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ABSTRACT Through a rich panel of Spanish manufacturing companies, this study examines the
hypothesis that the formation of inter-organizational complementarities in R&D depends on the type of alliance
chosen by a firm to leverage its own R&D. To test this hypothesis, the study compares the capacity of different
organizational designs of internal and external R&D activities to produce complementarities. The results
indicate the existence of complementarities for cases where firms combine their own R&D with research
collaboration. No complementarities are found for cases where firms adopt both intramural and R&D
outsourcing jointly. Additionally, a comparison of the factors driving choices on R&D reveals that the use of
“‘innovation management practices” and the presence of “technological opportunities” relate more to the
adoption of research collaboration than to the adoption of R&D outsourcing. These findings are relevant as
they may explain the reported differences in the production of complementarities.

KEY WORDS: R&D activities, organizational designs, complementarities, innovative performance, count-data-panel
models

1. Introduction

It has long been recognized that successful innovation depends on the firm’s ability to
combine old and novel sources of knowledge (Rosenkopf and Nerkar, 2001). When these
sources give each other leverage in the innovation process, they are complementary in the
sense that using one of them raises the returns of using the other (Milgrom and Roberts,
1990). The formation of complementarities in the production of knowledge acquires
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a strategic character, as they show that firms have found knowledge associations that raise
their innovative performance. Recent studies on innovation management identify the
adoption of open innovation models as an effective strategy to reach complementarities in
knowledge creation (Cassiman and Veugelers, 2006; Rothaermel and Alexandre, 2009).
This holds true since these models span firms’ search outside their organizational
boundaries, provide new technologies and capabilities, and facilitate inter-organizational
learning (Chesbrough, 2003; Rosenkopf and Almeida, 2003; Laursen and Salter, 2006).

However, implementation of open innovation models requires that firms combine
several R&D activities. Each combination in turn leads to different organizational designs for
these activities. In some cases, firms may achieve original knowledge associations by
joining their own R&D with hybrid organizational forms, such as strategic alliances and joint-
venture arrangements. In other cases, firms may obtain novel knowledge combinations
adopting together in-house R&D and contractual forms, such as licensing arrangements and
R&D outsourcing. If so, this raises the following question: what organizational design should
firms choose to maximize knowledge creation?

In this paper, | propose that the answer to this question rests on the type of knowledge
provision derived from the external sourcing strategy that a firm chooses to leverage its
intramural R&D. Alliances along the continuum between “hierarchies” and “markets” provide
knowledge that varies depending on two factors: its complexity in terms of inter-
organizational transfer, and its effectiveness in improving intramural R&D productivity.
By using a rich panel of Spanish manufacturing firms for 1998—2002, this study provides
evidence consistent with the premise that alliances differing on these factors have a different
capacity to induce the adoption of intramural R&D, and subsequently, the production of
complementarities. Surprisingly, how differences in external knowledge provision affect the
formation of complementarities between internal and external R&D activities remains
relatively unexplored in the extant literature on the subject.’ Rather, previous works have
focused on the interaction effects that may arise from combining multiple types of alliances
(e.g. Arora and Gambardella, 1990; Belderbos et al., 2006; Love and Roper, 2009); on the
investigation of the interrelation of contract-based arrangements and intramural R&D
(Mowery, 1983; Veugelers and Cassiman, 1999); or on how knowledge acquisition in
markets and intramural R&D leverage each other in terms of innovative performance
(Cassiman and Veugelers, 2006).

With the aim of extending the previous literature on complementarities in R&D, the
current research focuses on the following questions: (i) Do alternative organizational designs
of internal and external R&D activities have the same capacity to induce complementarities?
(i) What role do specific alliances play in determining inter-organizational complementarities
in R&D? The analysis of these questions becomes relevant if we are to understand how a
firm can best arrange its internal and external R&D activities to reach the maximum leverage
among them in knowledge creation. Furthermore, comparing complementarities that arise
from various combinations of internal and external R&D activities enables the identification
of important differences in the way these activities relate to each other. This fact provides

" A number of studies have compared the capacity of different R&D alliances to produce inter-organizational learning
(e.g. Mowery et al., 1996; Gomes-Casseres et al., 2006). However, these studies do not assess the effect that
intramural R&D may have on the contribution of alliances to inter-organizational learning.
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a more comprehensive picture regarding the manners by which different types of R&D
alliances shape innovative performance.

This research contributes to the previous literature on the following aspects. This work is
not only among the first in comparing complementarities derived from the combination of
intramural R&D with different types of alliances, but it also conducts this evaluation using
panel data analysis. Compared to cross-sectional studies on the subject (e.g. Cassiman and
Veugelers, 2006; Love and Roper, 2009), the current paper assesses for complementarities
in R&D allowing for the effects of unobserved heterogeneity, which has been a drawback of
prior research (Athey and Stern, 1998; Leiponen, 2005b; Miravete and Pernias, 2006).
Furthermore, the use of a longitudinal sample of companies improves the assessment of
complementarities in R&D by accounting for the presence of well-documented feedback
effects that characterize the innovation—R&D adoption relationship. In particular, this
study allows for the feedbacks that arise from the dynamic nature of this relationship (Blundell
et al., 1995; Martinez-Ros and Labeaga, 2002), and from the fact that organizational design
choices are essentially predetermined variables that may be correlated with the unobserved
heterogeneity (Leiponen, 2005b). Altogether, this study provides a robust evaluation on
complementarities in R&D, presenting reliable conclusions about the capacity of the
compared organizational designs to enhance innovative performance.

To the best of my knowledge, only Schmiedeberg (2008) has conducted a comparative
study of the complementarities between different combinations of internal and external R&D
strategies, but for a cross-section sample of firms. On the other hand, Leiponen (2005b)
uses panel data analysis for assessing complementarities between technical skills,
innovation and R&D collaboration. However, the study about the role of different types of
external R&D sources in determining the returns of technical skills is not addressed in her
study.

The layout of the paper is as follows. The next section presents the theoretical
foundations for studying the production of complementarities derived from alternative
combinations of internal and external R&D activities. Subsequent sections describe the
data, methodology and results of the study, as well as the concluding remarks.

2. Theoretical Framework

Organizational designs in which firms combine internal and external R&D activities bring not
only benefits in terms of diverse knowledge, but also difficulties associated with the integration
of such knowledge across organizational boundaries (Rosenkopf and Almeida, 2003). Firms
implementing these organizational designs need to develop communication channels for
improving knowledge sharing and to ensure assimilation of heterogeneous sources of
knowledge, some of which may be far from their technological base. Furthermore, the
acquisition of external R&D is a knowledge-based transaction that may be fraught with
complexity and contractual problems (Pisano, 1990; Anand and Khanna, 2000). Taken
together, these issues may lessen the interaction of intramural R&D with external sourcing of
knowledge, thus limiting the scope of inter-organizational learning (Leiponen, 2005a).
Although the combination of internal and external R&D is costly in terms of knowledge
integration, an important stream of works has documented the existence of complementa-
rities between R&D activities implemented across firms’ organizational boundaries
(e.g. Mowery, 1983; Veugelers and Cassiman, 1999; Cassiman and Veugelers, 2006;
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Schmiedeberg, 2008). To justify the presence of such complementarities, the majority of
these studies built on Cohen and Levinthal’s notion (1989) of absorptive capacity
(henceforth, ACAP), defined as the firm’s ability to recognize, assimilate and exploit external
knowledge. According to previous research, accumulated experience in conducting R&D
internally puts the firm in a better position to understand the R&D performed by external
actors. In particular, the ACAP contributes to forming complementarities in R&D by enabling
firms to identify technological opportunities, and by improving communication with external
actors having complementary problem-solving capabilities.

