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Abstract This study adopts a competitive dynam-
ics perspective to illuminate how and when different
types of knowledge transferred by a spin-out trigger
parent hostility. Specifically, I propose based on the
awareness-motivation-capability framework that (1)
transfers of market-related and technology-related
knowledge will yield hostility and that (2) market
commonality, resource similarity, and competitive
intensity will exacerbate this effect. Findings from
207 spin-outs support several of my hypotheses. The
study contributes to the extant literature by provid-
ing a more nuanced view on knowledge legacies, in
particular regarding their interplay with a spin-out’s
competitive positioning.

Plain English Summary In a popular view, spin-
outs spawn with ‘silver spoons’, i.e., performance
boosting knowledge transferred from their parent
firms. This study shows that such ‘knowledge lega-
cies’ can turn into liabilities by spurring potentially
harmful parent hostility. This was more likely for
transfers of market-related knowledge than for trans-
fers of technological knowledge. Moreover, the hos-
tility impact was also contingent on the spin-out’s
competitive positioning vis-a-vis the parent. Enter-
ing parents’ markets amplified the hostility effect of
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transferred market-related knowledge. Transferred
technological knowledge only posed hostility prob-
lems if a spin-out attempted to imitate the resource
base of their ‘home’ business unit or operated in a
highly competitive industry. This study adds to prior
work by demonstrating the flipside of knowledge
legacies (thereby suggesting a more nuanced view)
and by bridging the relatively disconnected literatures
on knowledge-related advantages of spin-outs and on
competitive dynamics.

Keywords Spin-outs - Knowledge -
Entrepreneurship - New venture strategies - Strategy

JEL Classification 126 - M13

1 Introduction

Spin-outs are widely viewed as privileged entrants
that capitalize on knowledge transfers from the
founders’ previous employers and thus outperform
other types of entrants (Agarwal et al., 2004; Agar-
wal & Shah, 2014; Andersson et al., 2012; Chatterji,
2009; Yeganegi et al., forthcoming), in particular in
high-tech sectors (Hunt et al., 2019). Parent firms,
as “permeable repositories of knowledge” (Agarwal
et al., 2004: 502), cannot perfectly shield against such
knowledge leakages (Campbell et al., 2012; Ganco,
2013), their adverse performance impacts (Campbell
et al., 2012; McKendrick et al., 2009; Wezel et al.,

@ Springer


http://crossmark.crossref.org/dialog/?doi=10.1007/s11187-023-00849-0&domain=pdf
http://orcid.org/0000-0002-0414-1770

1020

S. G. Walter

2006), and competitive entry by spin-outs (Agarwal
& Shah, 2014; Klepper & Sleeper, 2005). Some par-
ents view knowledge transfers as an opportunity for
collaborating with the spin-out (Lindholm, 1997).
Others condemn them as an act of ‘rapacious plun-
dering’ (Klepper, 2001). Knowledge transfers thus
pose a risk of triggering parent hostility (i.e., the
degree to which an incumbent firm disapproves of the
spawning of a spin-out from within its ranks) that can
lead the parent and other firms to retaliate against the
spin-out (Walteret al., 2014). Since anticipating the
parent’s reaction to knowledge transfers is critical for
spin-outs (Chen & Miller, 2012), this study addressed
some fundamental questions: How do transfers of
what types of knowledge stir up parent hostility?
What role does the spin-out’s initial competitive posi-
tioning play in this context?

In attempting to examine these questions, this
study draws on the literatures on competitive dynam-
ics and knowledge ‘legacies’ by spin-outs.! For
instance, scholars of competitive dynamics have
demonstrated how competitive moves and counter-
moves influence survival and long-term performance
of firms, sometimes in destructive ways (Chen &
Miller, 2012; Ketchenet al., 2004). Firms have been
modelled as being more likely to respond to a com-
petitive move the more they are aware of an action,
motivated to react, and capable of responding (Chen,
1996; Chen et al., 2007). These influences contrib-
ute to a potential tension between rivals and thus
increase the likelihood of attacks and counterattacks
(Chen et al., 2007). Competitive tension with the par-
ent can affect a spin-out’s industry choice (Sakakibara
& Balasubramanian, 2020), ability to attract cor-
porate investments (Bae & Lee, 2021), and survival
(Bahoo-Torodi & Torrisi, 2022). Studies have also
demonstrated that transfers of market-related and
technology-related knowledge are particularly benefi-
cial to spin-out development (Agarwal & Shah, 2014;
Agarwal et al., 2004; Chatterji, 2009). Although some
knowledge can be protected, for instance via pat-
ents (Agarwal et al., 2009; Kim & Marschke, 2005),

! The spin-out literature tends to label knowledge transfers as
‘heritage’, ‘inheritance’, or ‘legacy’ (e.g., Agarwal et al., 2004)
drawing on Huber’s (1991) seminal contribution. This neglects
that many parent firms do not cease to exist after the spawning
of a spin-out and that knowledge might be misappropriated by
the spin-out.

@ Springer

spin-outs tend to transfer difficult to protect, complex
knowledge (Ganco, 2013) and possess insider knowl-
edge enabling them to circumvent parental intellec-
tual property protection (Klepper & Sleeper, 2005).
Although some parents tend to ignore spin-outs that
do not compromise the viability of their existing rev-
enues (Klepper, 2007), knowledge leakages through
spin-outs pose the highest performance risks for
incumbents compared to leakage through employee
mobility (Agarwal et al., 2016; Campbell et al., 2012;
Ganco, 2013; Wezel et al., 2006). Moreover, parent
hostility has been linked to initial strategic actions on
part of the spin-out, such as offering substitute prod-
ucts, poaching employees, and first offering the entre-
preneurial idea to the parent (Vaznyte et al., 2021).
However, despite substantial scholarship in the field,
a few significant gaps remain.

First, given that competitive dynamics research
has focused on large incumbents—studies by Bae
and Lee (2021) and Bahoo-Torodi and Torrisi (2022)
are notable exceptions—there is a void in scholars’
understanding of how entrepreneurial entrants can set
foot in markets without prompting hostility and retali-
ation by incumbents—an important oversight given
that the performance and survival of entrepreneurial
ventures may depend on their ability to effectively
anticipate and mitigate the responses of entrenched
incumbents (Chen & Miller, 2012; Fan, 2010; Mark-
man & Waldron, 2014). Second, parent hostility
impairs spin-out development by prompting competi-
tive reactions on part of the parent and third parties
(Walter et al., 2014). However, I know relatively little
about why parent hostility emerges and what role the
type of transferred knowledge plays in this context.
Third, knowledge transfers are typically viewed as an
advantage of spin-outs over other types of entrants
(Agarwal et al., 2004; Chatterji, 2009) but there has
been, except for some anecdotal evidence (Klepper,
2007), little systematic scrutiny on the nature of par-
ents’ reactions to knowledge transfers. In particular,
the role of different types of knowledge has not been
explored in this context, although they may, from a
knowledge- and resource-based perspective, have dif-
ferential value to firms (Barney, 1991; Grant, 1996).
This warrants further research into the link between
knowledge transfers, competitive positioning, and
parent hostility.

