Stakeholder Relationships in the Framework of
R&D-based Startups: Evidence from Turkey

Elif Kalayci

Assistant Professor, Department of Economics, elif kalayci@atilim.edu.tr

Atilim University, Kizilcagar Mahallesi, Incek / Ankara, Turkey.

Abstract

play a significant role in the economic growth of many

countries. However, founding such an enterprise is a
risky endeavor, one that requires a balance between the
technological search process and business capabilities.
Most of the time these varied skills are found among
several different people. The task becomes more difficult
for recent engineering school graduates who are neither
scientists nor business people. Therefore, it is critical for
these new techno-entrepreneurs to conscientiously work
on building relationships with stakeholders through whom
they might access scientific knowledge on one hand and
commercial knowledge on the other.

The paper explores the process of building relationships
with stakeholders based on evidence from Turkish
companies. It begins with a review of the literature,
presenting the different theories concerning relationships
with stakeholders as far as entrepreneurship is concerned.
Then, it presents the methodology, coding and analysis
of in-depth interviews with the founders of R&D-based
start-ups. The case profiles are considered with a focus on
the following issues: the counterbalancing of stakeholder
power, learning by the entrepreneur as a by-product
of interactions with stakeholders, and the earning of

It is widely acknowledged that R&D- based start-ups
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a reputation through ethical and passionate business
practices. Building upon these preliminary findings, the
author draws three main propositions that could be the
subject of further research.

The main finding of this paper is that there are two
opposing forces affecting the development of an R&D

-based start-up— challenger and supporter stakeholders.

However, a stakeholder who was once a supporter could
turn into a challenger or vice versa. The entrepreneur
could benefit from the counterbalancing effect of these
forces. Two major stakeholder groups emerged at the
initial stage of the business: the family members and the
state’s grant-monitoring officers. Then, the ethical and
passionate conduct of business by these start-ups could
become a factor drawing third parties in, to become
stakeholders of these start-ups. The nature and impact of
these relationships should be researched further. Such an
analysis allows one to understand how R&D-based start-
ups are established and what kind of problems they face
when turning (hopefully) into large corporations. On
such a basis, this could help governments develop more
suitable support programs that would benefit and expand
the opportunities available to the founders of new R&D-
based firms.
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[Scottish Executive, 2001; OECD, 2003]. Given this role, one must analyze the experiences of these entities

in order to understand how they are established and the problems they face as they turn (hopefully) into
large corporations. Such an analysis could help governments develop more suitable support programs and open
opportunities for new R&D-based firms. Furthermore, these firms intend to launch R&D-based products on
the market and therefore face uncertainty in two distinct areas: one is research and development [Julien, 1995]
and the other is commercialization [Gans, Stern, 2003].

In such a precarious environment, these start-ups need all the support they can get. Stakeholders are critical at
this point because they are the providers of such resources. Thus, the founders of an R&D-based start-up need
to make deliberate efforts at turning third parties into stakeholders [Sarasvathy, Venkatamaran, 2011]. Sarasvathy
and Venkatamaran assert: Almost the entirety of social network research takes networks mostly as a given and
outside the control of human action’ [Sarasvathy, Venkatamaran, 2011, p. 126]. Yet as negotiation research
has demonstrated, it is not easy for people to reach mutually beneficial agreements [Bazerman, Neale, 1992].
Building a cohesive and committed relationship relies on an endogenous process of continuous interactions
between the parties [Lawler, Yoon, 1996; Thompson et al., 2000].

Turkey as a developing country serves as an interesting case to illustrate the experiences of R&D-based start-
ups. Since 2010, the Turkish government has provided an increasing amount of seed funding to university
graduates who intend to establish a start-up with the goal of developing a high-tech, R&D-based product and
commercializing it [MSIT, 2014]. The name of this program is ‘Techno-Entrepreneurship. However, to the
best of our knowledge, as of 2016, no qualitative research on the experiences of these techno-entrepreneurs
has been published.

The topic of the present research concerns how entrepreneurs build relationships with third parties as the
potential stakeholders of an R&D-based start-up. In section one; we begin with a literature review, presenting
the different theories on stakeholder relationships as far as entrepreneurship is concerned. Section two presents
our methodology, coding, and analysis based on the justified use of a qualitative approach. Section three
contains our case profiles, while section four provides an analysis of the following themes: the counterbalancing
of stakeholder power, learning by the entrepreneur as a by-product of stakeholder interactions, and earning
one’s reputation through ethical and passionate business practices. Building upon these preliminary findings,
section five, draws three main hypotheses that could be the subject of further research, and section six presents
the article’s conclusions.

In many countries, governments consider R&D-based start-ups significant contributors to economic growth

Literature Review

The establishment of an R&D-based start-up isarisky endeavor that requires a balance between the technological
search process and business capabilities. Not only must an entrepreneur focus on R&D activities to create a
feasible product, but he/she must also create a commercially viable and sustainable organization. Most of the
time, R&D capabilities and business capabilities are found among a variety of different individuals [Daniels,
Hofer, 1993]. The task becomes more difficult for recent engineering graduates who are neither scientists nor
business people. Therefore, it is critical for these new techno-entrepreneurs (those who set up a business based
on R&D) to develop strong relationships with stakeholders through which they can access both scientific
knowledge and commercial know-how.

The resource dependence theory states that an organization is dependent upon accessible resources in its
environment for its survival [Pfeffer, Salancik, 1978]. The extent of this dependence is directly proportional
to the significance of a particular resource for the organization. Investors, those who control the resources,
determine the subject of investment [Frooman, 1999; Pfeffer, Salancik, 1978]. In the case of R&D-based
start-ups, scientific and commercial knowledge are the critical resources they need. Thus, the owners of such
resources are the people that the entrepreneur must reach and involve in the initial stages of founding an
enterprise.