However, production of complementarities in R&D requires that the firm form its ACAP
from a diverse stock of knowledge. When sharing a similar and specialized knowledge
background, sub-units within a firm can improve communication effectiveness, facilitating
knowledge assimilation across intra-organizational boundaries. Indeed, internal communi-
cation efficiency contributes to reinforcing the firms’ inward-looking ACAP (Cohen and
Levinthal, 1990). Nonetheless, a lack of a diverse knowledge background also makes the
firm less receptive to acquire an external source of knowledge. Less diversity in the firm’s
stock of knowledge affects its outward-looking ACAP (Cohen and Levinthal, 1990), which
may result in the emergence of the Not Invented Here syndrome (Almeida et al., 2003;
Laursen and Salter, 2006). In the context of this study, previous arguments imply that firms
with a less diverse technological background will focus their search effort on a restricted
number of technological trajectories. If this search behavior is persistent, firms will see a
reduced capacity to create novel knowledge associations, together with their possibilities to
produce complementarities in R&D.

Drawing on the learning alliance literature (Mowery et al., 1996; George et al., 2001;
Rosenkopf and Almeida, 2003), this study proposes that organizational designs in which
firms combine internal with external R&D help them to enhance diversity of their knowledge
background, thus improving their ACAP effectiveness in producing complementarities.? This
holds true as involvement in external R&D increases the exposure of the firm’s own R&D to
heterogeneous knowledge that, in turn, contributes to forming a technological background in
areas different from prior knowledge accumulation (Mowery et al., 1996; George et al.,
2001). Furthermore, information provision from external links shapes ACAP by revealing the
benefits of implementing new managerial practices that may improve R&D performance in
knowledge creation. In that regard, Cockburn and Henderson (1998) show evidence
indicating that wide connections with external actors drive the pharmaceutical companies’
abilities to recognize and exploit technological opportunities. Lenox and King (2004) suggest
that R&D laboratories connected to external actors are better prepared to identify the value
of adopting new R&D practices. Rothaermel and Alexandre (2009) propose that joining
internal and external R&D prevents search behavior that overemphasizes internal search
and lessens the external exploration of new technologies. Taken together, these arguments
lead to the following hypothesis:

2 Although the role of external sources of knowledge in shaping ACAP is widely recognized in previous studies on
organizational learning (e.g. Cockburn and Henderson, 1998; George et al., 2001), the influence of diverse external
knowledge in reinforcing the ACAP effectiveness to form complementarities remains relatively unexplored in the
extant literature.
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Hypothesis 1: Organizational designs, in which firms combine internal and external R&D
activities, produce complementarities in terms of knowledge creation.

However, the intensity of these complementarities may differ depending on the external
R&D activity chosen by a firm to leverage its own R&D. In particular, here | study the
interaction of intramural R&D with two particular forms of alliances, research collaboration
and R&D outsourcing. The former includes intentional arrangements formed among firms
and external actors to co-develop innovation activities, while the latter refers to projects and
services contracted in the markets for technology. While research collaboration and R&D
outsourcing provide a distinct type of knowledge, these alliances can be distinguished by the
fact that the adoption of each one imposes different learning requirements and generates
different external knowledge exposures. Therefore, it is expected that such differences
explain variation in the intensity of complementarities derived from alternative combinations
of internal and external R&D activities. To investigate this fact in more detail, the following
paragraphs present a description about the type of knowledge provision resulting from the
adoption of R&D outsourcing and research collaboration, respectively.

Knowledge provision in R&D outsourcing is achieved by exchanges of knowledge in the
technology markets. In terms of von Hippel’s theory (1994) on the allocation of information and
problem-solving capabilities along the innovation process, it is argued here that R&D
outsourcing involves the exchange of codified knowledge about technology implementation
between the adopting firm and the market R&D providers. As the adopting firm and its R&D
providers codify knowledge about problems and technical solutions, R&D outsourcing may take
place as successive market exchanges, andin that sense, this type of alliance is regarded as an
iterative form of learning.® Thus, R&D outsourcing generates an interaction mode in which a firm
links to its R&D providers by sending them codified information about technical problems and by
receiving technological solutions in terms of blueprints, manuals or technological packages
from them. Exchanges of codified knowledge advance until the providers’ technological
solutions fit the firm’s technical needs. An important implication of this characterization is that
these exchanges of knowledge limit the firm to learning just from the problem-solving
capabilities previously codified by its R&D providers, but not from other elements embedded in
their technological expertise (Lane and Lubatkin, 1998; Kale et al., 2000).

Alternatively, research collaboration is an interactive form of learning, in which a firm
and its partners gain knowledge from a conjoint involvement in R&D activities. As
interaction proceeds, participants share resources intentionally, but may also reach
knowledge involuntarily spilled out by the others (Singh, 2005). When knowledge

30ne of the anonymous reviewers commented that since R&D outsourcing is an arm’s length transaction, the
involved learning does not necessarily take place as an iterative exchange of knowledge. In the context of this
study, | consider that an arm’s length transaction involves the lowest level of iteration among partners, since
providers’ solutions fit the firm’s technical problems immediately. However, in many other situations, firms and their
R&D providers exchange information successively on the progress of a technology implementation (Weigelt and
Sarkar, 2009). For instance, a firm may need additional information to solve emerging technical problems, while its
providers may require the firm’s feedback to improve current technology implementation. In other cases,
technology solutions acquired by firms come with bundled additional services, such as training or consulting
support (Arora, 1996). This fact usually results in successive exchanges of information between firms and
providers.
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spillovers refer to context-specific information (e.g. partners’ expertise and specific
practices for the functioning of particular R&D projects), research collaboration further
provides the firm with tacit sources of knowledge (Lane and Lubatkin, 1998; Almeida
et al., 2003). In terms of knowledge provision, research collaboration then allows the firm
to obtain not only standard forms of knowledge, but also knowledge hardly definable
outside the R&D collaboration context (Mowery et al., 1996; Powell et al., 1996).

Comparing knowledge provision derived from the external R&D activities under
consideration, the following conclusions can be drawn. Firstly, learning from research
collaboration is more demanding than learning from R&D outsourcing since the former
provides knowledge that is more complex in terms of its tacitness. Learning from tacit
knowledge requires that the firm have well-developed skills in prospecting its potential
outcomes and in transforming contextual into codified information for enabling
knowledge assimilation (Kale et al., 2002). As widely recognized by previous studies on
organizational learning (e.g. Cohen and Levinthal, 1990; Arora and Gambardella, 1994), the
greater the degree of external knowledge complexity is, the greater the amount of ACAP
necessary to handle the involved learning process. This fact implies that firms
adopting research collaboration to learn from outside knowledge will have more
incentives to reinforce their ACAP, which in turn will lead them to invest more in internal
R&D activities.

Secondly, learning from research collaboration enhances a firm’s exposure to
heterogeneous knowledge more than learning from R&D outsourcing does. This is because
research collaboration allows firms to learn from knowledge with a more complex composition
(e.g. codified and/or tacit knowledge). In research collaboration, interaction enables
participants to learn about multiple aspects, such as lacking technologies, managerial
practices, or about partners’ skills and capabilities (von Hippel, 1994; Kale etal., 2000). Instead,
since R&D outsourcing involves market exchanges of knowledge about a technology
implementation, the firm is restricted to learning from codified knowledge, but not from other
aspects underlying the production of the transacted knowledge. Therefore, compared with R&D
outsourcing, the adoption of research collaboration enhances the exposure to varied and
complex knowledge, better preventing the emergence of locked-out effects (Tidd and
Trewhella, 1997; Rosenkopf and Nerkar, 2001). These arguments imply that research
collaboration is more effective than R&D outsourcing in shaping the firm’s ACAP, and
subsequently, in stimulating its involvement in new R&D activities. Taking into account the
previous discussion, | hypothesize that:

Hypothesis 2: Complementarities emerging from the joint adoption of in-house R&D and
research collaboration are stronger than complementarities emerging from the joint
adoption of in-house R&D and R&D outsourcing.