To address the above gaps, this study investigates
how different types of transferred knowledge affect
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parent hostility and how these relationships are con-
ditioned by interfirm competition. More specifi-
cally, I make two core arguments: (1) parent hostility
increases with the extent to which the spin-out found-
ers carry over knowledge about markets and customer
needs (transferred market-related knowledge; Marvel
& Lumpkin, 2007) and knowledge about key tech-
nologies (transferred technological knowledge; Mar-
vel & Lumpkin, 2007) from previous employments;
(2) three contingencies amplify these relationships,
namely market commonality (i.e., the degree of pres-
ence that a spin-out manifests in the markets it over-
laps with a parent firm; Chen, 1996), resource simi-
larity (i.e., the extent to which a spin-out possesses
strategic endowments comparable, in terms of both
type and amount, to those of the parent firm; Chen,
1996), and competitive intensity (i.e., the behavior,
resources, and ability of competitors to differentiate;
Jaworski & Kohli, 1993). My findings contribute to
the literature by suggesting a more nuanced view on
knowledge legacies and competitive entry by spin-
outs. In particular, the study demonstrates that knowl-
edge transfers can yield disadvantages by triggering
parent hostility and that the type of knowledge and
the spin-out’s initial competitive positioning matter
in this milieu. This study also extends the literature
on competitive dynamics by providing an explanation
for parents’ competitive reactions to the spawning of
spin-outs.

2 Theoretical framework and hypotheses

From the competitive dynamics perspective, firms act
and rivals respond to improve or defend the own com-
petitive position.> A series of actions and reactions
can unfold, impacting the long-term performance
and survival of firms (Baum & Korn, 1999; Boyd
& Bresser, 2008; Ketchen et al., 2004). One form of
competitive action, new firm entry, is a salient threat
to incumbents as it intensifies competition and threat-
ens market shares and profitability (Porter, 1980).
In particular spin-outs can erode the competitive

2 An action refers to a specific and detectable competitive
move initiated by a firm, whereas a reaction denotes a specific
and datable countermove by a competing firm (Chen, Smith,
and Grimm, 1992).

advantage of the parent by transferring tacit knowl-
edge (Agarwal et al., 2004) and replicating organiza-
tional routines (Phillips, 2002). Parents tend to react
to own spin-outs in one of many ways, ranging from
more friendly (e.g., by providing active support;
Lindholm, 1997) to more hostile (e.g., by taking legal
actions; Klepper & Sleeper, 2005). The nature of a
parent’s initial reaction impacts a spin-out’s further
trajectory, sets the tone for future interactions, and
shapes the potential for subsequent cooperation (or
rivalry) of the progeny not only with the parent but
also with the parent’s partners (Chen & Miller, 2012;
Walter et al., 2014). Anticipating this response and
avoiding a severe retaliation is thus vital for spin-outs
trying to set foot into a market (Markman & Waldron,
2014). However, to date, there is a void in scholars’
understanding of motivations triggering incumbents’
responses to competitive entry, in particular in the
context of spin-outs.

My conceptual model (Fig. 1) examines parent hos-
tility rather than actual competitive responses for three
reasons. First, competitive reactions come in various,
not-well researched forms, such as price battles (Chen
& Miller, 2012), lawsuits (Klepper & Sleeper, 2005),
or verbal responses (He et al., 2017). Hostility as an
attitudinal measure provides a reliable and parsimo-
nious proxy of such reactions in the spin-out context
(Armitage & Conner, 2001). Second, the parent could
react directly (e.g., by a lawsuit) or indirectly (e.g., by
motivating other actors to battle the spin-out), with
a hardly predictable time lag (Luoma et al., 2017)—
issues considered in the hostility concept. Hostility
is thus an indicator of whether a parent will support,
ignore, or fight the spin-out (Klepper & Sleeper, 2005;
Lindholm, 1997). Third, hostility is a frequent and
severe problem of spin-outs: In an empirical study,
about half of the spin-outs encountered some form of
hostility, with adverse effects on their time to break-
even (Walter et al., 2014).% I thus suggest that the con-
cept of parent hostility helps understand the post-entry
action-reaction sequence between parent and spin-out
and that hostility is an important predictor of parents’
competitive reactions to spin-out entry.

3 However, the hostility effect was less pronounced if the spin-
outs operated in turbulent markets or effectively developed
their networks (Walter, Heinrichs, and Walter, 2013).

@ Springer
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Fig. 1 Conceptual model
Knowledge-

related tension

Competitive tension

Transferred

knowledge

In the following, I build on Chen’s et al. (2007:
102) concept of competitive tension (i.e., “the strain
between a focal firm and a given rival that is likely
to result in the firm taking action against the rival”)
to suggest that a spin-out may face a dual tension
with a parent. The first is knowledge-related ten-
sion, i.e., the strain between a parent firm and its
own spin-out that results from knowledge transfers
through the spin-out and makes the parent more
likely to take actions against the spin-out. This ten-
sion is driven by the parents’ fear that failure to
prevent leakages of knowledge—one of the strategi-
cally most important resources (Grant, 1996; Kogut
& Zander, 1992)—will erode knowledge-based
competitive advantages (Ganco, 2013; Ganco et al.,
2015) and destroy opportunities to leverage on tacit
knowledge (Coff et al., 2006). The second is spin-
out related competitive tension, i.e., the competitive
strain between a parent firm and its spin-out that is
likely to result in the parent taking actions against
the spin-out. This tension results from the spin-out’s
initial competitive positioning and the parent’s fear
that the entrant intensifies within-industry compe-
tition and undermines existing profitability. Taken
together, my model in Fig. 1 predicts the high-
est level of hostility if knowledge-related tension
(resulting from substantial knowledge transfers)
coincides with competitive tension (resulting from a
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spin-out’s choice to enter the parent’s markets and/
or to imitate the parent’s resource base).

2.1 Knowledge-related tension

A firm’s competitive advantage depends on the
ability to create, appropriate, and shield criti-
cal knowledge (Grant, 1996; Kogut & Zander,
1992). Employees possess and develop knowledge
that is coordinated by the firm to produce goods
and services (Ganco, 2013). However, an incum-
bent’s knowledge base also provides a repository
of entrepreneurial opportunities (Gambardella
et al., 2015; Marvel & Lumpkin, 2007) and know-
how to exploit them (Elfenbein et al., 2010). Some
employees may opt to independently exploit these
opportunities. Others may disclose them first and
spin-out only after experiencing the incumbent not
acting upon the opportunity (Klepper, 2001; Klep-
per & Thompson, 2010; Kaul et al., forthcoming)
as firms often deny profitable opportunities that fall
outside their core business (Hellmann, 2007).

Once committed to a spin-out, the founders engage
in local and distant search in knowledge brokering
from the parent (Basu et al., 2015) and make a stra-
tegic decision about how to construct the venture’s
knowledge base. This refers to the extent to which
they want to use existing knowledge legacies (Sahaym
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et al., 2016), transfer further complimentary pieces of
parental knowledge, and/or integrate other external
knowledge (Basu et al., 2015). Being insiders until
their official resignation, it is often cost-efficient for
the founders to identify critical knowledge holders
in the parent firm, tap into their knowledge, or even
poach them (Agarwal et al., 2016). Although access
to parental knowledge can give spin-outs distinct per-
formance advantages (Agarwal et al., 2004; Chatterji,
2009), overreliance on parental knowledge can back-
fire by inhibiting spin-out innovativeness (Basu et al.,
2015) and growth (Klepper & Sleeper, 2005; Sapienza
et al., 2004), and by deterring corporate investors (Bae
& Lee, 2021).

