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Abstract 
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High tech start-ups are important for the growth of modern economies. However, 
many of these start-ups fail to become a stable and profitable company. The high 
tech start-up faces legitimacy problems in the market due to its revolutionary 
innovation and the newness of its own organization. Little is known about the use of 
the first reference customer to overcome these problems a high tech start-up is 
facing. This research aims at filling this gap. 
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Introduction 
Successful high tech start-ups are essential for a vital economy. However, the chance 
of survival is rather limited for high tech start-ups (Falck, 2007). Those start-ups, 
which operate in a fast moving, expensive and risky market (Beard, Easingwood, 
1996), face the challenge of persuading customers to buy their innovation. 

The resource-based view has been used to understand entrepreneurial processes 
(Aspelund, Berg-Utbya, Skjevdalb, 2005; Alvarez, Busenitz, 2001). However, the 
resource-based view does not examine the social context, while a firm's competitive 
advantage not only depends on its resources, but also the ability to manage the 
institutional context of its resources (Oliver, 1997). Especially in the case of a high 
tech start-up, the legitimization of the product and the organization is required. 
However, most scholars do not include this aspect. Technical entrepreneurs 
frequently do not consider the institutional context, since they have a tendency to be 
overly concerned about technical aspects (Freel, 1998). 

A reported strategy to overcome this challenge is making use of a first reference 
customer. (Ruokolainen, Igel, 2004; Ruokolainen, 2005; Gomez-Arias, Montermoso, 
2007). Those first customers could be of help in the legitimization process of the high 
tech start-up and its innovation. Despite the acknowledgement of the relevance of 
reference customers, there is very little academic research on references (Salminen, 
Moller, 2006), especially for high tech start-ups (Ruokolainen, Igel 2004). The aim of 
this research is to fill this gap. 

Research 
The following problem definition, research assignment and research questions are 
used to study the subject of the influence of reference customers. 

Problem definition 
• While successful high tech start-ups are essential for a vital economy, fail 

rates of those start-ups in the business to business market are high. 

Research assignment 
• Find out and explain the effects of the use of first reference customers on the 

persuasion of subsequent customers by a high tech start-up in a business to 
business environment. 

Research questions 
• What problems do high tech start-ups face when entering the market with a 

revolutionary innovation? 
• What function does the first reference customer have for a high tech start-up 

entering the market? 
• How can the resource-based view and the institutional theory explain the 

effects of the use of first customer references by high tech start-ups on the 
process of persuading subsequent customers? 

The research approach contains four important steps. First the defined problem is 
unraveled. Second, the venture creation process, the resource based and institutional 
theory are reViewed, using the insights from the problem analysis. Third, using the 
insights from the problem analysis, the venture creation process and the two 
theories, the effects of the reference customers on subsequent customers are 
explained, resulting into an overview of seven major mechanisms. Finally, a case 
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study is executed to further refine the insights, to illustrate the mechanisms and to 
add some nuances. 

Findings 
An important insight of the problem analysis is the distinction which can be made 
between factors which are related to the new and innovative product and factors 
which are related to the fact that this new innovation is brought to the market by a 
start-up. The newness of the innovation causes a poorly grounded market choice, 
unawareness in the market and uncertainty about the product. Except from the 
causes related to the product, two groups of causes are related to the fact that the 
innovative product is brought to the market by a starting company: the start-up lacks 
selling power and the organization lacks credibility. The problem analysis is showed in 
the next picture. 

Organizational 
issues 

Product 
issues 

A first reference customer has several positive influences on the start-up and the 
potential customers. The combination of the resource based view and institutional 
theory offers a useful way for explaining the influence of the first reference customer 
on subsequent customers of a high tech start-up. The product and the organization 
need legitimization in the market to get accepted. To achieve this legitimization, the 
current normative and cognitive rules need to be changed. The first reference 
customer influences the potential subsequent customer, by making a start to change 
these rules. 

Seven mechanisms of influence of the first reference customer are distinguished. The 
issues, effect and results of every mechanism are clearly presented an overview. A 
The idea of the overview is that if the issues (left column) are taken away with the 
help of the first reference customer (middle column), this has positive results (right 
column) increasing the chance to successfully persuade the next customers. 
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The combination of the resource based view and institutional theory offers a useful 
way for explaining the influence of the first reference customer on subsequent 
customers of a high tech start-up. Seven mechanisms of first reference effects are 
determined and showed in the overview. The following conclusion correspond 
respectively with the mechanisms. 

• Matching market needs: The first customer can provide the necessary 
verification of the opportunity and helps to overcome the problem of unclear 
market needs and the lack of market information. 

• Developed product: The first customer could be a resource of knowledge to 
successfully develop the idea into a product conform the basic market norms, 
by learning the specific business knowledge and the expectations. The first 
customer shows the product is well enough developed and it legitimates the 
functionality to the next customer. 

• Proven value: The innovative product should have superior value compared 
with the alternatives, to get accepted in the market. The first reference 
customer serves as a showcase to prove the relative advantage and to 
legitimate the product as a superior alternative Next to that, the first 
customer can become an advocate of the product in its business. 

• Market recognition: The entrepreneurs will have to convince the potential 
customer of the new product. The existing normative and cognitive rules 
have to be changed in the market, legitimizing the new product. The first 
reference customer helps to start the reshaping or legitimization process and 
therefore creates awareness and market recognition. 

• Proven capabilities: The first customer reference can help developing the 
capabilities of the start-up. The cooperation between the reference customer 
and the start-up legitimizes the start-up's capabilities and increasing the 
start-ups credibility by creating a track record. Moreover, from the first 
market exchange on, the start-up is present in the market, increasing the 
familiarity of the start-up in the business. 

• Process conform norm: Working with the first customer expands the start
up's business knowledge and learns the appropriate processes. Because of 
that, the start-up will be perceived as a professional partner by the potential 
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next customer and will be trusted. Besides, by working with the first 
customer, the start-up learns effective sales arguments and processes. 

• More certainty about survival A first reference customer provides turnover 
and cash flow to the start-up. Further, there are more users becoming 
dependant of the innovation, increasing the chances of further development 
of the product. So, the first customer, providing turnover and cash flow, 
helps the survival chances of the start-up. 

Practical implications 
The entrepreneurs of high tech start-up should be aware of the challenges they face 
and what causes the problematic persuasion of customers, since high tech 
entrepreneurs have the tendency to be overly concerned of the technical issues at 
the expensive of the marketing issues. Further, the problem analysis should be used 
by the entrepreneurs to become conscious of factors which they did not take into 
account before. This might change their priorities or even change their marketing 
strategy. The presented overview of reference effects helps to indicate how a 
reference customer can be helpful to address the determined problems. The last 
practical implication considers the selection of the first customer. Factors to be taken 
into account are: the position of the reference in the market, the amount of 
knowledge which can be gained at the reference customer, and the willingness of the 
first customer to cooperate as a reference. 

Future research 
Six directions for further research are presented. 1) More quantitative research is 
needed to refine the insights and to further validate the mechanisms. 2) The 
difference in importance of referencing between distinguishing products and sectors 
should be examined. 3) The personal characteristics of the entrepreneurs can be 
taken into account in further research. 4) More research to the specific effects of the 
image on the different aspects of referencing is needed. 5) The effectiveness of 
different ways of communication of a reference can be studied to further advice 
entrepreneurs to utilize their reference effectively. 6) Further research should be 
conducted to unravel the internal decision making process and responsible persons at 
the customers of high tech start-up. 
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1.1 Practical background and introduction of the subject 
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This paragraph provides the background of the research, consisting of the personal 
interest of the author (1.1.1) and a description of the department where the research 
is executed (1.1.2). Subsequently, the subject of this research is introduced (1.1.3). 

1.1.1 Personal interest of the author 
The motivation to graduate on a subject in the field of entrepreneurship came from 
my participation in the Certificate Technology Entrepreneurship program of the 
Eindhoven University of Technology (TU/e) and previous entrepreneurial experiences. 

The Certificate Technology Entrepreneurship (CTE) of the TU/e is a program for all 
master students who are interested in entrepreneurship. The objective of this 
program is to boost entrepreneurial skills and capabilities of the participants. The 
ultimate goal of the program is to generate high tech start-ups. Multidisciplinary 
teams of students write a business plan to find out whether a start-up is viable and 
eventually attempt to realize a new venture. 
However, many of these attempts fail along the way. These failures happen at 
different stages and are caused by a variety of reasons. Failure at one of the late 
stages, the commercialization of the new venture's product, is frustrating and 
sometimes financially devastating for the entrepreneurs. So, research to how new 
ventures can be successfully started is obviously welcome. The interest in the field of 
entrepreneurship combined with the notion of the value of the research inspired me 
to graduate on this subject 

1.1.2 Department 'Organization Science and Marketing' 
A project matching my interest was found at the marketing group of Organization 
Science and Marketing. The group of Organization Science and Marketing (OSM) is a 
subdepartment of the Technology Management faculty of the Eindhoven University of 
Technology. The group's research "focuses on Innovation Management in the area of 
new product development, process innovation, supply chains and networks, 
knowledge management, new organizational forms, marketing, and high tech 
entrepreneurship."l 

1.1.3 Introduction subject 
This research focuses on high tech start-ups and the effects of its first customer. The 
following paragraph (1.2) motivates the importance of this subject. Before the 
research is motivated, a definition of a 'high tech start-up' is required. 

J Source: www.tm.tue.nVosm (Last visited March 1,2008) 
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In literature, several different names are used for an entity which is here called 'high 
tech start-up'. Besides that, there are multiple different guidelines which define a 
high tech start-up. De Jong, Overweel and Janszen, (2003) provide an overview with 
over twenty guidelines as found in twelve articles concerning Dutch as well as 
international definitions. These guidelines contain criteria such as sector, age of the 
firm, research and development efforts, innovation efforts and financing. Until today 
there is no commonly agreed guideline. The definition of Bosma, van de Graaf and 
Verhoeven (2004, p.5) is in line with most of the aforementioned criteria. This 
definition is also used by the Dutch government to study the population of high tech 
start-ups. Therefore, the definition of Bosma, van de Graaf and Verhoeven is used in 
this report, with a small adjustment. The original term 'tech nosta rter' is replaced by 
the term used in this report, which is 'high tech start-up'. 

Definition 'high tech start-up' 
"A high tech start-up is a firm, existing five years or less, economically active, not a 
part of a larger firm and active in the field of technology. The firm commercializes 
new products, processes or services, based on own technological innovations, or 
based on a new application of existing technologies. The firm invests heavily in 
research and development. The high tech start-up can emerge from a knowledge 
institution or outside of it." (Bosma, van de Graaf and Verhoeven 2004, p.5) 

The definition of high start-ups contains the concept of 'innovation'. The concept of 
innovation is broadly used. There are practically innumerable definitions, applications 
and classifications for the concept. This research focuses on 'revolutionary 
innovations' as classified by Beard and Easingwood (1996). At this pOint, only the 
definition of a revolutionary innovation is provided. An explanation of the 
classification can be found in appendix B. 

D.efinition 'revolutionary innovation' 
An innovation is called revolutionary when both the used technology and the market 
which is targeted with the innovation are new, breaking the industry paradigm. 
(Beard, Easingwood, 1996) 

Innovations could result in new products, processes or services. However, for 
convenience reasons, often only the term 'product' will be used in this report. 
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This paragraph motivates the research to high tech start-ups by elaborating on the 
importance of high tech start-ups for modern economies and the difficulties of 
persuading customers faced by such start-ups, leading to high fail rates. Further, it 
introduces the current theoretical perspectives on this topic and reveals their 
shortcomings. The paragraph is concluded by the aimed contributions of this 
research. 

The emergence of high tech start-ups initiates a broad range of positive effects on 
economic development (Schumpeter, 1934). Some high tech start-ups show 
spectacular rates of growth in employment, sales, exports and assets (Storey, Tether, 
1998). More generally, high tech start-ups are thought to embody the technologies of 
the future which will provide employment opportunities for several generations 
(Aspelund, Berg-Utby, Skjevdalb, 2005). So, successful high tech start-ups are 
essential for a vital economy. 

However, research indicates that the probability of survival is rather limited for start
ups in general, and for high tech start-ups in particular (Falck, 2007). Finding 
customers for the start-ups innovation is an important precondition for survival. Yet, 
over 40% of the small companies have reported difficulties in sales and marketing 
(Huang, Brown, 1999). Especially high tech start-ups, which operate in a fast moving, 
expensive and risky market (Beard, Easingwood, 1996), face the challenge of 
persuading customers to buy their innovation. For the potential customers the 
questions might arise: "Shall this technology really work in our case?", "Is it reliable 
in the long term?", "Is the start-up capable of organizing production?", "Shall the 
start-up survive?" (Popovic, Fahrni, 2004, p. 932). The high fail rates of high tech 
start-ups combined with the notion of the economic importance require more insight 
into the persuasion of the first customers by start-ups. 

In recent years, the resource-based view has been used to understand 
entrepreneurial processes (Aspelund, Berg-Utbya, Skjevdalb, 2005; Alvarez, Busenitz, 
2001) and has become the dominant paradigm for strategiC management research 
(Petersaf, 1993; Barney, Whright, Ketchen, 2001). Resource based theory explains 
the company's competitive advantage by looking at its resources. According to this 
view, a start-up's survival is to a large extent determined by the nature of the 
resources the entrepreneurs are able to acquire (Aspelund, Berg-Utbya, Skjevdalb, 
2005). 

Notwithstanding the important insights of the resource based view; it does not 
examine the social context of the high tech start-up. According to Oliver (1997), a 
firm's competitive advantage not only depends on its resources, but also the ability to 
manage the institutional context of its resources. Managing the institutional context 
increases the chance of survival for a company in general (DiMaggio and Powel, 
1983) and a high tech start-up in particular. However, technical entrepreneurs 
frequently do not consider the institutional context, since they have a tendency to be 
overly concerned about technical aspects (Freel, 1998), while the institutional context 
is crucial since both the innovation and the organization are new. This newness 
requires legitimization of the product and the organization by the actors in the social 
context (Oliver, 1997). Thus, in order to be successful, a start-up has to manage both 
its valuable resources and its institutional context. However, most resource-based 
scholars do not include this important aspect of managing the institutional context 
and the need for legitimacy. 

So, high tech start-ups face the challenge of persuading customers to buy their 
innovation and are looking for legitimization. A reported strategy to overcome this 
challenge is making use of a first reference customer. (Ruokolainen, Igel, 2004; 
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Ruokolainen, 2005; Gomez-Arias, IVJontermoso, 2007). Entering the market starts 
with the first customer. It is the first innovator to try and adopt the product (Popovic, 
Fahrni, 2004). This customer generates the first reference. As mentioned, customers 
are crucial for a high tech startup. This first customer reference is argued to be 
especially important for start-ups that are operating in business-to-business markets 
with complex products (Ruokolainen, Igel, 2004; Gomes-Arias, Montermoso 2007; 
Salminen, Moller, 2006). Those first customers could be of help in the legitimization 
process of the high tech start-up and its innovation. Despite the acknowledgement of 
the relevance of reference customers, there is very little academic research on 
references (Salminen, Moller, 2006). Especially the use of references for high tech 
start-ups is under-researched (Ruokolainen, Igel 2004). 

This study aims to contribute to the research on the use of a reference customer by 
high tech start-ups. The effects of those reference customers on the persuasion of 
subsequent customers will be explained incorporating the resource based view as 
well as institutional theory. Thereby, it fills the identified gap in the field of high tech 
venturing of the institutional context and the importance of legitimization. 
To the best of my knowledge, this will be the first attempt to explain the effects of a 
first reference customer using both the resource-based view and institutional theory. 
The insights created by this study should ultimately lead to more successful high tech 
start-ups. 
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Now the importance and the aim of the research have been motivated, the problem 
definition, the assignment and the research questions are established (1.3.1). 
Subsequently the structure of this report (1.3.2) and the used methodologies of this 
research are presented (1.3.3). 

1.3.1 Problem definition, assignment and research questions 
Successful start-ups are essential for a vital economy (Storey, Tether, 1998; 
Aspelund, Berg-Utbya, Skjevdalb, 2005). However, high tech start-ups, which operate 
in the business to business market, typically have difficulties entering the market with 
their revolutionary innovation, leading to high fail rates (l\Iesheim, 1997; Falck, 2007). 
This notion leads to the following problem definition, which is the start off point for 
this research. 

Problem definition 
While successful high tech start-ups are essential for a vital economy, fail rates of 
those start-ups in the business to business market are high. 