Stemming partly from the resource dependence theory, the stakeholder theory defines stakeholders as “any
group or individual who can affect or is affected by the achievement of an organization’s objectives” [Freeman,
1984, p. 46]. The stakeholder theory states that the salience of stakeholders depends on three main concepts power,
legitimacy, and urgency. The power of a stakeholder emerges from the dependence of a firm on stakeholders
for resources [Mitchell et al., 1997]. As the dependence of the organization on the resource increases, the power
of the stakeholder on the organization also grows [Frooman, 1999]. The legitimacy of a stakeholder has to do
with the negotiating relationship between the stakeholder and the start-up’s managers. Those who have a claim
on the start-up have legitimacy. Most of the time, power is assumed to be coupled with legitimacy, yet, not
every legitimate stakeholder has power or influence such as the case of ‘minority shareholders. The opposite
also holds, illegitimate stakeholders could have great power as in the case of ‘corporate raiders. Urgency is
defined as “the degree to which stakeholder claims call for immediate attention” [Mitchell et al., 1997, p. 867].
When legitimacy and urgency coincide, the need for being heard by decision-makers increases. When power
and urgency are simultaneously present, the stakeholder takes action. When power, legitimacy and urgency all
coincide, both parties acknowledge the situation and take action in a reciprocal manner.

As these theories were mainly conceptualized for existing firms, not start-ups, they fall short of identifying
who should be the stakeholders of start-ups. The theory of effectuation proposed by Sarasvathy [Sarasvathy,
2001] was developed to explain entrepreneurship, but lacks an explanation regarding the relationships with
stakeholders. There is a void in the literature on how stakeholder relationships are formed at the time of
establishing a start-up, particularly when the start-up actively pursues R&D.

Steyaert [Steyaert, 1997] claims that in order to comprehend entrepreneurship as a process, one has to study
‘stories’ of start-ups because they are context-dependent. The local conditions exert forces that shape the
behavior of entrepreneurs. Thus, in this work, we chose to take a qualitative approach and collect local stories
of R&D-based start-ups in Ankara, Turkey.
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When a firm is in the process of being created, stakeholder relationships are already forming. As a result,
entrepreneurs choose the stakeholders with whom they want to build such connections. The relationships
they would invest in would be those with investors who would help them realize their start-up [Sarasvathy,
2001]. For instance, a recent engineering graduate, who wants to turn his class project into a commercial
product most likely knows what knowledge he lacks but does not know where to find sources of knowledge
and support. Furthermore, if he approaches a professor, will the professor spare his precious time on this
project? Assuming he somehow comes up with a technologically feasible prototype, who should he ask for help
when it is time to market the product, set up an enterprise, and finance the venture?

Methodology

Evers et al. [Evers et al., 2012, p. 55] note: “the CEO/founder entrepreneur is the key decision maker for driving
the companies forward from inception and leveraging their stakeholder relationships”. Moving from this
finding, in this study we conducted in-depth interviews with the founders of R&D-based start-ups. In order to
reach R&D-based start-ups, we used a list of start-ups that participated in a project fair organized by the Ankara
Development Agency in 2012. A common feature of these start-ups is that they were all founded in 2011 upon
receiving seed capital of 100.000 TL' from the Turkish Ministry of Science, Industry and Technology on the
condition that they engage in R&D. We considered only those start-ups in the manufacturing sector so that we
could have some common ground in the sample. Thus, we used criterion sampling [Patton, 2002]. The criterion
was that the manufacturing sector start-ups that attended the project fair of the Ankara Development Agency
in 2012. The attendees of the project fair were announced on a list containing the names and contact details
of the entrepreneurs, the industry and some information about the product they intended to promote at the
fair. One downside of using such a list is that not all entrepreneurs who received the techno-entrepreneurship
grant from the Ministry of Science, Industry and Technology attended this fair. Therefore, there might be a
bias towards those who were able to successfully develop a prototype in the year following the receipt of this
grant. However, since there was no other way to obtain the contact information of these techno-entrepreneurs,
we had to deal with what information was publicly available. Between the months of June and August 2015, we
contacted 12 different entrepreneurs in the manufacturing sector to conduct in-depth interviews. Since our
aim was to explore the period of developing stakeholder relationships, and to avoid generalizing the findings,
a small number of cases could be used to derive rich and meaningful information [Coviello, Jones, 2004].
According to Patton [Patton, 2002, p. 245]: “The validity, meaningfulness, insights generated from a qualitative
inquiry have to do more with the information richness or the cases selected and the observational (analytical)
capabilities of the researcher than with the sample size”. Thus, we picked three cases for this study as they were
the most rich and illustrative.

Coding and Analysis

Our work is built upon the principles of grounded theory, which was developed using inductive methods
based on information gathered over the course of social research [Strauss, Curbin, 1990]. According to this
theory, the research questions of the study are considered preliminary and are expected to change as findings
are uncovered. Given that before conducting the research, the researcher observes only the outcome of what
has taken place, he or she does not know how the processes unfolded. Therefore, the research questions take
shape as the researcher learns the whole story from the perspective of the study subjects [Maxwell, 1996].
A guiding principle of grounded theory is constant comparison, which means the components of the theory
are developed and refined throughout the study. As concepts emerge, they are compared with new data and
refined until saturation takes place. In this study, the data was collected using semi-structured and open-ended
interviews with founding entrepreneurs [Eriksson, Kovalainen, 2008]. The interviews were conducted at the
interviewee’s premises and yielded visual data on the work environment of the entrepreneurs. Voice recordings
were transcribed as soon as possible after the interviews and reviewed for any errors by the researcher. Coding
was performed using QDAMiner Lite software.