The next section describes the methods implemented in this study to test the previously
described hypotheses, paying attention to the treatment of recognized difficulties associated
with the empirical evaluation of complementarities in R&D.

3. Empirical Analysis

To test for previous hypotheses, | implemented two alternative methodologies. First, | used
the method of Arora and Gambardella (1990) to infer complementarities in R&D from



10: 38 10 February 2011

[ Consorci de Biblioteques Universitaries de Catalunya] At:

Downl oaded By:

The Organizational Designs of R&D Activities and their Performance Implications 157

conditional correlation coefficients.* These correlations come from a model in which the
firm’s choices on R&D are determined by observed firm and industry-specific factors. This is
advantageous since this method also allows examining differences in factors that drive these
choices, which in turn is informative about differences in factors influencing complementa-
rities. Second, | tested directly for complementarities by assessing the performance effects
of alternative organizational designs for R&D. To do so, | first specified a knowledge
production function as being determined by exclusive combinations of the R&D activities in
question. Drawing on previous empirical studies on complementarities (e.g. Leiponen,
2005b; Mohnen and Rdéller, 2005; Cassiman and Veugelers, 2006), | tested for the presence
of supermodularity of this function as a method to assess complementarities in R&D.®

3.1 Correlation Analysis

Here, | aim to assess complementarities between the firm’s adoption choices of alternative
combinations of internal and external R&D activities. Let X = {xrp, Xrc, Xro} be the set of
R&D activities under consideration, where “RD” represents in-house R&D, and “RC” and
“RO” represent research collaboration and R&D outsourcing, respectively. For any xx € X,
an activity “k” is adopted when x, = 1 and not when x, = 0. To infer complementarities
from conditional correlation coefficients, | first regressed firms’ choices of R&D activities on a
set of both firm-specific and industry-specific factors.® Since Xincludes three R&D activities,
my model has three equations. Finally, | estimated the correlations between residual terms
derived from each equation. These correlations are conditional on the observable factors
included in the analysis. For modeling the firm’s adoption choices on each xj, | implemented
a multivariate probit model for pooled data (Cappellari and Jenkins, 2003). These choices
are determined simultaneously according to the following specification:”

Xe = ZyBX + Uk, Xeu = 1Ix, ;> 0]; Vk = RD,RO,RC
E[u¥1=0, V[u']1=1; Vk,j=RD,RO,RC M
Coviuk,u’] # 0; Yk # j.
Here Z contains controls for observed firm and industry characteristics, while u* represents

residuals corresponding to equation k. In this context, positive conditional correlation
coefficients are consistent with Hypothesis 1. Further, a comparison between conditional

“The idea behind this analysis is that under complementarities, the adoption of two strategies should be positively
correlated. This implication is based on the revealed preference principle; that is, the fact that firms have chosen to
adopt strategies together is potentially informative about the joint returns generated by them (Arora and Gambardella,
1990; Athey and Stern, 1998).

5 Milgrom and Roberts (1990) and Topkis (1998) show that the presence of supermodularity implies the existence of
complementarities.

8 Firm-specific factors include variables, such as “firm size”, “number of patents” and dummies reflecting the “use of
innovation management”, the “introduction of new products” or “new processes”. Industry-specific factors include
indicators, such as “industry export intensity” or a proxy for “industry technological opportunities”. See Table 2 for a
complete description of each variable.

7 One advantage of this specification is that it takes into account potential interdependencies in the adoption of R&D
activities (Gomez and Vargas, 2009). When interdependencies exist, covariances between residuals will be
statistically different from zero (Arora and Gambardella, 1990).
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correlations provides information to identify cases in which complementarities are stronger
(Hypothesis 2). Nonetheless, the influence of unobserved factors can affect conditional
correlations, which may lead either to assert complementarities between two R&D activities
when in fact they are independent, or to conclude the absence of complementarities when
they are actually complementary (Athey and Stern, 1998; Miravete and Pernias, 2006).
Therefore, despite the informative power of Model 1 in describing drivers of choices of R&D,
conclusions regarding the presence of complementarities should not be exclusively based
upon the conditional correlation analysis.

3.2 Knowledge Production Analysis

In this case, complementarities are inferred directly by assessing the effects that the firms’
organizational choices in R&D have on knowledge creation. To this end, | estimated a
knowledge production function in which the following issues were explicitly considered. First,
knowledge creation is regarded as a dynamic process in that past performance in the
production of knowledge determines current performance (Blundell et al., 1995). This
implies that experience in knowledge creation may explain persistent unobservable
differences among firms in their capacity to produce knowledge (Martinez-Ros and
Labeaga, 2002). Second, the relationship between knowledge creation and R&D adoption is
examined allowing for potential correlation between unobservable firm-specific character-
istics (e.g. managerial skills or the firm’s knowledge background) and organizational choices
in R&D.® Finally, the firm’s organizational choices in R&D are viewed as predetermined
variables (Leiponen, 2005b), which allows for the presence of feedback effects in the sense
that knowledge produced by the firm in the past may have an impact on its current
organizational choices.®

The number of innovations commercialized by a firm in a given period characterizes
knowledge creation, denoted here by K. Since this proxy is a non-negative integer variable,
| considered the extant literature on count-data models to choose the specification that
allows better for previously described issues (e.g. Hausman et al., 1984; Montalvo, 1997;
Blundell et al., 2002). In particular, | implemented the model of Blundell et al. (2002), who
present a linear feedback specification for a dynamic count-data-panel process. This option
produces estimates for the effects of the firm’s organizational choices on knowledge
creation, in which a fixed-effect specification is implemented, and in which organizational
choices in R&D are regarded as predetermined variables.

Hence, in this study knowledge produced by the firm
follows:

i” at year “t” is determined as

Kit = yKit-1 + exp | Bo + Z‘Ujdjit +Wia + mi + &¢ | + Ujr. 2
J

8 For instance, if the manager's aptitude to promote technological exploration is high, organizational designs with
external links will probably be adopted more than others will (Rosenkopf and Nerkar, 2001).

9 Success in previous innovation activities may raise the firm’s aspiration levels, and subsequently, its willingness to be
engaged in new R&D projects (Cohen and Levinthal, 1990).
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The lag of the dependent variable, K;—1, linearly comes into the model. A positive value
for y will indicate that the innovation behavior of firms is persistent. In this model, dj;
corresponds to binary variables that represent firm i’s organizational choices at time “t”, and
where “” is the set of organizational designs available to firm “/” (see Table 1 for a
description of this set). W includes both firm and industry potential predetermined variables.
In the model, n; represents firm-specific effects, while &; represents time-specific effects.
Finally, w; and o refer to parameters associated with the firm choice variables (dj;) and
control potential predetermined variables (W), respectively.

| tested for complementarities by examining the existence of supermodularity of K.

Using the estimates of w;, conditions for which Kis supermodular in X are defined as follows:

W110) — ®(100) = W(©010) — (000

Supermodularity on xgpp and xpc { and (3a)

v

®111) — W101) @011) — @W001)-

@(101) ~ @(©O01) = W(100) — @W(O00)
Supermodularity on xgp and xgo { and (3b)

W11) — ©O11) = ®110) — ©010)-

®O11) ~ ©©01) = @W(©O10) — @(O00)
Supermodularity on Xgc and xgo { and (30)

®111) ~ ©101) = @(110) ~ @(100)-
Note that the supermodularity of K implies the idea of complementarities between
decision variables in X, since the adoption of R&D activities separately does not raise

knowledge the same as implementing all of them simultaneously.

