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Abstract:

The purpose of this paper is to examine what the differences are in the way strategic alliances and social networks affect start-ups. Despite the popularity of the topic and the previous discussions of the role of alliances and social networks in new venture creation, this question has not been addressed in a systematic way. The positive effects of alliances and social networks were either looked at separately or were discussed together without comparing the two. The results show that both alliances and social networks are critical elements of the success of start-ups. Yet, the type of value which start-up may gain by participating in alliances can be different from the value gained when belonging to a social network. Even when both provide the same value, one may be more effective in providing this value than the other. It is also possible that both could be used in conjunction in order to achieve an even greater effect. The main implication of the paper for entrepreneurs is a trade-off between using their scarce resources to build social networks or to create alliances.

1. Introduction 

The topic of entrepreneurship became popular two decades ago due to the growing number of start-ups in the US as well as the success of regional clusters, especially Silicon Valley. Entrepreneurship was researched from different angles and one of the topics discussed in relation to entrepreneurship is the role of alliances and social networks in entrepreneurial success. 

Carayannis et al (1999), among others, discussed the benefits of alliances for young start-ups, such as access to resources (Hitt et al., 2001; Teng 2007). The importance of social networks for start-ups was also highlighted by a number of academics (Singh, 2000; Greve and Salaff, 2003).

Despite the popularity of the topic and the previous discussions of the role of alliances and social networks in new venture creation, this question has not so far been addressed in a systematic way. The positive effects of alliances and social networks were either looked at separately or were discussed together without drawing a comparison between the two. 

The purpose of this paper is to examine what are the differences in the way strategic alliances and social networks affect start-ups. We classify alliances as agreements with a specific aim, usually of a formal nature, social networks are, on the other hand informal and do not have a specific objective per se.

The paper has the following structure. In sections 1 and 2 we analyze the value alliances and social networks can create for start-ups according to their position in terms of two dimensions: (i) whether it is embedded in either individual entities or systems and structures and (ii) whether they are embedded in non-market relationships. Section 3 compares and analyzes the similarities and differences between the values by alliances and social networks for start-ups. In section 4 we discuss how alliances and social networks can affect negatively the development of the start-ups. Finally we examine how alliances and social networks are interconnected.

2. Value of alliances for start-ups

A number of academics (Dyer and Singh, 1998; Baum et al., 2000 among others) argue that participating in alliances can be beneficial for start-ups. 
We use value creation framework (Andersen and Striukova, 2004; Striukova, 2007) to analyse value created by start-ups in alliances. Figure 1 summarises values created when start-ups participate in alliances according to whether these values are market or non-market and whether they are embedded in individual entities or systems and structures.  
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Figure 1. Values of alliances for start-ups.

2.1 Market relationships and individual entities (Box 1)

(i) Provide access to technological resources

One of the advantages of alliances for start-ups is that through alliances they can have access to technological resources that might otherwise be unaffordable or inaccessible due to their nature (e.g. confidentiality issues), etc. Gaining access to participants’ technology, start-ups can profit financially, can develop and grow faster and in some cases, gain know-how associated with this technology.

(ii) Help to avoid R&D in certain areas

In addition to the access to technological resources, alliance partners exchange knowledge and know how (see section 2.3). All this leads to the fact that through participating in the alliance, start-ups may avoid doing R&D in certain areas. By saving on financial and human resources that would have been otherwise needed to conduct R&D could give start-ups additional advantage over other start-ups and even, in some cases, allow competition with the existing companies. 

(iii) Assist in accelerate product innovation and shortening time-to-market

The access to resources and the fact that R&D in certain areas can be avoided means that product innovation can be accelerated and time-to-market can be shortened. Hagedoorn and Schakenraad (1994), for example, showed that alliances have a positive affect on the innovation rates. 

(iv) Create a competitive advantage

According to Dyer and Singh (1998) strategic alliances help firms generate competitive advantages through sharing common resources. The fact that start-ups get access to additional resources through creating alliances makes them more competitive than other start-ups without alliances. Creation and exchange of firm specific knowledge (see section 2.3) can also provide a firm with competitive advantage (Kogut and Zander, 1996)

(v) Create business opportunities

Participation in alliances may also create new business opportunities. First of all, it may help to acquire new business partners, it can also provide access to the market, which otherwise the start-up would not have been able to enter, or never thought of accessing. Finally, alliances provide know-how that may allow creating new products and services.