Trustworthiness

After each case was written, they were sent to the entrepreneurs or founding partners, who reviewed them
for accuracy. In one case, the entrepreneur provided some supplemental information. All three approved our
unbiased approach. To provide investigator triangulation, two evaluators reviewed the material in each case.
This approach allowed us to compare and contrast independent judgements and interpretations concerning
the content of the material.

Case Profiles

Firm A was founded by a chemistry major from a private university in Ankara in 2012. This was the founder’s
second start-up. In 2011, the founder received the techno-entrepreneurship grant and set up a lab in his
family’s summer house in the Kazan district outside of Ankara. After working for three months with a single
employee, a university classmate, they were able to develop the prototype. Yet, they could not complete all the
tests required for the project. One of the tests was not applicable to the materials they were using. For another
test, there was not enough time to apply to the Turkish Standards Institute (TSI), so instead of TSI testing, the
entrepreneur developed his own test for the prototype with the help of a friend. However, the academic monitor
appointed by the ministry required word-for-word compliance with the project guidelines and finding that
a test was missing, reported this violation to the ministry. As such, the activities of the firm were suspended.

In 2012, after meeting his employee’s boyfriend at a barbeque party and learning that his area of PhD research
was laser technology, he asked if it was possible to develop a new laser hair removal device. Upon receiving

100,000 TL was about 48,000 euro and $65,000 in 2010 as per the Turkish Central Bank exchange rates.
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an enthusiastic ‘yes, the founder and his new partner began working on this project, applied for the techno-
entrepreneurship grant and received it one more time. The founder had high hopes for this product because
the founder’s aunt was running a beauty parlor and the founder knew laser hair removal devices on the
market often burned the skin along with the hair, so a device that would not harm the user’s complexion had
a high chance of success on the market. While developing the laser hair removal device, the founder and his
partner published two articles in a medical journal and received one patent. However, they ran out of cash and
applied for a subsidy from the Scientific and Research Council of Turkey (TUBITAK) in 2013. Although their
subsidy was approved in March, the money was delayed for eight months and did not arrive until September.
Meanwhile the founder asked for help from his parents and they mortgaged their flat, which financed the firm
in the interim period. Two days before the flat was to be sold, the cash they expected from TUBITAK arrived,
which saved the apartment.

As of July 2015, the firm had nine employees, held a patent with two more applications pending. The firm had
received support from an angel investor in return for 30% of the firm’s shares. With the new investment, the
firm’s current goal is to launch the product on the domestic and two foreign markets.

Firm B has two partners, E.C and H.K. Both majored in mechanical engineering and met in 2003 when they
were working on the design and development of a solar-powered car. By September 2010, they had applied for
the techno-entrepreneurship grant for two different business ideas and had also accumulated work experience
throughout this period. Having won R&D grants for both business ideas, they first started out with two firms
aimed at the same markets, municipalities that in the end were not prepared to buy their products. They
therefore halted both projects and set up a design-based manufacturing firm as they saw a market in this area.
Previously one of the partners, H.K., had worked with an Austrian firm and was still in contact with it. Upon
a request from that firm, they created their first custom-made chandelier, which was installed on a U.S.-based
intercontinental cruise line. The cruise-line, which was a client of the Austrian firm, was delighted with the
product. This encouraged more orders and given that they only had a 44-square-meter office at a technopark,
the founders soon felt they needed a larger space to begin manufacturing work in addition to design. In
addition to the office, they decided to rent a four story-building with 800 square meters of closed space and
100 square meters of open area in the Organized Industrial Region in Ankara (OSTIM)?. On the ground floor
manufacturing took place, the first floor hosted the office space, mechatronics works, and a dormitory. The
basement and the second floor were allocated for storage, assembly lines and testing areas. E.C. explained
the need for a dormitory: ‘We get exhausted from work... Lose track of time... Need to look at the calendar
to know which day it is, but I certainly know that in seven days this chandelier needs to be manufactured,
assembled, installed, shipped, etc. ... For the past year, I have literally lived in this place.

All of their sales were exported and they have not sold a single product on the domestic market. Their products
are unique because they are custom-designed and manufactured per the wishes of the customer. They have
local and international suppliers including those from: Egypt, Slovakia, the U.S., China, and Austria. In order
to decide whether to work with an international supplier or not, they fly to the country, visit the firm, see the
products and then make their decision. Thus, when H.K. leaves home to check out suppliers, he ‘could leave
for one or two weeks with a single piece of luggage, but may end up spending one to two months with the same
luggage As of July 2015, the firm had 15 employees. The financial value of the project they have on hand, is the
highest it has ever been in the company’s entire history.

