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Abstract

This paper explores Technology Business Incubators (TBIs) and their chosen Business Incu-
bation Models. The business models of TBIs have been largely ignored or seen as explained
through stratification classifications (e.g. university incubator, virtual incubator etc.). Taking
a qualitative approach, five next generation TBIs clustered in the Zhongguancun region of
Beijing, the ‘Chinese Silicon Valley’, are analyzed. Framed in the resource-based view this
work contributes to the literature through the exploration of: (1) The strategies implemented
by next generation TBIs in China (2) The business models of these incubators (3) The fit
between each incubator’s business model and their respective strategy. Ultimately this study
disentangles how the varying availability of resources and incubatees’ ability to absorb these
resources guide incubator strategy.

Keywords Business incubator - Incubator strategy - Business model - Venture tenants -
China - TBI

JEL Classification O31 - 032 - 033 - 034

1 Introduction

Innovation and entrepreneurship is key to remaining competitive in today’s global econ-
omy. Recognition of such drivers of economic growth has resulted in many countries
adopting policies and initiatives that support business venturing. Technology business
incubators (TBIs) are one method; TBIs “assist technology-oriented entrepreneurs in the
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start-up and early development stage” through resource provision and business support
services (OECD 2010). The incubation concept links technology, capital, and expertise,
to leverage entrepreneurial talent, and accelerate the development of new firms, thereby
increasing the speed of technological exploitation (Grimaldi and Grandi 2005). TBIs
promote regional development (Xiao and North 2017) and enable start-ups to overcome
the ‘liability of newness’ by reducing market exposure and providing access to key
resources (Ferguson and Olofsson 2004).

A business incubator may also be referred to as an accelerator (Cohen 2013), sci-
ence park (Martin 1997), knowledge park (Bgllingtoft and Ulhgi 2005) and innovation
centre (Campbell 1989). Although the label may be different the objective of acting
as a resource providing, support system for incubatees as a means of enabling them to
ultimately create a functional stand alone business remains the same. Each incubator
needs a business model whereby “the content, structure, and governance of transactions
(are) designed so as to create value through the exploitation of business opportunities”
(Amit and Zott 2001, p. 511). However, where incubator business models are concerned
the nuances of the value creation perspective are largely ignored, treated like a black
box (Bergek and Norrman 2008), they are simplified as encompassed in the incuba-
tor archetype. The literature classifies incubators into six archetypes: the university
incubator, the independent commercial incubator, the regional business incubator, the
company-internal incubator, the virtual incubator (Carayannis and Von Zedtwitz 2005),
and more recently the corporate accelerator (Shankar and Shepherd 2019). These arche-
types highlight the competitive scope and strategic focus of an incubator, which shapes
the business model (Carayannis and Von Zedtwitz 2005). Yet, “no two incubators are
alike” (Allen and McCluskey 1990, p. 64), and even incubators with the same goals
have vastly different ways of achieving them (Bgllingtoft and Ulhgi 2005; Bergek and
Norrman 2008). The authors argue that more detail is needed in order to disentangle
how the varying availability of resources and incubatees’ ability to absorb them guide
incubator strategy beyond mere business model archetypes.

This paper examines the existing literature on the factors influencing TBI strategy, per-
formance, and business models. A framework is then developed to explore five cases of
next generation TBIs in the Zhongguancun region of Beijing, the ‘Chinese Silicon Val-
ley’. The TBIs are considered next generation because while first generation TBIs were
state owned and managed, this next generation of TBIs are independent, for-profit entities,
that focus on providing value-adding, tailored services rather than simply general, physical
resources. The five TBIs are—Kr Space, Innovation Works, Microsoft Cloud Accelerator,
Garage Coffee, and Beijing Maker Space. Data was gathered from face-to-face interviews
with founders/managers/chief operation officer (COO)’s of each TBI, in addition to site
visits and data gathered from secondary sources from online searches. TBIs aid post-indus-
trialized countries to maintain their competitiveness on the world stage. For the world’s
most populous nation, China, trying to balance the impact of slowed economic growth with
its need to maintain competitiveness, TBIs are critical. This paper examines the relation-
ship between incubator strategy and incubation business models, an important yet under-
studied topic (Bergek and Norrman 2008; Clarysse et al. 2005). The study examines the
following research questions: (1) What business strategies are implemented by new genera-
tion TBIs in China? (2) What business models are adopted by these new incubators? (3)
How do their business models match their business strategies?

The forthcoming section details the contemporary literature on incubator busi-
ness strategies and incubator business models after which a theoretical framework and
research methodology are presented. The paper then analyzes five cases of new generation

@ Springer



Exploring technology business incubators and their business...

China-based incubators followed by a discussion section and culminating with conclusions
and policy recommendations.

2 Literature review

Research on technology incubators began in the 1980s, focusing on defining the concept,
exploring influencing factors, and comparing university incubators and non- university
incubators (Tang et al. 2014). In the United States the first business incubator was estab-
lished in 1959 in Batavia, New York and throughout the 1960s and 1970s more incubation
programmes began to emerge as a means of stimulating economic revitalization (Hack-
ett and Dilts 2004). The 1980s and 1990s saw a notable increase in incubator diffusion
particularly across the United States. In China, the first TBI was established in 1987 and
by 1997 there were 80 TBIs primarily in the Eastern Chinese provinces (Xiao and North
2017). China’s incubators originated from the Torch Program, a State Council approved
initiative implemented by the Ministry of Science and Technology (MOST). The remit of
the Torch Program was to commercialize, industrialize, internationalize and develop Chi-
na’s technology sector (Dahai 2011). First generation TBIs were state-owned and managed,
following on from their success in recent years next generation TBIs have emerged, funded
by private investors (Xiao and North 2017). In the USA first wave incubator programmes
were aimed at job creation and economic prosperity whilst the second wave included a
more complete range of value adding services such as skills-enhancement, counseling, and
networking (Mian et al. 2016). The third wave includes a move towards multi-purpose,
mixed-use science parks whereby technology incubators exist within commercial and resi-
dential facilities.