(vi) Distribute risk 

The possible risks are crucial for the start-ups. Having limited physical and financial resources, making a mistake in a business decision may be lethal for the company. Hagedoorn (1993) argued that strategic alliances help share the risk. This primarily includes financial risk, but also legal, technical and other risks.
(vii) Reduce transaction costs

The original cost of setting an alliance may be high, however, once they are established, transaction costs, such as search and information costs; bargaining and decision costs, and policing and enforcement costs can be minimised. By minimizing these costs firms can accelerate innovation.

2.2 Market relationships and systems and structures (Box 2)

(i) Overcome barriers to entry

Depending on the industry, competition can be fierce, especially, for young companies. Alliances allow to gain some critical mass, gain necessary knowledge and reputation, and get access to required resources in order to enter the market. Alliances help to overcome both natural and strategically barriers to entry. Natural barriers to entry, such as high fixed cost of development can be overcome by partner’s investment. In case of natural monopoly, alliances provide access to resources that can not be accessed otherwise, for example if a start-up is in alliance with the established electricity company it will gain access to electricity without having to lay electric cables itself. As to strategic alliances, in case when there are competitors blocking market entry, a start-up can clear this blocking position either by forming an alliance with a big player or several small players. 

(ii) Help to set standards

Gaining a customer base and locking customers in is crucial for the start-ups. One way to lock customers in is through standards. It is true that there are cases when an individual company sets standards, however this is usually the case with the large, well-established companies.

(iii) Assist in entering foreign market

Both traditional and “born global” (has at least 25% international sales within 3 years) can benefit from alliances when establishing business abroad. Alliances can provide necessary contacts and resources to make entering foreign markets and international growth easier.

(iv) Help to build relationships useful for further collaborations

Alliances might be limited by time constraints, however they might result in the development of social networks or other alliances, which might be useful for further collaborations in the future.

2.3 Non-market relationships and individual entities (Box 3)

(i) Exchange of knowledge, expertise and know-how

Start-ups’ motivation to learn is very high. It is actually argued (Levinthal and March, 1993) that when organisations grow they start to ignore external knowledge. In other words, it can be said that start-ups acquire more knowledge, expertise and know-how from their alliance partners than other companies do. 

McDougall et al, (1994) argue that the growth of young companies depend on the combining their own knowledge with the knowledge of other companies. A number of studies (Hamel, 1991; Hagedoorn, 1993) conclude that alliances can be helpful in acquiring knowledge, embedded in other organisations. Alliances can be also seen as learning opportunities (Hamel et al., 1989; Gulati, 1995; Eisenhardt and Schoonhoven, 1996), especially when partnership is at the relatively early stage and partners are moving towards mutual development and acquisition of new skills and knowledge (Iyer, 2002).

(ii) Assist in knowledge creation 

Exchange of knowledge and experience can generate new knowledge. This usually happens at the later stage of partnership, when partners start to share common values and goals and develop high level of trust. New knowledge creation becomes only possible when there is a high level of trust present, as partners need to be sure that the other party will not defect or will use this knowledge strategically for both parties involved.

(iii) Improve company’s reputation

According to Baum et al. (2000) alliances with established partners who have a good reputation allow start-ups to gain reputation as well. It is true that consumers, suppliers and other players may not trust new companies and may choose not to have business with them, however this can be solved by having alliances with known, respected partners (Deeds et al., 1997; Zimmerman and Zeitz, 2002). The improved credibility results in a faster growth as it becomes easier to attract both suppliers and customers.

(iv) Generate new competences

In addition to creating knowledge, participation in alliances can generate new competences. Start-ups acquire both tacit and explicit knowledge from their partners which allow to generate new competences.

2.4 Non-market relationships and systems and structure (Box 4)

(i) Assist in building interpersonal trust

Participating in alliances allow people to get to know each other, which eventually results in interpersonal trust. This usually happens at a later stage, as repeated contacts and evidence of successful collaborations are needed for trust to appear. When the level of interpersonal trust increases, alliance partners can save time and resources otherwise spent to avoid free riding and other risks associated with the breach of business agreement.