I now argue that transfers of market-related
knowledge and technological knowledge—arguably
the most important types of knowledge in the spin-
out context (Agarwal & Shah, 2014; Agarwal et al.,
2004; Chatterji, 2009; Uzunca, 2018)—are posi-
tively related to parent hostility for two reasons. First,
knowledge transfers impair the parent’s short-run
innovation and financial performance.* Scholars have
highlighted that labor mobility, in particular through
spin-outs, threatens knowledge-based competitive
advantage by facilitating the interorganizational trans-
fer of know-how and routines (Campbell et al., 2012;
Ganco, 2013; Wezel et al., 2006). Although firms
rely on isolating mechanisms, such as patent protec-
tion (Gambardella et al., 2015), non-compete cave-
ats (Marx et al., 2009), and distributed and socially
complex knowledge (Nickerson & Zenger, 2004), to
protect their knowledge, these mechanisms are less
effective if the rival originates from within the firm
(Agarwal et al., 2016). The parent firm loses top man-
agers and scientists as well as any investment into
their hiring and training (Ganco et al., 2015; Ioan-
nou, 2014; Klepper & Thompson, 2010). Founder
departure disrupts social routines and innovation pro-
cesses at the parent and intensifies competition (Phil-
lips, 2002). In mixing parental with external knowl-
edge, the spin-out can develop more innovative and
higher-quality products compared to the parent (Basu
et al., 2015; Kogut & Zander, 1992). Moreover, some

4 Spin-outs have also been associated with increased parent
performance in the long run, as the spin-out event can resolve
conflicts in the parent’s top management team and lead the par-
ent to realign with its environment and to refocus on core com-
petencies (Ioannou, 2014; McKendrick et al., 2009).

spin-outs take technologies ‘off the parent’s shelve’
and thus potentially threaten the parent’s revenue
streams from existing technologies.

Second, ignoring even non-harmful transfers of
proprietary knowledge can motivate followers and
lead to costs and performance losses for the parent in
future.’ Some parents signal their emphasis on intel-
lectual property protection via strict organizational
routines, such as non-compete caveats (Buenstorf
et al., 2016; Starr et al., 2018) and litigation (Agar-
wal et al., 2009; Gambardella et al., 2015). Although
corporate reputation for toughness in patent enforce-
ment curbs knowledge leakage to start-ups (Agar-
wal et al., 2009; Kim & Marschke, 2005), spin-outs
tend to transfer less protectable, complex knowledge
(Ganco, 2013) and founders often have sufficient
inside knowledge to circumvent parental IP protec-
tion, for instance by drawing on diverse sources of
technology or inventing around a patent (Klepper &
Sleeper, 2005). Moreover, not all jurisdictions enforce
non-compete agreements (Hellmann, 2007). How-
ever, attempts to enforce IP rights impose additional
costs on knowledge transfers and may thus reduce the
risks of followers and more knowledge leakage in the
future. Thus, ceteris paribus,

Hypothesis 1a. The more extensive the transferred
market-related knowledge, the higher the parent
hostility.
Hypothesis 1b. The more extensive the transferred
technological knowledge, the higher the parent
hostility.

Transfers of market-related knowledge, as I suggest
now, matter more for parent hostility than transfers of
technological knowledge. This is because the prior is
more likely to affect short-run financial performance
valued by many top managers. Knowledge about cus-
tomer preferences and buying patterns helps identify
profitable opportunities and react quickly to shifts in
demand (Garvin, 1983; Marvel & Lumpkin, 2007).
The more agile business models of start-ups enable
them to focus on the most profitable parts of the value

5 A third argument can be made from a managerial perspec-
tive: The spin-out event questions the ability of managers to
defend a firm’s intellectual property and to retain key staff.
Managers are thus motivated to fight the spin-out to the extent
to which a spin-out compromises their career progress.

@ Springer
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chain, setting aside the less profitable parts of incum-
bents’ bundled offers (Dietz et al., 2016). In some
cases, founders may carry over customers with whom
they had developed close ties (Bermiss & Greenbaum,
2016), increasing spin-out performance at the par-
ent’s expense. Moreover, market-related knowledge
is more difficult to protect than technological knowl-
edge through conventional isolating mechanisms
(Rumelt, 1984). In contrast, technological knowledge
involves knowledge that the parent is often reluctant or
slow to exploit (Gambardella et al., 2015; Klepper &
Sleeper, 2005). Such knowledge is typically the base
for innovative applications (Marvel & Lumpkin, 2007)
and thus long-term performance, but is preceded by
time-consuming development without financial pay-
off. Chatterji (2009) has demonstrated that superior
spin-out performance is driven by spillovers of non-
technical knowledge related to marketing rather than
technical know-how. Thus, ceteris paribus,

Hypothesis 1c. The relationship with parent hos-
tility is stronger for transferred market-related
knowledge than for transferred technological
knowledge.

2.2 Competitive tension

Competitive dynamics researchers have highlighted
the role of competitive tension that, once it has
reached a ‘breaking point’, triggers a competitive
attack (Chen, 1996; Chen & Miller, 2015). Competi-
tive tension, in turn, is influenced by the extent to
which a firm is aware of rival firms’ actions, moti-
vated to react, and able to respond (awareness-moti-
vation-capabilities [AMC] perspective; Chen et al.,
2007). In the following, I will adapt the competitive
dynamics perspective to the context of this study and
focus on competitive tension as a contingency fac-
tor. A parent will, as I propose, react more hostile to
knowledge transfers in the face of competitive ten-
sion, as proxied by market commonality, resource
similarity, and competitive intensity (Chen & Miller,
2012; Jaworski & Kohli, 1993; Porter, 1979). I start
with the contingent role of market commonality.
Spin-outs strategically decide where to compete,
attempting to differentiate from competition, hinder
easy imitation of their products and strategic moves,
create causal ambiguity for rivals, and ultimately

@ Springer

develop and sustain competitive advantage (Sahaym
et al., 2016, Zahra et al., 2002). Some scholars have
suggested that spin-outs tend to initially enter the
parents’ markets. Knowledge transfers are a source
of path-dependent capabilities that shape a spin-out’s
early strategic choices (Argyres & Mostafa, 2016;
Fern et al., 2012). The founders’ prior experience
defines the knowledge corridor that influences oppor-
tunity identification and market choice (Shane, 2000).
Some inherited capabilities are context-specific and
lose value when reapplied outside the core market
(Ioannou, 2014). Indeed, spin-outs were found to sur-
vive longer if they started in the same industry as the
parent (Andersson et al., 2012). Other scholars do not
restrict the spin-out to the same industry as the parent
(Klepper & Sleeper, 2005). Instead, spin-outs develop
their knowledge bases to enter into markets different
from their parents’, thereby extending their knowl-
edge legacies across industry segments (Argyres &
Mostafa, 2016; Basu et al., 2015). Although histori-
cal industry experience limits strategy choices at the
outset, this constraint can be overcome by building
founding teams with diverse backgrounds (Fern et al.,
2012). Furthermore, moving into different markets
helps spin-outs avoid parents that would otherwise
fight unwanted offspring close to their markets, e.g.,
by enforcing noncompete covenants (Buenstorf et al.,
2016; Sakakibara & Balasubramanian, 2020; Starr
et al., 2018). Market commonality, as I suggest now,
amplifies the positive link between transferred knowl-
edge and parent hostility for three reasons.

