEK in 1997 to 
approximately 0.9 million SEK at the end of 2000. In 2000 a loss of 
approximately 1.4 million SEK was incurred. There are today 5 people 
working in Soliton. 

 

                                                 
10 From now on Soliton Elektronik AB will be referred to Soliton. 
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4.2. Employee survey11 
 
Statistics regarding the obtained level of response on the employee survey 
can be found in the figure below. The figure reveals the relatively small 
amount of potential employees that could response to the questionnaire as a 
consequence of the size of the firms. Nonetheless, one can also see that a 
response rate of 48.9 per cent was obtained, which indeed can be 
considered as satisfactory.  
 
 Cendio Opic Soliton Total 
Employees 28 15 4 47 
Answers 11 10 2 23 
In Percent 39.3 66.7 50 48.9 
Table 4.1: Level of response on employee survey 
 
 
# Focus 

 
In Cendio and Soliton a strong majority of the respondents declared 
profitability as being the stronger focus of the company. Only one person, 
from Cendio, answered that development was the stronger focus. This 
person had worked for three days within the company. At Opic the answers 
to the first question did not result in an as clear pattern as in the other two 
companies. Here five respondents answered by crossing both profitability 
and development. Of the remaining five, three answered profitability 
whereas two answered development. In other words, also in this company, 
even though not as evident, the majority of the respondents answered 
profitability. Nobody in either company declared that they did not know 
what to answer. 
 
 
# Influence of focus 

 
Once again Cendio and Soliton showed similar results with strong 
majorities, 73 per cent and 100 per cent respectively, crossing the first 
option and thereby declaring that they have less room for work regarding 
development as an affect of the focus. Only one person in these two 
companies answered that he or she is encouraged to come up with new 
ideas without also crossing option number one. 23 per cent of the 

                                                 
11 The questionnaire can be found appendix 2. For the English version see appendix 3. 
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respondents from these two companies did however cross both these two 
options. At Opic the results were close to the total opposite of the two other 
companies. Only 20 per cent declared that they have less room for work 
regarding development as an affect of the focus, and as much as 70 per cent 
answered that they are encouraged to come up with new ideas. 
 
For the following three options all the companies showed similar results. 
Very few employees in each company declared that they always receive 
clear tasks that they have to accomplish, a majority in every company 
answered that they can take their own initiatives, and every company 
showed a minority of answers confirming that they often are pressured to 
deliver immediate results. 
 
 
# The current situation 

 
The different statements that were stated in the last question all intended to 
give answers to different factors from the frame of reference, that we 
suspected, by the results from the interviews with the managers, being 
affected by LinkTech investing in the three firms. The empirical findings 
from the final question will therefore be presented by one factor at the time, 
starting with structure/communication and then go on to decision-making 
and finally reward systems. 
 
 
# Structure and communication 

 
No less than six statements dealt with the issue of structure and 
communication. The first statement, When I present a new idea, I receive 
immediate response, did not render in any majority in either company. 
(Cendio 45 per cent, Opic 30 per cent, Soliton 0 per cent) On the question 
concerning colleagues that are important for the person�s work being 
within walking distance, a clear majority declared that this was the case. 
The total confirmative rate for all the three companies equalled 83 per cent. 
At Cendio 36 per cent of the respondents thought that they had access to all 
the information they need to perform their job successfully. At Opic and 
Soliton the results were slightly higher. (60 per cent and 50 per cent 
respectively) Whereas nobody at either company believed that they in 
general only communicate with the people within their own department, as 
many as 82 per cent at Cendio, 90 per cent at Opic and 100 per cent at 
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Soliton declared that within their company everybody talks to everybody. 
Regarding company newsletters, 27 per cent at Cendio affirmed that they 
receive company newsletters frequently. At Opic the equivalent figure was 
40 per cent and at Soliton 0 per cent. 
 
 
# Decision-making 

 
On the issue of decision-making two statements were intended to show 
indications of the current situation. (1) Any time an important decision 
needs to be made, I have to ask my boss. (2) I am allowed to make 
important decisions. These two options where contradictions to each other, 
and would confirm whether the questions were properly understood or not. 
The outcome was satisfactory and only one person crossed both options. 
The results differed slightly, and at Cendio and Opic the number of 
respondents that believed that they were allowed to make important 
decisions was greater than the amount of respondents declaring that any 
time an important decision needs to be made, they have to ask their boss. 
At Soliton however, more people declared that they have to ask the boss 
than people believing that they were allowed to make important decisions.  
 
 
# Reward systems 

 
Not many employees (9 per cent) in Cendio thought that they would be 
more motivated if the result of the company would affect their income. 
Even though no majorities, at Opic and Soliton more employees confirmed 
that this was the case. At Opic the response rate was 40 per cent to this 
statement and at Soliton 50 per cent. 
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5. Analysis 
 
In the following chapter our empirical findings will be analysed in 
connection to the theoretical background. We decided to divide this chapter 
into three parts. First of all, we will present our main results: the most 
important influences on the portfolio companies resulting from LinkTech�s 
appearance. However, we feel the necessity to give further explanations to 
the innovation supporting factors that have not been covered in the first 
part. These remarks can be found in the second section. Even though in that 
case LinkTech�s influences are minor or not existent, the results might still 
help to evaluate the future ability of the portfolio companies to be 
innovative. Finally, the reader will find a short summary of our findings.  
 
 

5.1. Most Important Influences 
 
Stronger 
Focus on 
Profitability 

Option Plan 
Broader 
Network 

Structural Changes  
% More Organised 
    But Simple 

 
The interviews with the managers strongly indicated that the companies� 
earlier focus had changed towards a greater focus on profitability. Even 
though the companies previously did not have an outspoken focus on 
innovation, this was to some extent the case. People with ideas have tried to 
develop them into actual products and services and continuously improved 
them through various actions. Today however, the companies have agreed 
together with LinkTech that it is time to make money. This implies that 
work regarding product and service development, even if still highly 
prioritised, must get a lower level of concern. Instead the products/services 
that have been developed until today shall receive stronger marketing 
support and be commercialised to a greater extent.  
 