3. Value of social networks for start-ups

Social networks play an integral role in the success of new start-ups. Birley et al. (1991) argue that, at the early stage of the start-up development, entrepreneurs rely heavily on their informal contacts, which may include friends, neighbours and colleagues. Social networks are usually thought as being easier to create than alliances. However, they are not a substitute, per se, to alliances. Indeed, some of the values created through social networks are different from those created by alliances.

Figure 2 shows values created when start-ups have social networks. These values are grouped according to whether they are related to market or are non-market values; and whether they are embedded in individual entities or are related to systems and structures.  
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Figure 2. Values of social networks for alliances

3.1 Market relationships and individual entities (Box 1)

(i) Help to raise venture capital

According to Uzzi and Gillespie (1999), small companies can generate capital or get financing at lower rates if they have personal relationship with the financial institution or if they are a part of the same social network. Shaw (1998) argues that entrepreneurs who have strong networks can attract more capital.

(ii) Create a competitive advantage

One of the main weaknesses of start-ups is that they often, unlike more established firms, do not possess any competitive advantage or this competitive advantage is only temporal. Indeed, most of the sources of competitive advantage, that later on will ensure the success of the firm, have yet to be created. Yet, the social networks that start-ups have are valuable and impossible to replicate and therefore, can be seen as a source of competitive advantage (Hitt et al., 1999). If these social ties exist before the creation of the firm, the start-up has a competitive advantage from the day it is founded.

(iii) Create business opportunities

Social networks allow start-ups to connect firms with potential suppliers and customers. They also allow new companies to learn about market demand and about the best locations available.

(iv) Share business opportunities

Not only business opportunities can be created through engagement in social networks, but they can also be shared. Members of the social network may share inside information with each other, but be reluctant to share it with the outsiders. Moreover, it is not uncommon that several of the founding team members belong to the same social network.

3.2 Market relationships and systems and structures (Box 2)

(i) Assist in entering foreign market

Entering a foreign market is risky, even for well-established companies. For start-ups, the situation is made even more difficult, due to their lack of resources and the time constraints they might have before they need to start making profit. Social networks can provide start-ups with the necessary contacts and information to open and develop business abroad. This is particularly useful in the case of international social networks, where members of the network originating from the foreign country can assist in business development, but, even in the case of national social networks, a great help can be provided by members who are already established abroad and can share their experience and provide initial contacts.

Furthermore, one of the main difficulties in establishing operations abroad is the lack of reputation and trust that being a foreign firm, especially a foreign start-up, entails. Being part of a social network increases the likelihood if being accepted as a viable partner abroad.

(ii) Help to build relationships useful for further collaborations

As, very often, start-ups have little to offer to their prospective partners, existing social networks can be used to attract potential collaborators. Social networks not only contain existing relationships, but also permit, through these established relationships to build new ones, thereby increasing the possibilities of future and further collaborations. Any existing contact within the network can result in new contacts and new relationships.

3.3 Non-market relationships and individual entities (Box 3)

(i) Improve company’s reputation

Start-ups are forced to grow quickly in an environment where they do not have any reputation (apart from the reputation, applicable to most start-ups, to be extremely risky but potentially profitable at the same time). This lack of reputation seriously undermines their competitiveness and their ability to do business. Social networks have the ability to provide start-ups with the initial amount of reputation required for them to achieve their initial phase of growth. The sole fact that the members of a social network talk about, or promote, a start-up can already improve the reputation of the newly formed company. The buzz that can surround, within an important social network, the creation of a start-up, may already be sufficient to trigger interest, create necessary reputation and eventually to attract financial investment and potential clients. Sometimes, the sole fact that founding members of the start-up belong to a particular network is seen as a sign of the potential success of the firm.

(ii) Exchange of knowledge and expertise 

Social networks create a certain level of trust and shared values between the members. Both trust (Tsai and Ghoshal, 1998) and shared values (Nahapiet and Ghoshal, 1998) increase the level of understanding between companies or individuals and lead to knowledge sharing. 
(iii) Provide access to human resources

Start-ups face important challenges in regard to human resources. First of all, they may not be, due to their young age and their lack of reputation, in a good position to attract highly skilled employees. Secondly, their small size makes it even more important to find the right person to work with. There is little room for “casting” trial and error in the case of start-ups. Social networks are likely to solve both of these problems at once. Through social networks, start-ups may be able to learn about and contact potentially valuable employees, either directly because these people are part of the network, or indirectly through other members. The social networks facilitate the screening process that will ensure that the chosen person will perform as expected. Finally, the trust embedded within the social networks, or the reputation that is associated with these networks, may convince people to join the start-up, in spite of the high risks associated with these companies.