First, entering the parent’s market makes the spin-
out and thus the transfer of knowledge more visible
to the parent. Firms recognize their interdependence
more closely if they compete in the same market
(Chen, 1996). The parent is more likely to identify
the progeny as a rival and competitive threat (Peteraf
& Bergen, 2003), making a parental response to
knowledge leakages more likely (Dutton & Jackson,
1987). This can spark disruptive competition, with
detrimental effects on a spin-out’s survival chances
(Bahoo-Torodi & Torrisi, 2022). Second, parents are
more motivated to retaliate for knowledge transfers
that are used to compete against them. The parent is
most likely to defend its position and to not tolerate
an attack with impunity, if market commonality is
high and large pieces of its intellectual property are
infringed (Chen, 1996). While some parents ignore
knowledge-transferring spin-outs that do not threaten
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their revenue streams from core markets (Klepper &
Sleeper, 2005; Markman & Waldron, 2014), parents
tend to react decisively when attacked in their mar-
kets (Chen & Miller, 2012) and when the transfer of
resources and routines compromises their financial
success (Phillips, 2002). Firms compete most aggres-
sively with competitors they only meet in one market
(Baum & Korn, 1996). Since resource scarcity may
keep spin-outs from engaging in multipoint competi-
tion with the parent, they are unlikely to benefit from
mutual forbearance (Chen, 1996). Some spin-outs
commercialize technology shelved by the parent to
avoid cannibalization (Hellmann, 2007), with greater
knowledge transfer and market overlap having a more
negative impact on parent revenues. Third, parents
may more easily activate their network partners in
their home markets (Walter et al., 2014), in particular
when considerable transfer of knowledge helps justify
counter-spin-out maneuvers. In contrast, building on
parents’ technologies without invading their product
spaces enables spin-outs to leverage on connections
to parents’ partners (Gaonkar & Moeen, 2023). Thus,
ceteris paribus,

Hypothesis 2a. The higher the market commonal-
ity, the stronger the positive relationship between
transferred market-related knowledge and parent
hostility.

Hypothesis 2b. The higher the market commonal-
ity, the stronger the positive relationship between
transferred technological knowledge and parent
hostility.

Resource similarity is the second contingency fac-
tor in my conceptual model. The uniqueness of its
resource base decides on the competitive position and
advantage of a firm (Rumelt, 1984; Wernerfelt, 1984).
Since resource endowments constrain a firm’s strate-
gic maneuverability (Collis, 1991), firms with similar
resource bundles also tend to have similar strategic
capabilities and are more likely to attack or retaliate
against one another (Chen, 1996; Chen et al., 2007).
Given their founders’ previous insider status, spin-
outs are more likely than other entrants to at least
partially replicate parents’ ‘blueprints’ (Bhidé, 2000;
Fern et al., 2012; Phillips, 2002; Wezel et al., 2006).
Previous research has modelled resource similarity as
conceptually distinct from mere knowledge transfers
because the founders’ willingness (Basu et al., 2015;

Sahaym et al., 2016; Sapienza et al., 2004) and abil-
ity (Agarwal et al., 2016; Phillips, 2002) to integrate
previous experience and other parent-like resources
into their resource bases determines the companies’
resource similarity.® I now argue that knowledge
transfers are more severe, in terms of parent hostility,
the higher the resource similarity between a spin-out
and the parent’s business unit it originated in.’

First, resource-side similarities draw the par-
ent’s attention to the spawning of a spin-out and thus
potential knowledge transfers involved in the pro-
cess. According to competitive dynamics research,
resource similarity is a second criterion, besides
market commonality, to locate rivals (Chen, 1996).
It supports myopic managers in identifying current
and potential direct rivals who are typically prior-
itized over more distant competitors (Peteraf & Ber-
gen, 2003). Resource similarity can indicate that the
spin-out has positioned itself closely to its former
business unit, turning it into a (potential) direct rival
to the parent firm in this competitive arena (Peteraf
& Bergen, 2003). This reduces the likelihood that
a spin-out can over a prolonged period of time suc-
cessfully ‘fly under the parent’s radar’, in particular
if it also resides in close geographic proximity to
the parent (Peteraf & Shanley, 1997). Second, since
competitive advantage depends on the uniqueness of
a firm’s resource base (Barney, 1991; Rumelt, 1984;
Wernerfelt, 1984), a parent perceives the rival with
the resource profile most similar to the own one as
the most salient threat to its own operations (Chen
et al.,, 2007). Competition is fiercer among compa-
nies that rely on similar resource structures (Gimeno
& Woo, 1996). High resource similarity indicates that

6 Barney (1991: 101) offers an inclusive definition of
resources as “all assets, capabilities, organizational processes,
firm attributes, information, knowledge, etc. controlled by a
firm that enable the firm to conceive of and implement strate-
gies that improve its efficiency and effectiveness.” (cf. Peteraf
and Bergen, 2003: 1032) I therefore view resource similarity as
the more comprehensive concept.

7 In the context of spin-outs, I suggest the parental business
unit as a benchmark for resource similarity for two reasons.
First, the spin-out is more likely to compete with and be noted
by their former business unit rather than other units of the par-
ent firm. The business unit may then influence and mobilize
the parent firm to react to the spin-out event. Second, using the
parent as benchmark could create a size bias for larger parents,
if resources of units without connection to a spin-out would be
considered.
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the spin-out has successfully circumvented isolat-
ing mechanisms (Rumelt, 1984) and other imitation
barriers (e.g., Barney, 1991; Wernerfelt, 1984). The
more salient the threat to its competitive advantage,
the more likely will the parent further scrutinize
and disapprove of the progeny’s knowledge trans-
fers. Ultimately, the parent will be more motivated to
strike back to prevent further competitive imitation or
maximize a spin-out’s difficulties in imitating (Chen,
1996). Thus, ceteris paribus,

Hypothesis 3a. The higher the resource similar-
ity, the stronger the positive relationship between
transferred market-related knowledge and parent
hostility.

Hypothesis 3b. The higher the resource similar-
ity, the stronger the positive relationship between
transferred technological knowledge and parent
hostility.

A comprehensive study of competitive tension is
not restricted to dyadic relationships between rivals
but also considers an industry’s competitive envi-
ronment (Smith et al., 2001). Fierce industry-level
competition drives firms to operate aggressively
and take many actions with great speed (Chen et al.,
2010). The strength of competition in a firm’s cho-
sen strategic position also affects firm performance
(Argyres & Mostafa, 2016) and accelerates the ero-
sion of competitive advantage (D’Aveni, 1994).
Competitive intensity reinforces, as I propose now,
the relationship between knowledge transfers and
parent hostility. First, extreme competition pres-
sures firms to engage in sophisticated competi-
tive intelligence as quick and determined reactions
are vital in this context (Chen et al., 2010; Ferrier
et al., 1999). Parents are then more likely to note
own spin-outs and detect knowledge appropria-
tion on their part. Second, in the face of severe
rivalry, competition turns towards innovating prod-
ucts and processes or differentiating from com-
petitors in other ways (Zahra, 1993) and custom-
ers have greater choice among companies, while
having to bear lower switching costs (Jaworski &
Kohli, 1993). Moreover, intense competitive pres-
sures leave companies little time to readjust their
knowledge bases, for instance by recruiting experts
or acquiring firms, if challenged by rivals’ innova-
tions (Argyres & Mostafa, 2016). Since proprietary
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knowledge about markets and technologies is more
critical in this context, parents are more concerned
about shielding their intellectual property and suf-
fer more from knowledge leakage via spin-outs.
This can trigger a more severe parent reaction to
knowledge transfers. Third, when competitive pres-
sures are particularly high, incumbents may be
more protective and concerned with new entrants
further intensifying the already high competition.
This common interest of incumbents makes a coor-
dinated and aggressive action against entrants more
likely, with the intention to drive the new com-
petitor out of the industry (Fan, 2010). Suspected
knowledge appropriation can provide a good cause
for parent firms to win over allies to move against
the own spin-out, so that the greater prospect of
success further amplifies parent hostility. This is
consistent with Porter’s (1980) notion that competi-
tors might team up to discipline ‘bad’ competitors.
Thus, ceteris paribus,

Hypothesis 4a. The higher the competitive inten-
sity, the stronger the positive relationship between
transferred market-related knowledge and parent
hostility.