Firm C was founded by an Electricity and Electronics Engineering major from a private university in Ankara.
In 2010, while she was a graduate student working on her thesis project under the guidance of a professor, she
developed a unique product. At the time, this product was not being produced in Turkey. She developed the
design and wrote an academic paper on it. This paper was submitted to an academic conference in Turkey,
where it received the award for best student paper. After applying for the techno-entrepreneurship grant and
receiving what she called ‘free money, the firm was founded in April 2011 despite strong objections from her
father. Her father, a civil servant turned entrepreneur disapproved of her efforts at creating a start-up, declaring
‘you should be a civil servant, entrepreneurship is unbearably difficult, and you will have to sacrifice too much.
If you take this grant, I will not talk to you’ Her mother also sided with her father. However, her older brother
supported her, so she started her own venture and her father stopped talking to her. Initially she had no partners
but her professor, who was the advisor for her thesis project and supported her whole-heartedly. The rector of
the university also was a professor of hers, and upon hearing of her success in receiving seed funding (among
all the grant receivers, she was the only grant recipient from her university), the rector offered her a free office
with all utilities paid. By the time she began working, she had three former classmates looking for employment,
so she offered them jobs. Together, they developed different versions of the first product. When it was time to
find customers, they literally started knocking on doors around campus to tell potential customers that ‘they
were students who had created a product, would they be interested in buying it?’ As they found customers
and began manufacturing, they also began earning good profits. After deducting expenses and taxes, the
entrepreneur distributed all earnings equally among her employees, as if they were her partners. However, one
of her employees left for military service while another decided to become a civil servant and quit the company.
In the meantime, the entrepreneur finished her master’s degree studies and began a PhD program, both of
which were focused on electronics. Her professor stood with her at all times. However, the university’s support
was not as reliable. There were a couple of times that the university administration asked her to leave and she
started looking for a new place. The university administration either retreated or asked her to change her office
to another building, which cost her as each time she moved, she had to change her legal address. As a result of
these changes, she bought an office building to be safe in case the university administration decided they could
no longer host her business. Yet, in her office at the university, with her remaining employee, she worked very
hard (i.e., there were times when they worked for 20 hours a day). Together they acquired increasing amounts

2 OSTIM is an organized industrial region in Ankara. Established in 1967, OSTIM accomodates 5,200 SMEs employing 60,000 people
within an area of 5 million square meters ( http://www.ostim.org.tr/p/5244).
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of business and accumulated sound references. However, after a year or so, to her surprise, the entrepreneur
found out that this employee had been doing business behind her back. This incident caused the entrepreneur
so much stress that she developed diabetes. After parting ways with that employee and her dealing with health
issues, she faced pressure from her father once again, who said: T will not die in peace before I see you working
as a civil servant. Thus, she decided to switch career paths and found a teaching job at a state university, but
could not stand the idea of closing down her firm. As a means of truce with her family, she took on the teaching
job as a civil servant and made her mother a partner since she could not both own a firm and work as a civil
servant at the same time. By that time, she had developed sound enough relationships with a manufacturing
firm that took over her firm’s manufacturing operations, which decreased her dependence on employees. In
return, she began undertaking R&D projects for that firm. She started to work part-time at the firm along
with her teaching job. As of 2015, with one pending and one new patent application under review, the firm
was a partnership with the entrepreneur in charge of R&D. Manufacturing operations were outsourced to a
50-year-old local firm. As of July 2015, the firm had developed 150 different products and accumulated sound
references through which new customers were coming to the firm.

Analysis
Entrepreneurs benefit from the counterbalancing power of the stakeholders

The ‘story’ of each start-up is unique but a common point emerging in all is the development of a start-up
amidst, crudely speaking, two opposing forces. Tables 1-3 present a chronological summary of the milestones
as these opposing forces take action. The aim here is to see when each stakeholder emerges in the timeline
and the events defining a stakeholder’s relationship with the entrepreneur. The left-hand column contains
problematic or “challenger” stakeholders and the right-hand column contains “supporter” stakeholders. The
numbers follow the chronological order of events that unfolded with each stakeholder. For each case, three
periods are detected as indicated by period numbers in the column on the far left. A significant event marks
the end of a period and the beginning of a new one.

On one hand, there are the challenger stakeholders and on the other, there are those who provide support.
In each case, the challenger stakeholder is a different one, but to alleviate the pressure from the challenger
stakeholders, the entrepreneur relies upon support from other stakeholders. For example, the entrepreneur
in Case C had to face her father’s strong opposition after receiving the seed funding. In this first instance of
pressure from her father, she relies on three other stakeholders: her professor, her older brother and her alma
mater’s rector. Her professor supported her by saying: “My father did not allow me to start my own business.
Had I given it a try, I may have been in a very different place. I am a professor now, fine, but you go ahead and
try. If you fail, you fail, but at least you will know you have tried” Her older brother supported her and said:
‘Don't listen to them (our parents), go ahead and found your venture”. The rector of the university she was
attending at the time also backed her and said: “I will provide a place of your fancy on the university premises,
free of charge. Utilities will also be paid by the university”

«

However, as her business took oft and as she went through serious employee-related problems, she developed
diabetes, upon which the pressure from her father reached its peak. This time, her father said: “I will not die in
peace if I do not see you working as a civil servant before I die”. She believed her father wanted to protect her
from the harshness of the entrepreneurial world, so partly yielding, she found a job at a state university and
outsourced her manufacturing operations to a local subcontractor. From then on she engaged only in R&D
work, both for her own venture and for the local subcontractor. However, unable to contemplate closing down
her business, she re-registered her company with her mother as the legal owner. In this second instance of
pressure from her father, she emphasized the critical role played by the emotional support from her husband
and the knowledge support from her professor.

Table 1. A structured summary of the case profile as far as the process of building relationships with

stakeholders is concerned: Case A

Period Challenger Stakeholder Supporter Stakeholder
I 5. Technical performance monitor, 1. Professional former banker teaches the entrepreneur how to prepare a project proposal.
appointed by the ministry to provide

technical control over the project, expects . . ,
full compliance with the predefined tasks |3- A friend from university becomes the entrepreneur’s first employee.

of the R&D project proposal, which turn | 4. Parents let the entrepreneur use their summer house as a laboratory to develop the

2. Ministry provides seed funding.

out to be unattainable due to technical prototype.
reasons. 6. The project performance monitor from the ministry defends the entrepreneur
7. Mlinistry suspends the project. concerning the negative report of the technical monitor.
Major event The entrepreneur develops another idea, receives another state grant, and launches his second venture.
I 9. State funding arrives after a delay of 8. New (current) partner joins the firm, bringing the necessary knowledge and extra
eight months. Entrepreneur has serious financing.

cash management problems in this

S . 10. An accountant provides key financial information and prevents bankruptcy.
interim period..