3.4 Non-market relationships and systems and structure (Box 4)

(i) Assist in building interpersonal trust

Social networks are based on a certain amount of trust. The level of trust changes depending on whether the ties between network members become weaker or stronger. Stronger links result in the higher level of interpersonal trust, which in its turn may result in a fact that a particular start-up is the first one to learn about a new business opportunity or that the services of the start-up are promoted across the network.

(ii) Provide basis for agreements

Although it is possible that agreements between the start-ups and other companies exist even in absence of social ties between the start-ups and these companies, it is obvious that social networks increase the likelihood of signing agreements. Moreover, social networks are likely to present the young firms with many more opportunities, thereby allowing them to access and to choose favourable agreements. When agreements already exist, social ties and networks increase the chances that the same agreements will be renewed, or that other, more mutually beneficial, agreements will be signed. 

(iii) Share other social networks

Being a member of a social network opens a possibility of sharing social networks. Therefore, by adding one more member to the network, this network grows in geometrical progression. Until recently, the process of network sharing was not very explicit and was not easy to trace. Furthermore, ties with some of the network members could become extremely weak or even non-existent over time. Internet forums and online networking services make this process more structured. For example, LinkedIn allow to search for business contacts within contacts belonging to one’s network and to the members of this network.

(iv) Help to create general reciprocity

Without social networks, cooperation with other companies is made extremely difficult due to the temptation of defection and betrayal and the lack of trust caused by the possible conflict of interest between the potential partners. In absence of social ties, complex and costly mechanisms have to be designed in order to ensure that cooperation will actually take place. If such mechanisms cannot be designed, repeated interaction between partners may be required, but, since the risk borne in case of defection is high, this will tend to considerably limit the extent of collaboration between partners. This is an important issue for start-ups, since they, most of the time, need to quickly build collaborations that are consistent and stable enough to ensure their initial phase of growth. As start-ups need to build relationships relatively quickly, they do not have enough time to build trust through repeated interactions and often do not have means to establish and enforce cooperation mechanisms.

Social networks make the cooperation between the start-ups and potential partners easier due to the greater chance that members of the same social networks will reciprocate. In fact, in strongly linked social networks, general reciprocity occurring between the members of the network may even ensure that large-scale collaborations between start-ups and potential partners are possible, even in the absence of enforcement mechanisms and/or common history. This not only creates more opportunities for start-ups, but also greatly decreases the risks and cost of collaboration.

4. Drawbacks of alliances and social networks 
In addition to bringing advantages, alliances and social networks can also have negative impact on the development of start-ups. 

One of the drawbacks of social networks is that, sometimes, new contacts may not be possible if they threaten the relationship with existing partners. The relationship with third parties can also affect negatively any new or previous relationships. This may happen if companies A and B are in competition and, therefore relationship with one of them will make the relationship with the other one in many cases impossible. What is more, the fact that one’s new contact is not well regarded by one’s existing network partner may result in this partner terminating any relationship and convincing other network members to do the same.

Another drawback of social networks is that people, when forming a part of a social network may take decisions due to the affective reasons, which might negatively affect their business. They might, for example, keep a business partner because they like this person, despite the fact that business with this partner is not profitable any more. Similarly, when there is an alliance or network with a wrong partner, start-up’s reputation might be affected.

Furthermore, intense or tight links with the network partners may be rather disadvantageous for small businesses, The probability of a family based company or company subsidized by family members may be hindered by intense links between these members (Fukuyama, 1995).

Alliances can also bring some drawbacks to young companies. When being a part of alliances start-ups may be influenced by big players. Successful alliances are based on strong social networks, otherwise there is a risk of defection. The alliance agreement, which is not based on the social networks, is a form of incomplete contract and incomplete contracts always include a risk of betrayal.

Another drawback of alliances is that if for some reason (especially unplanned) alliances cease to exist, the chances of the start-up to fail increase (Singh and Mitchell, 1996). This can be of course because young companies lose all the advantages of being a part of the alliance, but it is also due to the fact that in case of the alliances start-ups rely heavily on the resources and knowledge of their partners and might be incapable of operating on their own.
5. Similarities and differences

Values created by alliances and social networks have both similarities and differences.