Hypothesis 4b. The higher the competitive inten-
sity, the stronger the positive relationship between
transferred technological knowledge and parent
hostility.

3 Methods
3.1 Sample and procedure

To assemble a dataset, the internet and lists of exhibi-
tors at industry fairs were searched broadly for any
new firm originating from an incumbent firm. A spin-
out had to meet three sampling criteria: (1) at least one
founder worked at the parent directly prior to creating
the spin-out, (2) the spin-out’s business model drew
on technology transferred to it from the parent, and
(3) the spin-out is headquartered in Germany. From
an initial list of 1,168 potential spin-outs, 648 random-
selected companies were called to double-check their
spin-out status, to arrange interviews with confirmed
spin-outs, and to request referrals to other founders of
spin-outs. Face-to-face interviews with one respondent
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per founding team were then conducted between Feb-
ruary 2010 and October 2011. This resulted in a final
sample of 207 usable cases.® The spin-outs in the
sample were on average seven years old (SD=3.63)
and employed 24 full-time equivalents (SD=280.01).
They operated in the fields of software (37%), nano-
technology and new materials (24%), biotechnology
(10%), electronics (8%), and others (21%). The aver-
age founding team had two members (SD=1.07). In
multi-parent cases, the respondents were asked to refer
to the parent firm providing the most critical techno-
logical knowledge. In 146 cases (70%), all founders
had been employed by the focal parent firm before.
Data on up to 180 parent firms was available. On aver-
age, these firms were 39.18 years old (SD=47.78) and
had 32,491 employees (SD=68,098.29). The aver-
age spin-out resided within 153 km (median=30.2,
SD=207.65) from its parent. Only six spin-outs had
received minority investments from their parents in
the founding year.

4 Measures
4.1 Dependent variable

Following Doucet (2004), information from case
studies were used to construct a measure of parent
hostility. To create the cases, the interviewers com-
plemented our survey by documenting additional
details on the parent-progeny relationships obtained
from the respondent or the internet. The interview-
ers worked with our definition of parent hostility
but, due to the complexity of the matter, were not
equipped with a complete list of keywords. Using
these case studies, three coders then rated parents
independently of one another as either “1” for hos-
tile if the report indicated some form of disapproval
by the parent (as evidenced by words such as “law-
suit”, “litigation”, or “turmoil”) or otherwise as “0”
for a neutral or friendly parent. A Fleiss’ Kappa
of 0.86 indicated a high level of interrater reliabil-
ity. The coders resolved any remaining discrepan-
cies through discussion and reaching consensus.
Confirming criterion validity, the measure was

8 The sample originated in a larger spin-out dataset. A subset
of this data has been used in Walter et al. (2014).

significantly related to post-founding collabora-
tion with the parent (r=-0.45, p<0.001) and to the
number of parental representatives on the spin-out’s
board (r=-0.23, p<0.001). For robustness checks,
a survey-based, alternate measure of hostility com-
prising three reverse-coded reflective items was used
(a=0.96; 7-point Likert scale,1 =does not apply at
all, T=applies fully and completely): “The manage-
ment of the parent firm has appreciated the spin-out,”
“In the phase of spinning out, there has always been
a benevolent posture,” and “The parent firm was
open-minded about the idea of creating a spin-out.”

4.2 Independent variables

To capture knowledge transfers, the respondents were
instructed to state the extent to which they transferred
different types of knowledge from previous employers
to the spin-out. The focus was on knowledge relevant
to and thus applicable to the spin-out (e.g., “knowl-
edge of ways customers use products/services similar
to that of our company.” or “knowledge of a specific
technology important for our company.”). Transferred
market-related knowledge was operationalized as a
composite of two scales adapted from Marvel and
Lumpkin (2007). The first one, customer knowledge
(originally labelled “prior knowledge of customer
problems”), captured the extent to which the spin-out
had carried over knowledge about the needs of cus-
tomers from previous employments. The second one,
market knowledge (originally referred to as “prior
knowledge of markets”), reflects the extent to which
the spin-out had transferred knowledge about how
specific markets operate. The items were measured
on 7-point Likert-scales (1=*to a very low extent”,
7="to a very high extent”) and were reliable at alpha
levels of 0.86 and 0.82, respectively. The Appen-
dix provides an overview of all scales and validity
information.

Transferred technological knowledge was meas-
ured with three reflective items adapted from Marvel
and Lumpkin’s (2007) construct “prior knowledge of
technology”. Respondents stated the extent to which
the spin-out had transferred knowledge of specific
key technologies. I dropped one item (‘“knowledge
about a technology not known to the general public”)
of the original scale due to poor factor loadings. The
items were captured on the same scale as above and
were reliable at an alpha of 0.88.
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To capture market commonality, respondents rated
the extent to which a spin-out and a parent served
overlapping markets in the founding year (7-point
Likert-scale; 1 ="‘very dissimilar”, 7=“very similar”).
This measure is in line with Chen’s (1996: 112) origi-
nal definition of the construct as “the extent to which
two firms are in direct competition in the market”.

Resource similarity was measured similar to Upson
et al. (2012) as the extent to which the spin-out and its
former business unit of the parent firm possessed simi-
lar amounts of different types of strategic resources
in the spin-out’s founding year (7-point Likert-scale;
1 ="very dissimilar”, 7="very similar”). Each resource
type, including “research & development”, “procure-
ment”, “operations”’, and “marketing and sales”, was
measured with one item. The four items were summed
up to arrive at my final measure of resource similarity.

To capture competitive intensity, I adopted Jawor-
ski and Kohli’s (1993) original scale. However, poor
factor loadings led me to drop two of the five reflec-
tive items (“There are many ‘promotion wars’ in our
industry.”, “Our competitors are relatively weak.”).
The final measure is reliable at an alpha of 0.71.

4.3 Control variables

I controlled for the number of employees quitting, i.e.,
employees leaving the parent firm within one year after
spin-out formation to work full time for the spin-out.
If employees leave collectively rather than individu-
ally spin-outs involve more comprehensive spillovers
of routines and knowledge and thus pose higher risks
to parents (Agarwal et al., 2016; Wezel et al., 2006).
Knowledge diversity was measured as the ratio of the
founders’ experience in the parent to their total indus-
try experience (in years). Combining transferred knowl-
edge with the knowledge of ‘outsiders’ can enable a
spin-out to differentiate from the parent’s knowledge
base (Basu et al., 2015; Sapienza et al., 2004) and there-
fore mitigate the suspicion of ‘knowledge theft’. Trans-
ferred product-related knowledge was measured as the
extent to which the founders had transferred knowl-
edge about ways to serve markets (7-point Likert-scale;
1="to a very low extent”, 7="to a very high extent”).
This is the fourth category of prior knowledge proposed
by Marvel and Lumpkin (2007) that could trigger hos-
tility without being core to my conceptual framework.
Finally, push and pull factors can trigger startup deci-
sions (Fisher & Lewin, 2018; Patrick et al., 2016). 1
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therefore added a dummy-variable spin-out motivation,
coded “1” for ‘pull’, i.e., the founders were attracted to
venturing for its opportunities and “0” for ‘push’, i.e.,
the founders were forced into venturing due to a lack of
alternatives or due to frustrations with the parent firm.”