Table 1. Organizational designs for R&D

Organizational designs The jth combination (xgp Xrc Xro)
No adoption setting (000)
In-house R&D only (100)
Research collaboration only (010)
R&D outsourcing only (001)
In-house R&D along with research collaboration (110)
In-house R&D along with R&D outsourcing (101)
Research collaboration and R&D outsourcing (011)
In-house R&D with both external R&D activities (111)

Note: x, is a binary variable that is equal to one when the firm adopts the activity “k”. The set “k” includes
RD = in-house R&D, RC = research collaboration and RO = R&D outsourcing.
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Figure 1. Hypothesis testing strategy

From the procedure developed by Kodde and Palm (1986), | tested for Conditions 3a—
3c under the null hypothesis, taking each pair at a time, and considering that the test for
supermodularity is a one-sided test of a given pair of inequalities.’® To this end, | computed a
distance measure that was subsequently compared with both upper and lower bounds, as
provided by Kodde and Palm (1986). The decision rule applied establishes that: if the
distance value is below the lower bound, the null is not rejected; if the distance value is
above the upper bound, the null is rejected. Values for the distant test falling between the
bounds show that the test is inconclusive. Note that a test for sub-modularity (substitution
between R&D activities) can be conducted in a similar way. In this case, it is necessary to
reverse the inequalities in 3a—3c and impose them as restrictions to be met under the null.

By following a procedure similar to that of Leiponen (2005b), | tested for the hypothesis
of strict supermodularity as a method for assessing complementarities. For each pair, | first
tested for the presence of supermodularity, and then for the presence of sub-modularity,
both under the null. Non-rejection of the first and rejection of the second is considered as
evidence about the presence of strict supermodularity. This fact indicates the existence of
complementarities. Alternatively, non-rejection of the first with non-rejection of the second
points to the presence of both supermodularity and sub-modularity, which is interpreted here
as evidence that complementarities are weak. Finally, rejection of both supermodularity and
sub-modularity is regarded as evidence that there is no interaction between the R&D
activities under consideration. Figure 1 describes the testing strategy followed in this paper
in detail. In order to complement the testing procedure previously described, | followed

10 Restrictions in 3a—3c can be also tested under the alternative hypothesis (Kodde and Ritzen, 1988). When testing
each pair of inequalities under the null, the testing problem is that inequalities have to be satisfied simultaneously,
while under the alternative there are no restrictions.



10: 38 10 February 2011

[ Consorci de Biblioteques Universitaries de Catalunya] At:

Downl oaded By:

The Organizational Designs of R&D Activities and their Performance Implications 161

Kodde and Ritzen (1988), shifting the test in such a way that the inequality testing problem
(e.g. there is no interaction at all) is defined under the null against the alternative hypothesis
that supermodularity (or sub-modularity) exists."!

3.3 Data and Variables

The analysis in this paper makes use of the Spanish Survey of Business Strategies
(henceforth, ESEE) conducted by the Public Enterprise Foundation and the Spanish
Ministry of Science and Technology since 1990. Every year, the survey collects information
on an average sample of 1,800 companies. This is an unbalanced panel as some
companies stopped providing information for reasons, such as mergers, closure or
liquidation. Therefore, to preserve representativeness, new companies are included in the
survey each year. The survey is exhaustive for firms with more than 200 workers. In the case
of companies with between 10 and 200 workers, a stratified random sample by industry and
size intervals is gathered. The data used in the current study covers the period 1998—-2002.
Attention is placed on Spanish manufacturing firms in the ESEE with complete information
on their technological activities. Observations for those firms involved in any acquisition and
for firms experiencing changes in their legal forms during the period of study were excluded.
Additionally, no gaps in the individual time series are allowed.'® Fulfillment of these
requirements results in a balanced panel with 1,034 observations for each year.'® This data
includes companies whose principal economic activity is listed in one of the two-digit
manufacturing industries of the “Classification of Economic Activities in the European

Community”.

3.3.1 Dependent variables. In the case of Model 1, the R&D adoption behavior of firms
is characterized by three binary variables that indicate if a firm conducts in-house R&D, R&D
outsourcing or research collaboration, respectively. Regarding the latter, | built this variable
aggregating the information of the survey in which firms state whether they participated in
joint-venture arrangements and in R&D collaboration with universities, competitors,
suppliers or clients. As commented above, knowledge creation in Model 2 is measured in
terms of the number of new products commercialized by a firm in each year.

™ Under this reformulation, non-rejection of the null hypothesis provides evidence indicating that there is no interaction
between the R&D activities under consideration.

2This requirement has to be fulfilled for estimating Model 2 with the ExpEnd Gauss routine (Windmeijer, 2002).
3 A comparison of means between the balanced and unbalanced sample for some variables provides the following
results. The null hypothesis of no differences in means for variables, such as “number of employees” and “value
assets”, is rejected at conventional levels. | found that means are statistically smaller for the balanced than for the
unbalanced sample. For these variables, Box plots show that the balanced sample has much fewer outliers, compared
to the unbalanced sample. This fact could explain reported differences in means. A further comparison indicates
insignificant differences in means for variables, such as “number of patent applications”, “number of new products
commercialized” or “industry export intensity”. Finally, for the balanced sample, | classified firms by size and industry
categories in order to examine how they differ in terms of variables such as, “number of patent applications” and
“number of product innovations”. Then, | compared the resulting differences to those observed in the data provided by
the Spanish National Statistics Institute (INE) and in the unbalanced sample provided by the Public Enterprise
Foundation. | did not find substantial differences between the results derived from the balanced sample and those
reported by these institutions.

"4 This classification is equivalent to the “International Standard Industrial Classification”, ISIC.
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3.3.2 Explanatory and control variables. Table 2 describes regressors included in
Models 1 and 2. As explanatory variables in Model 2, | used dummies that indicate the
adoption of R&D activities to build exclusive combinations that characterize alternative
organizational designs for R&D activities (see Table 1). On the other hand, | also included
control variables that affect the R&D adoption behavior in Model 1 and/or the innovative
propensity of firms in Model 2. In order to control for the fact that firms with different learning
capabilities may differ in terms of their ability to generate complementarities, | considered
the indicator, Innovation Management. This is a dummy variable that characterizes the firm
utilization of management practices, such as the adoption of planning programs to address
innovation activities, and the use of metrics to evaluate innovation outcomes. In Model 1, it is
hypothesized that the use of innovation management practices induces the firm’s adoption
of R&D activities. This holds true since these practices enable firms to detect the R&D
activities required for achieving predetermined innovation objectives, and to assess better
the contribution of these activities to the innovation process. In the case of Model 2, |
hypothesized that firms using innovation management mechanisms are better placed to
harness learning rooted in R&D and therefore have a higher propensity to innovate (Huergo,
2006). In addition, in Model 2 | included the indicator, Innovation Intensity, measured here as
the percentage of R&D expenditure to total sales. With this variable, | aim to control for the
influence that differences in the technological efforts of firms may have on knowledge
creation. In particular, it is expected that Innovation Intensity contributes positively to
determining knowledge creation (Cassiman and Veugelers, 2006).

As suggested in the last section, firms with a high exposure to diverse external knowledge
are those with more incentives to make R&D activities and with higher probabilities to
produce complementarities in R&D. To control for these aspects, | incorporated the indicator
Technological Opportunities, which represents external knowledge available to firms that
may contribute to improving their technological performance (Cohen and Levinthal, 1989).
Particularly in Model 1, it is hypothesized that Technological Opportunities encourage the
adoption of R&D activities, since in industries with high investments in R&D, firms search
more extensively to access new opportunities (e.g. Cohen and Levinthal, 1989; Veugelers,
1997; Laursen and Salter, 2006). To allow for a non-linear relationship between
Technological Opportunities and the R&D adoption behavior, | also considered the
quadratic term of Technological Opportunities. Additionally, in assuming the presence of
diffusion spillovers, it is expected that the propensity to innovate in Model 2 is also positively
associated with a high presence of Technological Opportunities (Klevorick et al., 1995;
Cincera, 1997).