5.1 Similarities

There are some values that are created by both alliances and social networks, however, these values can be created in a different way and the duration of these values can be different (e.g. short-term or long-term).

Both alliances and social networks can be used to create a competitive advantage. Competitive advantage is about valuable resources that cannot be replicated. With alliances competitive advantage is created when this alliance is exclusive and other start-ups are not a part of this alliance. A young firm, of course is rarely in a position to negotiate exclusivity, in addition the advantage created by alliance disappears when this alliance is over. As to competitive advantage, created by social networks, competitive advantage is created not when the social network is exclusive, but rather when this network is large.

Alliances can create more viable business opportunities, on the other hand social networks can create a greater variety of business opportunities, simply due to the fact that there are more parties involved.

Another value created both by alliances and social networks is assistance in entering foreign market. When alliances are used for this purpose the result can provide access to foreign market, however, this may be a short-term access as when the alliance stops to exist, the start-up might lose this access. On the other hand, it might take longer to enter foreign markets with the help of social networks, but the links created will be of a more permanent nature.

Also, both alliances and social networks can help to build relationships useful for further collaborations. New relationships could be built directly through the existing social networks, in case of alliances, some level of trust and some ties are needed to be built before additional relationships could be created. In additional alliances can help to create new relationship indirectly as they often improve start-ups’ reputation which might attract future business partners. 

Exchange of knowledge, expertise and know-how is also done differently within alliances and within social networks. Social networks imply an informal exchange, for example a friend can be asked for a tip about something, but it is likely that one will need to hire this friend and therefore create a business relationship if a more profound consultation is needed. As to alliances, they can have two extremes in terms of knowledge and expertise exchange. Some of the alliances (e.g. with the suppliers) will not have a high level of knowledge exchange, on the other hand, some of the alliances are created exactly for the purpose of knowledge exchange (e.g. joint research and development) and they will result in very high level of knowledge exchange.

Alliances improve company’s reputation in a more visible way than social networks. Reputation gained within social networks stays within social networks, as to reputation gained due to participation in alliances goes beyond this alliance and could be seen as a token of quality by people outside this alliance.

The way alliances and social networks assist in building interpersonal trust is different as well. The difference here is that a certain level of interpersonal trust already exists when social networks are built, whereas in the case of alliances, interpersonal trust is created at a later stage.

5.2 Differences 
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N.B. in italic – values created by alliances, in bold – values created by social networks.

Figure 3. Values created only by alliances or only by social networks

The main difference between values created by alliances and social networks is that alliances create more market values and social networks create more non-market values. 

Indeed, having a look at Figure 3, the first thing that can be observed is that the values that are brought by alliances but not by social networks are mostly market based, whereas the values that are brought by social networks but not by alliances are mostly non market based. Furthermore, the advantages of alliances, in comparison to social networks, are mostly related to individual entities (e.g. the start-ups), while the additional advantages of social networks are mostly related to the systems and structures (e.g. the environment in which the start-ups evolve).

In regard to the values that are both related to markets and individual entities (Box 1 in Figure 3), alliances are shown to be a crucial element of innovation. Indeed, alliances provide access to technological resources, enable avoiding R&D in some areas (presumably the redundant areas, or the ones for which the firm has no competitive advantage, thereby allowing the start-up to focus on the areas it has expertise in), assist in accelerating product innovation and shorten time to market. At the same time, alliances favour innovation indirectly by decreasing the risk borne by the start-up and reducing transaction costs, thereby enabling resources to be shifted towards R&D. 

Although none of these values are likely to be brought by social networks, these have a positive impact on innovation, since they help to raise venture capital. This goes beyond innovation and enables firms to start operating. In addition, as opposed to alliances, social networks are more likely to lead to sharing business opportunities among members. Indeed, while alliances are built around a specific business opportunity, this does not imply that other opportunities will be shared between the participants. First of all, because the amount of trust required in an alliance is minimal (since an alliance is ruled by contracts), but also because the structure of the alliance is usually specific and exploiting additional business opportunities would require building a new alliance. 