The use of reference customers has been suggested as a solution to overcome 
market entry problems (Beard, Easingwood, 1996). Despite the importance for the 
economy and the high fail rates of high tech start-ups, little is known about this 
reported strategy of first reference customer usage to overcome the problems of 
persuading customers a new venture is facing. According to Ruokolainen (2005, p. 
135), "most of the studies on entering the market have been done about companies, 
which have long passed the start-up phase." Little research has been done to the use 
of references in the particular case of high tech start-ups in a business to business 
environment (Ruokolainen, Igel, 2004). This study aims to contribute to the research 
on the use of a reference customer by high tech start-ups, leading to the following 
research assignment. 

Research assignment 
Find out and explain the effects of the use of first reference customers on the 
persuasion of subsequent customers by a high tech start-up in a business to business 
environment. 

As mentioned in the motivation of the research, few scholars on high tech start-ups 
recognize the influence of the institutional context, which is considered to have a 
major influence on the legitimization of the innovation and the start-up. The research 
aims to extent the current knowledge of the usage of first reference customers by 
high tech start-ups, applying both the resource-based view as well as institutional 
theory. Derived from the problem definition, the assignment and the aimed 
contribution, three research questions have been formulated. 

Research Questions 
What problems do high tech start-ups face when entering the market with a 
revolutionary innovation? 

What function does the first reference customer have for a high tech start-up 
entering the market? 

How can the resource-based view and the institutional theory explain the effects of 
the use of first customer references by high tech start-ups on the process of 
persuading subsequent customers? 
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This research answers these questions in a structured way, resulting into more 
insights into the problem and the use of a reference customer. The next paragraph 
elaborates on the used methodology and the structure of the report. 

1.3.2 Research approach 
This section explicates the research approach of this study. The way the research is 
conducted is represented in a Simplified way using the technique of Verschuren and 
Doorewaard (2003). 

Chapter 1 

Several literature 
areas 

Expert interviews 

Research 
assignment 

Chapter 3 

Case interviews 

Overview 
reference effects 

Chapter 2 

Tested overview 
effects 

Figure 1. Representation of the research approach 

Structure of the report 

Chapter 4 

Discussion and 
conclusions 

Chapter one provides an introduction to the research, by explaining the background, 
and the subject (1.1), by clarifying the importance of the subject, the current 
knowledge, and by posing the intended contribution of this research (1.2). Further, 
the problem, assignment and research questions are defined and the structure and 
methodology of the report and research are discussed (1.3). Finally, the identified 
problem is unravelled (1.4), using literature from a range of areas like 
entrepreneurship, adoption ,marketing, referencing and new product development, 
followed by a reflection on the chapter (1.5) 

Chapter two firstly provides a model to explain the venture creation process (2.1). 
After that, the resource-based and institutional theories are reviewed using the 
insights of the problem analysis and the venture creation process (2.2). Further, the 
effects of reference customers are discussed, combining the insights from the 
problem analYSiS, the venture creation process and the literature reviews (2.3), 
resulting into one diagram which gives an overview of the effects. (2.4). Paragraph 
2.5 reflects on the second chapter. 

Chapter three presents the results of case interviews which are held to test the 
expected effects as described in chapter two. After the introduction (3.1), a 
description of the respondents and the selection criteria and analysis method is 
explained (3.1) After that, the results of the interviews are reported (3.2). Again, a 
reflection paragraph is found at the end of the chapter (3.3). 
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Chapter four presents the conclusions of the research (4.1). Further it provides 
practical implications (4.2), and the recommendations for future research (4.3). 

1.3.3 Methodology 
The research approach is already explained in figure one. However, two elements, 
the problem analysis and the case interviews require additional explanation of the 
used methodology. First the type of research is explained. After that, the 
methodology of the problem analysis is discussed, followed by the methodology of 
the case interviews. 

Type of research 
According to Popovic and Fahrni (2004, p. 929) "It is not much written about the 
commercialization of high-tech products in the particular case of a high-tech start-up 
company." Given the scarcity of empirical work on the subject (Ruokolainen, 2005; 
Salminen and Moller, 2006), the adequate methodology to study the problem is 
exploratory research (Popovic, Fahrni, 2004). 

Methodology problem analysis 
The problem analysis results from a research containing the following five steps: 

l. Conducting a literature research 
2. Constructing an initial Ishikawa diagram (Ishikawa, 2007) 
3. Interviewing three experts 
4. Evaluation of differences 
5. Constructing the final problem analysis diagram 

First of all, a literature research is conducted in a range of areas like: 
entrepreneurship, marketing, referencing, new product development and adoption. 
The causes of the market entry problem for high tech start-ups as found in the 
various literature areas are arranged using an Ishikawa diagram, also called fishbone 
diagram (Ishikawa, 2007). This is a widely used graphical technique to identify and 
arrange the causes of an event or problem. The problem which is subject of the 
study is displayed on the right side of the diagram and the main causes are displayed 
at the end of each bone or branch. Sub causes are connected to their main cause 
and their respective branch. The Ishikawa diagram is accompanied by descriptions 
explaining the various (sub) causes and their relationship to the problem. The 
diagram together with explanatory texts serves as a diagnosis of the problem. 

In order to validate the correctness and completeness of the model, three interviews 
are held with experts who have practical experiences with high tech start-ups. The 
aim of the interviews is to get a practical view on the causes of the problem for high 
tech start-up to build market presence. In order not to influence the respondents, 
they were first asked to give an overview of the problems and their view on the 
subject without showing the initial problem analysiS. Only after their own story and 
view, the respondents were shown the current problem analysis and were asked to 
comment on every identified cause and the way they are divided into categories. 
Besides requesting the respondents to comment on the identified causes, they were 
also asked to tell whether causes were missing in their opinion. This way the 
correctness as well as the completeness of the problem analysis is tested. The 
experts who were interviewed to validate the problem analysis have experience with 
high tech start-ups. However, they got their experience from different perspectives. 
This to assure the problem is discussed in its total broadness. One respondent works 
at an university incubator as an advisor for high tech start-ups, the second is the 
director of a technology start-up investment fund, and the last one is director 
business development of a high tech start-up. 
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The comments, differences and gaps as reported by the respondents were evaluated 
and if appropriate, the Ishikawa diagram was adapted. The combination of the 
theoretical view of the literature research and the practical view from the expert 
interviews assures an accurate diagnosis of the problem. Paragraph 1.4 shows the 
end result of this methodology; the Ishikawa diagram accompanied by the 
descriptions of the (sub) causes. The changes based upon the evaluation of the 
expert interviews can be found in the appendices. 

Methodology case interviews 
According to Salminen and Moller (2006), there is very little reported academic 
research on references. Our research focuses on the use of reference customers. 
According to Ruokolainen (2005), research to market entry specifically for start-ups is 
needed. 

As reasoned, the adequate methodology to study this topic is exploratory research. 
Usual techniques used in exploratory research include case studies (Popovic, Fahrni, 
2004). The case study research approach is especially appropriate in new topic areas 
(Eisenhardt, 1989). Current market entry research is mainly executed with companies 
which have long passed the start-up phase. Existing literature is, with few exceptions, 
of little help (Gomez-Arias, Montermoso, 2007). 

According to Yin (1994), a case study is an empirical inquiry that investigates a 
contemporary phenomenon within its real-life context. It is especially used when the 
boundaries between phenomenon and context are not clearly evident. In other 
words, you would use the case study method because you deliberately wanted to 
cover contextual conditions, believing that they might be relevant to your 
phenomenon of study. This is the case for a high tech start-up trying to build up a 
business. Because of the relative newness and the notion of vague boundaries of the 
subject, case interviews are chosen as research method. 

Verschuren and Doorewaard (2003) attribute six characteristics to the method of 
case studies: 

• A small number of units of analysis 
• A labour-intensive approach 
• A broad perspective 
• A select or strategic sample 
• Qualitative data and methods 
• An on-site observation 

Aim of the case interviews 
According to Popovic and Farhni (2004), studying the launch of a mass product by a 
high tech start-up with a single case study, the aim of a case study is to look for 
patterns, ideas or hypotheses. The aim of the case study in this research is threefold. 
First, the case interviews are used as a primary test of the mechanisms to explain the 
effects of first reference customers on subsequent customers as will be constructed 
in chapter two. Second, appealing examples which illustrate the effects result from 
the interviews. Third, the interviews might add some nuances to the mechanisms. All 
in all, the aim of the case interviews is to further expand the insights into the effects 
of the first reference customer on the second customer. 

The procedure and analysis method are discussed in chapter three, after the 
respondents are described. 

I 18 



rUle 
1.4 Unravelling the identified problem 

Techn ische Universiteit 
Eindhoven 
University ofTechno!ogy 

Persuading the first customers was identified as a major issue for high tech start-ups. 
The use of three theories, the resource-based view, institutional theory and reference 
theory, to study the phenomenon was argued. Before these theories are reviewed in 
chapter two, the problem is unravelled in detail in this paragraph, using the 
methodology as described in paragraph 1.3.3. 

First of all, a graphical representation of the (sub-) causes of the problem is provided, 
followed by explanations of the used terms and the support from literature. As 
mentioned in the methodology section, the detailed problem analysis was reviewed 
by three practitioners. Figure two show the diagram as a result of both the literature 
and the revision. The alterations resulting from the revision, can be found in 
appendix C. 

1.4.1 Graphical representation of the unravelled problem 

Functionality 
not proven 

Figure 2. Graphical representation of the unravelled problem (Ishikawa, 2007) 

1.4.2 Distinction between product and organization related issues 
An important insight of the problem analYSiS, which is supported by the practitioners, 
is the distinction which can be made between factors which are related to the new 
and innovative product and factors which are related to the fact that this new 
innovation is brought to the market by a start-up. The first group of factors are called 
'product issues', the latter are called 'organizational issues' from now on. The factors 
related to the product would also playa role for established companies entering the 
market with an innovation. For established companies, persuading the first customers 
is also a difficult task. More complicating factors are added when it is a starting 
company that wants to enter the market with such an innovative product. 
This insight is in accordance with the observation of paragraph 1.2; the newness of 
the company as well as the newness of the organization have an important role. The 
unravelling of the problem confirms that both parts should be managed in order to be 
successful. 
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1.4.3 Product related issues 
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Organizational 
issues 

Product 
issues 

The product related issues are subdivided into three categories, represented by the 
lower three branches in the diagram. 

Market choice poorly grounded 
Perrault, McCarthy, Parkinson and Stewart (2000, p.6) define marketing as follows: 
"Marketing seeks to accomplish an organizations objectives by anticipating customer 
or client needs and directing a flow of products and services to satisfy those needs, 
making the optimum use of available resources." So, market needs should be 
discovered and met. This branch of the diagram elaborates on the discovery of those 
needs. Companies with products based on a new technology, often have problems in 
deciding which application and which market to choose for their new technology 
(Kowalkowski, Svensson, Rehme, 2005). To find out the exact market needs is a hard 
task and as a result the market choice is often poorly grounded. For market 
acceptance it is of major importance that the markets needs are congruent with the 
entrepreneurs' perception of those needs (Bhave, 1994). Three sub causes for this 
poorly grounded market choice are distinguished: the market needs are not clear, the 
product is still under development, and there is a lack of market information. 

Determining the needs of the market is particularly difficult for revolutionary 
innovative products. Before market launch, this product or solution is not known. The 
average market actor is not able to come up with the future needs, simply because 
his insights are constrained by their real-world experience. The innovation is not part 
of this experience yet. For those average market actors, it is hard to recognize they 
need something which does not exist at all (Urban, Von Hippel, 1988; Luthje, 
Herstatt, 2004). 

At a certain moment in the early stages of the start-up the entrepreneurs have to 
choose a market which they are going to serve. At that time the product is likely still 
under development. After initial contact with potential customers providing feedback, 
the product might need changes or a total business reorientation might be needed 
(Bhave, 1994; Beard, Easingwood, 1996; Gomez-Arias, Montermoso, 2007). This 
might lead to a change of the initial, poorly grounded, market choice. 
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Since the market needs are not clear and the product is subject to changes, creating 
a total and correct picture of the different markets is impossible. Therefore the 
market choice, especially in the case of an innovative product, is based on relatively 
incomplete information (Ruokolainen, Igel, 2004). 

Market is unaware of product 
Awareness of the product is the first step for a potential customer in the process 
which might lead to a purchase decision (Rogers, 2003). Thus, in order to enter the 
market, the potential customers should be aware of the innovation. But this 
awareness alone is not enough. Revolutionary innovations have to be categorized 
within the existing constructed knowledge structures in the market (Rosa, Porac, 
Runser-Spanjol, Saxon, 1999). In other words, the market has to be shaped for 
instance by educating potential customers (Bhave, 1994). The actors in the market 
share particular perceptions, problem agendas, norms and preferences (Geels, 2004), 
and categorize a new product in a process of interaction, before it makes sense to 
them (Day, Nedungadi, 1994). If the product does not fit into the categories used by 
organizational decision makers, it will not be regarded as a reasonable option if 
regarded at all. 

The high tech start-up attempts to enter a market with a revolutionary innovation. 
This technology and application are by definition new in the market. Thus, in early 
stages, before launch activities, the market will be unaware of the product and the 
solution it provides (Beard, Easingwood, 1996; Guiltinan, 1999). The coupling 
between the new technology, the new product and the solution it provides still has to 
be established (Bhave, 1994). 

At the moment the start-up enters the market; their particular product has not been 
on the market before. Potential customers will not see other companies using the 
products. New products still need to be categorized by the market as a solution to a 
certain problem (Rosa, Porac, Runser-Spanjol, Saxon, 1999). Categorization takes 
place as a result of interaction between market actors. Since the product is not yet on 
the market, this process has not taken place yet. Potential customers rely on internal 
and external sources of information in a decision making process (McDade, Olivia, 
Pirsch, 2002). The market viewed as an external source of information, will not be of 
any help in this process. 

Uncertainty about product 
This section explains the factors which cause product uncertainty. Uncertainty about 
the performance, the advantage, the functionality and further market acceptance of 
the product have a negative influence on the adoption chance in the market. 

If the potential customers are not familiar with the innovative product, they will not 
know the functionalities and how it performs. Neither the impact of the innovation on 
their own business processes is known. They question whether the new product is 
compatible with other processes or products. Therefore, the relative advantage and 
the product's superiority above alternatives are unclear. The relative advantage 
should be clear for the decision makers in order to choose in favour of the innovation 
(Frambach, 1993; Rogers, 2003). The relative advantage should also compensate for 
the perceived switching costs to the innovation. Switching costs are the result of 
earlier commitments to particular product technologies (Heide and Weiss, 1995). 
Summing up, the innovation should legitimate itself as a superior alternative 
compared with the current products used. 

Supposed the potential customer is aware of the potential performance and the 
advantages which are claimed by the producer, the lack of proven functionality still 
creates uncertainty (Frambach, Schillewaert, 2002). Because the product is not yet 
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implemented in a real-world setting, it is uncertain whether the claims of the product 
are justified. (Salminen, Moller, 2006; Ruokolainen, Igel, 2004) 

The last issue which creates uncertainty about the product for the first adopters is 
the uncertainty whether the other market actors in the environment of the potential 
customer will adopt the product later on. For some products, like software systems, 
this uncertainty might discourage possible adopters. Future support of the system is 
doubtful and compatibility in a network of companies might be an issue (Rogers, 
2003; Frambach, Schillewaert, 2002; McDade, Olivia, Pirsch (2002). 

Summing up, three main causes related to the product have been found. The start
up is not sure about its market choice, the market is unaware of the product and 
there is uncertainty about the product. 

1.4.4 Organization related issues 
Now the product related issues have been discussed in detail, the organization 
related issues are discussed. The organization related issues are subdivided into two 
categories, represented by the upper two branches in the diagram. 

Start-up lacks selling power 
To achieve success, the start-up should sell its innovative product. This branch of the 
diagram elaborates on the sales side of the marketing process. Marketing activities 
undertaken by the supplier can be expected to be a major factor in the acceptance of 
the product in the market (Frambach, Barkema, Nooteboom, Wedel, 1998). 
Introducing an innovative product involves serious marketing challenges (Bhave, 
1994). However, especially the high tech start-up and its entrepreneurs have some 
characteristics which make the introduction an even more difficult task. The start-up 
usually has limited funds, network and human resources (Alvarez, Busenitz, 2001), 
their selling process might be immature and the entrepreneurs might lack business 
knowledge (Gomez-Arias, Montermoso, 2007). 