11. Family apartment is mortgaged to finance the venture until the promised state funds

13. Personnel management issues arise. arrive.

12. Second group of progress monitoring staff for state funding provides practical
information on where to purchase materials at affordable prices.

Major event A new product is developed, a patent is granted, another patent application is pending.
11T 15. The investment negotiations take longer | 14. Business angel agrees to invest in the firm.
than expected. 16. One of the partners in the business angel investment firm is interested in whether or

not they can survive this period.

Source: compiled by the author.
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Table 2. A structured summary of the case profile as far as the process of building relationships

with stakeholders is concerned: Case B

Period Challenger Stakeholder Supporter Stakeholder
I 4. Potential customer of the prototype is the 1. Ministry provides seed funding.
municipality, a monopsony arises, a situation in

hich there is onl buyer, who, in the end, d
¥0t1 %uy t‘flr:;i(?é‘u‘ﬁf rie DUYeEL who, T The R €O 1 3 The partners divide the work of running their enterprise: E.C. undertakes

paperwork, H.K. carries out engineering work.
Major event Partners change their business idea to one where their customer is ready.

II 5. Foreign customer orders a custom design product | 6. Foreign customer orders a product.
as imagined by the end-user.

2. Performance monitoring staff of the ministry eases bureaucratic procedures.

7. Local suppliers act as sources of knowledge.
8. International suppliers provide high-quality materials.
9. Accountant helps decipher legal documents.

Major event A manager joins the team.
I 13. Foreign customer is the ONLY customer and the | 10. Foreign customer brings in increasing amounts of business from all over the
start-up cannot afford to lose it, grows increasingly | world.

dependent upon this customer.

11. Employees work overtime.
14. Employees do not comply with workplace safety

12. New manager reduces costs by cutting waste, improving inventor
standards. 3 Y J P J ¥

management and employee morale.

Source: compiled by the author.

Another example of balancing the influence of stakeholders is illustrated in Case A. Over the course of
developing the prototype promised to the ministry, the start-up in Case A faced a very negative performance
assessment report written by the academician who monitors their performance from a technical point of
view. The author of the report expected full compliance with the pre-specified criteria outlined in the project
proposal. However, as the research progressed, the entrepreneur found that those tests were not applicable to
the materials they used in the project. The progress monitor was not satisfied with this explanation and filed a
negative report with the ministry. Yet, a bureaucrat monitoring the project’s progress at the ministry defended
their progress at an assessment meeting and helped to mitigate the punishment imposed on the company,
which was the ‘suspension of payment for the project until a prototype was completed. In this case, the start-
up survived pressure from the ministry due to help from a ministry official. In the second period, the same
entrepreneur set up another start-up and endured a major financial crisis given that the expected state grant
was delayed for eight months. Although this pressure from the state was not an intentional, the urgency of
the matter exerted enough pressure on the entrepreneur that he was forced to resort to the support of two major
stakeholders. Following the advice of a financial advisor and relying on cash generated by the mortgage on the
founding partner’s family apartment, the start-up survived this period. This story is a good case supporting the
stakeholder theory [Mitchell et al., 1997], where power, legitimacy and urgency are all in play.

Each start-up developed relationships with different stakeholders according to the needs of the firm at a particular
time. Of particular interest are the changes in a stakeholder’s position, from challenger to supporter or vice versa,
depending on what they expected of the firm. Case B is a good example of a start-up that adapted to the pressing
circumstances at the initial stages of founding a business, who radically changed the business and stakeholders.
At the time of the establishment of the firm in case B, the monopsony of the municipality exerted too many
challenges to overcome. Once the start-up successfully developed the prototype they promised to the ministry,
over that first year, the ministry’s progress monitor helped the entrepreneurs in such a way that E.C., one of
the founding entrepreneurs, expressed his gratitude and said: ‘T would carry him on my back’ However, in the

Table 3. A structured summary of the case profile as far as the process of building relationships

with stakeholders is concerned: Case C

Period Challenger Stakeholder Supporter Stakeholder

I 2. Father strongly opposes the entrepreneur’s 1. Ministry provides seed funding.
idea of establishing a venture.

3. Older brother, her boyfriend and a professor provide emotional support.
4. Professor from her alma mater provides knowledge support.

5. University’s rector provides incubator conditions.
Major event | Another state grant is received, which is used to hire some former classmates as employees.

II 9. Some of the employees leave, one participates | 6. New employees contribute to growing manufacturing operations.
in shady dealings with another company using

7. University still provides incubation (free space and utilities).
the assets of the entrepreneur. Y P ( P )

8. Professor and boyfriend still provide emotional support.
10. Customers’ receivable collection takes time 4 P PP

and is sometimes impossible. 11. New customers are found through connections made during a workshop for

female entrepreneurs.
12. Father pressures the entrepreneur to shut P

down her business entirely.
Major event | The entrepreneur develops diabetes, finds a job as a civil servant, but continues work with her start-up.

III 13. Father still objects to the start-up. 14. Mother becomes a legal partner; the entrepreneur’s commercial success changes
her father’s attitude towards the venture, though he never admits it.