4.4 Analysis

Surveys seemed to be optimal to elicit information
required for my research but can be subject to biases.
Non-response bias can cause a systematic exclusion
of firms from the sample. Participating and non-par-
ticipating firms as well as early and late respondents
did not significantly differ in terms of age and size
(number of employees), indicating little threat of non-
response bias. Common-method bias distorts findings
by neglecting method-driven spurious variance. Har-
man’s one-factor test and relying on different sources
for the dependent and independent variables indicated
a low threat of such bias. Moreover, retrospective
errors, e.g., caused by a faulty memory, threaten the
validity of findings if they occur systematically. Con-
trolling for variables that can account for systematic
variation in such bias across cases (spin-out age at
survey and founder age) did not change my original
results. Moreover, the effect sizes of transferred mar-
ket-related knowledge and transferred technological
knowledge did not significantly vary with the time
lag between spin-out founding and survey. Thus, the
threat of recall bias seems to be low.

Endogeneity bias is often caused by simultane-
ous causality and can yield biased and inconsistent
coefficients (Bascle, 2008; Greene, 2012). While I
argue that knowledge transfers drive parent hostility,
also a reverse logic is possible: anticipated hostility
deteriorates commitment towards the parent, thereby
encouraging more knowledge transfer.!” To test for
endogeneity, I identified two instrument variables for
transferred market-related knowledge (‘general cus-
tomer experience’ and ‘reliance on existing customer

° 1 thank an anonymous reviewer for suggesting this control
variable.

10 please note that a countervailing argument can be made:
anticipated hostility creates fear of retaliation and leads found-
ers to be more cautious. This implies less rather than more
knowledge transfers. Thus, theory does not seem to exactly
indicate how reverse causality operates and whether it consti-
tutes a serious problem in the context of this study.
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network’) and for transferred technological knowl-
edge (‘proactivity’ and ‘innovation championing’),
respectively. The instruments were significantly cor-
related with the potentially endogenous variables,
but not with the dependent variable, and significantly
related to the respective, potentially endogenous
variables in the first-stage regressions. Further tests
suggested that the instruments were valid and rel-
evant.!! Finally, a Wald test of exogeneity (X°=3.22,
ns) suggested that the knowledge variables did not
jointly create an endogeneity problem. Since these
analyses indicated no need to instrument transferred
market-related knowledge and transferred techno-
logical knowledge, I relied on using ordinary logistic
regression.

5 Results
5.1 Main findings

The descriptive statistics and correlation matrix
are presented in Table 1, the regression results in
Table 2. For better interpretation, independent and
control variables were mean-centered. Computa-
tions of the condition index (CI) and variance infla-
tion factor (VIF) reveal no serious multicollinearity
problems (CI<2.98, VIF < 1.47)."3

"' Sargan-Hansen tests of overidentifying restrictions could
not reject the null hypothesis that the instruments were valid,
i.e., uncorrelated with the error term (X?><0.02, ns). Tests
of underidentification rejected the null hypothesis that the
model is underidentified (Anderson canon. corr. LR statistic:
X%>8.90, p<0.05), suggesting that the instruments were rel-
evant.

12 Although instrumental variables regression can resolve
endogeneity problems, it tends to inflate standard errors
(Greene, 2012: 273) and can create estimates that differ sys-
tematically from the target parameters (Angrist and Pischke,
2009: 205). I thus followed the conventional recommendation
to model a variable only as endogenous if tests clearly con-
firm endogeneity as a statistical problem. Since my estimates
of ordinary logistic regression and instrumental-variables pro-
bit regression differed, I ran additional tests to rule out weak
instruments.

13 Calculations of CI and VIFs are based on mean-centered
data. Given issues regarding mean-centering to mitigate mul-
ticollinearity, I followed recommendations by Echambadi and
Hess (2007) and reran my regressions with five randomly
selected subsets of my data. The resulting coefficients were
plausible and stable across the subsets, indicating little threat
of multicollinearity.

Table 1 Descriptive statistics and correlations®

Min Max

SD

Variable

1.00

0.00
2.00
1.00
1.00
4.00
1.00
0.00
0.03
1.00
0.00

0.50
247
1.31
2.33
6.22
1.51
3.72
0.31
1.33
0.50

0.43
9.79
5.75
4.23

Parent hostility®

021"
0.00

0.11

14.00
7.00
7.00

Transferred market-related knowledge

2
3
4
5
6
7
8
9

0.29"*

Transferred technological knowledge

0.01
0.00
0.06

0.28"*
0.17"

Market commonality

0.28"*

0.10
0.12!
0.00
0.01

0.06

28.00
7.00

10.74
3.76
2.33
0.64
54

Resource similarity

0.17* 0.16"

0.11

0.24"*"
0.10
-0.03

Competitive intensity

0.04

0.20™
0.00
0.04

-0.07
-0.03

24.00
1.00
7.00
1.00

Number of employees quitting

0.00
0.09

-0.02
0.14

-0.05

Knowledge diversity

0.01

0.34™ 015"

0.42""
-0.06

8

Transferred product-related knowledge

-0.13 -0.08 0217 .03 003 -0.10

-0.14

021"

0.54

Spin-out motivation®

10

=push

otherwise. ¢ Coding: 1=pull, 0

p<.001 (two-tailed test)

ok
hostile parent, 0

p<.01;

207. ° Coding: 1

tp<.10; " p<.05;

“n
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My first set of hypotheses illuminated a direct
knowledge transfer-hostility link. Transferred market-
related knowledge was significantly and positively
related to parent hostility (Model 2: b=0.21, p<0.01;
Hypothesis 1a supported). The relationship was not
significant for technological knowledge (Model 2:
b=—0.14, ns; Hypothesis 1b not supported). In sup-
port of Hypothesis 1c, transferred market-related
knowledge exceeded transferred technological knowl-
edge in effect size (X’ =4.10, p <0.05).

The remaining hypotheses introduced contingency
factors. In non-linear regression, the coefficient esti-
mate is insufficient for inference on an interaction
effect because each interaction term is a function of
the interaction coefficient and the coefficients of each
interacted variable and of the values of the covariates.
The sign and magnitude of interaction coefficients
can thus vary across observations (Hoetker, 2007).
I therefore followed procedures suggested by Nor-
ton et al. (2004) to test and graph interaction terms.
The positive relationship of parent hostility with
transferred market-related knowledge was amplified
by market commonality (average b=0.02, average
p<0.05; Hypothesis 2a supported) but neither by
resource similarity (average b=—0.01, ns; Hypoth-
esis 3b not supported) nor by competitive inten-
sity (average b=—~0.01, ns; Hypothesis 4b not sup-
ported). In contrast, the positive relationship of parent
hostility with transferred technological knowledge

was contingent on resource similarity (average
b=0.04, average p <0.05; Hypothesis 3b supported)
and competitive intensity (average b=0.01, average
p <0.05; Hypothesis 4b supported), but not on mar-
ket commonality (average »=0.00, ns; Hypothesis
2b not supported). Figures 2, 3, and 4 display the
observation-specific ‘correct’ interaction effects and
the ‘incorrect’ marginal effects for Hypotheses 2a, 3b,
and 4b, respectively. In support of these hypotheses,
the figures confirm that most of the effects were posi-
tive over the whole range of predicted values for par-
ent hostility.'*

5.2 Robustness checks

I ran several robustness checks. First, additional
influences could affect parent hostility, including
founding team characteristics (industry experi-
ence, leadership experience, tenure in parent, team
size, and team homogeneity), parent characteristics
(age, foreignness, and geographic distance to spin-
out), and environmental characteristics (market