Financing is a major issue for high tech start-ups (Kaulio, 2003). In general a high 
tech start-up has limited funds (Alvarez, Busenitz, 2001). A large and costly 
marketing campaign is therefore no option, limiting the start-up's marketing power. 
Sales should be achieved using launch techniques which are in accordance with the 
modest budget. 

Besides the limited financial resources, the start-up's network is still limited. From a 
relationship marketing perspective, marketing is "seen as relationships, networks and 
interaction" (Gummesson, 1994, p.5). The start-up itself has no previous 
relationships (Kowalkowski, Svensson, Rehme, 2005). The relations and network of 
the start-up depend on the relation and networks the entrepreneurs have build up in 
the period before the start-up. 

The limited human resources are also an issue. The high tech start-up usually begins 
with a small team. Even if there are funds to hire more staff, finding talented people 
is especially difficult for a high tech start-up, since these skilled workers are reluctant 
to leave guaranteed employment (Birley, Norburn, 1985; Ostgaard, Birley, 1996). 
Except from the amount of human resources, most high tech start-ups do not focus 
on marketing. The starting team tends to focus on the technical side, rather than the 
commercial side (Freel, 1998; Huang, Brown, 1999). 

Finally, high tech start-ups are mostly research driven and the entrepreneurs lack 
experience in sales processes (Freel, 1998). The best marketing arguments for their 
new and innovative product are still unknown (Gomez-Arias, Montermoso, 2007; 
Ruokolainen, Igel 2004). In the early stages, before there is contact with potential 

122 



T U} Technische Universiteit 
Eindhoven e University ofTechnology 

customers, the start-up might lack important business knowledge of the particular 
market. The expected levels of customer service and other aspects of the 'soft side' 
of the business might be unknown (Ruokolainen, Igel, 2004; Gomez-Arias, 
Montermoso, 2007). 

Start-up lacks credibility 
This branch elaborates on the lack of credibility of the start-up. Gaining credibility is 
reported to be one of the major issues for (high tech) start-ups. This credibility is 
needed to get investments, staff, and suppliers for the start-up and to enter the 
market (Birley, Norburn, 1985; Ruokolainen, 2005). The notion that the start-up is 
unknown, has no track record and no formal connections, and that subsistence is 
uncertain contribute to its doubtful credibility. Three sub causes leading to the lack of 
credibility, are distinguished. 

First of all, the start-up has no track record of success. The organization has never 
proved its ability to take care of a customer in terms of, for instance, delivery, 
reliability and after sales services. The capabilities of the company are unknown and 
have not been proven (Ruokolainen, Igel, 2004; Ostgaard and Birley, 1996). 

Secondly, the start-up is by definition a new company and therefore an unknown 
name in the business. The unfamiliarity with the company does not contribute to its 
credibility (Aaker, 1991). 

Thirdly, many start-ups do not survive. The fail-rates are especially high in case of 
high tech start-ups. The uncertainty of the survival of the start-up causes great risks 
for its customers, especially when their future business processes or their products 
depend (partly) on the start-ups product. The customer is uncertain whether the 
product will be available in the future (Zacharakis, Meyer, Decastro, 1999). 

Summing up, two main causes related to the organization have been found. The 
start-up lacks credibility in the market and it lacks selling power to enter the market. 
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The introduction chapter explained the background of the author and introduced the 
subject of high tech start-ups and their first reference customer. The importance of 
high tech start-ups as well as the problem of high fail rates of those start-ups in a 
business to business environment were motivated. The current insights and 
shortcomings in literature were discussed, showing the relevance and justifying the 
aimed contribution of this research. The aimed contribution was translated into a 
research assignment and research questions. After the research approach and 
methodology were introduced, the defined problem was unravelled in detail, 
providing important insights into the causes of the defined problem for high tech 
start-ups. 

The research assignment and questions, combined with the insights into the defined 
problem, provide a solid basis for chapter two, where the effects of the first reference 
customer of a high tech start-up on subsequent customers are explained. 
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2.1 The venture creation process 
This section explicates the venture creation process of a high tech start-up. A start
up has to take a couple of steps before it is ready to enter the market. According to 
Van Gelderen, Thurik and Bosma (2006), there are various models describing these 
steps, using a variety of typologies. 

One of these models, described by Bhave (1994), will be shortly discussed here to 
get some sense of the process of creating a startup. This particular model is chosen 
because it explicitly describes the role of customer feedback on the different steps. 
This is a valuable property of the model, since the feedback might influence the high 
tech start-up and therefore the way the subsequent customers are approached. The 
model of Bhave (1994, p.235) describes the start-up creation process in seven steps, 
divided over three stages. Entrepreneurial start-up creation is the whole process from 
ideation to the moment when the products or services based upon that idea are 
being sold to customers. 

Bhave recognizes that it is a dynamic instead of a linear process. In most cases, 
start-up creation is an iterative process. For example, some start-ups only begin with 
the physical creation when there is a customer or at least a fairly guaranteed 
potential customer (Block and IlIIact'Jlillan, 1985). The model also shows the impact of 
the customer feedback. If it is operational feedback, it affects the product and 
production process. In case of strategic feedback, even the business concept might 
be subject of discussion, what could lead to a redefinition of the whole venture. One 
can imagine that especially the first customers' feedback will have mayor impact, 
since the venture is not well established at that moment. A weakness in the model of 
Bhave (1994) is that it ignores the possibility of customer involvement in the product 
development before the first market exchange. With this shortcoming in mind, the 
model still functions to show of the basic steps of the start-up creation process. 
Figure 4 shows the model of Bhave (1994). 

Supplyl 
demand 
boundary 

Operational feedback 

Strategic feedback 

_Opportunity stage-e --t.~"_-Technology Setup & Organization stage ~ .. Exchange stag~ 

Figure 4. A model of the start-up creation process (Bhave, 1994) 

Step Description 
Opportunity 
recognition 

Business concept 

Commitment 

Production technology 

This step contains the process of recognizing different 
opportunities, choosing one or more appropriate ones 
and refining them. If successful, this step culminates in 
an identified business concept. 
It refers to the effort involved in clarifying the business 
concept in order to achieve a good fit between customer 
needs and the entrepreneur's perception of those needs. 
At this point the people involved actually decide to 
commit themselves to the further physical creation of the 
venture. 
After there is __ c:p!,!].!1J!trnen.t to startup the venture, the 
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necessary production technology has to be acquired or 
build. Organization development is the building of the 
physical structure as well as the organizational processes 
of the venture. 
The products, as a marketable form of the business 
concept(s) have to be developed and often changed 
according to changing customer needs. 
The developed products are brought to the market. 

Used terminology in this research 
The terminology of the venture creation steps and stages as used in this research are 
now determined, and the coherence is presented graphically in figure 5. Since most 
models recognize at least the following four steps: opportunity recognition, 
organization creation, product development, and market exchange, these four steps 
will be used in this report. Considering the discussed model of Bhave (1994), the four 
steps correspond with the following steps of his model. 

General steps Corresponding steps of Bhave 1994) 
Opportunity 
recognition 

Organization creation 
Product development 
Market exchange 

Opportunity recognition 
Business concept development 
Commitment 
Production technology and organization development 
Product development 
Marketing 

The two steps 'organization creation' and 'product development' are often executed in 
parallel. Since this research focuses on the influence of the first customers on the 
start-up, the customer feedback on the first three steps is included. Furthermore, 
three stages are distinguished: the pre-exchange stage, the first exchange stage and 
the subsequent exchange stage. Opportunity recognition, organization creation, and 
product development together are referred to as the pre-exchange stage. The first 
exchange stage starts at the moment the high tech start-up sells to its first customer. 
Logically, the subsequent exchange stage starts from the first sale to subsequent 
customers. To clarify the steps and stages, figure 6 shows the terminology as will be 
used in this research. 

Customer feedback 

, 

, , , 
,---------------- ---------- -- -------,------- ------ -- ------------ --------, 

Customer feedback 

.... f-----Pre-exchange stage-e ---~.~"'~Exchange stage+ 

• •• • First Subseq. 
exchange exchanges 

Figure 6. Used terminology of venture creation steps and stages in this research 
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As discussed in the 'motivation research' paragraph, the resource-based view has 
been used to understand entrepreneurial processes (Aspelund, Berg-Utbya, 
Skjevdalb, 2005; Alvarez, Busenitz, 2001) and has become the dominant paradigm 
for strategic management research (Petersaf, 1993; Barney, Whright, Ketchen, 
2001). However, it is also noted that most resource based scholars do not examine 
the social context of the venture. It was argued that in case of a high tech start-up, 
this social context is of eminent importance (DiMaggio and Powel, 1983; Oliver, 
1997), since both the innovation and the organization require legitimacy in order to 
be successful (Birley, Norburn, 1985). 

This paragraph reviews the two theories. First of all, the applicability of both theories 
in the field of high tech start-ups is discussed (2.2.1). Secondly, a general overview 
of the theories is provided (2.2.2). Subsequently, the theories are applied in the 
specific situation of a high tech start-up, incorporating the distinction between 
product related and organizational issues as well as the defined steps of the high tech 
start-up process (2.2.3). This way, the inSights of preceding paragraphs are 
incorporated. 

2.2.1 Reasoning for the use of resource based and institutional theory 
Every starting company, whether it has an innovative product or not, has to have a 
competitive edge in order to be viable. If the start-up does not distinguish itself from 
existing companies in some way, a reason to start is absent. 
Resource based theory explains the company's competitive advantage by looking at 
its resources. So, at first glance, there seems to be a match between resource-based 
theory and a starting company; the start-up is looking for a competitive advantage 
and resource-based theory explains how a company can achieve this competitive 
advantage by applying its valuable resources (Wernerfelt, 1995). 
Early work on resource based theory already acknowledged the potential of the 
application of the theory in the field of entrepreneurship (Connor, 1991). Despite the 
potential, most resource-based theory research do not consider entrepreneurship. 
Chandler and Hanks (1994) and Alvarez and Busenitz (2001), however, showed the 
potential of the application of the resource based view in the field of 
entrepreneurship. 
The apparent match between the resource based theory and the field of 
entrepreneurship, combined with the notion that resource based theory has become 
a dominant paradigm for strategic management research (Petersaf, 1993; Barney, 
Whright, Ketchen, 2001), makes it a valuable theory for this research. 

The venture creation model (2.1) showed that when a new company starts, the 
business processes as well as the organization have to be developed (Bhave, 1994). 
Institutional theory looks at the environment of an organization and how this 
environment influences the organization and its business processes. 
The central tenet of the theory is that organizations sharing the same environment 
will employ similar practices and thus become isomorphic with each other. According 
to DiMaggio and Powell (1983), the adoption of these similar practices is driven by 
legitimacy motives. As a result of conformity to the environment, organizations 
achieve legitimacy and increase their chance of survival and success (DiMaggio and 
Powell, 1983). 
As clarified in the detailed problem analysis, a starting company, more than anything, 
needs legitimacy to increase the chance of survival and success (Birley, Norburn, 
1985; Ruokolainen, 2005). This was expressed in the lack of credibility of the start
up, the limited ability to work on that credibility and the uncertainty about both 
product and market. Since institutional theory is used to explain the needed 
legitimacy, this theory will be incorporated in this research. 
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The basic principle of the resource-based theory is that the competitive advantage of 
a company lies primarily in the appliance of valuable resources at the firm's disposal 
(Wernerfelt, 1995). Firm resources include "all assets, capabilities, organizational 
processes, firm attributes, information, knowledge, etc. controlled by a firm that 
enable the firm to conceive of and implement strategies that improve its effiCiency 
and effectiveness (Barney, 1991, p.101)." Amit and Schoemaker (1993) made a 
subsequent distinction by splitting up the previously mentioned construct 'resources' 
into resources and capabilities. This distinction has been adopted throughout the 
resource-based view literature (Barney, Wright and Ketchen, 2001). So, the resource
based view looks at the valuable resources and capabilities a firm has to explain its 
competitive advantage. Rangone (1999) presented an overview of the various 
definitions and classification of resources proposed in the literature. 

To stay ahead of the competition, the firm should turn short-run competitive 
advantage into sustainable competitive advantage (Barney, 1991). Various authors, 
for instance Barney (1991) and Amit and Shoemaker (1993), proposed criteria for the 
firm's bundle of resources which have to be met in order to create a sustainable 
competitive advantage (Rangone, 1999). The four most mentioned will be described. 
The bundle of resources should be valuable, rare, difficult to copy and 
nonsubstitutable, as a prerequisite to achieve a sustainable competitive advantage 
(Barney, 1991). 

Valuable Firm resources can be a source of competitive advantage or 
sustained competitive advantage when they are valuable. 
Resources are valuable when they enable a firm to conceive or 
implement strategies that improve its efficiency and 
effectiveness. 

Rare To be a source of sustained competitive advantage, the valuable 
resource should be rare, i.e. the resource should not be 
possessed by large numbers of (potential) competitors 

Difficult to copy Except from valuable and rare, the resources should also be 
difficult to copy for other firms to be a source of sustained 
relative advantage. Otherwise competitors will easily obtain the 
same resources. 

Nonsubstitutable The final requirement for a firm's resource is that there must be 
no strategically equivalent valuable resources that are 
themselves either not rare or imitable. 

Eisenhardt & Martin (2000), along with Fiol (2001), state that competitive advantages 
cannot be sustained in dynamic, rapidly changing markets. In those rapidly changing 
markets, the resources which provide competitive advantage will rapidly change too. 
A firm operating in such a market has to alter its resource base frequently. This 
seems to be in contrast with previous statements about sustainable competitive 
advantage through resources. However, this is not the case. The capabilities of a firm 
to alter its resource base, also called dynamic capabilities (Eisenhardt & Martin, 
2000), are a resource in itself. To gain competitive advantage, firms have to be 
capable of adapting to changing market conditions more rapidly than competitors. 
Thus, also in a dynamic and rapidly changing market, the resource-based theory 
functions to explain the competitive advantage of a company. 

In sum, according to the resource-based theory, it is the firm's unique bundle of 
resources that is different from competitor firms that are potentially valuable and 
contribute to a firm's competitive advantage (Alvarez & Busenitz, 2001). 
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Every firm operates in a certain institutional environment. A firm's institutional 
environment includes its internal culture as well as broader influences from the state, 
society, and interfirm relations (Oliver, 1997). Institutional theory explains why 
organizations sharing the same institutional environment have the tendency to 
become isomorphic. According to the definition used by DiMaggio and Powell (1983), 
isomorphism is a constraining process that forces one unit in a population to 
resemble other units that face the same set of environmental conditions. 

The rules, norms, and beliefs surrounding a firm define socially acceptable economic 
behaviour (Oliver 1997). Actors in the same environment "share particular 
perceptions, problem agendas norms, preferences, etc. They share a particular 
language, tell similar stories of their past and future, meet each other at particular 
fora, often read the same journals. In short, there is coordination within groups" 
(Geels, 2004, p.4). As a result, actors' perceptions and activities are coordinated by 
institutions and rules. 

So, social influence shapes organizations' practices. As practices become 
institutionalized, they become legitimate and are adopted by organizations for 
legitimacy reasons and not necessarily for efficiency reasons. Westphal, Gulati and 
Shortell (1997) give a good example of this phenomenon. Studying the adoption of 
total quality management in hospitals, they found a difference between early and 
later adopters. Early adopters where motivated by efficiency gains from adoption, 
while later adopters experienced pressure to adopt legitimate quality practices. In this 
way, the external social pressures contributed to isomorphism in the form of total 
quality management programs in hospitals. 

Scott (1995) distinguished three types of institutional 'rules': regulative, normative 
and cognitive rules. 

Regulative rules They refer to explicit, formal rules, e.g. government regulations 
which regulate economic behaviour by promoting and restricting 
types of behaviour. 

Normative rules The normative rules reflect the values, beliefs, norms, and 
assumptions in a business. 

Cognitive rules They reflect the widely shared social knowledge and cognitive 
categories used by the actors that influence the way a particular 
phenomenon is categorized and interpreted. Human beings have 
limited cognitive capacity and use schemas, frames, or belief 
systems to select and process information (Simon, 1957). The 
cognitive component will be further discussed in paragraph 2.2.3. 