The visions that the portfolio companies, included in the empirical study, 
had earlier, have changed. These changes are reflected in the following 
responses of two managing directors:12 
                                                 
12 As already mentioned in the methodology, we decided not to explicitly reflect upon 
every response quote in terms of names of companies and managing directors. Either it 
is obvious through explanations within the text, or it is simply not important, because 
the quoted statement exposes the general opinion in all three companies. 
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�They (LinkTech) have always said that selling is the biggest weakness 

that we have and that is true. Today we have the products and services 

that we need; now we need to get them out. Ok, we have to do some 

adapting to certain customers, but it is not a big thing anymore. We have 

to get out the offer what we have.� 

 

�What LinkTech has actually done is, they put in a more realistic view 

than we had. We created the company in the time frame when e-business, 

everything on the Internet, had a tremendous growth, which was in 

everyone�s mind, so they have put a lot more realistic view into the 

company and how it should be developed, that we had before. We were too 

optimistic, in fact.� 

 
Furthermore, we can say that Opic�s visions used to be rather short-term 
oriented and the company wanted to have a more rapid expansion. Soliton 
intended to penetrate several industries and wanted to develop the product 
further in order to do so. Together with LinkTech, more realistic visions 
have been established, and Opic today has a vision with goals that are 
intended to be reached in the long run, and Soliton is now focusing on only 
one market. Also at Cendio more rationalised visions were set in 
connection to the split of the company into two different businesses.  
 
The employee survey showed that also people within the companies are 
aware of this strategy, which according to the literature is a requirement for 
a strategy to work properly. At Cendio and Soliton it was recognised by a 
strong majority of respondents that profitability is the stronger focus of the 
company at the moment. On the other hand  at Opic the patterns to this first 
question were not as clear as in the other two companies, because half 
respondents actually crossed both, profitability and development. Of the 
remaining five, three answered profitability whereas two answered 
development. In other words, also in this company, even though not as 
evident, the majority of the respondents answered profitability.   
 
We have argued earlier that the visions a company has, should be in 
accordance with the external circumstances, and mirror of customer needs, 
and that frequent check ups of the reality are necessary in order to keep the 
visions up to date. This could be interpreted in many ways, and one way 
could be to say that this is exactly what LinkTech has done. In other words, 
the reality was earlier not perceived correctly. However, it is important to 
be sensitive to changes in the market, which includes fast adjustments to 
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products in order to always meet customer needs. This could imply a 
problem for the portfolio companies. Despite the vision of being realistic, it 
may not be dynamic enough to keep up with reality. Then again, this is of 
course a consequence of the strategy LinkTech has passed on to the 
portfolio companies, but sometimes it may be a necessity to give up 
something in order to gain other things. Moreover, innovation has not been 
given up entirely by the companies. As a matter of fact, it still has a quite 
strong priority, as the next example shows:   
 

 �Today it is a very difficult task to get hold of all the documentation. We 

made a tool for getting the documentation from the communities more 

easily, so they don�t get so angry with us, when we order the 

documentation, and that�s really creative, I think. We helped them. I guess, 

that was really a creative thing to do.�  

 
For further explanations: some members of this organisation recognised a 
certain problem, but were also able to come across with ideas on how to 
solve it in an innovative manner. Even though the solution to this problem 
resulted in designing a new product (software programme), which was 
according to their strategy not intended, their long-term perspective showed 
them significant advantages of creating this product. 
 
If one would compare the new and the old focus in regards of theoretical 
findings, the obvious outcome would be that the old one would better foster 
innovation than the new one. It has been discussed that the degree of 
emphasis dedicated to innovation plays a major role for how innovative a 
company is. On the other hands, all the managers, included in the 
interviews, strongly believed that the new focus on profitability is vital for 
the company, as the following statements of two managers demonstrate: 
 

�I think, it is a good thing. Really good thing, and we should have done 

that from the beginning. We should have been much more focused on 

marketing and sales. Much, much more! LinkTech put a real pressure on 

us, and I think that is good. They said, you can�t bleed as much as you do, 

you have to get that in order. And that has been really strong. So, that is a 

direct influence, which really has helped us now.�  

 

�We don�t have the resources to do that (innovate) today. But I think they 

(LinkTech) understand what it is all about. And that we need a constant 

technical development. They all know that we have to develop the product, 
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but now it might be at least time to start to discuss what the next 

generation of the product would look like, what platform we should use. 

So, there is a dialogue in the board about that, but we don�t have the 

resources today to really invest in the next generation. Now we just have 

to sell what we have and make money.�  

 
At LinkTech it is said that a product cannot be regarded as innovative 
before it makes money, which is also confirmed by Kao�s definition of 
creativity, which compares it to a process by which ideas are generated, 
developed and transformed into value. (Kao, 1997) So, how is the idea 
transformed into value? Just in the same way as music artists have to 
promote themselves through concerts and interviews before getting any 
value out of a new album, the venture capitalist helps the portfolio 
companies with marketing and various actions to enhance sales. However, 
at LinkTech they do not only help the portfolio companies with this kind of 
activities, but they also makes them aware of the great importance it has. 
Furthermore, when resources are scarce, which they usually are in small 
companies, this cannot always happen parallel to the development of new 
products. Instead one has to do one thing at a time. Because of this, one 
could say that the new focus assumed by the portfolio companies 
contradicts the literature on innovation, where it is often said that in order 
to stay competitive, innovations must be ongoing. Or as Trueman (1998) 
expresses it, innovation is a process of continuous renewal involving the 
whole company and is an essential part of business strategy and every day 
practice. Many authors that we studied and that write about innovation and 
its importance are however, not always keeping in mind the scarce 
resources that often are a problem especially in small firms. Instead, their 
theories are often only applicable in large organisations with plenty of 
resources. Hence, the theories are not always relevant for small firms. 
 