Furthermore, it can be assumed that, within an alliance, all the existing mutually interesting business opportunities are already exploited. Other existing business opportunities are thus either not interesting for some of the members, in which case these members are unlikely to share these opportunities with the other members, or the opportunities are so valuable to the members of the alliance that they are likely to compete on this market segment, therefore making sharing unlikely.

In contrast, business opportunities are more likely to be shared within a social network, in particular when close ties link the members of the network. Social networks link together people with very diverse interests and competences, thereby creating a potential for opportunities to be shared (many business opportunities are likely to be valuable for at least one member), without rationales to refrain from sharing (since interests and competences are diverse, competition between members is unlikely and business opportunities are likely to be valuable to very few members only). 

In regard to values that are both market-based and related to systems and structure, alliances provide start-ups with a determinant advantage, since they are a key component of market opening (they enable to overcome barriers to entry) and market locking (they help to set standards).

Both alliances and social networks possess additional advantages when it comes to non-market values related to individual entities. Alliances provide opportunities to internally increase the skills and competences of the firms, by assisting in knowledge creation and generating competences. In contrast, social networks provide ground to externally increase the intellectual capital of start-ups by providing access to human resources. To this respect, it worth noting that, although alliance may achieve a similar effect through the relocation of human resources among members of the alliance, this effect is temporary since highly skilled workers, and thus their know-how and expertise, remain with their initial employer. 

As for non-market values related to systems and structures, social networks have a definite advantage. They provide solid foundations on which agreements can be built. They decrease the cost of establishing these agreements through general reciprocity. Furthermore, social networks can be shared through social networks, thereby reinforcing the two former effects

6. Interrelationship between alliances and social networks

It is clear that there is a strong interrelationship between alliances and social networks. Creating alliance is both important for new and for mature companies as it leads to creating social networks. Similarly, alliance partners very often find each other through social networks. Basically one needs to have social networks in order to have strong alliances.

The strength of this interdependence very often depends on the business environment. In some cultures, social network are not necessary in order to do business or are even frowned at. In other cultures it is nearly impossible to start and to conduct business without social networks. Start-ups, especially those that operate in international environment, need to take this difference into account when deciding on whether to use or not their social networks to create or to improve their business alliances.

A positive loop is therefore created, as social networks grow or/and become stronger when a start-up participates in an alliance and a bigger/stronger network can result in new/more success successful alliances. As the company is growing the loop is growing as well. Sometimes, however, the loop maybe negative. This may happen when something goes wrong between the network partners which may affect the present and future alliances. Also, unsuccessful alliances may lead to weaker ties between some alliance partners, as the level of trust will be lower.

Finally, the interdependence between alliances and social network can be determined by the type of business the start-up operates in. For example, a start-up which specialises in building web sites will be more dependent on social networks, whereas a pharmaceutical start-up, developing and producing drugs will need more to be in alliance with other companies.

7. Conclusion

The discussion above makes it clear that both alliances and social networks are critical elements of the success of start-ups. Yet, the type of value which start-up may gain by participating in alliances can be different from the value gained when belonging to a social network. Even when both provide the same value, one may be more effective in providing this value than the other. It is also possible that both could be used in conjunction in order to achieve an even greater effect.

In addition, alliances and social networks are often interlinked and strongly influence each other. A start-up on the right path may trigger a virtuous circle of relationships, where alliances and social networks will, in turn, constantly reinforce each other. 

However, both alliances and social networks come at a cost, and forming any of these requires start-ups to spend a significant amount of resources. Since resources are particularly scarce in the case of start-ups, should they devote all their resources to building social networks or to creating alliances? Or is there a mix between the two that would maximize the value created? 

The value created by alliances and social networks does not necessarily exist within the same timeframe. If the goal of the start-up is to create a long-term value, it should concentrate on building social networks, while short-term value is more likely to be created by alliances. 

In practice, alliances may be difficult to create without pre-existent social networks. On the other hand, the returns of resources allocated to building alliances are more observable and easier to measure than the returns of those used in developing social networks. Devoting resources to building alliances is thus less risky than spending the same resources in social networking. Therefore, if a start-up is created within a strong social network, alliances may come relatively easy. In contrast, despite the fact that social networks decrease the cost of building alliances, start-ups that do not benefit, at the foundation, from strong social networks may nevertheless spend more resources is building alliances, since this path is likely to be less risky than building social networks.
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