Organizations adopt certain practices through three types of isomorphic processes: 
coercive isomorphism, mimetic isomorphism and normative isomorphism (DiMaggio 
and Powel, 1983). Coercive isomorphism takes place when organizational practices 
are imposed on organizations by a more powerful authority. These authorities could 
for instance be the government imposing legislation. Mimetic isomorphism takes 
place when organizations respond to uncertainty by adopting the patterns of other, 
successful organizations. Normative isomorphism takes place when organizations 
adopt patterns considered appropriate in the environment. 
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Now the resource-based and the institutional theory are applied on a high tech start
up's particular situation. Oliver (1991; 1997) argues that the two theories should not 
be used separately. In her view, a firm's competitive advantage depends on its ability 
to manage the institutional context of its resource decisions. Oliver (1997) states that 
both resource capital and institutional capital are indispensable to achieve sustainable 
competitive advantage. As mentioned before, both the product and the organization 
of the start-up require legitimization by the actors in the social context. (Birley, 
Norburn, 1985; Oliver, 1997). The previous paragraph shortly introduced resource
based theory and institutional theory. This paragraph will further elaborate on the 
relationship of these theories with high tech start-ups, again distinguishing between 
product related issues and organization related issues and taking the venture process 
steps into account. 

Product 
Recalling the venture creation process, there where four major steps distinguished: 
opportunity recognition, organization creation, product development and market 
exchange (figure 7). Except from the organization creation step, which is discussed in 
the next section, the relationship between the two theories and the product is 
discussed for each of these steps. 

Customer feedback 

. , 
,- -- ---------------- -- --------------'---- ---- - -- -- - ---------- ------- ----, 

Customer feedback 

Figure 7. Venture creation process as defined in 2.1 

opportunity recognition 
As mentioned in paragraph 2.1, the first step of starting a new venture is opportunity 
recognition. According to Shane & Venkataraman (2000), entrepreneurial 
opportunities exist primarily because different persons have different beliefs about 
the relative value of resources when they are converted from inputs into outputs. In 
other words, entrepreneurship starts with recognizing chances not recognized by 
others. Both resource-based theory and entrepreneurship theory stress the 
importance of heterogeneity from their pOint of view. Resource-based theory focuses 
on heterogeneity of 'resources' (Barney, 1991), while entrepreneurship theory tends 
to focus on heterogeneity of insights (Shane & Venkataraman, 2000), which leads to 
opportun ity recognition. From a resource-based theory point of view, this ability to 
recognize opportunities not recognized by others is a resource itself, which provides 
the entrepreneur a potential competitive advantage. When heterogeneity of the 
beliefs about the value of resources is regarded as a resource in itself, the resource
based view applies to entrepreneurship and " ... entrepreneurship and resource based 
theory adopt precisely the same unit of analysis - the resource" (Alvarez, Busenitz, 
2001, p. 756). 
The strength of the entrepreneur to recognize opportunities which others fail to 
recognize is a threat at the same moment. The potential customers will probably not 
recognize the same value of the opportunity and therefore will not be interested in 
the innovation resulting from it. They do not recognize the value, because the 
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innovation does not fit into the normative and cognitive rules, two of the three 
described pillars of institutional theory (Scott, 1995). 

Product development 
The next step in the venture creation process is the development of the product. 
According to Rangone (1999, p. 235), small and medium sized companies' 
sustainable competitive advantage is based on three basic capabilities: innovation 
capability, production capability and marketing management capability. The 
innovation capability is defined as "a company's ability to develop new products and 
processes, and achieve superior technological and/or management performance 
(e.g., development cost, time-to-market, etc)." The start-up faces the challenge of 
developing the idea into a valuable commercial product. 'Value' is one of the four 
prerequisites to achieve competitive advantage (Barney, 1991). 
Although the start-up might aim to develop a revolutionary innovation, the product 
still has to meet certain basic market norms, like safety requirements, maximum 
tolerances and quality expectancies. 

Market exchange 
In order to enforce market exchange, the entrepreneurs try to persuade customers. 
To succeed, they have to be able to convince the customers of the advantages of the 
product. 

Except from the basic norms, as discussed before, the start-up's product does not 
resemble the current products in the market. The entrepreneurs will have to convince 
the potential customer of the relative value of the new product. Therefore, the 
existing normative and cognitive rules have to be changed in the market, or at least 
in the decision makers' cognition. How strong a decision maker relies on normative 
and cognitive rules, depends on his personal characteristics. In the next section the 
phenomenon of managerial cognition will be discussed. 

Every day people have to make numerous decisions. They use categorization to 
simplify complex decision situations. Categorization is a natural way for people to 
make sense of imperfect and incomplete information. People are rational bounded 
and have to rely on Simplified representations (Simon, 1957). Decision-makers of 
organizations also use categorization schemes. Day and Nedungadi (1994) call them 
mental models. Managers use mental models of markets to simplify and impose order 
on complex and ambiguous competitive environments ... " (Day, Nedungadi, 1994, 
p.31). These mental models drive managerial decisions. They influence the way in 
which managers frame their problems and how they search for solutions (Tripsas, 
Gavetti, 2000). Mental models are typically based on historical experience (Kiesler 
and Sproul, 1982). So everybody uses categorization to a certain extend to make 
decisions. Still there are differences in the way people think. Research on cognition 
indicates that entrepreneurs think differently than their managerial counterparts in 
large organizations (Alvarez, Busenitz, 2001). The two opposites are called 
entrepreneurial cognition and managerial cognition. Alvarez and Busenitz (2001) 
define entrepreneurial cognition as the extensive use of heuristics and beliefs that 
impact decision-making. Heuristics are simplifying strategies used by people to make 
decisions. Managerial cognition is a more systematic decision-making where the 
manager uses accountability and compensation schemes, the structural coordination 
of business activities across various units, and justifies future developments using 
quantifiable budgets (Alvarez & Busenitz, 2001). 

Some potential customers are more entrepreneurial than others. They are willing to 
take risks. These customers also influence their environment. There are several 
concepts and descriptions for influential actors like: innovators (Rogers, 2003), 
opinion leaders, market mavens (Feick, Price, 1987), industrial mavens (Nataraajan, 
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Angur, 1997), and lead users (Urban, von Hippel, 1988; Morrisson, Roberts, Midgley, 
2004). 

The notion that decision-makers (unconsciously) use mental models to make 
decisions has important implications for a high tech start-up who wants to take the 
market exchange step. Managers in large organizations are likely to erect barriers in 
the pursuit of innovative activities, since the revolutionary innovation does not fit into 
its current categorization schemes. Therefore, firms often have difficulty adapting to 
radical technology change (Tripsas, Gavetti, 2000). From this perspective, 
revolutionary innovations that are new to the world have to find a place within the 
existing constructed knowledge structures in the market. The actors have to 
categorize the new product in a process of interaction, before it makes sense to them 
(Rosa, Porac, Runser-Spanjol, Saxon, 1999). If the product does not fit into the 
mental models used by organizational decision makers, it will not be regarded as a 
reasonable option, if regarded at all. 

Organization 
Considering the organization of the start-up, two steps of the venture creation 
process are relevant. The organization creation step, where the production 
capabilities and the business processes are developed, and the market exchange 
step, where the organization uses its business processes to persuade and serve 
potential customers. For survival of the start-up, the entrepreneurs depend on the 
success of the market exchange. Except from the development of the production 
capabilities and the business processes, the survival of the start-up is also discussed. 

Capabilities 
Except from this entrepreneurial alertness, Alvarez and Buzenitz (2001) also mention 
a second important entrepreneurial resource: 'the ability to coordinate resources'. 
The latter involves the development of the recognized opportunity into a profitable 
firm in the initial stages. The ability to coordinate the specialized knowledge into a 
firm is a necessary, yet rare capability. The result should be an organization which is 
able to produce the product. Rangone (1999, p. 235) defines this production 
capability as "the ability to produce and deliver products to customers, while ensuring 
competitive priorities, such as quality, flexibility, lead time, cost, dependability, etc." 

Business processes 
Conformity with the institutional environment and adhering to external rules and 
norms is important for a firm's survival (DiMaggio & Powel, 1983). As a result of this 
conformity, organizations achieve legitimacy in their environment. Survival is a major 
issue for a high tech start-up. So their processes and behavior have to be conforming 
to the market expectations. These consist of the regulative and normative rules 
(Scott, 1995). 
One of these processes is the marketing process. Marketing and selling its product 
effectively and efficiently has to be learned (Rangone, 1999). Social influence shapes 
organizations' practices. As practices become institutionalized, they become 
legitimate. So the selling processes of the start-up should be conforming the market 
norms. 

Subsistence 
The potential customer faces uncertainty since there is no guarantee that other 
market actors in the environment of the potential customer will adopt the product 
later on. Potential customers are faced with the question: "Shall the start-up 
survive?" (Popovic, Fahrni, 2004, p. 932). Except from the question whether the use 
of the product will be accepted by the other market actors in the future, this also 
influences the perceived chance of subsistence of the start-up. If no other customers 
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buy the product, the start-up might go bankrupt. The customer needs to have the 
perception that the start-up will continue to exist in the future. 
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The assignment of this research was to find out and explain the effects of the use of 
first reference customers on the persuasion of subsequent customers by a high tech 
start-up in a business to business environment. 

In paragraph 1.4 the identified problem was unravelled and split up into two 
categories. After that, the venture creation steps were discussed (2.1). The previous 
paragraph reviewed the resource-based and institutional theory from a high tech 
start-up perspective, incorporating the insights from the problem analysis and the 
venture creation steps. Legitimization of the product and the start-up appeared to be 
of major importance. 

This paragraph discusses the effects of the first reference customer, using all the 
previous gathered inSights. This is done in a structure which also logically follows the 
insights from the problem analysis and the venture creation process. This means the 
effects will be split up into two groups: the product related effects and the start-up 
related effect. Within these groups the effects are discussed for every relevant 
venture creation step using the resource-based and institutional view. So, in this 
paragraph, all the gathered insights culminate. As a result, the effects of the first 
reference customer are explained. 

2.3.1 The use of a reference customer 
As discussed in the introduction chapter (paragraph 1.2), a reported way to 
commercialize the first products successfully, is making use of reference customers. 
The first customer could be used to assist start-ups persuading subsequent 
customers (Ruokolainen, Igel 2004). 

The first customer provides the first (customer) reference. Ruokolainen (2005) 
defines the customer reference as: "The customer reference consists of a supplier's 
commercial product including related services and the reference business case of the 
product. A good customer reference demonstrates the attractiveness of its reference 
business case to the next potential customers." At the same moment he defines a 
reference business case as follows: "A reference business case includes those verified 
sales arguments, such as return of investment, user experience and implementation 
time that are assumed to match with supplier's next potential customers' business 
cases." This first reference customer is also known as 'initial customer' or 'pioneer 
customer' (Gomes-Arias, Montermoso 2007). 

Based on research on start-ups in the software industry, Ruokolainen and Igel 
(2004), created a process model of the use of the first reference (figure 8). They 
distinguished three phases: 

1) Finding the first reference customer 
2) Implementing the system 
3) Expanding the business 

Figure 8. Process model of the use of reference customers (Ruokolainen, Igel, 2004) 

Format to explain reference effects 
As mentioned earlier, this paragraph discusses the effects of the reference customer 
using the previous gathered inSights. Using the terminology and the structure of this 
research, the implementation of the product corresponds with the 'first exchange 
stage' and expanding the business corresponds with the 'subsequent exchange stage' 
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as described in paragraph 2.1. Figure 9 shows the format which will be used to 
explain the reference effects. 

+-Pre-exchange •• First exchange •• Subsequent---+ 
exchanges 

Product Issues ~ Reference ~ Result 
I effects 

Organization Issues ~ Reference ~ Result 
I 

effects 

Figure 9. The format to explain the reference effects 

Explanation format 
The unravelling of the problem in paragraph 1.4 resulted into an overview of the 
issues of a high tech start-up which wants to enter the market. The issues where 
divided into product related and organization related issues. This distinction of the 
issues (left column) is also incorporated in the format. The issues will be further 
categorized according to the venture creation steps. In the middle column, the 
effects of the first reference customer on the corresponding category of issues are 
found. The central idea is that if the issues are taken away with the help of the first 
reference customer, chances increase to successfully persuade the next customers, 
resulting into subsequent exchanges. The results corresponding with the reference 
effects are found in the right column. 

2.3.2 Effect on the product in the opportunity step 
Every venture process starts with recognizing an opportunity. From a resource point 
of view, an entrepreneurial opportunity emerges when people have insight into the 
value of resources that other do not have, and that these people act upon these un
exploited opportunities (Kirzner, 1979). Most people do not even see opportunities, 
and the few who do recognize them, do not act upon it. So the ability of 
entrepreneur to recognize and act upon opportunities is a valuable and rare resource. 
Kirzner (1997) refers to this ability that enables one to recognize and opportunity 
when it presents itself as 'flashes of superior insight'. 

A basic precondition for a recognized opportunity to be exploited profitably is that the 
insight the entrepreneur has is correct (Alvarez & Busenitz, 2001). If not, an 
opportunity loss will occur. A good fit between customer needs and the 
entrepreneur's perception of those needs is necessary to fulfill the precondition. As 
paragraph 1.4 showed, in case of a revolutionary innovation, the market needs are 
not obvious (Luthje, Herstatt, 2004) and there is limited information available for the 
entrepreneur (Ruokolainen, Igel, 2004). 

In order to be sure that the entrepreneur's perception is congruent with the customer 
needs, the opportunity needs verification. Looking back at the venture creation 
process of paragraph 2.1, this verification is displayed as the customer feedback on 
the opportunity recognition step. Thus, from a resource-based view, regarding the 
entrepreneurs' opportunity recognition skills, a precondition for success is the 
'verification of the recognized opportunity'. 

When the opportunity results into a revolutionary innovation, there are no precedents 
or any customer feedback to guide the entrepreneur (Bhave, 1994). In such a case, 
the entrepreneur has to introduce the opportunity to a customer, receive feedback, 
and only then develop the idea until a close match with customer needs is 
established (Maidique and Zirger, 1985). According to Salminen and IVli:iller (2006), 
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the first sale and use of the product is the only way to become certain of its idea for 
the start-up itself. The first customer is the first real user who provides feedback. 

Thus, the first customer provides the necessary verification of the opportunity and 
helps to overcome the problem of unclear market needs and the lack of market 
information (figure 10). 

+-Pre-exchange •• First exchange •• 

Product opportunity 
Verification & 

Learning 

SUbsequent~ 
exchanges 

Match market 
needs 

Figure 10. The first customer to verify the recognized opportunity 

2.3.3 Effect on the product in the development step 
After the opportunity is recognized by the entrepreneurs and they decide to act upon 
it, the product has to be developed (Bhave, 1994). Most of the times, the product is 
already in development before the idea is completely verified. As stated in paragraph 
2.1, after initial contact with potential customers providing feedback, the product 
might need changes (Bhave, 1994; Beard, Easingwood, 1996). 

From a resource-based view, the capabilities of the relatively small group of 
entrepreneurs to organize knowledge into a real product are crucial (Alvarez, 
Busenitz, 2001). Especially when one considers that in case of a start-up, the idea 
and the human resources (the entrepreneurs) are often the only resources in the 
early stages (Birley, Norburn, 1985). The product needs to be developed as 
congruent as possible with the market needs, which are not always crystal clear in 
case of revolutionary innovation (Beard, Easingwood, 1996). 
From an institutional theory perspective, firms have to act conform the market 
normative rules (Scott, 1995). The normative rules reflect the values, beliefs, norms, 
and assumptions in a bUSiness. Although the product might attempt to change the 
existing norms, some of the existing norms will also apply on the new product. 
Examples of these 'basic' norms could be safety requirements, maximum tolerances 
and quality expectancies. 

Paragraph 1.4 stated that the market choice is not perfectly grounded in the early 
stages of a firm. During the early stages, the target market might change (Bhave, 
1994; Beard, Easingwood, 1996). Moreover, the entrepreneurs might not be totally 
familiar with the particular business they are going to operate in (Ruokolainen, Igel, 
2004). Both the possible change of targeting as the possible lack of knowledge of the 
particular business might result in ignorance about the expectations of the market. 
Knowledge about the business is needed to understand what kinds of functionalities 
of the product are requested. If acting according the market norms is necessary and 
the start-up is not familiar with those norms, they will have to learn them in order to 
introduce a successful product. Thus, a precondition for success is the development 
of the idea into a product which is conform basic market norms and which is 
functioning as expected. 

Customer involvement in new product development has been widely studied (Kaulio, 
1998). A general outcome of these studies is that customer involvement improves 
new product success rates (Brockhoff, 2003). A first customer can help tremendously 
in the development of the product when it is willing to cooperate with the start-up. 
While working with the first customer, the start-up gains business knowledge, 
because the customer provides feedback and report product flaws (Beard, 
Easingwood 1996; Gomez-Arias, Montermoso, 2007). More insight into the business 
logic of that particular market, helps understanding the specific needs and 
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expectations (Ruokolainen, Igel 2004; Gomez-Arias, Montermoso, 2007) and other 
aspects of the 'soft side' of the business (Gomez-Arias, Montermoso, 2007). The 
knowledge of the customer about the market and the expected functionalities is an 
incredible valuable resource for the start-up. The existence of the reference customer 
is expected to guarantee the functionality of the product (Salminen, Moller, 2006; 
Ruokolainen, Igel 2004). It shows the product is well enough developed to be used, 
and therefore it legitimates its functionality to the next potential customers. 