Stronger Focus 
on Profitability 

Option Plan 
Broader 
Network 

Structural Changes 
% More Organised 

     But Simple 
 
All three firms have in common that an option system has been either 
discussed or started to be implemented. A significant reason against an 
implementation today was a �bad timing�. In general, we received the 
response that it is in the interest of the managers to have an option system. 
However, they also face difficult times at the moment, which makes this 
issue seem redundant. The statements below exemplify this issue further: 
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�Not for the entire company. One person has options only. But not the 

whole company as such. However, we had discussions with a person from 

LinkTech, so we actually have a plan for an options programme for all the 

employees.� 

 

�Yes, we discussed that briefly, but we have decided that this is not the 

right time to do it. I mean, Soliton is not really making any profits right 

now. Asking the employees now to put money into the company, that is a 

risky investment. It is not the right time to do it. Of course, we discussed, 

but it�s not the right time.� 

 
At Opic we found out that they furthermore have a bonus system for sales 
people. Nevertheless, we assume that this is quite common to have. Finally, 
at Soliton there have also been discussions about a profit sharing system: 
 

�We have some kind of profit sharing system. But we have never made any 

profits. I think that will be a bit different next year, because since we have 

downsized, we are only five people having an established product and now 

we have a potential to make money. And this is a typical case were it could 

be good to have some kind of  profit sharing system. Because we are so 

few, means that every employee can affect his share of the profit, since 

everybody gets quite a big percentage of the profits.�  

 

This issue has mainly been discussed with the managing directors of the 
companies. Nevertheless, one statement in the survey dealt with the issue 
of motivation through rewards. However, we received an unexpected 
result. According to the literature, rewards foster the motivation of 
employees, but the survey shows very weak indications of this. Only one 
third of the respondents felt that, if company results would affect their 
income, they would become more motivated. Furthermore, we focused on 
monetary rewards, because it should be rather obvious, if LinkTech has 
influenced that or not. Once again, even though intrinsic rewards and 
management recognition are very powerful for employee motivation, these 
matters fall into the internal category, which is dealt with by the 
management of each portfolio company. 
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Stronger Focus 
on Profitability 

Option Plan 
Broader 
Network 

Structural Changes 
% More Organised 

     But Simple 

 
The literature suggests many different benefits that a company can gain 
through networks. At the interviews with the managers in the different 
firms it was brought to our attention that one of the most important 
contributions from LinkTech is the assistance in establishing new contacts, 
and by doing so building a strong network. The following four statements, 
representing all three managing directors, illustrate the importance of a 
network for their organisations: 
 

�There is one company called Mediate, we have a few offers (3-4) right 

now, were we offer their product and a few other services within our own 

offer, so if that is closed, we can say we have worked together (with other 

portfolio companies).� 

 

�They (LinkTech) have provided us with a few contacts. They have opened 

a few doors, so to speak. What they really have done is that they have 

provided a few very knowledgeable and experienced people to our board.� 
 
�Well, first of all they helped us to get a strong board. I think, LinkTech is 

quite different than other venture capital companies, because they really 

work with the companies. They put much more emphasis on working on 

the board, and they directly talk to the management and things like that. I 

think, that is quite unique. And they have helped us with other contacts as 

well. Especially in the financial part. And I think all the LinkTech 

companies are customers of us, as well. They buy our services.�  
 
�We got to know a lot of people. One of them is a references customer we 

have. [�] The manager of that company, he has some connections to 

LinkTech. He is actually the chairman of the board of Soliton today. And 

this is definitely a contact we got through LinkTech. Without LinkTech we 

would not have found him.� 

 
The most important contacts were generally seen as being ones that gave 
new customers. In other words, the third motive introduced by Arias, 
�market access and search for opportunities�, has shown to be the most 
important one. That the access of markets is crucial for a firm is not 
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difficult to understand, since the core objective of any commercial business 
normally is to sell its products or services. Nonetheless, increased sales do 
not necessarily influence innovation. Furthermore, the network provided by 
Linktech does only influence the company on a management level. Our 
findings reveal that employees very seldom, if ever, get in contact with the 
people in the network. In other words, the network does not, at least not 
directly, influence LinkTech�s portfolio companies in terms of innovation.  
 

Stronger Focus 
on Profitability 

Option Plan 
Broader 
Network 

Structural Changes 
% More Organised 

      But Simple 

 
We can say that LinkTech had a moderate influence on the structural 
changes within the companies. If we look at Cendio, in the first five years, 
starting in 1992, there was �just one big bulk of people�, as the manager of 
Cendio put it. In other words, everybody was responsible for the whole 
business process, without any task division. Then the company started to 
establish small departments and divisions. The reasons for that were the 
constant growth of the company, the expansion of the customer base and 
the enlargement of their actual daily workload. There was a need for more 
efficiency in order to respond to the customers� requirements. At the 
beginning of this year it went even one step further, when the product 
division was span off and established as an independent firm. The 
managers at Cendio realised that there was a certain tension between the 
departments, resulting from the fact that the processes within a product 
division differ from the ones in a service sector. Even though these changes 
were not initiated by LinkTech itself, they were involved in the 
restructuring process. It seems like today the structure is �back to simple� 
again. In other words, the firm is organised around their core business, 
which is consultancy service, divided in only two parts (Embedded 
Systems and Systems Integration) with an additional administrative system.  
 
An uncomplicated structure can also be found at Opic. Besides the head 
office in Linköping there is also a sales office in Stockholm. The other four 
departments are production, marketing, technical development and 
consulting, whereas the consulting division has only been established a 
while ago together with LinkTech, as the Managing Director explains: 
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�The consulting part did not exist 9 month ago. One of the owners, also 

sitting in the steering group, was responsible for that part from the 

beginning. The guy that is responsible for marketing, he used the be the 

Managing Director, was the designer of the system. So we had made some 

major changes in the structure during the year.� 

 
Finally, there is Soliton, which is the smallest company with only five 
employees. The major change that happened in this firm was that LinkTech 
put one of their managers on an operational basis into Soliton for several 
month, which is exceptional for LinkTech to do. The outcome of that 
corporation was the suggestion for two of the three owners to leave. Soliton 
would probably not have taken that decision on its own, or if so with a 
tremendous delay. However, with the help of an external opinion and 
thorough consideration, they realised that this should happen for the sake of 
the Soliton.  
 