The primary purpose of a TBI is to support start-ups in their early stages. In order to
effectively fulfill this purpose the business strategies of TBIs also adapted over the dec-
ades—as industries, technologies and expectations evolved. To financially benefit from
the success of their incubatees, incubators’ business models have also evolved in line with
the requirements and needs of companies (Grimaldi and Grandi 2005). Public incubators
obtain their revenue from fees and public funding while profit oriented incubators gain
profit from taking an equity stake, rent and/or fees from their incubatees (Grimaldi and
Grandi 2005). In return start-ups are offered a range of services from office space and wifi
to specialized mentoring and industry specific supports. TBIs can choose to wholly focus
on one sector and specialize on this niche or they may support a variety of firms from vari-
ous industries. This literature examines studies on incubation business models and incuba-
tor strategies with a goal of shedding light on the interplay between them in the context of
next generation TBIs.

2.1 Strategy and business models

The incubator landscape has evolved over time and accelerators may pursue a broad range
of different business models (Hausberg and Korreck 2018). However it is “only recently
research focusing primarily on the phenomenon of business incubators (has) gained trac-
tion” (Hausberg and Korreck 2018, p. 2). Studies on incubator business models remain
embryonic, yet the nature of strategy and the utilization of business models amongst incu-
bators is in-line with the core tenets of both concepts more generally. Strategy focuses on
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forming and maintaining a company’s competitive advantage. Competitor threat is a cen-
tral issue for strategy (Chesbrough and Rosenbloom 2002) yet when it comes to a com-
pany’s external environment, business models seldom consider questions about objective
setting, focusing instead on creating value for customers and successful practical operation
(Richardson 2008). A strategy can be complemented by several different business mod-
els (Casadesus-Masanell and Ricart 2010), strategy adapts with market changes and illus-
trates the uniqueness of customer value by strategic objective setting. Strategy determines
the choice of business model (Elliot 2002) by considering both internal capabilities and
external conditions (Casadesus-Masanell and Ricart 2010). From this perspective, strategy
drives business model innovation (Cortimiglia et al. 2016). In turn, business models focus
on the realization of customer value, which lays the foundation for a company’s competi-
tive advantage. Amit and Zott (2001) point out that business opportunities need to be real-
ized through practical business models. Increasingly scholars concur that business models
are a practical plan to realize strategic objectives (e.g. Johnson et al. 2008; Richardson
2008; Casadesus-Masanell and Ricart 2010; Hacklin and Wallnofer 2012). Whilst strat-
egy creates the macro, overarching vision for a firm, it is the business model that turns
this vision into a practical operational reality for capturing value (Teece 2010; Cortimiglia
et al. 2016). As such, a firm’s strategy and business model are complementary, yet separate
components. Therefore this study examines both and in particular explores the fit between
incubator strategy and their chosen business models.

2.2 Technology Business Incubator: TBIs

TBIs became prominent in the past 50 years as a way to promote and support entrepreneur-
ship in local and regional environments (Lamine et al. 2018). Incubators are embedded
in the regional ecosystems and “composed of key stakeholders such as industrial clusters,
academic institutions, research labs, banks, and investors” (Lamine et al. 2018, p. 1121).
The position and role of TBIs in the entrepreneurial ecosystem has lead to it being heralded
as an important mechanism to promote technology diffusion to the local economy (Etz-
kowitz and Klofsten 2005). While initially it was the government and public funding which
supported the activities of TBIs in more recent years private investors are moving into the
space. Setting up, running and managing TBIs has become a business in itself. TBIs are
no longer simply a consolidated vehicle for government to support and foster regional eco-
nomic development, they may also be profit-seeking vehicles harnessing the potential of
innovative firms. This professionalization of TBIs has also led to a change in business strat-
egies and business models they adopt. Furthermore their increasing prevalence and noted
success rates has made it attractive for start-ups to locate within a TBI as it offers them
credibility and legitimizes their activities at the early, stage-up phase (Totterman and Sten
2005). TBIs play a crucial role in their incubatees, the early-stage environment provided
by the TBI shapes the start-ups attitude to risk, exposes them to knowledge and helps them
develop necessary resources (Gately and Cunningham 2014).

2.3 Incubator business models

Capturing a value chain, consisting of value position, value creation, value delivery, and
value capture (Guang 2013), a business model “is more generic than a business strategy”
(Teece 2010, p. 180). Morris et al. (2005) summarize three perspectives on business model
research: the economic perspective, which focuses on how corporations make profit and
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maintain cash flow; the operational perspective, emphasizing that competitive advantage
should be formed through the firm’s internal systemic design (Liu and Wei 2013); and the
strategic perspective which treats business models as an integration of a series of processes
such as choosing a target customer, differentiation of offering, decisions on production,
resource allocation, marketing, customer value creation and the final profit decisions (Mor-
ris et al. 2005). Components of a business model framework tend to mainly focus on the
business’s value chain, resources, profit model, and core capabilities (Liang and Si 2010;
Chesbrough and Rosenbloom 2002; Schweizer 2005; Osterwalder 2004). Incubator busi-
ness models support start-up growth and enable incubators to create and capture value
from their start-ups (Amit and Zott 2001; George and Bock 2011). Incubator models have
adapted to suit the evolving needs of incubatees (Bruneel et al. 2012), moving from supply-
ing physical and financial resource support to early stage firms, to offering a broad range of
intangible high value-added services to knowledge intensive nascent businesses (Pauwels
et al. 2016).