To control for appropriability concerns (Kale et al., 2000), | incorporated the variable
Number of Patents granted to the firm in each year. In Model 1, it is hypothesized that firms
with strong patenting capabilities are less exposed to leakage of strategic information, and
for that reason, they engage more in R&D activities. Likewise, patenting capabilities
positively determine knowledge creation in Model 2 because they allow firms to appropriate
benefits from innovation. Alternatively, | included in each model the variable Industrial
Export Intensity. In so doing, | aim to control for the fact that the degree of internationali-
zation of the industry where a firm operates likely affects its adoption of R&D behavior as
well as its propensity to innovate. In Model 1, it is hypothesized that firms in export industries
adopt R&D activities as a method to extend their search activities to distant geographic
contexts (Rosenkopf and Almeida, 2003). In Model 2, it is expected that firms operating in



163

The Organizational Designs of R&D Activities and their Performance Implications

I Aireuid -y + ol — 1) = iy woiy peausp si

"(30VN HBIp-om1) [oA8] Asnpul 8yl Je 300is d'gY [enpiApul peyebaibbe

, pouad 1e

,» Wiy 1o} 300}s a8y ‘Alreul “(900z ‘onsusg) v°0 =6 yeui pue (200z ‘ebesqe pue soy-zouiuep) g0 = ¢

ey} pawnsse | “(¢ + 6)/866+=ly = 866L=1y; “pinwiio) uoneziendes 18y BW By} PASN | ‘UOIBAIBSJO 1Sl 8y} 1o} ‘Apusnbasgng “(se'auImmm) 8661 8Seq ‘spoob sjqelnp 1o} xepu|
Ui p a

H

2011d [euysnpu| ue Buisn sainypuadxe @9y S, WUl U} paelap isily | ((L00g ‘Sa[eIO ‘900z ‘ONauag) 300is 08y duIlLIB}ap 0} poyiaw Alojuaaul [enjadiad ay) pasn | ‘Wil yoes Jod

8 0 ¥€0 €10 awsy [eusaixg yiog yum gy asnoy-uj jo uondopy 4
BuroinosinO agy
I 0 910 €00 pue uoneloge|o) yoseasay jo uondopy 2
! 0 20 200 Buroinosing vy Uum @gy asnoy-uj jo uondopy 4
uolyeloqe||0D

L 0 820 600 SaIIIAIOE ('8Y JO SUONBUIGUIOD BAISN[OXa pajdope willy 8y} uaym | :Ateulg yoJeasay pue gy asnoy-uj jo uondopy 4

A 0 €0 100 Auo BupinosinO @Yy jo uondopy 2

I 0 610 €00 AluQ uoneloge|0) yoseasay jo uondopy 2

I 0 80 ++00 Auo @y asnoy-u| jo uondopy 2

8 0 S0 620 uofeloge|o) yaoseasay jo uondopy 1

1 0 680 610 salAnoe gy paldope wuy ay) usym | :Areuig Buroinosing @y jo uondopy 1

8 0 v#'0 820 @y asnoy-uj jo uondopy 1

9ev 0 8L'ZL 6S¢ pazierolewwod syonpoid mau Jo Jequinn uolyeal abpajmouy 4

669} 0 €€ ¢co't SselAloe Y Buroueul 1oy s801n0sal d1jgnd jo wyiiebo spund dliand [eloL 8

2.6l 60 28T G6°€l S19SSE 8NnjeA [e10} Jo wyiebo] siessy [B101 JO 8njep -1
(30VN HBIp-om} Jo [on8] BYY

160 €00 ¥1'0 620 Je painseaw) soes [elisnpul |10} Aq pazifewiou sYodxa [euisnpul [e1o | Aysusaju| podx3 Ansnpu) 2-1

I 0 2vr0 220 uolyenouul Jonpoid pajonpuod wil s i | Areuig uolyeAouu| }onpo.d 1

1 0 90 2€0 uolyeArouul ssa00.id paonpuod Wiy ayl §i | Aleurg uoljeAOUU| SS8001d -1

0st 0 €6¢ G€0 Jeak ay) Buunp pajuesb syusied jo Jequinn sjualed Jo JequinN 2-1
(3OVN HBIp-omy Jo [oA9)|

/202 6L0 8T L) 8y} Je painsesw) sajes [eLysnpul [e10} Aq pazijewniou 500}s @8y [eLisnpu| eSemunuoddo [eoifojouyos | z-t
SBWOD)N0 UOIIBAOUU| SSBSSE 0} SoLIaW

1 0 2vr0 €20 pue S8llAIOR UoleAOUUl SH SSalppe 0} sueld pasn wul 8y} i | Areulg weswabeuepy uolreAouu| 2-1

8'GS 0 lge 0.0 sales |ejo} 0} sainjpuadxa QY Jo abejusoled Ajisuaju| uoneaouu| 2

XeN UIN dS  ues uonduosaq o|qeueAn 1opoN

solsiels aAlduosep pue uonduosep s|qeuep g alqel

T10Z Atenige4 0T 8€:0T :Iv [eAun|eied ap sallelisianiun senbajol|gig ap 1040suo) ] :Ag papeo jumog



10: 38 10 February 2011

[ Consorci de Biblioteques Universitaries de Catalunya] At:

Downl oaded By:

164 A. Lucena

export industries innovate more in an attempt to compete effectively in international markets
(Cassiman and Veugelers, 2006). Finally, | incorporated Value of Total Assets in both
models as a proxy for firm size. In particular, this controls for differences in both R&D
adoption behavior and the production of knowledge related to variations in the scale of
operations (Henderson and Cockburn, 1996; Veugelers and Cassiman, 1999; Almeida et al.,
2003).

Model 1 also incorporated the following controls. Since adoption behavior may differ
among innovative and non-innovative firms, | included two binary variables that state
whether the firm conducted either product or process innovation. Furthermore, |
incorporated the variable Total Public Fund received by the firm to finance R&D activities,
which attempts to control for the influence of public financing extensively used in Spain to
stimulate firms’ R&D activities (Bayona et al., 2001). Finally, | added a categorical variable
into Model 2 that states whether the firm conducted process innovation. In this way, | try to
take into account potential complementarities between process and product innovation
during knowledge creation (Martinez-Ros and Labeaga, 2002; Reichstein and Salter, 2006).
Table 3 contains the correlation matrix of previously described regressors.

3.4 Results

Table 4 shows the estimation of unconditional correlations (Spearman rank correlation).
As expected, the adoption of internal and external R&D activities is positively correlated,
being stronger in cases for which firms combine in-house R&D with research collaboration.
Table 5 shows the estimation of both the multivariate probit model and the associated
conditional correlations. It is worth mentioning that the likelihood ratio test for the null that
choices on R&D activities are independent is strongly rejected (p-value < 0.001). After
removing the effects of observable factors, correlations between internal and external R&D
activities remain positive and statistically significant, giving support to Hypothesis 1. In favor
of Hypothesis 2, the results indicate that the conditional correlation between in-house R&D
and research collaboration is much larger than that observed in the case of in-house R&D
and R&D outsourcing.

By examining the factors driving R&D adoption, it is observed that the majority of the
estimates of the multivariate probit model have the expected signs. Consistent with Kale
et al. (2002), the parameter for Innovation Management is positive and statistically
significant in each equation, providing evidence that firms using management practices to
address their innovation activities are prone to adopting R&D activities. The results indicate
that Technological Opportunities has a positive and statistical, but diminishing effect on the
adoption behavior of R&D activities. As expected, both product and process innovation
are positively related to the likelihood of R&D adoption. As indicated by other studies
(Bayona et al., 2001), financing in Spain has a positive and significant impact on R&D
adoption behavior. In addition, firm size is a factor positively influencing the likelihood of
adopting R&D activities. These results are compatible with other studies that indicate that
large firms have advantages for using both internal and external sources of knowledge
(Henderson and Cockburn, 1996; Veugelers and Cassiman, 1999).