As we discussed already in the frame of references, an organic structure 
seems to be appropriate regarding the management of innovation. 
However, since innovation also involves the ability of an organisation to 
produce what it has created in an efficient manner, there is obviously a 
need for some standardisation and bureaucracy. Nevertheless, we believe 
that even though there might have been changes towards this direction, 
none of them seem to be dysfunctional. We noticed patterns of fluidity and 
flexibility, meaning that the organisational structure was not fixed in itself, 
but always exposed to adaptation and necessary changes, or in other words 
being organic. Furthermore, we recognised a minimal hierarchy, which in 
turn enhances innovation and creativity, as well. 
 
 

5.2. Additional Ideas 
 

Corporate 

Culture 
Empowerment Communication Decision-making Teamwork

 
The area of corporate culture is in many ways a diffused topic. The most 
trivial thing can affect the corporate culture prevailing in a company, and 
the effect can be very difficult to measure and even to notice. Nonetheless, 
the change of focus that has taken place in the portfolio companies, is 
obviously affecting the corporate culture. One of the three managers we 
talked to expressed his opinion about this matter in the following way: 
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�What I have learned though during the years is that corporate culture is 

maybe the driving force in everything, because if you don�t have a 

corporate culture, strong values within the company, you are maybe doing 

a good job, but you can�t grow, if you don�t have that.[�] What culture is, 

how people talk to each other, how they communicate. You can build an 

entire company just by values. [�] I think, much of this has to do with 

ethics and moral. You should always keep the words what you are saying, 

both internally and also to customers. That is an essential thing, I think. 

So, I try to implement that for me as a strong value.� 

 
Among other things, corporate culture can be influenced by expressing 
statements of purposes. This means that by LinkTech�s views on business, 
(the quintessence of all business is to earn money and that this must always 
be in focus), which has according to the research been an approved purpose 
by the management of the firms, has influenced the corporate culture. In 
addition, this view has been passed on to the employees, which of course 
makes the effect even more substantial. This in turn, according to literature, 
entails that the way work is conducted is today different in these firms than 
how it was before. Employees unconsciously act in accordance with the 
culture of the organisation, thus, if the culture has changed, the way people 
act has changed as well. In all the companies a majority of the employees 
declared that the company had a stronger focus on profitability than on 
development, and at Cendio and Soliton the majority of the employees 
maintained that they have less room for work concerning development, at 
the same time as only a minority claimed that they are encouraged to come 
up with new ideas. Additionally, a minority in each company declared that 
they receive immediate response when presenting an idea, and only an 
overall number of 43 per cent said that they are allowed to make important 
decisions. The exact outcome of these statements is extremely difficult to 
point out, but one thing is certain, they do not foster innovation. On the 
other hand all other indications from the employee survey are in favour of 
innovation. Among other things, an overall total of 78 per cent believed 
that they are allowed to take their own initiatives. Moreover, one manager 
explicitly said that making mistakes is necessary: 
 

�And I think, mistake must hurt, because otherwise they are no mistakes. I 

think, we are quite open-minded here. So, you are allowed to make 

mistakes. It is better to do something, then just to sit and wait.�  
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After asking this manager if he and his employees are also willing to take 
risks, we received the following response: 
 

�I think, you should take calculated risk. I think, that is quite different. I 

think, we are much better in estimating and foresee things, than we were 

before. I�m not sure of the word careful is the right word, but more mature 

maybe. It took some time to learn the market, how the market works. 

Everything takes a lot longer time, than you could dream about. Especially 

when you are going to lead the market. It is a long and hard way.�  

 
These are signs of tolerating uncertainty, which is one of the most 
important ingredients for innovation, and to some extent, affects all of the 
factors included in the frame of reference.  
 

Corporate 

Culture 
Empowerment Communication Decision-making Teamwork

 
We think, that LinkTech does not really have a direct influence on 
empowering people within the organisations. It seems to be an internal 
issue, which every firm handles on its own. However, we believe that it is 
important to look at the situation how it is at the moment in order to reflect 
future abilities to be innovative.  
 
One important part of characteristic of empowerment is the acceptance of 
failure and the support of risk-taking. As one of the managers agreed, 
mistakes and well-calculated risks are important, because you learn from 
them as well as it keeps the business going. He suggested that it is 
sometimes better to do something, than to just wait. The reception of 
failure goes hand in hand with a rather long-term perspective and time 
frame regarding the business process. At Cendio for instance, a lot of effort 
was put into training programmes in order to obtain certificates, which in 
turn would hopefully increase their turnover in the future. At the same 
time, there was less focus on selling and customer consulting. This fact 
reflects the ability of employees to contribute to the accomplishment of the 
company�s overall goals. Furthermore, the majority of employees in all 
three companies stated that they are able to take their own initiative, 
regardless of holding a managerial position or not. In other words, they can 
interrupt, influence and change work procedures any time, if they believe it 
is in the interest of the company. 
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Corporate 

Culture 
Empowerment Communication Decision-making Teamwork

 
Regarding the issue of communication we can say on one hand that this is a 
process where LinkTech had not a significant direct influence on. On the 
other hand it has been discussed that structure and communication are 
interdependent factors. The flat organisational structure, which appears in 
all of the companies, makes it easier to communicate effectively with 
everyone relevant, which in turn enhances creative processes and 
innovation. Most of the employees (91 per cent) stated that 
communicational patterns occur throughout the whole company. In other 
words, everybody talk to everybody and not only to people in their own 
divisions. This matter is obviously supported by the fact that most of the 
colleagues that are involved in each employee�s daily work are located in 
walking distance to each other (88 per cent agreed upon this statement).  
 