Except from potential benefits, there are also some potential risks of customer 
involvement in the production development. A mayor risk of using a customer when 
the product is still under development is that the start-up gets a kind of 
subcontractor role instead of developing a product for the whole market. This 
happens when the product is developed with only the first customer in mind. If this is 
the case, the first customer will receive a tailor made solution which is not suitable to 
sell to the whole market (Ruokolainen, Igel, 2004). Another issue associated with 
product development together with a customer, is the ownership of the intellectual 
property of the developed product (Bruce, Leverick, Littler and Wilson, 1995). The 
risks should be mitigated beforehand to avoid legal issues. When the risks are kept in 
mind and mitigated, the first customer shows to be a potential extremely valuable 
resource in the product development step. 

So, the first customer could be a resource of knowledge to successfully develop the 
idea into a product conform the basiC market norms, by learning the specific business 
knowledge and the expectations. The first customer shows the product is well 
enough developed and it legitimates the functionality to the next customer. 

+-Pre-exchange .... First exchange ... 

Product Idea Developing 

Subsequent---. 
exchanges 

Functioning 
product 

Figure 11. The first customer helping with development and proving functionality 

2.3.4 Effect on the product in the market exchange step 
After the product is ready for the market, the next step is the market exchange. In 
the market exchange phase, two main effects are distinguished: effect on the 
expected relative value and effects on the market recognition. 

Expected relative value 
Adoption theory stresses the importance of perceived relative advantage (Rogers, 
2003). A product should be perceived as more advantageous than the products it 
supersedes. Resource-based theory considers the entrepreneurial cognition, which is 
the ability to recognize opportunities and organize knowledge into a venture, as a 
critical resource for the start-up. The entrepreneurs have another view on the value 
of certain observations (Shane & Venkataraman, 2000). This enables them to come 
up with ideas that others do not come up with . However, this advantage in the pre
exchange stage becomes a disadvantage in the exchange stage. The potential 
customers have to be convinced of the view of the entrepreneurs. In this way the 
resource-based view explains the problems as identified in the problem analysis; 
there is uncertainty about the product (Rogers, 2003; Frambach, Schillewaert, 2002; 
McDade, Olivia, Pirsch, 2002). Buyers often face switching costs as a result of earlier 
commitments to particular product technologies or vendors (Heide and Weiss, 1995). 
Relative advantage of the new product is a necessity to overcome these perceived 
switching costs. So, from a resource-based perspective, the ability to recognize 
opportunities is an important competitive advantage. This, however, also explains the 
uncertainty about the product. Potential customers might not recognize the same 
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value. Therefore, they need to be convinced of the relative value in order to take 
away the uncertainty. From an institutional perspective, the relative advantage is 
necessary to break the existing normative and cognitive rules in the market (Scott, 
1995). The innovation has to become a legitimate option in the market. To become a 
legitimate option for the mainstream manager, the relative advantage should be 
proven. Thus, regarding the uncertainty and relative advantage of the product, a 
precondition for success is 'proof of relative value'. 

A successful first reference shows the relative advantage of a product (Salminen, 
Moller, 2006). The successful implementation at the reference customer is a 
showcase for other potential customers (Gomez-Arias, Montermoso, 2007). The 'real 
world test' can be used to convince skeptical potential customers. It legitimates the 
new technology by demonstrating superiority and attacking the industry's existing 
technology paradigm (Frambach, 1993), and it reduces the perceived risk and 
uncertainty for the buyer (Ruokolainen, Igel 2004). 

One way to overcome perceived uncertainty and risk is to give the potential customer 
the opportunity to try the new product. Depending on the product and the willingness 
of the first reference customer, this could happen at the customer's site. This 
possibility to try the product is positively associated with adoption (Rogers, 2003). 

The reference customer itself also operates in the market and has its own social 
network. Reference customers can become advocates for the new technology helping 
the diffusion of the new products (Rogers, 2003) and spread its use in the industry 
(Gomez-Arias, Montermoso, 2007). The diffusion of the new technology increases the 
awareness. (Rogers, 2003). Customer satisfaction evidently is a requirement for a 
positive effect. Furthermore, the impact of the effect depends on the reputation and 
status of the reference (Salminen, Moller 2006; Ruokolainen, Igel 2004), the size of 
his social network and his commitment to actual act as an advocate (Ruokolainen, 
Igel 2004). 

Thus, the first reference customer serves as a showcase to prove the relative 
advantage and to legitimate the product as a superior alternative. Next to that, the 
first customer can become an advocate of the product in its business (figure 12). 

+-Pre-exchange .... First exchange .... Subsequent----. 
exchanges 

Product 
I 

Expected val ue ~ Showing ~ Proven value 
I 

Figure 12. The legitimization as superior alternative by the first customer 

Market recognition 
The product has a legitimacy problem caused by the newness of the revolutionary 
innovation. The institutional pressure of normative and cognitive rules is not in favor 
of the innovation. Revolutionary innovations are not directly recognized as the 
solution (Tripsas, Gavetti, 2000), since they are not part of the existing categories in 
the market. The problem analysis also recognized the problem of unawareness of the 
market especially in the case of a new technology and a new application (Rosa Porac, 
Runser-Spanjol, Saxon, 1999). 
What is needed for a revolutionary innovation is a reshaping of the current landscape 
in the business (Geels, 2004). The new product or solution has to get recognized as 
an option (Beard, Easingwood, 1996). So, from an institutional perspective, regarding 
the recognition of the innovation in the market, a precondition for success is 'market 
recognition'. 
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The first reference customer is also an actor in his market. Thus, this reference is the 
first actor who starts the reshaping or legitimization process, giving the innovation a 
place within the existing categories and mental models. Evidently, some actors, for 
instance market leaders, will have more influence on such processes in their market 
than others. The first to adopt the innovation will be the innovators or early adopters 
(Rogers, 2003). These are willing to take more risk. In the terms of cognition 
(paragraph 2.2.3), these actors have a more entrepreneurial cognition than most 
managers (Alvarez, Busenitz, 2001). When the firm manages to let the revolutionary 
innovation break through to later adopters, the innovation enters competition with 
existing product, and may eventually replace it (Geels, 2004). Thus, the first 
reference customer helps to start the reshaping or legitimization process and 
therefore creates awareness and market recognition (figure 13). 

+-Pre-exchange • II( First exchange • II( 

Product Unaware market Shaping 

Subsequent---. 
exchanges 

Market 
recognition 

Figure 13. The first reference customer creating market recognition 

2.3.5 Effect on the organization creation step 
In the organization creation step, the start-up has to develop its capabilities, 
production lines and business processes. Furthermore, it has to become a solid and 
stable company. This sub paragraph discusses the effects of the reference customer 
on the perceived capabilities, business processes and subsistence of the high tech 
start-up. 

Capabilities unknown 
The start-up has to develop its capabilities as an organization. The capabilities of a 
firm are important for its competitive advantage (Barney, Wright and Ketchen, 2001). 
Capabilities which might add to the competitive advantage can be in the field of 
innovation, production and marketing processes (Rangone, 1999). 

The problem analysis identified 'start-up lacks credibility' as one of the important 
causes of the problematic market entry. This credibility is needed to enter the market 
(Birley, Norburn, 1985; Ruokolainen, 2005). One of the reasons of the lack of 
credibility was the absence of a track record, that is: the organization has never 
proved its capabilities to take care of a customer in terms of, for instance, production, 
delivery, and reliability. The capabilities of the company are unknown and have not 
been proven (Ruokolainen, Igel, 2004; Ostgaard and Birley, 1996). Also, the 
company itself is new and unknown, which does not support the credibility. Another 
issue which rises doubts about the capabilities, is the fact that most start-ups have 
limited resources, like funds (Alvarez, Busenitz, 2001), human resources, and 
network (Kowalkowski, Svensson, Rehme, 2005). In order to increase the credibility, 
the necessary capabilities to operate in the specific market, should be proven. The 
production lines and technology also have to be developed. The set up of the 
production processes and the production technology might be a hard task for the 
entrepreneurs who lack experience. When the capabilities of a company are doubtful, 
next potential customers will be reluctant to buy from this company. Thus, regarding 
the organization's capabilities, a precondition for success is the 'proof of capabilities'. 

The first reference helps the start-up building up credibility (Beard, Easingwood 
1996). By delivering and implementing the product or system and providing the 
necessary service, the start-up shows his organization and people are ready to take 
care of the customer (Ruokolainen, Igel 2004), despite of its limited resources. The 
first customer legitimates the start-up's capabilities. 
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The importance of recommendations comes from the need to reduce the perceived 
risk (Salminen, Moller 2006). Not only the reference as such, but also the credibility 
of the particular reference gets more important when the perceived risks get higher. 
While working at the first customer, the start-up is, for the first time, present in the 
market as a supplier. Other potential customers might notice this presence, 
increasing the familiarity of the start-up. 
A first customer can help tremendously in the development of the production process 
when it is willing to cooperate with the start-up. 
Successful implementation at the first customer also verifies the product technology 
(Ruokolainen, Igel 2004). In this way it enhances the start-up's own understanding 
and commitment to its own product technology (Salminen, Moller 2006). The first 
reference customer could be willing share its product development knowledge 
(Ruokolainen, Igel 2004). In case the first customer is a heavy user of the product, it 
can yield cost leverage in testing the product. This heavy user might be the 
equivalent of many normal test users (Gomez-Arias, Montermoso, 2007). 

Thus, the first customer reference can help developing the capabilities of the start
up. The cooperation between the reference customer and the start-up legitimizes or 
proves the start-up's capabilities. Moreover, by the first market exchange the start
up is present in the market, increasing the familiarity. 
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Figure 14. The first customer proving the start-up's capabilities 

Immature business processes 
The business processes of the start-up have to be developed in the organization 
creation step. From an institutional perspective, regarding the normative and 
regulative rules, the business processes of the high-tech startup should be conform 
market expectations to be successful (Scott 1995). 

A mayor result of the problem analysis was the finding that the high tech start-up has 
a credibility problem. Therefore, organizational decision makers, who are confronted 
with the innovative product of the high tech start-up, face uncertainty due to the high 
tech start-up's organization. In such an environment, trust is a mayor issue. In order 
to sell there should be interorganizational trust between the potential adopting 
organization and the high tech start-up (Pavlou, 2002). Multiple literature streams, 
like strategy and marketing, economy, and sociology, paid attention to 
interorganizational trust (Pavlou, 2002). What all the different perspectives have in 
common, is that a high amount of interorganizational trust always is associated with 
positive outcomes. According to Pavlou (2003), trust can be described as the belief 
that the other party will behave in a socially responsible manner, and, by doing so, 
will fulfill the trusting party's expectations without taking advantage of its 
vulnerabilities. A start-up is likely eager to serve its first customers as well as 
possible. Thus, it will probably have the intention to fulfill the expectations. However, 
the intention alone is not enough. The entrepreneurs have to know and therefore 
learn what the market expects from them in terms of the important processes, like 
after sale service and delivery times. 
One of the most important processes for a start-up trying to bring an innovation to 
the market is the selling process. If the entrepreneurs are new in the particular 
market, the best marketing arguments for their new and innovative product are still 
unknown (Gomez-Arias, Montermoso, 2007; Ruokolainen, Igel 2004). 
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The business processes have to be learned and become routine. "In order to survive, 
any firm must combine some elements of entrepreneurship and routine" (Loasby, 
2007, p.ll05). Thus, regarding the start-up's business processes, a precondition for 
success is 'learning the business processes'. 

The start-up gains business knowledge while working with the first customer, which 
gives more insight into the business logic of that particular market (Ruokolainen, Igel 
2004). This helps understanding the specific need and the expected levels of 
customer service, quality standards, lead times, etc. (Gomez-Arias, Montermoso, 
2007). Especially the selling processes benefit from the first customer. The start-up 
learns effective selling points from the first customer. The entrepreneurs find out 
which arguments are successful in the particular business (Gomez-Arias, 
Montermoso, 2007; Ruokolainen, Igel 2004). Furthermore, the start-up gains 
experience in the sale process and after sales support (Ruokolainen, Igel 2004). Since 
especially high tech entrepreneurs tend to focus too much on their technology (Freel, 
1998), this experience is welcome. "In many cases new technology companies seem 
to have the technology know-how, but lack the business knowledge for managing 
customer accounts" (Ruokolainen, Igel, 2004, p.673). If the start-up manages to 
learn the expected business processes and the effective selling pOints, he is able to 
make a good impression at the next potential customer. In this way, the potential 
customer perceives the start-up as a professional partner, which is likely to increase 
the trust he will have in this company. 

Thus, working with the first customer expands the start-up's business knowledge and 
learns the appropriate processes. Because of that, the start-up will be perceived as a 
professional partner by the potential next customer. The first reference customer can 
help fulfilling the precondition 'learning the business processes' (figure 15). 
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Figure 15. The first customer helping the start-up to learn the business processes 

Subsistence 
Institutional theory emphases the survival value of conformity with the institutional 
environment, the external rules and the norms (DiMaggio & Powel, 1983). Even if 
these preconditions are satisfied, many start-ups do not survive (Falck, 2007). This 
creates uncertainty for the customers (Popovic, Fahrni, 2004), especially when their 
future business processes or their products depend (partly) on the start-ups product 
(Zacharakis, Meyer, DeCastro, 1999). For the first adopters of the innovative product, 
it is uncertain whether the rest of the market and his network will adopt the product 
later on and therefore whether the product will be available in the future. The 
potential customers will need a certain amount of trust in the survival chances of the 
start-up before they do business. If the rest of the market would also adopt the 
innovation, it would automatically be institutionalized. Thus, regarding the survival 
chances of a high tech start-up, a precondition for success is 'other customers of the 
product'. 

A first reference customer provides turnover and cash flow to the start-up (Gomez
Arias, Montermoso, 2007). More over, there are more users becoming dependant of 
the innovation, increasing the chances of further development of the product. So, the 
first customer, providing turnover and cash flow, helps the survival chances of the 
start-up (figure 16). 
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Figure 16. The first customer creating more chance of survival 
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2.4 Overview of the reference customer effects 
Figure 17 provides an overview of the expected effects and the results of the first 
reference customer on the high tech start-up and the potential customers as 
described in the last paragraph. The meaning of this overview is discussed in the 
reflection (2.5). 
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Figure 17. Overview of the expected effects of the first reference customer 

2.5 Reflection 
At the beginning of this paragraph, it was stated that all the previous gathered 
insights would culminate into an overview which shows the effects of the first 
reference customer on the subsequent customers. Those insights are: the distinction 
between product and relational issues (1.4), the venture creation steps (2.1) and the 
importance of the legitimization of the product and the start-up (2.2). 

The meaning of the overview is explained in the format. The left column shows the 
category of issues which might be faced by a high tech start-up causing the 
difficulties in persuading customers. The middle column shows the effects of the first 
reference customer. The right column shows the expected results from the effects. 
Again, the central idea is that if the issues are taken away with the help of the first 
reference customer, chances increase to successfully persuade the next customers, 
leading to subsequent exchanges. When the product has legitimized itself as a 
superior alternative and the organization has legitimized itself as a serious partner, 
subsequent customers will be more easily persuaded. 
The overview combined with the descriptions of the categories in the previous 
paragraph, explains the effects of the use of the first reference customer on the 
persuasion of subsequent customer by a high tech start-up in a business to business 
environment. The structural composition of the problem analYSiS, the venture 
creation process, and the insight from the resource based and institutional theory, 
answers the questions as formulated in the research assignment. 

In the next chapter, the results of the case studies will be used as a initial test of the 
expected effects, which will lead to a refinement of the insights so far. 
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Paragraph 2.3 discussed the effects of the first reference customer, using the 
previous gathered insights from the problem analysis, the venture creation process, 
the resource-based and institutional theory, and the existing knowledge of the use of 
references. This resulted in the overview of paragraph 2.4, identifying seven 
categories of effects of the first customer. 