Research on incubator business models centres on incubator features and operations.
Grimaldi and Grandi (2005) established an incubator appraisal framework, which includes
strategy, industry, location, startup period, incubation period, incubation service, and man-
agement group. Bergek and Norrman (2008) categorized incubators based on selective
standards, business support, and networking activity. Chinese scholars Si and Liang (2010)
conducted a comparative study on two Shanghai-based incubators, examining their respec-
tive target customers, value propositions, value chains, dynamic competencies and finance.
Furthermore, Chen and Li (2013) studied four incubators in Tianjin China and analyzed
different elements of their business models, and the compatibility between elements and
resources. Another study by Liu et al. (2014) is based on technology and market analysis
using four typical incubators as case studies, the findings highlight the key elements for
building a business incubator in addition to presenting four different types of innovative
paths. Meanwhile Ma and Chen (2014) focused on how the first Tianjin technology incuba-
tor business model came into being and evolved over time. Thus studies focused on incu-
bator business models concentrate on the key factors necessary for delivery of incubator
services and operation performance.

The aforementioned studies provide a solid foundation for this paper. Yet, there remains
sparse focus on the relationship between incubator business model and incubator strat-
egy. A business model is a structural template for achieving strategic goals (Amit and Zott
2001), thus to better understand incubator business models it is essential to gain insight
into incubator strategies.

2.4 Incubator business strategy

According to Teece (2010, p. 180) “selecting a business strategy is a more granular exer-
cise than designing a business model.” Extant literature on incubator strategy mainly
focuses on specific strategies, such as specialist/generalist strategies, whereby some schol-
ars (e.g. Aernoudt 2004; Grimaldi and Grandi 2005; Haapasalo and Ekholm 2004) believe
that the competitive advantage of incubators is determined by the business diversity of ven-
ture tenants. Specialist incubators may focus on start-ups in specific technological domains
while generalists are more encompassing. Such a perspective drove a flurry of comparative
studies on specialist versus generalist incubator strategies. Haapasalo and Ekholm (2004)
argued that specialist incubators are more effective and efficient than generalist ones as
incubators can provide more specific high-quality services and the commonalities amongst
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start-ups promote good relationships. However, Schwartz and Hornych (2008) found that
incubation startups in specialist incubator seldom cooperated with each other since they
must compete with each other in the same industry. Instead high quality facilities and man-
agement consulting services were seen as the primary advantage of specialist incubators
(Schwartz and Hornych 2008). Conversely a study by Vanderstraeten and Matthyssens
(2012) argued that generalist incubators can attract startups from a variety of industries,
thus the diversity leads to an accumulation of experience that enables generalist incubators
to provide more comprehensive management and operation services. Thus, there is no con-
sensus in the literature on whether specialist incubators outperform generalist incubators.

Beyond industry specific focus, TBIs strategies are also shaped by the four broad incu-
bation models—*“(1) business innovation centres, with a focus on regional economic devel-
opment, (2) university incubators to facilitate technology commercialisation, (3) research
incubators embedded in research institutes to valorise research output, and (4) stand-alone
incubators, focused on selecting and supporting high-potential ventures” (Pauwels et al.
2016, p. 14). The strategies of a university incubator will be markedly different to a stand-
alone incubator as it will be constrained by the goals of the University within which it
operates and it will be focused on the commercialisation and technology transfer of knowl-
edge emerging from academic research (Guerrero et al. 2014). Whether the TBI is special-
ist or generalist, emerges from within a university or outside, is funded by public grants of
private investments, all shape the business strategies, business models and paths the TBIs
pursue (Evers et al. 2016).

Considering the link between strategy and incubator performance, Vanderstraeten et al.
(2013) studied 180 Brazilian incubators and found that customer-oriented strategy influ-
ences incubation performance directly and mediates the relationship between focus strat-
egy and incubation performance. Lu (2012) suggested incubator strategy should be for-
mulated according to the incubator’s unique objective, whether that is supporting industry
development, promoting entrepreneurial education or fostering employment. Yet regard-
less of the strategy the incubator pursues, the needs of the venture tenants must be central
(Vanderstraeten and Matthyssens 2012). Beyond the needs of venture tenants, the strategy
an incubator elects to adopt is greatly dependent on the resources at its disposal (Li et al.
2010; Rice 2002).

Overall the literature on incubator strategy is fragmented and lacking cohesion. Tak-
ing into consideration the resources incubators have and their target incubatees absorptive
abilities this paper aims to build on existing research and contribute new insights into incu-
bator strategies.

2.5 Research questions

When considering business strategy, the resource-based-view proposes that resources and
capabilities are the foundation of company’s competitive advantage (Eisenhardt and Martin
2000). Company resources include all assets, organizational processes, company attributes,
information and knowledge that can be used to design and implement company strategy
(Barney 1991, p. 101). New entrepreneurial companies tend to lack resources, thus busi-
ness incubators provide essential resources and services to assist companies in overcom-
ing resource barriers and accelerate growth (NBIA 2005). Research on entrepreneurial
resources provision by incubators focus on the type of resources and resource absorption.
When it comes to incubation programs, there are generalized three generations: first gen-
eration provides incubation space; second generation provides relevant incubation service
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and interaction with incubation companies; third generation provides external network ser-
vice in addition to the services of the previous two. The entrepreneurial resources offered
have increased in sophistication over time and different incubators provide varying entre-
preneurial resources (both tangible and intangible) depending on demand (Li et al. 2010).

This research classifies entrepreneurial resources into tangible and intangible types.
Tangible entrepreneurial resources refer to physical office space, internet and experimental
equipment/tools, whilst intangible entrepreneurial resources refer to incubator brand, infor-
mation, social network, technical and business training. However beyond simply attaining
resources, it is the way in which the ventures configure and extract value that has the poten-
tial to set them apart (Penrose 1959). Thus firms need the capability to absorb resources
and incubators need to oversee and manage this process also. Rice (2002) found that incu-
bation performance is the result of co-production and interactions between the incubator
and their venture tenants. Under the premise that the types and quality of entrepreneurial
resources are equally available, the incubator can improve its incubation performance by
increasing interactions between incubator and tenants. Lin et al. (2012) argued that an
incubator’s service integration and network capabilities play a mediating role between
entrepreneurial resources and incubation performance. The stronger the incubator’s service
integration and network capabilities, the more efficiently the entrepreneurial resources pro-
vided improve the ventures performance. This highlights the role of the incubator and the
value the interactions between incubator and tenants can have on tenant performance.