Communication can also take place through written information. About one 
third of the employees at Cendio and Opic mentioned that they receive 
newsletters from the management frequently. The communication of the 
management towards the employees occurs to a significant extend. This 
fact is, for instance, reflected in the employees� awareness of the changed 
focus.  The following statement reflects the importance of communication 
between the management and its employees, and that making the people 
aware of the strategy is essential: 
 

�We write every week or two weeks a management letter, telling them 

(employees) where we are and what we are going to do. Some of those 

people have never seen a balance sheet before. They are not aware of that 

you have to make money, which is a driving force, and that is not their 

normal way of thinking. It is a bit different.�  

 
Corporate 

Culture 
Empowerment Communication Decision-making Teamwork

 
This issue has not been influences directly by LinkTech either. We 
examined that there were two ways of decision-making processes: the unity 
of command and decision-making by consensus. However, there are no 
clear evidences upon which practice the companies follow. On one hand, a 
majority of all employees declared that they are able to take their own 
initiatives. However, looking at the statement of whether or not they have 
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to consult a superior person in case of important decisions, the results differ 
between the firms. Only 27 per cent at Cendio considered this to be true, 
whereas this number reaches 40 per cent at Opic. We assume that the 
employees have different attitudes towards the importance of decisions, 
since the results of a similar statement (�I am allowed to make important 
decisions.�) do not differ that much from the statement discussed before. 
Nevertheless, both of the employees at Soliton agreed that in either case 
they have to consult the manager in case a decision has to be made.   
 

Corporate 

Culture 
Empowerment Communication Decision-making Teamwork

 
It became relatively early apparent that LinkTech does not influence their 
portfolio companies in terms of working procedures within the portfolio 
companies. LinkTech�s influence stays on a management level and can 
therefore only indirectly influence employees. In the case of teamwork, no 
such discussion has taken place between the portfolio companies and 
LinkTech, which means that no influence in regards of teamwork has 
occurred. The only exception was found at Cendio:  
 

�We have three teams. Every team has a team leader and he/she shall be 

responsible for the results within the group and also for the training of the 

group and the people within in the group shall have something in common, 

like a focus on a certain kind of product or certain customers.� 

 
After raising the follow-up question if working in teams is something that 
LinkTech encouraged them to do, the manager answered: 
 

�Well, indirectly yes, because of the new CEO; he is trying to bring in 

some of his old experience from previous companies that he was working 

at. One of the good things with him is that he has been always able to 

create a good atmosphere in his whole companies, and he will do that here 

also. But the way LinkTech has influenced this is that they found him and 

made him interested in working here.� 

 
The direct influence of LinkTech is arguable in this case, and one cannot 
predict the likelihood of teamwork being undertaken at Cendio if this new 
person would not have been placed there.  
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The other two companies, included in the research, are both relatively 
small, and the employee survey revealed that people talk to everyone 
within these companies, which is also the case at Cendio, and this implies 
that people with different tasks and with different specialties are working 
closely together in spite of the fact that teamwork is not an outspoken way 
of working at these firms. Moreover, an overall total of 83% in the 
employee survey claimed that colleagues that are important for their work 
are within walking distance, which further entails that work is conducted 
on a basis that is similar to teamwork. 
 
 

5.3. Summary 
 
At the end of each of our interviews we asked the managing directors if 
they could summarise their thoughts on the cooperation with LinkTech and 
its influences on the organisations, also in regards to innovation. The 
following statements were made: 
 
! Cendio 
 

�I think, they (LinkTech) have worked in two ways, except for the money of 
course, and one of them is by putting a person on the board and that is the 
obvious way, because if you are on the board you have the right to make 
decisions about strategies and so on. Another way they have influenced us: 
I mean, LinkTech is not just one person, they have 15 or so founders and 
they have expanded their network since and especially in the beginning 
they helped us by actually putting people in here and help us with special 
partners.� 
 
! Opic 

  
�First of all, LinkTech has been a supplier of cash. That is number one. 
And number two is, they have provided a really good network of good 
people. That is number two. They have forced us to think more about 
profits, the balance, and the cash flow, then we would have done otherwise. 
You know, money talks. If we don�t deliver what we said we would deliver, 
there won�t be any more financial help. And then I think we had some very 
good discussions with the people at LinkTech, at LinkTech board, at the 
LinkTech Network about the service we made to our customers. And I think 
they have, at least indirectly, made us think in broader terms, as I said, the 
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extra tool we have developed. I think, they have helped us to think; to think 
in a different way.�  
 
! Soliton 

 
�Now we are satisfied, but we are not really satisfied with the history. I 
think, we have lost time because we got the LinkTech�s focus too late. But 
we finally got it. And the result from that is positive, to summarise that 
situation. [�] Well, the immediate positive thing was the investment of 
course. Before that we had to get money every month from somewhere to 
get at least our own paychecks, just to stay alive. We did not have any 
resources to do anything, which makes everything going really slowly. So, 
when LinkTech came in we could immediately focus more. I mean, then of 
course we could more on the main product than on just trying to raise 
money to survive. So, that was of course the immediate positive effect of 
LinkTech that we had more money to play with. And then you have to play 
the right way, of course. 
 
To summarise the analysis with our own words: All factors included in the 
study have proven to be influenced in way or another. Some of them to a 
greater extend than others. We have found that the impact on the strategy 
of each of the portfolio companies has been the highest, followed by 
network, reward systems and structure. The influence on the remaining 
factors has been shown to be of less significance. 
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6. Conclusions and Outlook 
 
 

Here we will summarise the influences LinkTech had on the portfolio 
companies in regards to our chosen key factors. The reader will also find 
general thoughts regarding the issue of innovativeness, and in the end 
there will be some suggestions for further research in the area of concern. 
 