The results show important differences in factors determining the adoption of research
collaboration and R&D outsourcing. As regards Innovation Management, it is observed that
its effect is statistically stronger on the choice of research collaboration than on the choice of



165

The Organizational Designs of R&D Activities and their Performance Implications

‘041G = (L XN) suonenasqO

aey [eussix3 ylogq yum

00’} £0'0— SO00— €F0— S00— 800— 800— SSO0O OVO SO ¥€0 920 9L0 90 SS90 60 <290 620 ¥90 OLO gy @snoy-uj jo uondopy "0z
awy [eussixg
00’k 200— S00— 200— €0'0— €00— LOO ¢+0 €00 Y00 ¥00O LOO— 200 600 +00 220 ¥€0 LHO— 00— Jo sadA | yioq jo uondopy ‘61
BuroInosinO vy yum
00t  ¥0'0— 200— €0'0— €00— L00 800 LOO ¥00O <200 00 000 OLO 900 800— 920 Ic0 10°0 gy @snoy-uj jo uondopy ‘gl
uoljeIOge||0) YoIeasay pue
00’k  $0'0— 900— 900— 200 020 900 6,0 ¥IO LOO— €00 €€0 L0 6¥0 90— IS0 P00 awsy esnoy-uj jo co_ﬁou/.\ L
lUO
00’ €00— €00— 00— 100 900 ¥0'0— 000 00— 200 +00— 200 600— L0 800— IOO— BuroinosinO @gy Jo uondopy ‘g
AuQ uoneloge|0)
00’k  $0'0— 900— OFO 000 000 SO0 <200— L00— SO0— ¥00— 0€0 OFO— 20— 200-— yolessay jo co:ﬁwov/.\ Gl
lUOo
00’k 20'0— Z00 LO'0O 800 LOO— LOO— 000 OO +OO 20— OLO— €0 €00 gy @snoy-uj jo uoidopy ‘|
00’} €€0 €L0 g0 <220 8L0 ZLLO ¥¥O vPO PO 8Y0 90 0LO spund dliand [ejol ‘gl
00’k ¥L'0 €20 L20 OLO0 KO YO0 €20 IS0 ¢vo 6¥0 200 SI9sSSY [el0] o anfeA gL
00’} 800 OO OO 6¥0 9L0 SLKO0O 910 90 90 10°0 Aysusyul podx3 Ansnpu |
00k 620 OO OO PO <220 60 0€0 ¢ev0 820 uofieaouu| yonpolid 0t
00 800 900 €0 VIO €O V20 620 900 uoljeAouUU| $$800.1d ‘6
00k ¥00 €L0 120 O0L0 €10 IO 10°0 Sjusied Jo JsquinN '8
saunpoddo
00k ¥LO €20 ¥L0 910 VIO 10'0— [eaiBojouyos | Ansnpuj -2
00k €0 $90 €90 0.0 <cto juswabeueyy uoneAouu| 9
00k 9€0 60 OF0 600 Aysusju| uonerouu| g
00'L 690 L0 600 (Awwinp) Buoinosino @By v
(Awwinp)
00k  $S0 800 uonjelioqge|jo) ydseasay ‘g
00l 2ko (Awwnp) @y [euialul g
00k uoneal) abpajmouy] ‘|
0c 6} 81 L 9l Sl 4" €l 4 o] 6 8 A 9 S 14 € c I S9|qeleA
Xujyew uolegio) “¢ a|qel
1102 AJenigad 0T 8E:0T v [eAun|eieD ap sallelislaniun sanbalol|qig ap 12Josuo)] :Ag papeo jumog



10: 38 10 February 2011

[ Consorci de Biblioteques Universitaries de Catalunya] At:

Downl oaded By:

166 A. Lucena

Table 4. Results for the unconditional correlations

In-house R&D Research Collaboration R&D Outsourcing
In-house R&D - - -
Research Collaboration 0.710%* - -
R&D Outsourcing 0.541%** 0.586*** -

Coefficient significant at ***1%, **5% and *10%.

Table 5. Regression results for the choice of R&D activities

In-house R&D

R&D Outsourcing

Independent variables (XrD) Research Collaboration (xgc) (Xro)

Innovation Management 1.577+ 1.182+ 0.870}
(0.064) (0.061) (0.060)

Industrial Technological Opportunities 0.2207 0.1327 0.068***
(0.026) (0.027) (0.025)

Industrial Technological Opportunities Squared —0.018% —0.0097 —0.003**
(0.002) (0.002) (0.002)

Number of Patents 0.020 0.001 0.029**
(0.018) (0.008) (0.012)

Process Innovation 0.095* 0.319} 0.131%**
(0.056) (0.052) (0.053)

Product Innovation 0.629} 0.4827% 0.2637}
(0.061) (0.060) (0.059)

Industry Export Intensity 0.085 0.095 0.456**
(0.216) (0.201) (0.203)

Total Public Funds 0.1197 0.0987 0.0897
(0.014) (0.010) (0.008)

Value of Total Assets 0.1917% 0.230} 0.169}
(0.013) (0.013) (0.012)

Constant —3.999% —4.567% —4.0097
(0.064) (0.192) (0.185)

Time Dummies (included) (included) (included)

Conditional correlations

p (Xrp and Xgc) 0.5487

p (Xap and Xro) 0.3167F

p (Xrc and Xgo) 0.4717

Goodness of fit X2(39) = 3,060.86%**

Log-pseudo Likelihood —4,494.4464

Observation (N x T) 5,170

Robust standard errors in parentheses: *p < 0.1, **p < 0.05, ***p < 0.01, ¥p < 0.001.
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R&D outsourcing.’ The degree of association between the adoption of external R&D
activities and the use of innovation management practices are regarded here as a signal
indicating the level of complexity involved in learning from external knowledge (von Hippel,
1994; Anand and Khanna, 2000). In line with this suggestion, the results show that research
collaboration is a more complex form of knowledge provision than R&D outsourcing, as the
former depends more on the implementation of knowledge management. As regards
Technological Opportunities, it is observed that increasing opportunities induce more the
adoption of research collaboration than the adoption of R&D outsourcing.16 This fact
supports the idea that access to technological opportunities favors more the implementation
of specific mechanisms of knowledge transfer. These results are consistent with the premise
that learning from increasing technological opportunities is a difficult task that needs closer
interaction between the firm and external actors than that produced by the exchange of
knowledge in markets for technology (Tidd and Trewhella, 1997; Kale et al., 2000). Taken
together, these findings are consistent with the arguments used here to ground Hypothesis
2; that is, research collaboration and R&D outsourcing differ in the provision of knowledge
derived from each one.

Table 6 shows the estimates of the parameters for the knowledge production function in
Model 2. Particularly, | used a GMM estimator using Chamberlain moment conditions for the
linear feedback specification in Model 2.'” Columns 1-4 show two-step GMM estimations,
in which Innovation Intensity and Innovation Management were successively incorporated
as two alternative specifications for the firm’s learning capabilities, and in which the linear
and quadratic terms of Technological Opportunities were also included. In all cases, the
existence of a first-order correlation of the residuals is observed, but there is no second-
order autocorrelation, which shows that the model is well specified (Windmeijer, 2002).
Values of the dependent variable lagged two or more periods as well as values of the
explanatory variables lagged one or more periods are used as valid instruments in the study
(see the notes in Table 6). As shown by the extant literature on count-data-panel models (e.g.
Cincera, 1997; Montalvo, 1997), successive past values for the dependent and explanatory
variables prove to be valid instruments in the quasi-differenced GMM estimator, since these
values correlate with predetermined regressors in the differenced model, but not with the
fixed-effect term. Table 6 also reports the Sargan test of the over-identifying restrictions. This
statistic provides a test for verifying if instruments under consideration are appropriately
orthogonal to the residuals. As indicated by Table 6, in all cases, the Sargan test confirms the
validity of the instruments used in the estimation (via the Chamberlain moment conditions).
However, as discussed by Leiponen (2005b), the capacity of panel data techniques
to allow for the type of unobserved heterogeneity that affects complementarities
requires the assumption that the unobserved firm characteristics keep constant over time.