4 The figures do not reflect non-linear relationships between
the variables. Instead, they illustrate how the size and even
the sign of the interaction effects varies as the values of the
covariates change. For inference on the hypotheses, I followed
Norton et al. (2004) and estimated an average effect size and
z-value from all observation-specific interaction effects.
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turbulence and technological turbulence). How-
ever, the pattern of my results remains unchanged
when adding these variables one after another
to my models. Second, my results were stable to
including items dropped during scale purification.
Third, I re-estimated all models using ordinary
least squares regression and the alternate, survey-
based measure of parent hostility. This also con-
firmed my original findings.
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6 Discussion and implications

According to a prominent perspective in the literature,
knowledge transfers from previous employers enable
spin-outs to ‘kickstart’ into the market and outperform
other types of entrants (e.g., Agarwal et al., 2004; Chat-
terji, 2009). A point relatively neglected by previous
work is that such transfers can also have adverse reper-
cussions for spin-outs: They stir-up parent hostility by
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undermining the parent’s competitiveness, with nega-
tive consequences for the spin-out’s further develop-
ment (Walter et al., 2014). However, what types of
knowledge transfers induce parent hostility and what
role the spin-out’s initial competitive positioning plays
in this context is, to date, not well understood. In this
research, I linked the literatures on spin-outs and on
competitive dynamics to posit that transfers of market-
related knowledge and technological knowledge drive
parent hostility (Hla and H1b), with the prior having
the stronger effect (H1c). I then drew on the AMC per-
spective to examine the contingent role of antecedents
to competitive tension. Transfers of market-related
knowledge and technological knowledge yield greater
hostility, as was further suggested, if they coincide with
competitive tension in terms of high levels of market
commonality (H2a and H2b), resource similarity (H3a
and H3b), and competitive intensity (H4a and H4b).
My first key finding is that, per se, transfers of
market-related knowledge matter more for parent hos-
tility than transfers of technological knowledge. This
supports my argument that an emphasis on short-run
financial performance sensitizes parent managers par-
ticularly for the leakage of confidential knowledge
about customers and markets. While I am not aware of
previous studies on antecedents of parent hostility, my
findings are consistent with related research on the per-
formance impacts of knowledge legacies. For instance,
Klepper and Sleeper (2005) observed that parents tend
to ignore spin-outs not posing an immediate threat to
their markets. Chatterji (2009) found that spin-outs’
success is driven by marketing know-how rather than
technical know-how incorporated from their par-
ents. However, according to a study by Agarwal et al.
(2004), inherited technological know-how enhances
the survival chances of spin-outs. Contingency factors
could account for these conflicting findings and the
non-significant finding for transferred technological
knowledge—a point that I will further discuss below.
My second key finding is that market commonality
intensifies the hostility effect of transferred market-
related knowledge, which is in line with my arguments
based on the AMC perspective: if the spin-out ‘steps
into parent territory’, parents are more likely to note,
more motivated, and/or more capable to respond to
spillovers of market-related knowledge. Interestingly,
there was no empirical support for this logic regarding
technological knowledge. As one potential explanation,
spin-outs high in transferred technological knowledge

might have entered market niches or positions unattrac-
tive to the parent, in which they can compete via tech-
nology-driven innovation with negligible impacts on
the parent’s market (Fan, 2010; Lawless & Anderson,
1996). Other explanations are that the parent ignores
the spin-out’s presence on its market as it underesti-
mates the market potential of the transferred techno-
logical knowledge (Klepper, 2001) or that the parent
views the spin-out as a test vehicle with a potential for
a future ‘spill-in’ (Kim & Steensma, 2017).

A third key finding is that two contingencies,
resource similarity and competitive intensity, cre-
ate a hostility problem for comprehensive transfers of
technological knowledge. This suggests that spin-outs
absorbing more technological knowledge are likely to
trigger parent hostility under two conditions: they also
imitate the resource base of their ‘home’ business unit
in the parent firm and/or they operate in industries with
fierce competition. In contrast, I found no interactive
effects with market-related knowledge. To speculate, a
spin-out founder could achieve resource similarity by
recruiting a high number of co-founders and employees
from within the parent’s workforce—a notion supported
by the positive correlation between resource similarity
and number of employees quitting. Since this facilitates
overcoming team-based isolating mechanisms (Agar-
wal et al., 2016), the transferred technological knowl-
edge (and possibly the corresponding ‘brain drain’)
might exceed a threshold after which the spin-out is
perceived as a competitive problem by the parent. How-
ever, these isolating mechanisms might be less relevant
for market-related knowledge (Rumelt, 1984) so that
resource similarity does not further escalate the hostil-
ity impact of transferred market-related knowledge.

A final key finding is that opportunity-driven, ‘pull-
motivated’ spin-outs face (ceteris paribus) less par-
ent hostility. This is a surprising finding as the higher
growth potential of these spin-outs also mean a greater
competitive threat to the parent. However, the dynamic
capabilities framework—which has been proposed
as a useful lens to understand competitive dynamics
(e.g., Baden-Fuller & Teece, 2020)—offers a potential
explanation. A parent that lacks dynamic capabilities
and thus struggles with sensing, seizing, and/or trans-
forming activities (Teece, 2007) creates opportuni-
ties for spin-outs, e.g., to leverage unused knowledge
(Agarwal & Shah, 2014). Collaborating with (rather
than fighting) a spin-out exploiting these opportu-
nities could help compensate for lacking dynamic
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capabilities. Alternatively, a parent high in dynamic
capabilities could see value in an idea and seek to
exploit it, but an employee-inventor insists on launch-
ing their own firm (Kaul et al., forthcoming). Positive
relationships of pull-motivation with post-founding
parent collaboration (r=0.31, p<0.001) and the num-
ber of parental representatives on the spin-out’s board
(r=0.13, p=0.07) seem to support these explanations.

6.1 Theoretical implications

This study makes several contributions to the extant lit-
erature. First, the literature on spin-outs has focused on
how and when spin-outs benefit (e.g., Agarwal et al.,
2004; Chatterji, 2009) and parents suffer (e.g., Camp-
bell et al., 2012; McKendrick et al., 2009) from inter-
organizational knowledge transfers. This study extends
these lines of research by offering a more nuanced
view on the consequences of knowledge transfers.
Specially, the study shows how and when genealogi-
cal knowledge links can become a burden for spin-outs
and yield a hostile posture on part of the parent, with
potentially detrimental effects on the spin-out’s fur-
ther development (Walter et al., 2014). In other words,
knowledge ‘legacies’ do not necessarily come in the
form of a ‘silver spoon’ or a ‘parting gift’ from benevo-
lent parents but can poison the parent-progeny relation-
ship and impair the early performance of the spin-out.
Second, competitive dynamics scholars have
focused on competitive interactions of large and
established firms, while being relatively agnostic
of entrepreneurial ventures—organizations whose
survival may depend on their ability to effectively
anticipate and alleviate the competitive responses
of entrenched incumbents (Chen & Miller, 2012).
This study adds to this literature by illuminating the
response of a parent firm to a spin-out from within
its own ranks. According to my findings, the type of
knowledge leaked to the progeny and its competi-
tive positioning interactively shape the nature of the
parent’s response. Thus, in bridging the literatures
on competitive dynamics and spin-outs, this study
models parent hostility, and arguably the ease of mar-
ket entry, as a function of competitive tension and
knowledge-related tension between parent and spin-
out. Moreover, my findings suggest that the geneal-
ogy of an entrant can explain competitive reactions by
incumbents and that own progeny is likely to be bat-
tled more fiercely, if it draws on parental knowledge.