On considering business models, the work of Saebi and Foss (2015) on the component
elements of business models serves as a foundation. Business models will be assessed
based on three elements: transaction content—a set of activities conducted by an incubator;
transaction structure—the position and interactions of all parties involved in the transac-
tion; and transaction governance—the mechanism of motivating and managing all parties
in the transaction.

Overall this study examines three facets of TBIs—their business strategies, their busi-
ness models and the match between both. The focus of the research will centre on answer-
ing the following research questions: (1) What business strategies are implemented by new
generation TBIs in China? (2) What business models are adopted by these new incubators?
(3) How do their business models match their business strategies? The changing TBI land-
scape in China and the arrival of private investors into the TBI space make this a unique
and vibrant context to study TBIs business strategies and business models. Given the
activity in the space, the importance of TBIs as a tool for economic revitalization and the
growing prosperity of the Chinese market there are many new and diverse business strate-
gies and models being played out across sectors. The third question deals with the match
between business strategy and business models. According to Teece “selecting a business
strategy is a more granular exercise than designing a business model”, a business model
“is more generic than a business strategy” (2010, p. 180). To gain more insights into the
relationship between business strategy and business models we examined the way in which
they align to fulfill the goals of the TBI.

3 Research methodology
This crop of TBIs are a newly emerging incubation phenomenon, as such there is little

traceable literature about the topic. Furthermore, much of the incubation literature is frag-
mented (Hausberg and Korreck 2018) and the relationship between the TBI mechanism
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and incubation support services lacks a generalisable theory (Mian et al. 2016). Definitions
of the different elements of the TBI process also lack consistency. Therefore, in an effort
to robustly answer the study’s research questions, a qualitative approach is deemed most
appropriate. Qualitative data are useful for answering questions related to process (Eisen-
hardt 1989; Yin 2017) while allowing the benefits of contextual embeddedness. Essen-
tially a small, representative sample of a specific population can be examined as a means
of exploring a phenomenon that exists in the population as a whole (Miles and Huberman
1994). Case studies are one such way of empirical inquiry that allows researchers to inves-
tigate “a contemporary phenomenon within its real-life context” (Yin 2017, p. 13). They
are useful for theory building (Eisenhardt and Graebner 2007) and allow researchers to
examine complex topics with rich detail (Miles and Huberman, 1994; Yin 2017; Cunning-
ham et al. 2017).

According to Bergek and Norrman (2008) incubators are usually examined as if they
have the same outcome objectives (Bearse 1998; Sherman 1999), despite the fact that,
that incubators ‘‘articulate objectives differently depending upon their sponsor’s inter-
ests”” (Mian 1996, p. 194) or at least make ‘‘different priorities’” within the same basic
goals (Bgllingtoft and Ulhgi 2005), and when those ‘‘goals vary from one organisation
to another’” (Cornelius and Bhabra-Remedios 2003, p. 11). Furthermore incubators vary-
ing resource endowments further limit their activities (M’Chirgui et al. 2018). This study
appreciates the varying objectives of each incubator and the multi-case design allows for
cross case analysis and comparison. Engaging multiple cases is more rigorous and com-
plete than a single case due to increasingly robust evidence (Yin 2009). According to
Stake (2000) “case study research is not a methodological choice but a choice of what is
to be studied” (p. 435) and part of that choice often involves theoretical sampling whereby
researchers to select cases that specifically highlight the phenomenon of interest (Eisen-
hardt 1989; Eisenhardt and Graebner 2007). Purposive sampling (Patton 1990), in this
study, enabled the selection of information-rich examples, which were accessible to the
researchers, thus offering in-depth examples into a range of different incubation processes.
Within the Technology Transfer field case-study research has been lauded for the fresh
insights it can provide and new knowledge it can bring (Cunningham et al. 2017).

3.1 Caseselection

Five cases were selected, they were chosen based on four main parameters. Firstly, each
case is a representation of the new generation TBIs in China in that they focus on providing
value-adding, tailored services rather than simply general, physical resources. Secondly, all
are located in Zhongguancun, China (Chinese Silicon Valley) a politically interesting area
given that innovative firms tend to cluster there. Thirdly, each selected case has chosen to
pursue a different incubator model, thus allowing the researchers to explore a range of TBI
strategies and their resultant outcomes. Finally, from a pragmatic standpoint, access and
the availability of data was crucial, the 5 TBIs allowed the researchers to interview top
management, conduct site visits to the TBIs, speak with service users, and secondary data
was also available through online searches (see appendix for further detail on secondary
sources).
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Conduct literature review to guild research questions, interview protocol and
guild theoretical framework

—_ Identify suitable data source — list of all Chinese TBIs —_—

_— Select cases based on four relevant parameters _

Gather primary data through face-to-face interviews and triangulate evidence
with complementary data sources

_ Conduct within-case analysis _

—_ Carryout cross-case analysis —_—

_— Validate, refine, or reject framework/theory | S

Fig.1 Research procedure

3.2 Research procedure

The data gathered provided the foundation for assessing and testing the framework initially
based on the literature review. The study’s research procedure is depicted in Fig. 1.