5 The Wald test for the hypothesis that the estimate of Innovation Management in the research collaboration equation
is equal to that observed in the R&D outsourcing equation is rejected at conventional levels.

"®The Wald test for the hypothesis that the estimate of Technological Opportunities in the research collaboration
equation is equal to that observed in the R&D outsourcing equation is rejected at conventional levels.

17 Estimations were carried out with ExpEnd, a Gauss code for non-linear GMM estimations of count-data models with
endogenous regressors (Windmeijer, 2002).



10: 38 10 February 2011

de Biblioteques Universitaries de Catalunya] At:

[ Consorci

Downl oaded By:

168 A. Lucena

Table 6. Regression results for the firm innovation performance (Number of New Products)

Independent variables Model (a) Model (b) Model (c) Model (d)
Lag of the Number of New Products 0.1987 0.1797% 0.172% 0.1597%
(0.012) (0.009) (0.010) (0.009)
Innovation Intensity 0.002 - 0.053** 0.022
(0.028) (0.025) (0.024)
Innovation Management - 0.264~ 0.504+ 0.395%
(0.147) (0.134) (0.107)
Industrial Technological Opportunities —0.1671** —0.209*** —0.1961 —0.375%
(0.055) (0.064) (0.054) (0.073)
Industrial Technological Opportunities Squared - - - 0.025**
(0.010)
Number of Patents 0.017** 0.017+* 0.0197 0.016***
(0.005) (0.005) (0.004) (0.005)
Process Innovation —0.9887 —0.9687 —0.977% —1.033%
(0.065) (0.062) (0.064) (0.055)
Industry Export Intensity 1.710%* 2.231% 1.798*+* 2.2187%
(0.593) (0.590) (0.549) (0.562)
Value of Total Assets 0.2087 0.108 0.075 0.015
(0.052) (0.078) (0.080) (0.1083)
Time Dummies (included) (included) (included) (included)
Organizational design adoption
In-house R&D Only 1.4877 1.5007+ 1.549% 1.626+
(0.229) (0.242) (0.234) (0.203)
R&D Collaboration Only —0.653* —0.888* —0.9287 —1.2247%
(0.322) (0.267) (0.255) (0.186)
R&D Outsourcing Only 0.683*** 0.474* 1.043+ 0.89471
(0.195) (0.209) (0.154) (0.177)
In-house R&D with R&D Collaboration 1.244+ 1.234+1 1.132+ 1.1107
(0.082) (0.137) (0.139) (0.099)
In-house R&D with R&D Outsourcing 1.732¢ 1.8127 1.5267 1.73871
(0.293) (0.295) (0.304) (0.289)
Both Types of External R&D 0.150 0.205 0.110 —0.154
(0.219) (0.207) (0.176) (0.177)
In-house R&D with both External R&D 1.948% 2.116+ 1.827% 2.061+
(0.201) (0.220) (0.219) (0.193)
Tests for serial correlation
First-order serial correlation —2.423* —2.526** —2.468** —2.544*
Second-order serial correlation —0.044 -0.270 —0.203 —0.318
Overidentification test
Sargan’s test 108.7611 115.0891 112.1745 130.4854
Degree of freedom 101 101 109 117
p-value 0.2812 0.1599 0.3982 0.1859
Observation (N x T) 5,170

Notes: Parameters are two-step GMM estimators using Chamberlain moment conditions. Estimations assume that organizational choice
variables as well as control variables should be taken as predetermined. Therefore, past values of all the regressors are used as
instruments. Lag values of the dependent variables are also included as instruments. Four lags for the predetermined variables and three
for the dependent variable were implemented. Robust standard errors in parentheses: *p < 0.1, **p < 0.05, ***p < 0.01, 1p < 0.001.
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Therefore, the validity of my approach to treat unobserved heterogeneity is circumscribed to
this assumption.

The results from Model 2 show that organizational designs with internal and external
R&D activities tend to have a greater impact on innovation propensity than those with just
one R&D activity. This is consistent with the idea that the joint adoption of internal and
external R&D activities enhances learning (Hypothesis 1). It is also observed that
organizational designs based exclusively on research collaboration have a negative,
statistical impact on innovation propensity, while organizational designs in which R&D
outsourcing is adopted exclusively have a positive, statistical effect on knowledge creation.
These findings suggest that learning from R&D outsourcing is possible even without the
adoption of in-house R&D, while learning from research collaboration needs complementary
skills in terms of in-house R&D.

Regarding the estimations for the control variables, the results are as follows. Estimates
on the lagged dependent variable are positive and statistically significant in accordance with
the premise that highly innovative firms tend to be so in the future. This fact reveals the
presence of a persistent effect in innovation (Martinez-Ros and Labeaga, 2002; Leiponen,
2005b). Likewise, the parameter for Innovation Management is positive and statistically
significant in all cases. As shown in model (b) of Table 6, inclusion of this variable in the
analysis makes the coefficient for Value of Total Assets no longer statistically significant,
which is consistent with the findings of Huergo (2006). That is, the effect of firm size on
innovation propensity includes a large part relating to the use of mechanisms for innovation
management.

It is also observed that the effect of Technological Opportunities is negative and
statistically significant in all cases, suggesting the presence of competitive rather than
diffusion spillovers (Cincera, 1997). In order to verify the existence of a non-linear
relationship between Technological Opportunities and innovation propensity, | introduced
Technological Opportunities Squared into model (d). The last column of Table 6 shows that
the parameter for Technological Opportunities is negative and that the parameter for the
squared term is positive, which implies that at low values of knowledge spillovers, additional
Technological Opportunities have a negative effect on knowledge creation. At some level,
the effect becomes positive, indicating that the presence of knowledge spillovers
encourages knowledge creation. This finding suggests that diffusion spillovers prevail
over competitive spillovers, once a certain threshold of Technological Opportunities is
achieved. Parameters for the Number of Patent applications are positive and statistically
significant in all cases, suggesting that firms’ patenting capabilities incentivize innovation
propensity.

Unexpectedly, it is observed that the adoption of process innovation is negatively
related to product innovation, which is not consistent with the presence of complementarities
between these activities. Further experimentation with other specifications'® reveals that the
parameter for Process Innovation becomes negative once the lag of the dependent variable
is included in the model. This could indicate that knowledge accumulation, characterized by
K:-1, reflects a part of the effects attributed to Process Innovation. Finally, it is observed that

"8 Not shown here for space reasons, but available from the author upon request.
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Industry Export Intensity is a relevant factor explaining innovation propensity, which is
consistent with the premise sustaining that internationalization is a push-force inducing
innovation.

Table 7 presents the values of the distance test used to assess complementarities.'®
Table 8 shows lower and upper bounds for various significant levels provided by Kodde and
Palm (1986). Comparing distance measures in Table 7 with bounds in Table 8 leads to the
following conclusions. There are complementarities in the case of the joint adoption of
internal R&D and research collaboration, as suggested by the fact that strict supermodularity
of the objective function is not rejected in any case. That is, supermodularity is not rejected
while sub-modularity is strongly rejected. This result shows that internal R&D and research
collaboration reinforce each other during the process of knowledge creation, giving support
to Hypothesis 1.