15. Husband takes over night-time installations.

16. The professor and the husband continue to provide psychological support.
17. Professor continues to act as a source of knowledge and know-how.

18. Local subcontractor takes over manufacturing.

19. Customers’ references bring in new orders and clients.

Source: compiled by the author.
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end, the municipality that was the founders’ only client, chose not to buy their product. This situation forced
the partners to act and accept an order from a foreign firm they had previously known. This firm’s sustained
demand gave life blood to the start-up. However, as time progressed, the company became dependent on this
single client, which posed enormous challenges. E.C. said: “Our customer is a 200-year-old firm in Austria...
to this day, we have never marketed anything. The firm in Austria is a team for us... We cannot do this business
without this Austrian firm” Thus, this stakeholder who initially helped breathe life into the venture became a
trap. As Schlange [Schlange, 2009] indicates, this is a case of a stakeholder relationship changing as the venture
grows. The power of this single stakeholder stems from the fact that if this customer stopped its orders, then
the firm would have no other customer to turn to. Thus, it has considerable influence over the start-up and
this stakeholder’s power is counterbalanced and somewhat offset by the support from the firm’s three other
stakeholders: local suppliers, employees, and international suppliers. Local suppliers provide knowledge and
the international suppliers provide high-quality materials and components for the custom-made products.
Finally, the employees play a key role by working overtime to meet shipment deadlines. The evolution of this
start-up also makes a case for the dynamic capabilities theory, which states that in order to meet the demands
of dynamic marketplaces, firms need to develop capabilities to acquire resources and learn new ways to deploy
those resources to meet the demands of the market [Zahra et al., 2006]. Dynamic capabilities are defined as

“the capacity of an organization to purposely create, extend and modify its resource base” [Helfat et al., 2007,
p- 4]. The change of the business in case B from one with no market to one with a client willing to place orders
(indicating a potential market) is certainly an example of the deliberate reorientation of a firm towards the
actual needs of the market.

In case A, after going through a number of periods of financial turmoil, eventually resorting to a business
angel’s investment in return for 30% of the firm, this entrepreneur’s actions are also an example of ‘deliberate
resource base extension’ Thus, these cases indicate that these entrepreneurs, were able to read the market and
determine the needs of the start-ups before finding the relevant resources and new stakeholders, who could
provide them.

Learning emerges as a by-product of stakeholder relationships

The entrepreneurs’ approach to learning could be summarized in this one instance. One day, the founding
entrepreneur’s partner in case A showed him an old photo and said: ‘Look, we are still not rich’ He objected
by saying: ‘On the contrary, we are awfully rich, we have learned so much. We did not know any of what
we now know’ The interactions with stakeholders create opportunities for learning. For the entrepreneurs
in case B, designing somebody’s dream chandelier requires both creativity and technical problem solving,
which is unique to every customer order. Therefore, in order to solve a different problem each time, they first
start out with their own solution, then turn to local suppliers to refine the technical details of the complete
manufacturing processes. E.C. said: “When we founded the firm, we were located in a technopark, but in time,
we opened up a place in OSTIM. Being located in OSTIM is the best thing when you need help with anything,
for instance, welding. At the university, I had learned about welding in one chapter but here, there are people
who have been welding for 30 years. We go and ask for their opinion and they say, “if I did not like you, I would
not help” but then they do. ... In return, we help that person choose the type of computer he needs to buy for
his son... For us this is a trivial thing” For the entrepreneur in Case C, her knowledge source was her professor.
She said: “My professor was always there for me even when he was exhausted from work. When I ask for help,
he drops everything else. This person is also a dean, so he has administrative work in addition to academic
work, but still he helps me. He does not even expect anything in return” As we can see from these two cases,
the interaction between the stakeholders and the entrepreneurs gives the latter access to detailed knowledge
on rather specific topics.

While having supportive stakeholders who are willing to share their knowledge with the entrepreneurs is
a critical element, these entrepreneurs need to learn quite a lot on their own as well. For instance, the entrepreneur
in case C said: “Whenever I asked for help from my accountant, he would say you can find this out on your
own, so I had to learn. Sure, he gave some guidance, but I learned tax and social security procedures, all of
those, on my own. Now I know enough not to depend on anyone else concerning accounting or legal matters.”
E.C., one of the founding partners in Case B, also said: “We learned tax matters and other legal matters by
making mistakes. They were not lethal mistakes, thank God... Today we read all the laws and regulations
related to us.... When we read a paragraph for the eighth time and still do not comprehend it, we will then
resort to the financial advisor. He does not answer us a couple of times, then, we take the material to him at
night and tell him that if he does not read the material, we will find another financial advisor. Then he reads and
advises” These issues of ‘learning by doing” have to do with investing time, but there are other instances where
investing time is certainly not enough, these are examples of when ‘people matter’ In both Case A and Case C,
where university graduates were hired as employees, they were treated as equals by the founding entrepreneurs,
however, both entrepreneurs remarked that such treatment was inappropriate and they learned this lesson the
hard way. The founding partner in case A said: “There is nothing technical that cannot be solved, but human
relations are tough. For instance, we used to distribute bonuses following the closure of a project. We should
not have done this. Some people worked only for the bonus. ... What's more, they regret their work with you
in absence of a bonus and say this to your face” The entrepreneur in Case C, after the backhanded dealings
of her employee, could not take the matter to court as she had no contract with the employee, who happened
to be her ‘friend. After the fact, she said: “Coworkers should be people you can command and they should
sign a confidentiality agreement and a non-competition agreement when joining the firm”. These instances
demonstrate that the entrepreneurs benefited from ‘learning by doing’ [Cope, 2005], which consists of lessons
learned from one’s own mistakes, or lessons learned after encountering and solving problems [Deakins, Freel,
1998; Young, Sexton, 1997]. Dalley and Hamilton (2000) underline the importance of experience: “It seems
accepted that there are no shortcuts in the learning process, that surviving various ‘trials by fire’ is almost a rite
of passage, and that there can never be any substitute for experience” [Dalley, Hamilton, 2000, p. 55].
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Learning is such a key part of their venture that these entrepreneurs seek willingness to learn in their
stakeholders, for instance, their employees. The founding partner in Case A said: “..when we are recruiting, we
try to see if this person is curious, if they want to learn. For instance, recently we recruited a university graduate,
whom we found through his website where he exhibited a quadcopter he made completely on his own. We
were so excited to find such a person. He was eager to work with us. Then my partner assigned him a project
to assess his abilities. This person could not do the project and was discouraged right away. Even though we
tried to talk to him and make him stay with us, he went back to Adiyaman (his hometown). This taught us
we should not push people too far ... What we care about is the employee’s interest in problem solving... We
pose a problem to him. If he is interested on his own, that is what we are after” A similar approach towards
employees is also present in case B where E.C said: “We encourage our employees to further their education,
by either helping them with their homework assignments or tutoring them on some of their class material”
These instances indicate that they seek ‘curiosity’ and ‘willingness to work hard to learn’ in their employees. Yet
as these entrepreneurs are not experienced in ‘people management; they learn from their own mistakes, they
learn how to better manage the employees. As E.C. in case B said: “Sometimes you may need to argue with your
own staff to make them wear safety glasses. We do not want anything bad to happen to the people we work
with. Money is earned and lost, but you have to keep the team going”