Key Factors Rating13 Characteristics 

1. Strategy * * * 
! most influenced factor 

! stronger focus on profitability 

! employees are aware of that 

2. Empowerment * ! no direct influence 

! internal matter in each organisation 

3. Corporate 

      Culture 
* 

! no direct influence 

! but: focus change has affected corporate 

    culture in one way or another 

4. Network * * 
! significant contribution from LinkTech 

! establishment of new contacts 

! most important issue: new customers 

5. Reward 

      Systems 
* * ! option plan has been discussed and partly 

    implemented in all companies 

6. Structure and 

      Communi-    

      cation 

* * 

! former organisation changed to some extend 

! more organised, but simple 

! low level of hierarchy 

! internal communication processes not  

     influenced directly 

7. Decision- 

      making 
* ! no direct influence 

! internal issue in each organisation 

8. Teamwork * ! Only minor influences 

Table 6.1: Summary of our findings, SOURCE: own development. 

                                                 
13 *** = highest influence, ** = significant influence, * = no direct influence. Only 
one key factor is marked with ***, which is the one that has been influenced the most, 
meaning it appeared in all three interviews as well as in the employee survey. The 
other key factors from our main findings in the analysis are evaluated with **. 
Remaining issues of our theoretical framework are indicated with *. We are aware of 
the fact that the distance between the ratings is unequally distributed and 
contemplated subjectively by us.   
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Since all the key factors that have been discussed (see figure 6.1) are 
believed to be essential ingredients for a company�s ability to be 
innovative, the change of them will apparently alter their innovativeness. 
It has never been our intention to justify if these changes are positive or 
negative for firms in terms of innovation. Nonetheless, we are confident 
to say that despite the fact that some of the factors are indicating harmful 
changes, the portfolio companies have benefited from the cooperation 
with LinkTech. When resources are scarce, which they usually are in 
small companies, the development of new products and services cannot 
always occur parallel to operational actions, such as marketing support, 
sales, customer service etc. Instead, one often has to do one thing at a 
time.  In term of their ability to be innovative today and in the future we 
can see no restrictions. Several factors show that the companies can still 
be considered as innovative, some factors have even been improved in 
this area, meaning the fostering of innovation, as for instance the rewards 
system (option plan) and the establishment and development of a business 
network. Secondly, the day when the companies desire to be more 
innovative, they can lessen the focus on profitability. It has come to our 
attention that future innovativeness is dependent on today�s profits. The 
impact that the new focus has on the companies is difficult to see, it can 
only be assumed. As mentioned earlier, a focus on profitability may harm 
innovation. One will be more careful when carrying out actions that have 
uncertain outcomes, and when money is spent, it presumably is more 
thought through now than it used to be. In other words, the level of 
uncertainty avoidance becomes greater. However, the change will also, if 
going as intended, render in sooner profits. The companies will obtain a 
solid economy and soon will be able to operate under more pleasant 
circumstances. However, these are merely possible outcomes and should 
only been seen as speculations. Moreover, as noted before, the focus can 
be adjusted, and we believe it often is after some time.  
 
After analysing the influences of LinkTech on our chosen key factors we 
tried to find patterns in order to give explanations for different types of 
influences. It seems that factors like strategy, network, structural changes 
and monetary rewards are visible and measurable items. Every firm 
should have an outspoken strategy, which is communicated throughout 
the whole organisation, and once this strategy changes, everybody will, 
thus, be aware of this. The business network is somehow visible as well. 
It should be possible to draw a picture of the network of a company, 
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including its customers, suppliers, banks, lawyers etc., and it will be 
rather easy to notice, once a part of the network is removed or a new one 
is included. The same considerations go for structural changes. It is not 
difficult to grasp the structure of an organisation, especially if it is a 
small, entrepreneurial firm. Thus, structural changes can be evaluated as 
well without problems. Finally, also monetary rewards are possible to 
measure and keep track of. Starting with the number of people that 
receive the rewards, followed by time, amount and frequency, monetary 
rewards are noticeable and calculable. On the other hand we have factors 
like empowerment, corporate culture, communication modes, decision-
making processes and working in teams. We believe that there are 
indications that these factors belong to a �softer side� of management 
processes. Furthermore, we assume that since these factors seem to be 
problematic to grasp, measure and notice, it might also be difficult to 
change and influence them explicitly. This might be a reason to why no 
or only minor influences from LinkTech could be observed for these key 
factors.  
 
If we look upon time perspectives, we can say that, before the established 
relationship with LinkTech, the Portfolio companies seemed to have only 
short-term plans. Even though visions of how the future was going to 
look like existed, no complete strategies of how to get there were created. 
We propose that one explanation for this could be the lack of managerial 
experience, since in two out of the three cases the founders entered the 
business world with a technical background. The new strategies are also 
believed to be more realistic and the visions of the future is therefore 
more likely to be fulfilled now than what they were before. The time span 
may however be greater. We think that the time range in which a strategy 
is assumed to be implemented, does not inflict on the innovativeness of a 
company, as long as it is not too short, that is. Too little time will of 
course limit the possibilities and foremost harm the quality of work. The 
only thing mentioned in the literature concerning strategies and time 
periods in relation to innovation, is related to short-term profits, and their 
harmfulness to innovation. LinkTech has implemented a stronger focus 
on profitability, including planned profits within a near future. However, 
these plans cannot be seen as short-termed, and as argued before, profits 
can sometimes be a necessity for innovation in the future. One could even 
say that it is part of the innovation process. 
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By comparing the findings in the literature with our own research, we 
suspect that there might be misunderstandings regarding the importance 
of innovation for businesses and the problem whether or not innovation 
has to be ongoing in order to be effective. We found some statements, 
which suggest that innovation actually means to come up with new ideas 
and to commercialise them as well. But does the literature always look 
upon innovation in that way? We do not believe so. Our theoretical 
findings support the fact that research is not consistent, and lacks of 
universal definitions, classifications and exact distinctions. The terms 
innovation and invention are often used interchangeably, and in some 
cases even creativity is included in the reflection on this area of concern. 
Furthermore, the literature on innovation tends to see no limitations, 
meaning that it neglects the financial aspects. However, according to our 
empirical findings, small firms may feel the necessity of changing their 
focus between profitability and the development of products and/or 
services, especially if they are really young, out of the reason that their 
financial resources are limited and do not allow them to work on new 
ideas all the time and market others at the same time. This could be seen 
as a business process in waves, meaning going back and forth between 
both strategies. If everybody, meaning authors of theoretical findings on 
this subject, would agree on the fact that innovation actually means to 
invent and to make money out of the invention right after, then 
innovation can be considered as ongoing even in cases where one takes a 
break from developing new ideas in favour of first selling completed 
ones. This would simply be part of the innovation process. However, if 
innovation is only considered as a new idea, a new product or process, 
then it is not possible to be ongoing in small firms because of scarce 
resources.  
 