For combinations between in-house R&D and R&D outsourcing, the results point to the
existence of a substitution relationship. In all cases, sub-modularity is not rejected while the
presence of supermodularity depends on the specification to be considered. In the case of
models (a) and (b), the results point to the presence of weak complementarities, as both
supermodularity and sub-modularity are not rejected. For these cases, | redefined the test
so that under the null, no interaction is tested against supermodularity under the
alternative®® (see Kodde and Ritzen, 1988). In both settings, the null hypothesis cannot be
rejected, thus, indicating these activities are independent. In the case of models (c) and (d),
the test supports the existence of a substitution relationship, since supermodularity
is rejected at 1 and 5 per cent, respectively, while sub-modularity cannot be rejected at
25 per cent.?" Altogether, these results are interpreted as indicating that knowledge creation
is weakly sub-modular in combinations for which firms adopt in-house R&D with R&D
outsourcing. This fact reveals then the presence of a substitution relationship.

Finally, it is observed that the relationship between research collaboration and R&D
outsourcing tends to be complementarity. For this combination, supermodularity in
knowledge creation is not rejected while sub-modularity tends to be rejected. Since
these activities are interrelated, it is of great importance not to ignore this fact when
evaluating performance effects attributed to the joint adoption of internal and external R&D
activities.

4. Discussion and Conclusions

This study compares complementarities derived from alternative combinations of internal
and external R&D activities, using an empirical design in which conditional correlations, as
well as a dynamic knowledge production model were estimated from a panel of Spanish
manufacturing companies. With this empirical design, the current study is among the first

9 These values were obtained according to the procedure presented by Kodde and Palm (1986), in which a version of
the Wald test is computed by minimizing a particular distance measure.

20 Results for cases in which the test is inconclusive are not shown here for space reasons, but they are available from
the author upon request.

21 While inequalities are tested under the null, note that the test is more demanding as the level of significance is
greater.
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Table 8. Upper and lower bounds on the critical values of the distance test with two inequality constraints

Significant level a 0.25 0.10 0.05 0.01
Lower bound 0.455 1.642 2.706 5.412
Upper bound 2.090 3.808 5.138 8.273

Source: Kodde and Palm (1986).

in correcting for the effects of unobserved heterogeneity that may affect the assessment of
complementarities among R&D activities.

The results of this study strongly support the proposed hypothesis that complementa-
rities between R&D activities across organizational boundaries depend on whether firms
leverage their intramural R&D by choosing research collaboration or R&D outsourcing.
The findings indicate that while combinations between intramural R&D and research
collaboration produce strong complementarities in knowledge creation, the joint adoption of
intramural R&D and R&D outsourcing reduces the firm’s innovative performance.
The evidence here shows that the co-development of R&D among partners, rather than
the acquisition of R&D in markets, proves to be an effective mechanism in reinforcing the
contribution of intramural R&D to knowledge creation. Although the current research
employs a different approach, the results confirm the findings reported by prior research on
inter-organizational learning that alliances, such as joint ventures, are superior to contract-
based arrangements in promoting inter-firm knowledge transfer (Mowery et al., 1996;
Gomes-Casseres et al., 2006) as well as in generating learning effects (Anand and Khanna,
2000). These findings expand previous literature as they show that participation in R&D
collaboration contributes to shaping innovative performance particularly by leveraging
in-house R&D. Previous studies on alliance learning rarely assessed this indirect effect of
alliances on innovative performance.

In order to gain further insights into the role of external sourcing in forming comple-
mentarities, | examined the drivers leading firms’ R&D adoption behavior. In particular,
| found that compared with R&D outsourcing, research collaboration is related more to the
use of innovation management practices and to the presence of increasing technological
opportunities. As expected, these results support the proposition that research collaboration
is a more complex form of knowledge provision, and in this respect, its adoption incentives
are more in line with the firm’s implementation of in-house R&D. By considering Anand and
Khanna’s suggestion (2000) that the potential of a firm’s learning increases with the difficulty
in managing knowledge provision in alliances, the findings of this research imply that such
learning should have a broader scope in research collaboration than in R&D outsourcing.
These results are relevant for the literature on complementarities in R&D, since they suggest
that differences in the scope of learning associated with each of the external R&D activities
under consideration may have a critical role in explaining differences in the way intramural
R&D interacts with research collaboration and R&D outsourcing, respectively.

However, the finding showing a substitution relationship between in-house R&D and
R&D outsourcing contrasts the results provided by Schmiedeberg (2008) and by Cassiman
and Veugelers (2006). While the former study reports no evidence of complementarities for
a sample of German firms, the latter supports the hypothesis of complementarities between
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these R&D activities for a sample of Belgian firms. Alternatively, in line with the literature on
open innovation (Chesbrough, 2003), my results suggest that firms could improve their
learning results by specializing in R&D core activities internally or by acquiring in markets the
R&D in which others have encoded knowledge expertise. Several features can be considered
to explain divergences between my findings and those reported by the mentioned studies.
For instance, differences across countries in the functioning and nature of markets for
technology, or in the role of public policy in promoting innovation might explain discrepancies
in the R&D adoption behavior (Mowery and Rosenberg, 1991). Furthermore, differences in
methodology and data may result in contrasting conclusions. In this respect, important
differences can exist, taking into account that the empirical design used here draws on
longitudinal data for testing the hypotheses under question.

The findings of this paper have relevance for both innovation management and
technology policy. As regards innovation management, the results provide indications on
how firms can organize their R&D activities along their boundaries to obtain the best
outcomes in terms of knowledge creation. The evidence provided by the study points to the
adoption of research collaboration as the best option to enhance the returns of intramural
R&D, although its benefits are only available to firms having technological and managerial
skills. Alternatively, since R&D outsourcing has a positive effect on knowledge creation, it
seems the right option to acquire knowledge in cases for which firms lack relevant
technological assets, and for which markets for technology exist. Subcontracting of R&D
may be also a suitable option in cases for which firms decide to focus their R&D effort in core
R&D activities. As regards technology policy, this study supports the idea that promotion of
public programs that stimulate research collaboration in sectors with high investments in
R&D may cause positive externalities, considering the reinforcement effects that R&D
collaboration may have on intramural R&D. Additionally, policies that improve the efficiency
of markets for technology (e.g. by creating or developing property rights) may generate
positive effects on the firm’s innovative performance by favoring the diffusion and
exploitation of available technologies. Nonetheless, one would expect that the effects of
policies promoting R&D collaboration would outweigh those associated with the
improvements in the functioning of markets for technology.

The results of this research are subject to some limitations, which at the same time,
open new avenues for future research. As in other empirical studies on complementarities
(e.g. Leiponen, 2005b; Belderbos et al., 2006), the sample used here has few observations
in some of the exclusive combinations of R&D activities under consideration. This fact may
affect the estimation of critical coefficients, which could become less consistent and less
significant. A larger sample of companies may contribute to mitigating this concern. On the
other hand, since the ESEE includes observations at the firm level, complementarities in
R&D may be induced by economies of scope caused by the simultaneous development of
several projects (Veugelers and Cassiman, 1999). However, the results are valid even after
considering the effect of the variable Innovation Management, which controls for a firm's
ability to manage several R&D projects simultaneously (Huergo, 2006). More research may
contribute to verifying whether the production of complementarities between internal and
external R&D activities takes place strictly at the organizational level or whether they can
appear at the level of individual R&D projects. Finally, this study does not examine specific
patterns of interactions between internal R&D and research collaboration. Following the
taxonomy developed by Choi et al. (2008), complementarities can be classified into
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symmetric (R&D activities are mutually reinforcing) and asymmetric (one is reinforced by the
other). In this regard, more research is needed to determine whether in-house R&D and
research collaboration contribute symmetrically to knowledge creation, or if one of them
plays a central role while the other acts more as a moderating R&D activity. Analysis of
this feature is relevant for a better understanding of the characteristics underlying the
architecture of organizational designs joining internal and external R&D activities.
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