Learning also takes place as incidents unfold with customers and suppliers. The entrepreneur in Case C said:

“There are so many people from whom I still cannot collect my receivables. ... For instance, one day before my
wedding, I delivered a product to a customer and did not ask for payment then. Later, when I asked for the
payment, the customer said, “You should not have delivered the product without receiving the payment, and
this was supposed to be a lesson to me. He has not paid to this day... Today, I still deliver my products and still
do not insist on immediate payment, but at least I make them sign a paper saying they received the items” The
founding partner in Case A said: “Previously, we were rather naive, but now all these delays in cash collections
either from customers or from the state taught us to be extra cautious... Although we signed an agreement with
a business angel, [ am preparing my budget as if that financing will never arrive...” The firm in case B suffered
from suppliers overcharging it for materials. E.C. from case B said: “Let’s say I bought a component from you
and then I check the price on the market and realize that the market price is a third of what I paid. This happens
all the time. Even the people you trust can do this once you stop price scanning.”

In the literature, these experiences are referred to as the “affective” mode of learning, which is a personally
experienced type of learning. The “affective mode of learning finds expression through ‘being there, through
immersion in an experience” [Postle, 1993, p. 33]. The different learning schemes of the entrepreneurs are
summed up in the words of Gibb (1997) as: “The predominant contextual learning mode in this environment is
that of...learning from peers; learning by doing; learning from feedback from customers and suppliers; learning
by copying; learning by experiment; learning by problem solving and opportunity taking; and learning from
making mistakes” [Gibb, 1997, p. 19].

One’s reputation is earned through ethical and passionate business practices

Some of the entrepreneurs business practices helped them gain a good reputation in the eyes of their stakeholders,
particularly customers. The entrepreneur in case C emphasized the contribution of ethical business practices
to her firms reputation: “. a customer comes asking for the development of a product. If we find the product
on the market, we refer the customer to that firm. Most people do not behave in this way. They purchase the
item and resell it to the customer. However, our behavior leaves an impression of a ‘trustworthy’ firm and this
always has a positive return’. The entrepreneurs in case B recall the first time they shipped their first order of
32 chandeliers abroad. While expecting the ‘appreciation of their work’ from the end-user, they received the
news that all of the chandeliers were damaged during the shipment. Therefore, they had all of the products
shipped back, fixed them one by one, and this time carefully packaged them for a safe trip. Eventually, the end-
user was happy with the result and their behavior proved their ‘trustworthiness’ in the eyes of their customer.
The literature underlines the significance of ethical business practices: “Personal reputation is an important
asset, because it reduces uncertainty concerning future behavior by signaling that the individual is trustworthy
and has the necessary abilities to deal with workplace demands” [Neves, Story, 2015, p. 172].

In his eight years of research on entrepreneurs Sirolli [Sirolli, 2003] concluded that the essential ingredient of
entrepreneurship is ‘passion’ E.C. in Case B said: “Have you ever seen a cat that could ignore playing with a

ball of yarn? To us that is how a new order is, we like solving problems... I can do any other job, like sweeping

floors or working in sewage or xeroxing at a bank, but people would think I am a psychopath because when I

am xeroxing a document, that paper has to be placed perfectly in the machine. ...We have a lot of obsessions

like this. If something does not turn out as it is supposed to, we continue to work on it until we are satisfied...
We are constantly in search of excellence...” The same passion for new product development is also apparent in

the entrepreneur in case C who said: “T do not sell an existing product just because there is a market for it. It is

something that I can sell, but I do not get any joy out of it. I like developing new products” The entrepreneur in

case A said: “My partner and I have a notebook in which we write down our business ideas. We like developing
new things. Our goal in the future is to buy 10-20 acres of land and start an R&D center where people can live

and work” The passion to generate new products, meet technological challenges head-on is a common driving
force found among these three entrepreneurs.