The multiple-case context enhanced analytical generalizability by cross-case pattern
matching through multiple lenses; such an approach, in turn, increased confidence in the
robustness of the theory developed (Eisenhardt 1989; Yin 2009; Cerceau et al. 2014). The
five cases ultimately selected for this study are —
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Kr Space leverages its media credentials to get exposure for its tenants. It provides ten-
ants with limited, yet critical resources—mainly cutting-edge information on IT trends and
capital resources. It assists tenants to benefit from resources through course training and
networking. Innovation Works focuses on the ICT sector in particular mobile, online and
cloud computing ventures. It combines angel capital a large range of resources—training,
mentorship, networking, marketing, strategy, and user experience testing. Microsoft Ven-
tures Accelerator targets high potential innovative start-ups and has a less than 4% selec-
tion rate. It offers resources including office space, software, coaching and over 3000 tech-
nical engineers on hand to guide tenants. It focuses on expertise and thought leadership.
The Garage Coffee is a non-profit and the most informal of the five incubators and acts as
a networking, mentoring, and relaxing 24-h space to share knowledge, work on ideas and
connect with likeminded individuals. The aim is to make entrepreneurship accessible and
focus on social benefit rather than economic return. Beijing Maker Space uses a maker
space to combine creativity with an incubator service. Its non-membership service, is non-
profit, enabling Makers to experiment with prototypes. The membership service (over 300
members) has strict selection criteria. Members can avail of resources in return for com-
pany shares and/or cash.

3.3 Data collection

Data on the five TBIs were predominately gathered through interviews ranging from an
hour-long face-to-face interview to a 15-min telephone interview complete with follow-
up questions over email. The interviews were conducted in 2013/14 with elite individuals
(founders, COO, managers) at each TBI (see above for overview of case). Elite interview-
ing is a type of interviewing that focuses on particular prominent or influential people in
an organisation or community. Such individuals can impart valuable information due to
the positions they hold, such a position also enables them to provide an overall view of the
organisation in question (Marshall and Rossman 2014). The research questions and frame-
work provide focus and grounding for the study (Eisenhardt 1989), it also guided the inter-
view protocol, which was used during the semi-structured interviews. The protocol covered
five main areas: TBI background, strategic objectives, target customers, business model,
and performance outcome (see Table 1 for a summary). Following completion of the semi-
structured interviews the researchers took a site visit to the five incubators in order to expe-
rience the space, atmosphere and informally talk to some of the venture tenants. Finally
secondary data was gathered from online sources and public documents such as the incuba-
tor’s official website, newspapers, and industry reports.

4 Findings

A robust structured summary of each case is laid out in Table 1. The interviews provided
insights into TBIs business strategy through disclosure of their resources, strategic objec-
tives, and target customers (incubatees). Their business models were assessed using the
criteria of transaction activity, structure and governance. Finally performance was queried
through questions focused on number of firms incubated, valuation of firms incubated,
and ability of incubatees to obtain VC funding. The business strategies of the TBIs were
examined through exploration of their resources, strategic objectives and target customers.
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v
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Fig.2 Strategy categorization of five sampled new Chinese incubators

When considered together these three variables give an insight into the strategic approach
of the TBIs. The incubator strategies fell into four sub-types (see Fig. 2). Entrepreneurial
Resource Availability is on the X-axis; this represents the availability of resources that the
incubator can provide to tenants, such as financial or support services. Entrepreneurial
Resource Absorption is on the Y-axis; this illustrates the ability of the firms to absorb the
resources available to them. These are then explained in greater detail below.

4.1 Quadrant 1: low availability but high absorption of entrepreneurial resources

This type of incubator strategy aims to provide venture tenants very limited types of entre-
preneurial resources but focus on assisting them in absorbing entrepreneurial resources
fully. Comparatively mature, high potential entrepreneurial teams are target customers of
this strategy. These teams possess clear and bright business prospects but need specific
types of entrepreneurial resources for growth. Incubators implementing this strategy build
their competitive advantages in two ways: improving venture-tenant’s absorption capability
of entrepreneurial resources and accelerating incubation speed. Kr space occupies Quad-
rant 1. According to Zhiyong Tian, the founder of Kr space, “The uniqueness of Kr space
lies in the offer of a frontier Science and Technology media platform coupled with the pro-
vision of high-end venture capital”. The TBI pitches itself as a cutting edge leader in the
science and technology space and has the financial backing to select the best incubatees, as
Tian acknowledges, “we attract top entrepreneurs with business potential in China, meet
their specific incubation needs and foster their growth”.

4.2 Quadrant 2: high availability and high absorption of entrepreneurial resources

TBIs adopting this incubator strategy aim to provide venture tenants a wide range of entre-
preneurial resources and also assist them in absorbing entrepreneurial resources in-depth.
The target customers of this strategy are early-stage, high potential entrepreneurial teams,
which need various entrepreneurial resources. Incubators implementing this strategy build
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up their competitive advantage in two ways: improving the availability of various entrepre-
neurial resources and assisting venture tenants in absorbing entrepreneurial resources fully.
Innovation Works, Microsoft Venture Accelerator and Beijing Maker Space Membership
occupy Quadrant 2. The breadth of resources and assistance in resource absorption is illu-
minated by Ms. Ning Tao, Chief Operation Officer of Innovation Works who explains that
“being a third party, we have only one customer—the entrepreneur. We do what entrepre-
neurs need. We provide money, technology, strategy, talent, law service, marketing, team
building and management, financial management, networking, patenting...our objective is
to foster IT ventures at the early stage and accompany them to growth”. Similarly, Ms.
Wei Yang, operation manager at Microsoft Ventures Accelerator, provided an overview of
her TBIs extensive program—"“Compared to other incubators, our ventures accelerator pro-
vides more full-scale services and continuously updated mentorship service to start-ups
at the early stage. This includes office space, world-class mentors, cloud services, prod-
uct exhibition day, access to overseas investment platforms, visits to graduated ventures,
meeting with VCs, access to networks of potential customers, monthly entrepreneurship
gatherings, experienced staff from Silicon Valley, training and consulting services...our
long-term strategy aims to shape ventures so they our partners or a part of Microsoft in
the future instead of Microsoft competitors...when we select incubatees, we focus on the
business potential of the entrepreneur’s idea, the entrepreneurship team and potential for
technological advancement”. The final TBI in Quadrant 2, Beijing Maker Space Member-
ship, was similar in their approach. Founder and CEO, Shenglin Wang, said the TBI “pro-
vides membership incubatees with consulting services, supply chain support, hardware,
marketing, pre-sale services, financing and other necessary reosurces. We can cooperate
with other incubators to help incubatees grow fast. Our target customers are those linked
to intelligence hardware and IT. The selected incubatees should provide us with prototypes
that have strong business potential and are supported by an experienced entrepreneurial
team”.