This chapter reports about the case interviews which were executed to further 
explore the effects of the first reference customer. As mentioned in the methodology 
section (1.3), the aim of the case study research is threefold. First, the case 
interviews are used as a primary test of the mechanisms to explain the effects of first 
reference customers as presented in chapter two. Second, appealing examples which 
illustrate the effects, might result from the interviews. Third, the interviews might 
add some nuances to the mechanisms. All in all, the aim of the case interviews is to 
further expand the insights into the effects of the first reference customer on the 
second customer. 

3.2 Respondent selection and analysis method 
Before the results are reported, the selection of the respondents, the procedure, and 
the analysis method are explained. 

3.2.1 Selection of respondents 
A characteristic of the case study is the strategic selection of respondents. Roughly, 
there are two options to select responds (Verschuren and Doorewaard, 2003), either 
minimal differing cases or maximal different cases are chosen. Often, minimal 
differing cases are advised, since it is probably easier to draw conclusions from such 
cases. However, concerning the aim of the case study research, respondents with 
different characteristics and perspectives on the phenomenon are chosen. This will 
result in broader insights which can be translated to recommendations for more 
specific research in future. 

The actual selection of the cases is heavily influenced by practical considerations. 
Studying high tech start-ups has one similarity with starting a venture itself; having a 
network and knowing people in the business is crucial. Entrepreneurs mostly are very 
busy and focused, and therefore reluctant to cooperate with anything not directly 
linked to their business. I used the contacts which I already had from my experience 
in the technology entrepreneurship project. To illustrate the importance of knowing 
people; some unknown potential respondents refused to cooperate, while every 
respondent I met before, was willing to join the research. Out of a list of twenty-five 
high tech start-ups, four respondents were selected based on the following four 
criteria: the innovativeness of their product, the position of the start-up in the 
venture process, practical possibility (like based in the Netherlands) and their 
willingness to cooperate. 
Besides these respondent four other people were invited to cooperate based on their 
special experiences. The total selection resulted into eight respondents. Three 
entrepreneurs from high tech start-ups (matching the definition of this research), one 
entrepreneur from a former high tech start-up, two people from a university 
incubator, one person from a company incubator and one venture capitalist are 
interviewed. 

Beneath, as short description of the respondents is found. These descriptions can not 
go into detail, since anonymity had to be agreed. Every respondent gets a code 
which is used to attribute remarks to the respective respondent. 
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Respondent Description Code 
Start-up 1 

Start-up 2 

Start-up 3 

Established 
company 

University 
incubator 1 

University 
incubator 2 

Company 
incubator 

Venture 
capitalist 

The first respondent is the chief executive officer of a high SU 1 
tech start-up, matching the definition used in this report. 
They operate in the business to business market where they 
supply a crucial part of a machine. This market is dominated 
by only a few manufactures that operate worldwide. The 
start-up is spin-off of the Eindhoven University of Technology. 
The respondent of the second start-up is also the chief SU 2 
executive officer. Operating in the business to business 
market, they offer innovative software package to present 
management information. Before starting the company, the 
respondent was active in the same market as a consultant. 
This start-up is a 'semi' spin-off of the Eindhoven University of 
Technology; the technology emerged from the university 
while the idea came from an outside entrepreneur. This high 
tech start-up matches the definition used in this report. 
The third start-up operates in the business to business SU 3 
market where it offers innovative planning software. The 
chief executive officer, which was the respond, also has an 
office at the Eindhoven University of Technology. This high 
tech start-up matches the definition used in this report. 
The established company does not match the definition of a EC 
start-up anymore; it exists for over ten years and has become 
a stable company. However, they started with an innovative 
software package and service in the business to business 
market of publishers. _ 
This respondent works at a university incubator where they UI 1 
support high tech start-ups and university spin-offs in 
particular. This support comprehends among other things 
advice, seed financing, intellectual property assistance and 
introducing the entrepreneurs in existing networks. 
This respondent has a similar function as the previous UI2 
respondent. He works at a university incubator where they 
support high tech start-ups and university spin-offs in 
particular. This support comprehends among other things 
advice, seed financing, intellectual property assistance and 
introducing the entrepreneurs in existing networks. 
Working at a multinational, this respondent has been the CI 
chief executive officer of a venture coming out of the 
company incubator. This venture was started like an 
independent entity. The respondent is a very experienced in 
the business. The company incubator supports promising 
spin-offs. 
Currently, the venture capitalist has invested in several VC 
different companies. He owns a large minority-share of those 
companies, which means just under fifty percent, and advises 
the companies at the board level. 
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In the table beneath some relevant characteristics of the eight respondents are 
found. It shows (if applicable) whether they: 

• Operate in the business to business market 
• Have direct experience as an entrepreneur 
• Have experience with multiple start-ups 
• Have previous experience in the business where they operate 
• Are facing the problem of study at this moment 

Bus.to bus. Experience Viewpoint 

Start-up 1 Yes 
Start-up 2 Yes 
Start-up 3 Yes 
Established Yes 
company 
University 
incubator 
1 
University 
incubator 
2 
Company Yes 
incubator 
Venture Yes 
capitalist 

Direct/ Single/ Previous Current/ 
indirect Multi Ie experience retrospective 
Direct 
Direct 
Direct 
Direct 

Indirect 

Indirect 

Direct 

Indirect 

Single 
Single 
Single 
Multiple 

Multiple 

Multiple 

Multiple 

Multiple 

No 
Yes 
No 
Yes 

Yes 

Current 
Current 
Current 
RetroSpective 

Retrospective 

As the table shows, the respondent have different characteristics. The aim of the 
case interviews is to gain broader inSights, to add nuances to the current insights, 
and to uncover some appealing examples, rather than testing or confirming a 
hypothesis. Therefore, these different views are very useful. When the aim were to 
test a strict defined hypothesis, the differences would have been an obstacle to distil 
results. 

Procedure and analysis 
The respondents are questioned during an interview. The interviews are semi 
structured because of the difference between the situations of the respondents. 
Some questions appear to be relevant for a couple of respondents, while they are 
totally irrelevant for others. 

The data resulting from the interviews is analyzed using a data matrix as described 
by Miles and Huberman (1984) and Hutjes and van Buren (2007). First a list of 
keywords, based on the descriptions of the mechanisms in chapter two, was 
produced. Each keyword has an own code number. This list can be found in appendix 
D. 

The interviews were recorded on tape. These tapes were used to type transcriptions 
of the interviews. Subsequently, the remarks of the respondent in the transcriptions 
are compared with the list of keywords. Based on this comparison, the confirming 
and nuancing remarks, and the examples are allocated to the categories of chapter 
two. 

The confirming remarks arranged by category can be found in appendices E until K. 
After each remark in these appendices, a code is found which refers to the keyword 
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which determined the classification. This way, the process of categorization is made 
transparent and can be checked by others, and every remark can be addressed to a 
respondent. 

In the following paragraph the results are discussed. First, the general results are 
discussed, followed by the results by category. The description of the results by 
category is preceded by a matrix which shows the distribution of remarks made by 
the respondents. 

149 



rUle 
3.3 Results of the case interviews 

Tec hnische Universi teit 
Eindhoven 
Un iversity of Tech nology 

The results of the case interviews are divided into two sub paragraphs: the general 
results (3.2.1) and the speCific results by category (3.2.2). 

3.3.1 General results 
Three results which are relevant to mention, but which are not categorized in a 
separate category, are discussed here: the importance of a reference customer, the 
tendency to be technical focused of high tech entrepreneurs, and the influence of the 
newness of the organization. 

Importance 
The most general conclusion, supported by all the respondents, is that the first 
customer is extremely important for the high tech start-up. "The launching-customer 
can be very important. More strongly, having a first customer can be decisive for a 
start-up." (UI 1) The respondent of SU2 commented: "Launching-customers are more 
important than anything else in the beginning. Therefore, to my opinion, the 
government should stop giving grants to start-ups and start to be the first customers . 
That is what the start-up needs." According to the venture capitalist, almost all the 
successful ventures he knows had one or two customers who helped the start-up 
enormously in the beginning. Asked whether potential customers inquire references, 
one of the respondents answered: "Yes they do, but mostly we directly inform them 
about our reference customers before they get the chance to ask it." (SU 2) The 
same respondent also stated: "Many attempts of high tech entrepreneurs fail before 
they even had a customer. In that sense, you could say that if you are able to 
persuade a first customer, you can say you have already accomplished a great deal 
of your venturing process. It means you have a product and an organization." 

Technical focus 
Earlier it was concluded that many technical entrepreneurs are overly concerned with 
the technical issues at the expense of the commercial aspects. According to 
respondent of the company incubator, this is an immense mistake: "Entrepreneurs 
who only talk about their technology are terrible. They focus on only 10% of the 
proposition. If you don't focus on the rest, like marketing, sales, finance, your team, 
etcetera, the success chance is reduced dramatically." 
The tendency of focusing too much on the technical aspects, seem to be even more 
problematic at so called academic spin-offs. The entrepreneurs of these start-ups 
usually lack business experience. "Young entrepreneurs straight from the university 
lack commercial insight." (UIl) "Some entrepreneurs from the university do not have 
a proper strategic plan. They do not look ahead. When they got their first customer 
their sense of reality fades away and do not focus on growth anymore. A lot of start
ups from the university are way too satisfied when they think they have got their first 
customer." (UI2) The ch ief executive officer of the established company admitted he 
faced the same problem in the early stages: ''The weak point of my strategy was 
marketing. In the beginning I was very technology driven." 

Influence of the new organization 
Not surprisingly, the complicating factor of the newness of the organization was 
confirmed by the respondents. One of them stated this very clearly: "Decision makers 
involved in the purchasing of a software package from a software developer look at 
four aspects, in this order: 

1. The organization of the supplier 
2. The functionality of the product 
3. The quality of the product 
4. Price" (SU 2) 
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This respondent knew this from his own experience as a consultant. Decision makers 
first look at the organization, since continuance is very important for software since 
service might be needed. According to him, references are valuable to proof the first 
three aspects. 

Nuances 
Except from the general conclusions, also two general nuances resulted from the 
case interviews: the influence of the product and sector, and the influence of the 
personal characteristics of the entrepreneur. 

Product and sector 
The effect of a first customer and the possibility to use him effectively depends on 
the type of product and the particular business. Two factors where mentioned: a 
limited number of potential customers and a possible need for exclusiveness. 
When there are just a few potential customers, a start-up should be careful using his 
reference customer. "In specific cases, reference customers can also hinder the start
up. For instance when the case in market where there are only very few potential 
customers. Working with one of them can keep the next potential customers from 
cooperation for competition reasons." (SU 1) The respondent from the company 
incubator added a remark for such situations: "You have to be very careful with 
references when the customer knows your reference. He might hate this rival and 
therefore hate you because you cooperate with him." 
In some sectors, customers request exclusive use of the product. "A company which 
cooperates with a high tech start-up with a radical innovation takes some risk. They 
might take those risks because they expect the innovation will bring them ahead of 
the competition. In such cases, they do not want the start-up to go to the 
competitors. It can also be different. In the software business, for instance, it is 
totally different. Software is mostly supportive for business processes and not the 
core technology." (SU 1) The entrepreneurs should manage to not give away total 
exclusiveness. "Customers frequently ask for exclusiveness. It is up to the 
entrepreneurs to limit the exclusiveness. Limiting of exclusiveness can be done in 
time or in application of the product. If a customer wants absolute exclusiveness, the 
entrepreneurs better sell their whole start-up." (UI 1) 
According to Popovic and Fahrni (2004), the first customer is particularly impport for 
a start-up in case of a product that may be used in different applications and in 
different market segment. The importance of having references also depends on the 
risk associated with the implementation of the innovation. "References are 
importance in risky processes, where the consequences of failure are high, for 
instance, when the product is part of an expensive machine."(VC) 

Entrepreneur 
In paragraph 2.2, the importance of the entrepreneur's capabilities was already 
identified as crucial. Although a reference customer might help enormously to 
persuade subsequent customers, in the end it are the entrepreneurs who actually 
have to do the job. "Either someone is born as an entrepreneur or someone is not. 
You can not learn to be an entrepreneur. It is your nature, drive and motivation. 
When you throw a ball into a crowd, some will duck and some will try to catch the 
ball. The latter are entrepreneurs". eVC) Besides, every specific business asks for a 
specific approach of the entrepreneurs. The respondent from the incubator verbalized 
it like this: "You have to do the right thing at the right time. It depends on the person 
you are, who you have as advisors, and what you really want to do at the end of the 
day. Your image in the market depends on what you want to be. Every business has 
a different kind of proposition and requires a different way of approaching. There are 
so many factors you have to take into account." 
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In his sub paragraph the results and remarks will be discussed for every separate 
category as determined in chapter two. First of all, a matrix showing the distribution 
of the remarks by respondent and by category is presented in figure 18. The 'check 
marks' represent one or more confirming remarks of the respondent concerning the 
category. 

Opportunity 

Development 

Value 

Recognition 

Capabilities 

Processes 

Subsistence 

Figure 18. Matrix showing remarks by respondent and by category 

opportunity recognition 
The influence of the first customer on opportunity recognition was the least 
mentioned category. This does not mean that the customers are not considered to be 
important in the opportunity stage. Most respondents mentioned the influence on the 
development of the idea, which is the next category. Still, some interesting remarks 
were made. One respondent commented about the effect of learning the market 
needs: "Launching-customers are extremely important. They come up with new 
ideas. They tell what they need and often it is different from what you thought." (SU 
2) The venture capitalist stressed the importance of checking your idea in the 
market: "Go to an informal meeting of market actors and find out who is leading in 
the market and who earns most respect by the other actors. Those are the people 
you need to talk to. By talking to them you check whether you are on the right track. 
If they do not think you are, you are gone!" 

Development 
Every respondent made at least one remark in this category. A reference customer 
appears to be very important for the development of the product and to show the 
functionality of the innovation. 
The fact that the start-up has a user of the product legitimates that it is well enough 
developed and conform the basic market norms, like quality expectations. Not only 
for the next customer, but also for the start-up itself this is an important 
confirmation. "When you develop a product it is hard to determine whether the 
product is ready and when it has the expected quality. We had products where this 

152 



T U} Technische Universiteit 
Eindhoven e UniversityofTechnology 

was the question until after the implementation." One respondent made a remark 
about the risk of cooperation with your first customer in the development stage: "You 
have to be careful not to develop something which is not relevant for other 
customers. Be aware." (SU 2) 
The first customer proves the functionality to the next customer. "New customers 
rationalize; if that company uses it, it must at least function." (SU 2) Again the effect 
also influences the start-up itself. They learn the expected functionalities while 
working with the first customer. ''The first day at your first customer you get a lot of 
information about the application of your own product. We thought we knew the 
functionality of our product, but if you look at the actual application, it turned out to 
be different." (SU 2) An unusual way to proving functionality was mentioned by the 
third start-up. This respondent, who also holds an office at the university, wrote a 
scientific article about his system, which was accepted by a respected journal. He 
used the reputation of the journal to prove the functionality of his product. 

Expected value 
The first customer should prove the relative value of the innovation and legitimate its 
superiority compared to the product it supersedes. Not surprisingly, the value of a 
product is important. "The 'royal' way of persuading a customer is to translate the 
product in an abstract way to the advantage for the potential customer. That is the 
trick. A good salesman explains what a product can save or achieve." (EC) The 
respondents confirmed the expected effects and illustrated the need of proven value 
with some examples. "First we sold the product on scientific baSiS, which means way 
too cheap. We did this just to find out if it functions in the real world and to prove its 
value." (SU 1) "In the beginning we used our own product (analysis tool) to analyse 
our own data. This we could use as a demonstrator to new customers. We showed 
the effects. Then we did some free projects and pilots to build up a reference base. 
This reference base you can use to show to interested customer that the product is 
no nonsense." A good example of a reference customer who becomes an advocate of 
the innovation of the start-up was provided by SU 3: "We saved millions of euros for 
the first customer. The second customers knew this and approached us to cooperate. 
We did not even contact him." 

Unaware market 
The effect of the reference customer on market recognition was mentioned in several 
different ways. About the reshaping of the market, the respondent of SU 2 
commented: "In the beginning you are looking for innovators. When you have got a 
couple of them, another process should start. Managers in the business should start 
talking about the advantages your product to each other. You need this to cross the 
chasm to the main stream customers." He also told: "One time we were at a fair and 
one of our customers came to our stand and started to talk about his experience with 
our product to complete strangers who were also there. That's the process you 
need." 