This research has been carried out from the portfolio companies� 
perspective. We assume that LinkTech does not seem to focus on 
innovation later, meaning  after the investment has been granted. If there 
are supposed to be innovation activities, then it has to start with ideas 
from the companies and not because LinkTech changed the focus towards 
development. It appears that LinkTech does not encourage future 
development, but if the companies come up with new ideas LinkTech 
would not oppose them either, especially if the firms are positioned in a 
rather stable situation. However, these are our own assumptions and  
speculations, which cannot be totally support by our empirical findings. 
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Thus, it would be interesting to look upon the influences and the 
relationships from a venture capital firm�s point of view. This proposal 
introduced the reader to our final remarks: 
 
 

Suggestions for Further Research 
  
One Managing Director explained the following: �LinkTech is quite 
different than other venture capital companies, because they really work 
with the companies. They put much more emphasis on working on the 
board, and they directly talk to the management. I think, that is quite 
unique.� In our project we only focused on one single venture capital 
firm. It would be interesting to find out about the relationships other 
venture capital firms have to their portfolio companies. This issue could 
be evaluated from different angles. Are there any differences between the 
operating companies in the Linköping area? What about different 
countries? Does national culture and business tradition have any impact 
on the business process of venture capitalists? 
 
Another issue that would be interesting to investigate deals with the 
measurement of success of investments of venture capital firms. Can an 
investment be considered successful before any profits have been 
obtained? The companies we chose for our research have not made any 
major profits so far. However, they are still operating, whereas many 
other entrepreneurial firms, especially in the IT-branch have run out of 
business within the last couple of months. We do not believe that the 
same will happen to �our� portfolio companies. Nevertheless, is this fact 
sufficient when determining if the investment is successful?   
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Appendix 1 � Interview Framework 
 
! Your position? 
 
! How long have you worked in the company? 
 
! Who is your immediate superior?  
 
Strategy 
 
• What is your business idea? (vision, mission, direction, goals) What are 

the goals of the company? (in terms of developing products, markets, 
competencies) 

• Is everyone in the company aware of this idea? Do they know what they 
have to do in order to accomplish the goals of the firm? 

• How much do you focus on R&D (innovating new products)? 
• How much financial resources are allocated for innovation purposes?  
• Who is responsible for creating strategies? On what level of the 

organisation are strategies established? (corporate, group, project 
manager etc.) 

• How does/has LinkTech influence(d) strategic matters? 
 
Empowerment 
 
• To what extend are employees able to take initiatives without having to 

ask the management?  
• Do all employees have access to all information that is needed? (books, 

performance of the company, salaries of executives etc.) 
• How are experimental attitudes encouraged within the organisation? 
• Do you offer trainee programmes to employees? 
• How does/has LinkTech influence(d) the empowerment of employees? 

Do you think members of the organisation are distracted by LinkTech�s 
presence? (in terms of creativity)   

 
Corporate culture 
 
• Can you define the corporate culture of �your� firm? 
• How do you manage the corporate culture (consciously, effectively)? 
• What kinds of stories are told within the organisation? Do the stories 

influence the creativity and innovativeness of the people? 



 
 
 
 

  
 
 

• Is creativity an important criterion when hiring new employees? What 
are other criteria (mixture of work force)?  

• Who is responsible for hiring employees? Does LinkTech have any 
influence in this area? 

• What is your employee turnover? 
• When new ideas arise, how are they responded to? 
• How does your corporate culture support risk-taking and questioning? 
• To what extent is freedom to fail provided? (versus enforcement of strict 

punishment for failure) How are errors handled? 
• How does/has LinkTech influence(d) the corporate culture? 
 
Network 
 
• We found out that the portfolio companies work closely together with 

each other. Do you do this as well? (It is not only financially, but also 
an issue of learning and knowledge exchange) 

• What about other companies than their portfolio companies? 
• Does LinkTech also help you with hiring people? 
• Have you, through LinkTech, established any kind of other contacts 

that have been useful to you? 
• Do you feel like that you also get to exchange ideas? Do you actually 

learn by meeting these people 
 
Reward Systems 
 
• How does your reward system look like? 
• What kinds of incentives are offered to people? (monetary, career 

incentives, promotions, social rewards as recognition, more 
responsibility etc.) 

• Are there incentives for generating ideas? 
• Who is promoted? (innovators vs. people that �play it safe�) 
• When do you reward the group and/or on an individual basis? 
• Do you think that rewards are distributed equally and fair? 
• When do you reward outcome or effort? 
• How does/has LinkTech influence(d) the control and the reward 

system? 
 



 
 
 
 

  
 
 

Organisational Structure & Communication 
 
• How is your organisation structured? (levels, delegation of 

responsibility) 
• How does your structure influence the innovation process? Does it 

support and stimulate creativity? 
• Do you deliberately structure the organisation in a way that stimulates 

innovation? 
• If you would have the possibility to change the structure today, what 

would you change? (more centralised, more decentralised etc.) 
• Are there room, time and desire for developing new products? 
• How does the communication process look like? Describe the internal 

communication network. (top down vs. upwards, horizontal, informal 
vs. Formal, �Everyone talks with everyone!�) 

• How are success stories spread throughout the organisation? 
• How and when is feedback communicated? 
• Meetings: how often, who is involved, who talks, who makes final 

decisions 
• Describe the external communication process.  
• How does/has LinkTech influence(d) the organisational structure and 

communication process?  
 