4.3 Quadrant 3: Low availability and low absorption of entrepreneurial resources

This type of incubator strategy aims to provide as many venture tenants as possible essen-
tial types of entrepreneurial resources. All entrepreneurial individuals and startups other
than high potential entrepreneurial teams are target customers. In order to provide as many
target customers as possible access to entrepreneurial resources, incubation cost reduction
is the core issue. Hence, incubators try hard to provide essential entrepreneurial resources
and decrease non-essential entrepreneurial resources. The provision of essential entrepre-
neurial resource to target customers, and the drive for incubation cost reduction, differen-
tiates these incubators from others. Garage Coffee and Beijing Maker Space Non Mem-
bership populate Quadrant 3. The following excerpt from Garage Coffee’s Business and
Media Manager, Yu Sun captures the strategy of this non-profit organization, “Our purpose
is to create a platform where we can provide entrepreneurs with a cheap and convenient
networking and co-working space, open 24/7, with refreshments, Internet access and a
notice/bulletin board. The platform helps early stage entrepreneurs communicate with each
other and exchange information and resources. We do not invest in ventures nor do we act
as an investment mediator. Compared with other incubators, Garage Coffee has no entrance
thresholds and it is open to everyone who has entrepreneurial passion and ideas”. This
approach aligns with the activities of the non-profit wing of Beijing Maker Space, the Bei-
jing Maker Space Non Membership. The founder and CEO, Shenglin Wang said, “Maker
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space invites people to get involved in Science and Technology activities and promotes the
‘maker culture’...It is an open lab. Artists, designers, software programmers, DIY-ers, and
others are welcome to the maker place, to experience the learning process, no matter how
small that may be, and to cooperate with other makers...It is like a gym centre equipped
with fitness machines, coaches and some trainings...It is not for-profit and we hope more
and more people can participate in technological innovation”.

4.4 Quadrant 4: High availability and low absorption of entrepreneurial resources

This type of incubator strategy aims to provide venture tenants multiple types of entre-
preneurial resources but cares little about their entrepreneurial resources absorption. As
this type of incubator strategy cannot achieve the objectives of cost advantage and can-
not achieve a never-ending supply of entrepreneurial resources, it is hard to attract high
potential entrepreneurial teams. It appears that incubators with this type of strategy cannot
survive in practice and they are not viable.

The incubators considered the fit between their pursued strategy and adopted busi-
ness model, the complementarity of which enhances organization performance (Zott and
Amit 2008). For example, in Kr Space, its strategy is low availability and high absorp-
tion of entrepreneurial resources its business model focuses on improving incubation
speed through providing tenants limited but specialized resources (cutting edge technol-
ogy information and venture capital) and assisting tenants in absorbing the entrepreneurial
resources. It is reported that the incubation cycle in Kr Space is about 3 months whereas it
is 6 months for Innovation Works and Microsoft Ventures Accelerator. Kr Space practices
the business model by organizing resource optimization activities, selection activities and
niche entrepreneurial resources. Using a flat, non-hierarchical transaction structure and by
three transaction governance mechanisms (cooperation governance mechanism based on
common interest, free of charge pricing governance mechanism and culture governance
mechanism). The business model matches its strategic objective: provide cutting edge tech-
nology information and financial resources to high potential start-ups.

Contrastingly, Innovation Works, Microsoft Ventures Accelerator, and Beijing Maker
Space Membership pursue a strategy of high availability and high absorption of entre-
preneurial resources. High potential, young startups are target customers of these incu-
bators. The core purpose of the business model is to improve startups’ success by pro-
viding varying entrepreneurial resources and assisting startups in absorbing the resources
fully. For transaction content, there are multiple and complex activities designed for this
kind incubator business model. Optimization activity, selection activity, multiple types of
resources provision services and assessment activity are all included. Meanwhile, various
types of resources provision are diversified and customized. All three incubators provide
course training, internal and external social network activity, user experiences testing,
marketing activities, human resource recruitment services and so on. Each also provides
different customized services, for example, Innovation Works provides a one-to-one tutor
assistance service, Microsoft Ventures Accelerator provides Window Azure service on
the basis of Microsoft cloud technology, Beijing Maker Space Membership provides high
quality experimentation equipment and facilities. For transaction structure, all three incu-
bators adopt a flat, non-hierarchical structure thus all involved in the incubator are equal
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and communicate with each other freely. For transaction governance, cooperation, compe-
tition, and culture governance mechanisms are the commonly used.

Garage Coffee and Beijing Maker Space Non-Membership implement a strategy of low
availability and low absorption entrepreneurial of resources. The objective is to make lim-
ited entrepreneurial resources available for as many entrepreneurs as possible, more than
anything they offer a nurturing environment for networking and learning. Individuals and
teams with nothing more than entrepreneurial dreams are welcome in these two incubators.
In order to fulfill such a strategic objective, transaction content is designed as simply as
possible: resource optimization activities (e.g. newcomer presentations and noticeboards in
Garage Coffee) and limited resources provision (physical space, wifi, and select hardware
facilities). This business model also adopts a flat, non-hierarchical transaction structure.
Culture governance mechanism and low price or even free of charge governance mecha-
nisms are designed as major transaction governance mechanisms in this type of incubator
business model.