@ Springer

Third, entrepreneurship scholars have examined
the relatedness of the parent’s and progeny’s knowl-
edge bases, showing that moderate overlaps maxi-
mize the progeny’s new knowledge production (Basu
et al., 2015) and early growth (Sapienza et al., 2004).
This work highlighted how the progeny generates,
combines-recombines, and exploits knowledge inputs
from diverse sources. The study adds a layer of theo-
rizing, namely that the nature of the progeny’s knowl-
edge legacies and the nature of its competitive entry
will not only shape the future parent-progeny rela-
tionship, but may also bear on the spin-out’s standing
in the industry network and ultimately, as shown else-
where, its financial performance (Walter et al., 2014).

6.2 Managerial implications

How to avoid fierce retaliation by incumbents is a criti-
cal question for entrepreneurs, in particular for those
‘borrowing’ strategically important knowledge from
former employers. The general theme of this study
reminds founders to consider parental responses to
knowledge transfers prior to entering a market. My
findings suggest that parents are relatively unforgiving
regarding the leakage of market-related knowledge, in
particular if used to spawn in parent’s markets. Spin-
outs pursuing this strategy should therefore prepare for
a hostile posture and ultimately retaliation on part of
the parent and its allies. Founders should also be aware
that although transferring technological knowledge per
se does not necessarily stir-up hostility, it may so, if the
spin-out acts as a ‘copycat of the parent’s blueprints’ or
if competitive pressures in the industry are extensive.
Moreover, my adoption of the AMC framework for
theorizing on the moderation effects points to poten-
tial mechanisms to avoid hostility at the outset. This is
reducing the parent’s (1) awareness of the spinout (‘fly-
ing under the parent’s radar’), for instance by exploit-
ing parental knowledge in market niches unattractive
to the parent, (2) motivation to sanction knowledge
transfers, e.g., by evading direct or indirect competition
with the parent, and (3) capability to retaliate, e.g., by
operating in markets in safe distance to the parent.

6.3 Limitations and future research
This study is not without limitations, of which some

mark interesting avenues for future research. First, I
sampled spin-outs headquartered in Germany. My
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findings are therefore conditional upon and mostly
generalizable to this context. Second, my theorizing is
based on and limited by my assumption of boundedly
rational decision-making. However, spin-out events are
also susceptive to irrational reactions, e.g., based on
personal enmity of departing founders (Garvin, 1983)
or managerial hubris. Future research could therefore
further illuminate how irrational responses nurture par-
ent hostility and retaliation by parents. Third, theoreti-
cal considerations led me to investigate parent hostility
rather than manifest competitive responses, which are,
to date, hardly researched and thus constitute fruitful
areas for future studies. Fourth, my data precluded con-
sidering whether or not one party held property rights
in transferred knowledge (a question often answered
rather by courts than by respondents). Further research
into that direction could help understand to what extent
one party could defend the uniqueness of its knowledge
base. Fifth, as a starting point, I focused on one parent
per spin-out, namely the one providing the most critical
technological knowledge. However, more research on
multi-parent spin-outs can provide interesting insights,

Appendix 1

Study measures'

for instance, into potential collaborations between hostile
co-parents or spin-out alliances with supportive parents
against hostile ones. Sixth, parent hostility, in particular
if conceptualized as an attitude, may change over time
as a function of actions and reactions of parent and spin-
out. Understanding the dynamics of hostility is beyond
the scope of my data but an interesting avenue for future
research. Finally, future research could illuminate how
and when knowledge transfers yield greater hostility by
considering aspects beyond the scope of my data, such
as the strategic relevance of the transferred knowledge
for the parent and parental anti-spin-out policies.

Acknowledgements [ thank Maksim Belitski for editorial
guidance and two anonymous reviewers for constructive and
helpful comments. The dataset for this study has been gener-
ated in a larger research project on spin-outs, to which Achim
Walter and Simon Heinrichs substantially contributed. An ear-
lier version of the manuscript has been published in the Acad-
emy of Management Proceedings (2020).

Funding Open Access funding enabled and organized by
Projekt DEAL.

Declarations

Conflict of interest The author declares no competing interests.

Factor loading t-Value

Transferred customer knowledge (a=0.87, CR=0.83, AVE=0.67) >

(1) Knowledge of different customers’ problems that our company could solve 0.82 13.24

(2) Knowledge of ways customers use products/services similar to that of our company 0.84 14.27

(3) First-hand interactions with customers similar to that of our company 0.76 12.33

(4) Knowledge of lead customers similar to that of our company 0.77 12.63
Transferred market knowledge (x=0.82, CR=0.83, AVE=0.55) 23

(1) Knowledge of suppliers in the primary market of our company 0.76 12.08

(2) Knowledge of manufacturers or developers in the primary market of our company 0.83 13.68

(3) Knowledge about the market of our company not known to the general public 0.68 10.33

(4) Knowledge about how the market of our company functions 0.68 10.39
Transferred technological knowledge (x=0.88, CR=0.90, AVE=0.75) 2

(1) Knowledge of a specific technology important for our company 0.88 15.42

(2) Knowledge of a technology that is central to our company 0.98 18.35

(3) Hands-on experience with a technology that is important for our company 0.71 11.53
Product-related knowledge («=0.84, CR=0.85, AVE= 0.66)>

(1) Hands-on experiences in creating products/services similar to that of our company 0.61 8.09
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Factor loading t-Value
(2) Knowledge of ways to produce products/services similar to that of our company 0.60 8.00
(3) Knowledge of products/services similar to that of our company 0.82 10.45
Competitive intensity («=0.71, CR=0.72, AVE=0.38)
(1) Competition in our industry is cutthroat 0.61 8.09
(2) Anything that one competitor can offer, others can match readily 0.60 8.00
(3) Price competition is a hallmark of our industry 0.82 10.45

1o = Cronbach’s Alpha; CR = Composite reliability; AVE = Average variance extracted; Model fit: le
df=2.68, AGFI=0.80, CFI=0.94, IFI=0.94, RMSEA = 0.09; Fornell-Larcker-Criterion confirmed. >
Respondents stated the extent to which they transferred knowledge from previous employers to the spin-
out. 3 Transferred market-related knowledge is a composite measure of transferred customer knowledge and

transferred market knowledge

Appendix 2

Results of first-stage regressions?

Model 1

Model 2

Model 3

Market-related knowledge

Technological knowledge

Product-related knowledge

b s.e b s.e b s.e
Control variables
Number of employees quitting 0.03 0.04 -0.04 0.02 0.02 0.02
Knowledge diversity 0.18 0.54 -0.10 0.30 0.26 0.29
Transferred product-related knowledge
Spin-out motivation® 0.00 0.33 ;0.44 0.19 -0.18 0.18
Main effects
Transferred market-related knowledge
Transferred technological knowledge
Market commonality 0.19" 0.07 -0.02 0.04 0.03 0.04
Resource similarity 0.02 0.03 0.00 0.02 -0.01 0.01
Competitive intensity 0.30" 0.11 0.03 0.06 0.10 0.06
Instrument variables
General customer experience 0.02" 0.01 0.00 0.01 0.02" 0.01
Reliance on existing customer network 0.98" 0.45 0.51" 0.25 1.05" 0.24
Innovation championing 0.21 0.12 0.18™ 0.07 0.09 0.07
Proactiveness 0.05 0.11 0.11 0.06 0.10 0.06
F 427 2.19" 4.04™
R? adj 0.14 0.05 0.13

3, =207; unstandardized coefficients.  p <0.10; * p <0.05; ** p <0.01;

0 = push motivation

@ Springer

Ry

p <0.001 (two-tailed test).  Coding: 1= pull motivation,
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