Decision-making 
 
• How are decisions made (individually vs. collaborative) and by whom 

(managers vs. employees)? 
• How do you look upon deadlines? 
• How long does it take to receive a funding decision? (e.g. certain 

projects)  
• Do all the projects that deserve to get funded receive financial 

resources?  
• How does/has LinkTech influence(d) the decision-making process? 
 
Additional 
 
• How are ideas generated within the company? (deliberate vs. emergent) 
• Do you expect new ideas from all members of the organisation, or only 

from some particular people? How do you motivate and encourage idea 
generation? 

• What degree of uncertainty is allowed in your projects? 



 
 
 
 

  
 
 

Appendix 2 � Employee Survey 
 
 
 
Vi är två studenter från Linköpings universitet och för tillfället jobbar vi 
med vårt examensarbete. Denna enkät utgör en viktig del av detta arbete 
och vi hoppas på ert samarbete. Tyvärr kan vi inte erbjuda er chansen att 
vinna en bil eller en jorden-runt-resa som tack för hjälpen, men alla som 
gör oss tjänsten att svara på våra frågor kommer att kunna njuta av 
hembakat kaffebröd vid dagens fika istället för det torra och inte alls 
välsmakande tilltugg som normalt serveras.   
 
Tack på förhand, 
 
Henrik och Madeleine 
 

 
 
 
 

 
 

 

Santa�s evil twin 



 
 
 
 

  
 
 

# Enkät 
 
 
Hur länge har ni arbetat inom företaget? 
____________________________________ 
 
Sitter ni i en ledarposition av något slag?           Ja !         Nej ! 
 
(1) Har företaget enligt dig en starkare fokus på lönsamhet eller på 

utveckling av produkter/tjänster? 
  

! Lönsamhet 
! Utveckling 
! Vet ej 

 
(2) Hur påverkar denna fokus ditt arbete? Vänligen kryssa för de 

påståenden ni anser vara korrekta. 
 

! Jag har mindre utrymme för arbete gällande utveckling. 
! Jag uppmuntras att komma på ny idéer. 
! Jag får alltid tydliga uppgifter som jag ska utföra 
! Jag kan ta egna initiativ 
! Jag är ofta pressad till att uppvisa snabba resultat. 

 
(3) Beträffande den aktuella situationen inom företaget, vilka påståenden 

samtycker ni med? 
  
! När jag presenterar en ny idé så får jag omedelbart gensvar. 
! Varje gång ett viktigt beslut måste tas så behöver jag fråga min chef. 
! Kollegor som är viktiga för mitt arbete finns inom gångavstånd. 
! Om företagets resultat skulle påverka min egen inkomst så skulle jag 

vara mer motiverad.  
! Jag har tillgång till all den information jag behöver för att utföra mitt 

jobb på ett framgångsrikt sätt. 
! Generellt så kommunicerar jag endast med människorna inom den 

avdelning av företaget som jag arbetar.  
! Jag tillåts att ta viktiga beslut. 
! Jag mottager nyhetsbrev från företaget med jämna mellanrum. 
! Inom detta företaget pratar alla med alla. 

 



 
 
 
 

  
 
 

 
Appendix 3 � Employee Survey: English Translation 
 
 
We are two students at Linköping University and presently we are carrying 
out our master thesis. This survey constitutes as an important part of this 
project and we hope for your cooperation. Unfortunately we cannot not 
offer you the opportunity to win a car or an around-the-world trip for your 
help, but everyone that makes us the favour to answer our questions will be 
able to enjoy home baked cookies to their coffee at today�s coffee break, 
instead of the dry and not very well tasting thing that normally is served. 
Thank you, 
Henrik and Madeleine 
 
Survey 
 
How long have you worked in the company?      
Are you in any kind of management position? 
 
(1) Do you feel that the company has a stronger focus on profitability or 
development of products and services? 
 

! Profitability 
! Development 
! I do not know 

 
(2) In either way, how has this influenced your work? 
 

! I have less room for work concerning development. 
! I am encouraged to come up with new ideas. 
! I always receive clear tasks that I have to accomplish. 
! I can take my own initiatives. 
! I am often pressured to deliver immediate results. 

 
(3) If you consider the current situation in the company, which of the 
following statements do you agree with? 
 

! When I present a new idea, I receive immediate response. 
! Any time an important decision needs to be made, I have to ask my 

boss. 



 
 
 
 

  
 
 

! Colleagues that are important for my work are within walking 
distance. 

! If company results would affect my own income, I would become 
more motivated. 

! I have access to all the information I need to perform my job 
successfully. 

! In general, I only communicate with the people of my own 
department.  

! I�m allowed to make important decisions. 
! I receive company newsletters frequently. 
! In this company everybody talks to everybody. 
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Appendix 5 � People we talked to 
 
 
# Johan Amnéus � LinkTech AB 
 
# Eva-Lena Nordéns � Pergas Quality AB 

 
# Inge Wallin � Cendio Systems AB 

 
# Kenth Ericsson � O.P.I.C.com AB 

 
# Erik Åstrand - Soliton Elektronik AB 

 
# Andrea A. Ludovice � Alltombostad i Skandinavien AB 



 
 
 
 

   
 

 
 

�Purpose is essential to creative expression � nobody carves a 
statue without intending to do so�.  

(Nickerson) 
 
�My people need to be on their own but not alone.� 
 

(Wall) 
 
“Company cultures are like country cultures. Never try to 
change one. Try, instead, to work with what you've got. “ 
 

(Peter F. Drucker) 
 

�Coming together is a beginning, keeping together is progress, 
working together is success.� 

(Henry Ford) 
 

�If you want creative workers, give them enough time to play.� 
 

(John Cleese) 
 
“There ain't no rules around here. We're trying to accomplish 
something. � 
 

(Thomas A. Edison) 
 

“I owe my success to having listened respectfully to the very 
best advice, and then going away and doing the exact 
opposite.”  
 

(Gilbert K. Chesterton) 
 

�Before you build a better mousetrap, it helps to know if there 
are any mice out there� 
 

 (Mortimer B. Zuckerman) 
 
 