The incubators in this study are relatively new, market-oriented incubators, they do
have some common features in business model design. With regards transaction content,
resource optimization activities and social network activities are carried out by all the incu-
bators to some degree, such optimization ensures the best use of resources provided by
incubator. Social network activity is an essential activity for every incubator, these new
generation incubators identify one of their roles as a communication platform for every
actor in the incubation process. Thus they are transforming into a network incubator (Bru-
neel et al. 2012). In respect to transaction structure, all incubators adopt a non-hierarchical
transaction structure, thus ensuring free flow of communication, this type of flat struc-
ture is not common in China but it is a usual approach to adopt when striving for innova-
tion amongst start-ups. In the governance mechanism aspect, the incubators management
style corresponds to their strategy. Each incubator identifies their target customers and
assesses their relevant needs; it then embarks to fulfill these needs through the provision
of resources and services. Unique services such as brand, specialization, and culture are
the commonly used by incubators to attract entrepreneurial individuals and teams. Com-
mon interest-based cooperation mechanisms, competition-based selection mechanisms and
pricing mechanisms (low price or even free of charge of office provision) are selected gov-
ernance methods and aim to improve incubation efficiency. Further, the business model of
each incubator pursues efficiency and innovation. Though efficiency focus is not the same
for each incubator (Quadrant 1 pursues incubation speed efficiency; Quadrant 2 pursues
incubator assisted absorption efficiency; Quadrant 3 pursues spread efficiency utilizing
limited entrepreneurial resources), it is the essential focus for incubator business model
design. The emerging new incubator business models pursue innovation focus by offer-
ing key services to target customers, designing non-hierarchical transaction structures and
innovative governance mechanisms.

5 Discussion
The study set out to answer three research questions on the business models and strategies

of TBIs in China. This section examines each of these research questions in detail and dis-
cusses the findings emerging from this study.
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5.1 TBI business strategies
5.1.1 What business strategies are implemented by new generation TBIs in China?

The key factors that impact the strategies adopted by TBIs in this study are the avail-
ability of resources as this informs their strategic objectives. The venture tenants ability
to absorb resources is an important consideration and it shapes the way in which TBIs
target customers. The incubators adopt one of three particular strategies. In Quadrant
1 (low availability and high absorption of entrepreneurial resources strategy) the TBI
is a co-operative; it focuses on becoming a leader in science and technology media.
The TBI leverages its knowledge of the industry and trends in the market by support-
ing upcoming IT start-ups. The TBI is complimentary to its primary strategic objec-
tive of becoming an important media player. Quadrant 2 (high availability and high
absorption of entrepreneurial resources strategy) is populated by the TBIs operating for
profit. This is a clear-cut, traditional incubator strategy to maximize profits and assist
in translating potential inventions into commercially viable innovations. They attract
entrepreneurs with well-honed, considered business ideas and they provide them with
an array of supports necessary to get their idea to market and build and grow a profit-
able successful business. Quadrant 3 (low availability and low absorption of entrepre-
neurial resources strategy) centres on accessibility. The non-profit TBIs operating in
this space are socially driven and focus on building a community that is open to all. It
is geared towards attracting those with a seed of an idea enabling them to network and
find partners to explore their concepts in its early stages. Such incubators are necessary
to bridge the gap between having a vague concept and having a viable start-up. These
types of TBIs provide a safe place for low risk experimentation, that although they may
not be profitable (hence they are non-profit organisations) they are a necessary feature
in innovative, forward-thinking markets. They enable thinkers, tinkers and makers to
meet, network, and collaborate in order to hone, polish, test, and evaluate their ideas,
inventions and concepts.

5.2 TBI business models
5.2.1 What business models are adopted by these new incubators?

Examining the TBI business models from an economic, operational and strategic per-
spective (Morris et al. 2005) the similarities and differences become apparent. Incubators
exist for a myriad of competing reasons, as such their business models may differ depend-
ing on their objectives and this study highlights the varying strategies incubators may
adopt. TBIs set up with an economic motive derived profitability from taking a share in
the tenants they hosted whilst those that are socially driven forgo economic return focus-
ing instead on the social benefits derived from supporting business venturing. However
despite these differences, incubator business models do have some common features: they
provide specialized services to target customers; adopt flat, non-hierarchical transaction
structure; conduct market-based governance mechanisms as opposed to hierarchical gov-
ernance mechanisms. A horizontal management structure preferred by TBIs in this study
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affords them the flexibility and agility necessary for operating in such a pioneering space.
The strategies the TBIs adopt are very much guided by the resources they possess as dis-
cussed in the previous section.

5.3 Matching TBI models and strategies
5.3.1 How do their business models match their business strategies?

“Selecting a business strategy is a more granular exercise than designing a business
model” as a business model “is more generic than a business strategy” (Teece 2010, p.
180). From a business model perspective, the TBIs broadly fit into one of three groups:
for-profit, cooperative, or non-profit socially driven incubators. The resources the TBIs
have are central to their business strategy. The for-profit TBIs leverage their resources
to support and fund carefully selected ideas and turn them into profitable start-ups. The
cooperative TBI uses their existing knowledge and position in the media space to sup-
port new start-ups in their market, while the non-profit TBI has few resources but acts
as a community builder and networking space, crucial to facilitate partnerships between
potential business partners.