There were various comments about the differences in decision making among 
various market actors. The difference in decision making between the first and 
second customer of the respondent from the company incubator was expressed in 
the following way: "The first customer was an 'innovator company' and prepared to 
take risk. Our second customer, the largest software company in the world, was not 
prepared to take risks in this business. At that company we were persuading 
purchasers, not technical people. They are only interested in price. After the success 
at our first customer, they felt market pressure to follow. Their clients were 
demanding the product." Another statement from SU 2: "Most people tend to do 
what they always did. In our case, they tend to go to their regular software supplier 
or consultant when they have a problem." 
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The venture capitalist clearly expressed the effect of a reference customer combined 
with the differences between market actors. "The effects of a first customer are 
enormous. In life you got two types of people: initiators and followers. There are only 
a few initiators. If you have a new product in a new company you have very small 
but valuable groups which are your potential customers. These are the innovators. 
They have the courage, the gut and the gift to judge and, most important, they 
automatically have a fantastic network. The followers will listen to them speechless. 
If one of those guys is your first customer, you should fire your market director 
instantly and nominate the initiator to replace him. Your initiators are the best 
marketers you can have." Later on he added: "Before you approach a company you 
have to find out who is mandated to take decisions. Forget about the rest. The others 
are only worried about costs and will only make sure that everything is working. They 
will only buy proven technologies." 

Capabilities 
The first customer is expected to prove the capabilities of the start-up, to provide a 
track record and credibility. "Credibility and track record are the first words that cross 
my mind. By having a first customer they (the start-up) can demonstrate that they 
achieved something." (UI 1) The respondent of the establish company told about the 
usage of references for this purpose: "The product they possibly can judge 
objectively, for instance by trying it, but to judge the capabilities of the organization 
is way more difficult. How do these guys work? Do they deliver as agreed? Can they 
solve problems? That is why I use references on my website." He also stated: "In the 
early stages of your company they will look at your craftsmanship. Later on, when 
you gained credibility your network becomes important. You have to know the right 
people who can help you to grow your company." 

One striking example was given by 5U 2. They managed to get a renowned 
international bank (Deutsche Bank) as a customer. He told about the effect of this 
reference: "It is a huge internationally known company. Everybody realizes you are 
not becoming their supplier easily. 50 they know you have got something functional 
and they also know you are capable to do it technically. Before you are a supplier of 
such a bank, you have to pass a purchasing and a legal department. Other customers 
can imagine what it takes to be their supplier." 

One respond also mentioned a possible negative side of the effect in case of failure at 
a company: "When the implementation at the first customer was no success, you 
have to be very careful. If this story diffused into you market, the reputation of the 
start-up is ruined and you are gone." 

The first customer is also expected to increase the familiarity of the start-up in the 
market. "Your first clients come from your own network. Along the way, the 
importance of your direct network decreases. You become a familiar name in the 
business, customers know that you exist and are able to find you." (5U 2) 

Business processes 
The reference customer will provide some trust to the next potential customer. I\lext 
to that, the start-up learns the expected business processes. 

The respondent of the established company told: "The basis is trust, not even price. 
Your price just has to be competitive. Building trust is a mayor issue for a start-up. 
You do not have references, only the charisma of the entrepreneur who can make an 
offer. Enthusiasm of the entrepreneurs helps in the early stages, in later stages 
enthusiasm does not help at all and is regarded as a treat. Your company has to 
become serious along the road. What impression leaves your company? How stable 
are you? What are the expectancies? They want to have certainties. If your start-up 
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has built up trust at a large company, this is beneficial. Other companies will be less 
reluctant to do business with you. Trust is translated into certainty. In the beginning 
it is trust in possibilities, but it has to be transformed into trust in certainties in order 
to grow." The respondent of the company incubator verbalized the importance of 
people and trust between them like this: "Business is about people, it is silly to think 
business is about processes or models, or technology or products. People sell things! 
You trust people, not products. Agreements are based upon trust between people. 
Trust is always important in case of an innovation. When the product becomes a 
commodity, the trust factor decreases and price becomes an issue. But that's just 
supply and demand. In the beginning it is trust!" It was noted that the amount of 
trust which is needed to come to a transaction depends on the impact of the product 
on the business of the customer. The bigger the impact, the more trust is needed. 

The entrepreneurs are able to learn what it takes to be a professional partner in the 
market. "When your company grows, the way you work also needs to grow. You 
have to behave like an established company and the trust has to grow along the 
way." (EC) About the effect of the reference on next potential customers, 5U 1 
commented: ''To acquire your first customer, your business processes have to be up 
and running. In that sense, a reference customer is a proof your processes are well 
enough developed to other customers." 

Learning effective selling points from the first customer is also expected to be 
beneficial in the contact with potential customers. "You also get al lot of information 
about the selling process, like who makes the decisions about a purchase. I already 
knew this from earlier experience in the business. We also had some potential 
customers where we implemented a pilot project but still we failed to persuade them 
to buy the product. From those failures you should learn what you did wrong." (5U 2) 
The second respondent of the university incubator commented on this effect: "By 
having a first customer, entrepreneurs show they already been through the whole 
process of selling and implementation of the product. They gain self esteem, and as a 
result of this self esteem, they present themselves much better." 

Subsistence 
The reference customer is expected to increase the perceived survival chances of the 
start-up. "The biggest concern of companies intending to buy from a small company 
is whether it is stable enough. They will always ask you whether you will survive." 
CEC) One special way to overcome the uncertainty of the survival chances was 
explained by 5U 2: "Customers ask how big your company is. I always respond that I 
know their fears and that we have a solution to overcome these fear. Our 
continuance is secured by a so called 'Escrow' agreement. This means that if our 
company goes bankrupt, our customers can go to a notary to get the source code of 
our software for free." 
The importance of the survival certainty is reported by three respondents to depend 
on the impact on the customer's business. "It depends on whether it is a one-time
use product or if it will influence the business processes for a long time. Is it 
substitutable? Are you entering their core process with your product? (EC) The 
product of 5U 1 influences the business processes of the customer drastically. He 
commented: "For our potential customers, continuity is of utmost importance. 50 if 
they decide to work with us, they will also insure we have enough business to 
continue." 
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The aim of the case studies, was to further expand the insights into the effects of the 
first reference customer on subsequent customers, by being a primary test of the 
expected mechanisms and adding some nuances. Besides, appealing examples to 
illustrate the mechanisms were expected to result from the interview. 

This approach has worked, since the case interviews indeed expanded the insights. 
The mechanisms as presented in the overview, are to a large extend confirmed in the 
case interviews and the remarks and examples of the respondent enrich the 
descriptions of the mechanisms. Further, some nuances are found which have to be 
taken into account in practice as well as in following studies. 

Due to the nature of the research approach, there are also some limitations to the 
results. The relative number of respondents, the single source at every case study, 
and the semi structured interview, and the differences between the respondents, limit 
the possibility to come up with specific defined and statistically underpinned results 
based on the case studies. On the other hand, the mechanisms of chapter two are 
systematically build up and described, and the case studies indeed provided more 
insight. The combination of the described mechanisms of chapter two, combined with 
the enriching results of chapter three, provides valuable knowledge about the 
influence of the first reference customer on subsequent customers of high tech start
ups. 

Next chapter discusses the conclusions, the practical implications of the gained 
insights, and some recommendations for further research. 
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First, the research questions which were formulated in the introduction chapter are 
recapitulated to discuss to what extent they are answered. After that, the conclusions 
of this research are drawn, considering the market entry problems and the use of the 
first reference customer by high tech start-ups. 

4.1.1 Answers to the research questions 
In the introduction chapter, three research questions were formulated, based on the 
problem definition and the research assignment. These are: 

• What problems do high tech start-ups face when entering the market with a 
revolutionary innovation? 

• What function does the first reference customer have for a high tech start-up 
entering the market? 

• How can the resource-based view and the institutional theory explain the 
effects of the use of first customer references by high tech start-ups on the 
process of persuading subsequent customers? 

The first research question is answered extensively in paragraph 1.4, where the 
identified problem was unravelled in detail. This analysis turned out to be very robust 
during the research. The most important insight from this analYSiS, besides the 
insights into the sub causes, was the distinction between the product and the 
organizational related issues. 

Chapter two provided insight into the venture creation process and the importance of 
the contextual aspects which influence the start-up and its customers. These insights 
were used to explain effect a first reference customer has for a high tech start-up. 

Chapter three confirmed the identified and explained effects and added some 
refinements to the overview. Thus, chapter two and three together answered the 
second and third research question. 

4.1.2 Conclusions 
A high tech start-up faces a tough challenge to persuade potential customers to buy 
their innovative product. This problem is caused by the newness of the product as 
well as the organization. As the problem analysis showed, the newness of the 
innovation causes a poorly grounded market chOice, unawareness in the market and 
uncertainty about the product. Except from the causes related to the product, two 
groups of causes are related to the fact that the innovative product is brought to the 
market by a starting company: the start-up lacks selling power and the organization 
lacks credibility. 

A first reference customer has several positive influences on the start-up and the 
potential customers. The combination of the resource based view and institutional 
theory offers a useful way for explaining the influence of the first reference customer 
on subsequent customers of a high tech start-up. The product and the organization 
need legitimization in the market to get accepted. To achieve this legitimization, the 
current normative and cognitive rules (Scott, 1995) need to be changed. The first 
reference customer influences the potential subsequent customer, by making a start 
to change these rules. 
Seven mechanisms of influence of the first reference customer are distinguished. 
Each of these mechanisms takes a category of issues and shows the effect of the 
reference and the resulting influence on the potential subsequent customers. The 
issues, effect and results are clearly presented in the overview of paragraph 2.4. 
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Now, the most relevant results of the use of a first reference customer are discussed. 
The first four are product related, the last three are related to the organization of the 
start-up. 

Matching market needs 
The venture starts with recognizing and acting upon an opportunity (Kirzner, 1979). 
A condition for a the recognized opportunity to be exploited profitably is that the 
insight of the entrepreneurs is correct (Alvarez & Busenitz, 2001). However, in the 
beginning, there are no precedents or any customer feedback to guide the 
entrepreneurs (Bhave, 1994). The first customer can provide the necessary 
verification of the opportunity and helps to overcome the problem of unclear market 
needs and the lack of market information. Having an opinion leader in his market as 
a first customer to verify the opportunity is attractive, since such a customer will have 
above average insight into the market. 

Developed product 
The idea should be developed into a functioning product. Feedback from the market 
is crucial for a satisfying result of this process (Beard, Easingwood, 1996; Brockhoff, 
2003). The first customer could be a resource of knowledge to successfully develop 
the idea into a product conform the basic market norms, by learning the specific 
business knowledge and the expectations. The first customer shows the product is 
well enough developed and it legitimates the functionality to the next customer. 

Proven value 
The innovative product should have superior value compared with the alternatives, to 
get accepted in the market (Rogers, 2003). The first reference customer serves as a 
showcase to prove the relative advantage and to legitimate the product as a superior 
alternative (Salminen, Moller, 2006; Gomez-Arias, Montermoso, 2007; Ruokolainen, 
Igel 2004). Next to that, the first customer can become an advocate of the product in 
its business. 

Market recognition 
By definition, the start-up's innovative product does not resemble the current 
products in the market. The innovative product is not directly recognized as a 
solution (Tripsas, Gavetti, 2000). The entrepreneurs will have to convince the 
potential customer of the new product. The existing normative and cognitive rules 
have to be changed in the market (Scott,1995; Geels, 2004), legitimizing the new 
product. The first reference customer helps to start the reshaping or legitimization 
process and therefore creates awareness and market recognition. To start this 
legitimization process, the first customer preferably has a large network and is an 
influential actor in its market. 

Proven capabilities 
To persuade the potential buyers, the customers need to have the perception that 
the organization of the start-up has capabilities to produce and deliver the product 
(Barney, Wright, and Ketchen, 2001). They will question themselves (Popovic, Fahrni, 
932): "Is the start-up capable of organizing production?" The first customer reference 
can help developing the capabilities of the start-up. The cooperation between the 
reference customer and the start-up legitimizes the start-up's capabilities and 
increasing the start-ups credibility by creating a track record (Ruokolainen, Igel). 
Moreover, from the first market exchange on, the start-up is present in the market, 
increasing the familiarity of the start-up in the business. 

Processes conform norm 
The business processes of the start-up have to be conform market standards to be 
taken seriously by the customers (DiMaggio & Powel, 1983, Scott 1995). As a result 
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of conformity to the accepted practices, organizations achieve legitimacy. Working 
with the first customer expands the start-up's business knowledge and learns the 
appropriate processes (Ruokolainen, Igel, 2004). Because of that, the start-up will be 
perceived as a professional partner by the potential next customer and will be 
trusted. Besides, by working with the first customer, the start-up learns effective 
sales arguments and processes (Gomez-Arias, Montermoso, 2007; Ruokolainen, Igel 
2004). 

More certainty about survival 
Customers want certainty about the existence of the start-up in the future. Potential 
customers are faced with the question (Popovic, Fahrni, 2004, p. 932): "Shall the 
start-up survive?" A first reference customer provides turnover and cash flow to the 
start-up (Gomez-Arias, Montermoso, 2007). Moreover, there are more users 
becoming dependant of the innovation, increaSing the chances of further 
development of the product. So, the first customer, providing turnover and cash flow, 
helps the survival chances of the start-up. The need for certainty depends on the 
product and the impact of the product on the customers organization. The larger the 
impact, the more certain a customer want to be. 

4.2 Practical implications 
For high tech entrepreneurs in the beginning of the venturing process, the insights 
resulting from this study are very valuable. Beneath, the practical implications are 
presented. 

Awareness at high tech entrepreneurs 
The most important practical implication is that entrepreneurs of high tech start-up 
should be aware of the challenges they face and what causes the problematic 
persuasion of customers. Literature (Freel, 1998), as well as some respondents of the 
case study, state that high tech entrepreneurs have the tendency to be overly 
concerned of the technical issues at the expensive of the marketing issues. This study 
shows the importance of the legitimization of both the product and the organization. 
This awareness is a precondition for using a first customer as a reference to potential 
subsequent customers. 

Assessment of problems 
To access the problems a specific start-up is facing, the entrepreneurs should study 
the presented problem diagram and the accompanying descriptions. By studying this 
diagram they get conscious of factors which they did not take into account before. 
Again, this will create necessary awareness. The entrepreneurs can use the gained 
awareness to rethink their priorities or even change their marketing strategy, 
depending on the particular situation and their position in the venture creation 
process. The presented overview of reference effects helps to indicate how a 
reference customer can be helpful to address the determined problems. 

First customer selection 
Since this study shows importance and the influence of the first reference customer, 
selection of this customer might be a crucial step for the high tech entrepreneurs and 
the future success of their start-up. Factors which have to be taken into account are: 
the position of the reference in the market, the amount of knowledge which can be 
gained at the reference customer, and the willingness of the first customer to 
cooperate as a reference. The position of the reference in the market includes its 
image and its market leadership. The knowledge which can be gained includes 
information about the market, the product, the production process, and business 
processes. The willingness to cooperate as a customer comprehends the way the 
reference customer is prepared to spread the message about the product and the 
organization of the high tech start-up. The overview of the effect of references 
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customer should be used to determine the right type of first customer, depending on 
the most urgent category of issues in the case of the particular start-up. 

4.3 Future research agenda 
Beneath, five directions for further research to the use of reference customers by 
high tech start are mentioned. After that, some last advice marks the end of this 
report. 

Quantitative research 
As mentioned this research has been explorative of nature and the number of 
respondents is limited. Therefore, further research is needed to refine the insights 
and to further validate the mechanisms. This research provides a foundation for more 
specific research. Based on the described mechanisms, propositions could be made 
and tested in a quantitative way. 

Products and sectors 
Resulting from the case studies, the importance of having a reference customer 
seems to depend on the kind of product and the particular business in which the 
start-up operates. Software industry, for instance, is a typical reference business 
(Ruokolainen, 2005). Research should be conducted to the differences between 
products and sectors which further explains the importance. 

Characteristics of the entrepreneurs 
Some remarks of the respondents indicated that the personalities of the 
entrepreneurs of the high tech start-ups have a decisive role in the chance of 
success. This is also supported by a study of Treffers (2007), who examined the 
composition of a start-up team. The personal characteristics of the entrepreneurs 
might be taken into account in further research to the effect of reference customers. 

Image of the reference customer 
During the case interviews the image of the reference customer was mentioned 
several times as an considerable factor of the influence on subsequent customers. In 
their single case study, Popovic and Fahrni (2004), underline the importance of the 
image of the reference customer. More research to the specific effects of the image 
on the different aspects of referencing is needed. 