Discussion

Most research assumes that family will be supportive of a new venture [Briiderl, Preisendérfer, 1998]. Family is
seen as provider of emotional support in the establishment stage of a venture and a source of tacit knowledge.
The entrepreneur enjoys trusted feedback from their family members regarding business ideas [Rosenblatt et
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al., 1985]. As entrepreneurs prefer to discuss their ideas in confidence, they feel secure talking to their family
members [Greve, Salaf, 2003]. Furthermore, family also often acts as the provider of initial capital [Anderson et
al., 2005; Greve, Salaf, 2003; Conti et al., 2013]. However, the findings of our work revealed some unexpected
conclusions. One was the case of family acting as the key provider of critical finance by mortgaging the family
apartment. This case is in line with the literature [Bygrave et al., 2003], but then there was the case a family
member acting as the biggest obstacle to the entrepreneur’s start-up. One piece of research [Anderson et al.,
2005] described the case of an entrepreneur who would not let his son work at his firm thinking that it would
damage his son’s development. Thus, the following could be proposed:

Hypothesis 1: Family members’ strong opposition to an entrepreneur’ start-up efforts could simply arise in order
to protect’ the entrepreneur from potential harm caused by such a risky endeavor.

Yet such a proposition merits further research because this specific case could be an idiosyncratic one. First,
whether or not this is a unique case should be studied and secondly; if this case is not an anomoly, then more
data should be collected to elucidate the reasons behind such ‘protective’ behavior.

In Turkey, while the state aims to support entrepreneurship, the people who carry out these well-intended
policies may not be acting in compliance with the state’s final goal. As the above cases illustrate, the performance
monitoring staff of the state, who are appointed to assess the performance of start-ups, may either pave the way
for the entrepreneur, clearing the road of bureaucratic obstacles, or may kill a start-up in its infancy for not
complying with the myriad bureaucratic procedures. Since these people are ‘acting’” stakeholders in the name
of the state, the entrepreneur needs to adhere to the predefined success criteria of the project expected by the
state. In the literature, researchers suggest that this inflexible attitude of the state staft might be explained by
‘causation driven logic’ while the problem-solving and creativity-based approach of the entrepreneurs could be
classified as effectuation (situational) driven logic [Sarasvathy, 2008].

Sarasvathy explains the difference between causal and effectual (situational) thinking by giving the example of
two chefs [Ibid.]. In the causal case, the chef starts the cooking process by first picking a menu. Then he finds
the recipes for each item on the menu. Next, he does the necessary shopping for ingredients, arranges the pots
and pans, and all the relevant other material and finally cooks the meal. The causal process starts with the goal
and proceeds with consecutive, well-planned steps to achieve the goal. In the effectual case, the chef first checks
the kitchen to see what ingredients and materials are available. Then he designs the menus based on what he
has on hand. As a matter of fact, the menu is created along with the meal. The effectual chef starts with what he
finds in the kitchen, and ‘designs’ possible dishes according to the ingredients on hand.

Dutta and Thornhill [Dutta, Thornhill, 2014, p. 156] state that entrepreneurs “may become compelled to adopt
a causation-oriented cognitive logic for the venture under pressure from external investors that expect the
entrepreneur to provide a detailed, incremental business plan with clearly articulated future scenarios for the
venture ...” In the three cases that were presented in this paper, the pressure from the state was exerted if the
firms did not follow causal logic and state officials empathized compliance with the prespecified plans that
were made before the venture was even started. Furthermore, a study based on six years of longitudinal data
[Honig, Samuelson, 2009] finds no significant positive relationship between business planning and commercial
performance. Thus, the following proposition could be made based on the cases analyzed here.

Hypothesis 2: Differences between the mindsets of the state and the entrepreneut; such as those between causal and
situational logic, prematurely end potentially successful ventures.

Ethical and passionate business practices are common traits that these three entrepreneurs share. The ethical
conduct of a business reflects their stance in the business world and they believe this has benefits in the form
of ‘a good reputation, which may bring in future stakeholders, i.e., customers. At this point, one wonders, what
do the customers feel about the ethical practices of a no-name start-up? How would the passionate attitude of
these entrepreneurs affect their stakeholders? These two questions lead one to propose the following:

Hypothesis 3: Ethical and passionate business practices leave a positive impression on third parties cooperating
with the start-up, and they may in turn become stakeholders in the future due to the traits they witness before
investing in the enterprise.

Conclusion

The aim of this paper was to explore the process of building relationships with stakeholders carried out by R&D-
based start-ups established after receiving the techno-entrepreneurship grant in Turkey. To this end, in-depth
interviews with the founders of three start-ups were conducted and analyzed. When analyzed chronologically,
the stakeholder formation process exhibited a structure where challenger and supporter stakeholders were
present at two opposing sides of the start-up where the entrepreneur benefited from the counterbalancing
effect of these forces. Two major stakeholder groups emerged at the founding stage of the businesses: the family
members and the state’s grant-handling officers.

The predominant finding in the literature was the supportive role of the family, however, in one of the cases,
we found a profound opposing force posed by one of the family members. Is this opposing force of the family
a unique case or is it representative of a subset of techno-entrepreneurs in Turkey? This should be the subject
of further study. Secondly, the logic of the state’s techno-entrepreneurship fund monitoring staff seems to be a
vital factor in the sustainability of the start-ups and the relationships in which entrepreneurs choose to invest.
Thus, such staft’s flexibility in understanding the mindsets of the entrepreneurs should be studied further.
Finally, the ethical and passionate conduct of business by these start-ups could be a factor drawing third parties
in to become stakeholders of these new firms. Therefore, this too could be the subject of further research.
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