6 Conclusions and policy implications

This study set out to examine the strategies implemented, and business models adopted
by next generation TBIs in China. TBIs are no longer solely created and funded
through government action; their growing popularity and success is attracting private
individuals and charitable initiatives alike. The shift away from dependence on govern-
ment-sponsored TBIs comes to the fore in this study where all TBIs examined are not
reliant on government backing. The growing global support of TBIs is leading to new
types of mechanisms, however the complex, multifaceted nature of TBIs leaves many
gaps in our knowledge of the incubation process (Mian et al. 2016). Hausberg and Kor-
reck (2018) posited that more data is needed on the differences between various types
of TBIs; although this study overs a small sample of incubators it includes three types:
cooperative, for-profit or non-profits. These moves towards a more market-based econ-
omy highlights that the TBI industry is maturing in China and TBIs can thrive without
government financial backing (Li 2016). It is important to note these changes as China
have previously been regarded as a region where there is “a paucity of risk capital” and
the incubation market has relied to a large extent on government funds to support TBIs
(Chandra and Fealey 2009, p. 69). In fact TBIs in China have been seen as “a public
good entity with a social mission” (Chandra and Fealey 2009, p. 74). Therefore the
shift towards privately funded TBIs is a marked change, particularly since prior gov-
ernment involvement negatively impacted incubators’ market orientation and entrepre-
neurial proclivity (Chandra and Fealey 2009). Furthermore, not only are the next gen-
eration TBIs thriving, they are experimenting with various business models beyond the
for-profit model. Additionally the presence of large, global corporations in the region,
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operating in the TBI space such as Microsoft with Microsoft Ventures Accelerator,
illustrates the potential within the Zhongguancun region of Beijing. The role of the
Chinese government is still important, it decides the rules of law and tax policies that
the TBIs must adhere to, in addition to negotiating the international trade agreements
that impact a global industry like technology and shape the success of the country’s
high-tech start-ups.

This study sheds light on the ways in which TBIs business models match their
strategies. Understanding TBIs strategies, business models and the alignment of both
provides insight into the drivers, mechanisms and processes that occur within a TBI.
According to (Mian et al. 2016) a unified theory of incubation covering TBI mecha-
nisms is needed and while this study does not offer such an extensive theory it does
offer initial insights into such mechanisms. For the TBIs in this study the business
strategies they pursued where guided by the resources they had at their disposal. This
resource-based approach is indicative of the entrepreneurial orientation and market-
based perspective of the TBIs. A perspective that is necessary given the move away
from government involvement. TBIs understand the resources they have and when con-
sidering these resources in tandem with their objectives they then decide their entrance
criteria for tenants. The for-profit TBIs are naturally ambitious whilst the non-profit
TBIs are more geared towards nurturing an open, risk-taking, network-building com-
munity. The ability of their tenants to absorb the resources is central but this can also
be impacted by the TBI if they choose to provide mentoring services or training to
ensure effective transference of resources and skills. Figure 2 illustrates the relation-
ship between resource availability and resource absorption amongst the TBIs in this
study. It offers a first step towards a deeper understanding of the mechanisms of vari-
ous TBI types as called for by Mian et al. (2016).

A recent review by Hausberg and Korreck (2018) discusses the scarcity of research
focusing on corporate incubators (those sponsored by existing large companies) and
their differences to private independent incubators; the addition of the Microsoft incu-
bator and the way in which it leverages in-house resources whilst navigating venture
tenets need for independence is an added point of interest. This study moved away from
the generalist versus specialist arguments that have populated the literature to date (Aer-
noudt 2004; Grimaldi and Grandi 2005; Haapasalo and Ekholm 2004; Schwartz and
Hornych 2008; Vanderstraeten and Matthyssens 2012) and presented a new perspective
through which to examine incubators—one that includes both the resources of the incu-
bator in addition to the absorption abilities of the venture tenets. As incubators evolve
in their sophistication it is necessary that the studies exploring such entities appreciate
the layers of complexity.

From a policy perspective it is important to note the relationship between the availa-
bility of resources and the venture tenants ability to absorb resources. Whilst providing
new innovative firms with resources is both necessary and useful it is also important
to track and examine the various factors that inhibit or promote resource absorption.
Chinese incubators may provide advice on government policy (Wang et al. 2008) and
government policy can be particularly influential in the Chinese context. An important
point illuminated by this research is that rather than increasing resources sometimes
it may be more beneficial to run training programs and provide advice to ensure that
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existing resources are adequately utilised. Along a similar vein research by Lin et al.
(2012, p. 2110) found that “the more government policy resources available the less
likely the incubator will be to develop the operating and networking capability that is
critical to incubator service performance”. Therefore it is important that the govern-
ment tracks the use and success of resources in addition to providing them.

Future research examining incubators should include an insight into the goals and
objectives of each incubator as opposed to operating on the expectation that all incuba-
tors have the same set of objectives. Furthermore this study is centred on one, impor-
tant, yet relatively limited area in China, further studies could apply the model pre-
sented in this paper to a broader geographical area and to a larger set of incubators.
This would assist in corroborating or broadening the proposed model. As Hausberg and
Korreck (2018) argued more studies are needed that examine corporate incubators and
the various issues they must navigate compared to private independent incubators. Fur-
thermore, future studies may further examine the relationship between incubator and
venture tenant rather than focus on incubators in isolation. The TBIs in this study were
all in their early stages (three TBIs less than 10 years in operation, one TBI less than 11
years in operation at the time of data collection), a study exploring mature TBIs and the
way in which they continue to develop, adapt, and strategies may be of interest.

One of the key limitations of this study is generalizability, the study was conducted
with a limited number of incubators and in a narrow geographical area. Furthermore
the data was primarily gathered through one-time interviews so the study is based on a
snapshot of their responses at the time of the interview. In an effort to overcome these
limitations the extant literature was explored in detail before gathering primary data and
secondary corroborative data was gather where possible as a means of increasing reli-
ability and validity. Overall this study contributes to the literature by providing deeper
insights into a new generation of incubators in emerging economies like China. Most
studies on Western countries’ incubators focus on business innovation centers, univer-
sity business incubators, independent private incubators and corporate private incu-
bators. The examination of the ways in which incubator strategy fits business model
is largely neglected, this research aims to contribute to this area and provide insights
into the new breed of technology incubators emerging from China. More generally this
study provides insights into how business models are designed to match an organisa-
tion’s strategy. China has accumulated a lot of experience in guiding government—spon-
sored incubators but this emerging set of market-oriented incubators is a new topic for
researchers, incubation practitioners, and policy makers. This paper suggests that incu-
bation policy makers should facilitate communications between market-oriented incu-
bators and traditional government-sponsored incubators, provide favorable conditions
for traditional incubators to learn from market-oriented incubators, and assist them in
developing appropriate strategies and complementary business models.
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