Communication of the reference 
This study has researched the influence of a reference customer. To increase the 
effect of the influence, the high tech start-up needs to communicate the existence of 
a reference customer. Respondents of the case interviews did this by websites, 
scientific publication and direct communication. The effectiveness of different ways of 
communication of a reference can be studied to further advice entrepreneurs to 
utilize their reference effectively. 

Decision making process 
In the current research the internal decision process at the customers of a high tech 
start-up is not considered. Further research should be conducted to unravel this 
process and to find out who is responsible for the decision to cooperate with high 
tech start-ups. This might increase the effectiveness of targeting potential customers 
with the reference message. 

Some last advice 
Based on the gained experience, two groups of respondents might be interesting for 
more specific and extensive research, since they have a homogeneous characteristic. 
These are the high tech software start-ups and the academic high tech spin-offs. The 
software start-ups are an interesting sub group since the software business is a true 
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reference business (Ruokolainen, 2005). This was also confirmed by two respondents 
in the case interviews. Functionality of the product and organizational capabilities can 
almost only be showed by real implementations at customers. The academic high 
tech spin-offs are an interesting sub group since they almost all have a distinctive 
characteristic: lack of business experience. This characteristic makes the reference 
customers even more important for their credibility. 

Specifically for researchers in the Netherlands, there might be an opportunity to 
study a group of start-ups and the cooperation with their first customer. 
Technoparter, an organization of the Dutch government to stimulate high tech start
ups, organizes the Technopartner Awards for the best combination of a start-up and 
its first customer. 

The respondents of the case interviews were also asked to give their view on 
studying the effect of reference customers on high tech start-ups. These remarks of 
them can be found in appendix K. 

A last advice for anyone who wants to study high tech start-ups is to start from day 
one to build up your own network of possible respondents. There are no standard 
groups of respondents instantly available and there are relatively few respondents 
matching the definition of a high tech start-up. Without any acquaintances in the 
'entrepreneurial world' it will be a hard task to quickly find high tech entrepreneurs 
who are willing to cooperate. 
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Appendix B 'Classification of innovations' 

The definition of high start-ups in paragraph 1.1 contained the concept of 
'innovation'. As mentioned, the concept of innovation is broadly used and there are 
practically innumerable definitions, applications and classifications for the concept. 
This appendix is not meant to provide an exhausting overview of the utilization of the 
concept, but to show the relevant parts for this research and to introduce the 
definition of 'revolutionary innovation', which is used in the report. 

An issue which might need clarification is the difference between an invention and an 
innovation. Schumpeter (1934) distinguished between invention and innovation, with 
invention being the discovery of an opportunity and innovation the exploitation of a 
profitable opportunity. Concerning the fact that this research approaches innovations 
from a venturing perspective, the exploitation criterion is adopted. 

Most definitions of innovation have incorporated 'newness' (Johannessen, Olsen, 
Lumpkin, 2001). For instance, according to Zaltman, Duncan and Holbeck (1973, 
p.10), innovation is "any idea, practice or material artefact perceived to be new by 
the relevant unit of adoption". Damanpour (1991, p.556) defined innovation for a 
firm as the generation, development, and adoption of novel ideas on the part of the 
firm. Not surprisingly, the newness criterion will be adopted. Subsequently, two 
classifications of newness will be discussed. 

Classifications of newness 
Some new ideas, processes, products or services are more innovative than others. A 
well known classification that separates new innovations based on their newness is 
based on the Booz, Allen and Hamilton (1982, p.8) study which categorized new 
innovations according to newness to the innovating company and newness to the 
market (McDade, Olivia, Pirsch, 2002). Figure 19 shows the classification. 
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Figure 19. Classification of newness by Booz, Allen and Hamilton (1982) 

New-to-the-world prod ucts 
New product lines 

Additons to existing product 
lines 
Revisions to existing products 

New products that create an entirely new market 
New products that, for the first time, allow a 
company to enter an established market 
New products that supplement a company's 
established product lines 
New products that provide improved performance 
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or greater perceived value, and replace existing 
products. 

Repositionings Existing products that are targeted to new markets 
or market segments. 

Cost reductions New products that provide similar performance at 
lower cost. 

Radical innovations introduce a set of attributes to a marketplace different than the 
ones that customers have valued in the past (Dorf, Byers, 2005). Radical innovations 
are also referred to as disruptive innovations and incremental innovations as 
continuous innovations (Cristensen, 1997). 

Beard and Easingwood (1996) also classify innovations based on the newness of the 
market, but their second criterion is the maturity of the technology. The classification 
of Beard and Easingwood (1996) is displayed in figure 20. 
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Figure 20. Classification of newness by Beard and Easingwood (1996) 

Classification and focus in this report 
As mentioned in paragraph 1.1, the classification of Beard and Easingwood (1996) is 
used in this report. Since this research focuses on high technology startups, their 
'technology maturity' criterion is well applicable. Moreover, when the technology of 
the innovation is brand new, the innovation will automatically be new to the 
company. From this perspective, the classification of Beard and Easingwood 
comprises the classification of Booz, Allen and Hamilton (1982) when concerning the 
categories 'technology innovation' and 'revolutionary innovation'. 

170 



T U} Techn isch e Un ive rsiteit 
Eindhoven e University ofTechn ology 

Appendix C 'Alterations in problem analysis due to expert reviews' 

After the initial problem analysis was made, three experts were asked to share their 
experience and to comment on the model. As a result, · one original cause was 
rea located and changed, one was adapted and one was added. The expert interviews 
thus contributed to the completeness and correctness of the analysis. 

Realocated and changed 'No formal connections' 
According to Kowalkowski, Svensson and Rehme (2005), the start-up is by definition 
without any formal relationships. The results of expert interviews nuanced this vision. 
The start-up can have some formal relationship before the first sale with 
organizations like: banks, research institutes and investors. Therefore, this cause was 
replaced and is now a part of 'no track record' and described as 'no formal 
connections with customers'. 

Changed: 'Best marketing arguments unknown' into 'Immature selling 
process' 
The original defined cause was to narrow for the experts. According to them, the 
marketing arguments are a part of the whole selling process which might be 
immature. Therefore, this cause was defined more broadly. Many new technology 
companies seem to have the technology know-how, but lack knowledge for managing 
customer accounts. High tech start-ups are mostly research driven and the 
entrepreneurs lack experience in the sales process. (Freel, 1998; Gomez-Arias, 
Montermoso, 2007; Ruokolainen, Igel 2004) 

Added: 'Uncertainty subsistence start-up' 
Many start-ups do not survive. The fail-rates are especially high in case of high tech 
start-ups. The uncertainty of the survival of the start-up causes great risks for its 
customers, especially when their future business processes or their products depend 
partly on the start-ups product. The customer is uncertain whether the product will 
be available in the future (Zacharakis, Meyer, DeCastro 1999). This sub cause of the 
problem was originally not recognized, but evaluated to be appropriate. Therefore, 
this cause was added. 
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Category Keywords Number 
Opportunity Different insight value 1.1 
recognition Verification opportunity or market needs 1.2 

Strategic feedback 1.3 
Development Development product 2.1 

Share product knowledge 2.2 
Development production lines 2.3 
Share production knowledge 2.4 
Product needs (Operational feedback) 2.5 
Guarantees functionality 2.6 
Norms / expectations 2.7 
Vindicates concept 2.8 
Strategic and operational feedback 2.9 

Value Relative value 3.1 
Showcase 3.2 
TestjTry 3.3 
Earlier commitments 3.4 
Uncertainty/risk reduction product 3.5 
Advocates/Network 3.6 
Reputation/status 3.7 

Market Awareness 4.1 
recognition Reshaping 4.2 

In novators/Lagga rds 4.3 
Capabilities Credibility 5.1 

Trackrecord 5.2 
Familiarity 5.3 
Proof capability 5.4 
Capable despite limited resources 5.5 
Credibility reference 5.6 

Business Expectations (needs, levels) 6.1 
processes Business logic 6.2 

Uncertainty 6.3 
Trust 6.4 
Learn processes (general, marketing) 6.5 
Proof processes 6.6 
Routine 6.7 

Subsistence Dependability 7.1 
Survival/failure 7.2 
Network adoption 7.3 
Revenue 7.4 
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Appendix E 'Opportunity recognition' 

Respondent Remarks Keyword 
Start-up 1 

Start-up 2 

Start-up 3 

Established 
company 

University 
incubator 1 

University 
incubator 2 

Company 
incubator 

Venture 
capitalist 

"Launching-customers are extremely important. They 1.3 
come up with new ideas. They tell what they need and 
often it is different from what you thought." 

'The best opportunity recognition comes from 1.1 
experience. I my case I worked at the first customer 
myself, so I recognized the need." 

"You don't need to have the technology yourself to have 1.1 
a great opportunity. We found a customer for our 
opportunity and used an invention from a supplier." 

"Select your first customers carefully. Go to an informal 1.2 
meeting of market actors and find out who is leading in 
the market and who earns most respect by the other 
actors. Those are the people you need to talk to. By 
talking to them you check whether you are on the right 
track. If.they do not think you are, you are gone!" 
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Appendix F 'Development' 

Respondent Remarks Keyword 
Start-up 1 

Start-up 2 

"For an academic spin-off it is of major importance that 2.1 
the product is not scientific anymore but a real product." 

"Show your product to some technicians and let them 2.6 
tell your product works." 

'The first day at your first customer you get a lot of 2.2 & 
information about the application of your own product. 2.8 & 
We thought we knew the functionality of our product, 2.9 
but if you look at the actual application, it was 
different. " 

"Reference customers proof your technique. Does it 2.6 
function? Do we get bugs or other problems? New 
customers rationalize: If that customer uses it, it must at 
least function." 

"Sometimes the customers ask questions about your -
development process. Reference customers can help to 
clarify this process to them." 

Start-up 3 "Our product solved the first customer's relevant 2.6 
problems, so it worked!" 

Established "We developed one of our products at a couple of early 2.1 
company adopters for a few years before we started marketing 

the product to the whole market." 

University 
incubator 1 

University 
incubator 2 

Company 
incubator 

Venture 
capitalist 

"When you develop a product it is hard to determine 2.7 
whether the product is ready and when it has the 
expected quality. We had products where this was the 
question until after the implementation." 

... 
"You expect your product to perform in a way, but is it 2.6 
actually going to function in that way?" 

"A customer proves the entrepreneurs can make happen 2.6 
what they claim." 

"After we showed our potential customer the 2.6 
demonstration of the idea we had to develop it into a 
real product. They agreed to buy it if we showed 
functionality of the real product. This demonstrator was 
very important to start the venture." 

'The product has to be visible and has to function. It 2.6 
has to be a proven product. I will not invest in an idea 
only." 
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Appendix G 'Relative value' 

Respondent Remarks Keyword 
Start-up 1 

Start-up 2 

Start-up 3 

Established 
company 

University 
incubator 1 

University 
incubator 2 

Company 
incubator 
Venture 
capitalist 

"First we sold the product on scientific basis, which 3.2 
means way too cheap. We did this just to find out if it 3.3 
functions in the real world and to prove its value." 

"First we used our own product (analysis tool) to 3.2 
analyse our own data. This we could use as a 
demonstrator to new customers. We showed the effects. 
Then we did some free projects and pilots to build up a 
reference base. This reference base you can use to say: 
our product isn't nonsense." 

"We saved millions of euros for the first customer. The 3.1 
second customers knew this and approached us to 3.6 
cooperate." 

"Some students used the software for their graduation 3.2 
projects at several different multinationals. Their results 3.1 
supported my claims. The students could calculate the 
savings for the company in real figures." 

"At this moment we have got a pilot project running at a 3.1 
multinational company. We do this pilot for free. After a 3.2 
couple of months the system will be assessed. If it is a 3.3 
success and they want to continue working with the 
system, they have to pay the full price, but they know it 
is going to pay back." 

"References start where calculations end. For example: 3.1 
in the construction business customers could get 
convinced because you can calculate whether the 
construction is good enough. When it is not possible to 
calculate, you need reference customers to proof the 
product." 

"Large companies sometimes wait until the start-up has 3.5 
proven the functionality of the product at a smaller 
company. If it is a success, they are interested too." 
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Appendix H 'Market recognition' 

Respondent Remarks Keyword 
Start-up 1 

Start-up 2 

Start-up 3 
Established 
company 

University 
incubator 1 
University 
incubator 2 

Company 
incubator 

Venture 
capitalist 

"In the beginning you are looking for innovators. When 4.1 
you have got a couple of them, another process should 4.2 
start. Managers in the business should start talking 4.3 
about the advantages your product to each other. You 
need this to cross the chasm to the main stream 
customers." 

"Most people tend to do what they always did. In our 4.3 
case, they tend to go to their regular software supplier 
or consultant." 

"When a company has a problem they will look in the 4.2 
surroundings or network to find a solution. If they see 4.3 
your product is successfully used by a similar company 
they think: Well, if it works for them, it will work for us 
tool" 

"When company A advises company B to go to the start- 4.2 
up, company B trusts the start-up because he trusts 
company Al". 

"The first customer can be used commercially. Mostly, 4.3 
when you have a radical innovation, your customer is a 
renowned company and you can use its name." 

"Often it is not important that you had a customer, but 4.3 
which customer you had. A good product at an unknown 
company will have way less impact than the same 
product at a multinational. That is much more appealing. 

'The first customer was an 'innovator company' and 4.3 
prepared to take risk. Our second customer, the largest 4.2 
software company in the world, was not prepared to 
take risks in this business. At that company we were 
persuading purchasers, not technical people. They are 
only interested in price. After the success at our first 
customer, they felt market pressure to follow. Their 
clients were demanding the product." 

'The effects of a first customer are enormous. In life 4.3 
you got two types of people: initiators and followers. 4.2 
There are only a few initiators. If you have a new 
product in a new company you have very small but 
valuable groups which are your potential customers. 
These are the innovators. They have the courage, the 
gut and the gift to judge and, most important, they 
automatically have a fantastic network. The followers 
will listen to them speechless. If one of those guys is 
your first customer, you should fire your market di.r_ector 
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instantly and nominate the initiator to replace him. Your 
initiators are the best marketers you can have." 

"Before you approach a company you have to find out 4.3 
who is mandated to take decisions. Forget about the 
rest. The others are only worried about costs and will 
only take care everything is working. They will only buy 
proven technologies. " 
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Appendix I 'Capabilities' 

Respondent Remarks Keyword 
Start-up 1 

Start-up 2 

Start-up 3 

"Currently we are negotiating with our first main 5.1 
customer. If that company will become our first 
customer, we will gain a lot of credit. Other companies 
noticing this transaction will reason: if they can do it for 
that company, they can also do it for us." 

"Your first clients come from your own network. Along 5.3 
the way, the importance of your direct network 
decreases. You become a familiar name in the business, 
customers know that you exist and are able to find you." 

"You try to build a reference base. In our case we 5.2 
explicitly mentioned the name of our first customer to 
the next customers." 

Established "The product they possibly can judge objectively, for 5.4 
company instance by trying it, but to judge the capabilities of the 

organization is way more difficult. How do these guys 
work, do they deliver as agreed, can they solve 
problems? That is why I use references on my website." 

University 
incubator 1 

University 
incubator 2 

Company 
incubator 

Venture 
capitalist 

"Credibility and track record are the first words that 5.1 
cross my mind. By having a first customer they can 5.2 
demonstrate that they achieved something." 

"We convinced our own chief financial officer to invest in 5.6 
this venture. This man is known in the business. We 
used the name and credibility of this CFO as investor to 
our clients." 

''The organization needs to be visible and have some 5.4 
proven skills before I will invest. For me, this means 
they exist at least half a year and they already sent a 
couple of invoices." 
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Appendix J 'Business processes' 

Respondent Remarks Ke ord 
Start-up 1 

Start-up 2 

Start-up 3 

''To acquire your first customer, your business processes 6.6 
have to be up and running. In that sense, a reference 
customer is a proof your processes are well enough 
developed." 

"You also get al lot of information about the selling 6.5 
process, like who makes the decisions about a purchase. 
I already knew this from earlier experience in the 
business." 

"We also had some potential customers where we 6.5 
implemented a pilot project but still we failed to 
persuade them to buy the product. From those failures 
you should learn what you did wrong." 

Established "If your start-up has built up trust at a large company, 6.4 
company this is beneficial. Other companies will be less reluctant 

to do business with you." 

University 
incubator 1 

University 
incubator 2 

Company 
incubator 

''The basis is trust, not even price. Your price just has to 6.4 
be competitive. Building trust is a mayor issue for a 6.1 
start-up. You do not have references, only the charisma 
of the entrepreneur who can make an offer. Enthusiasm 
of the entrepreneurs helps in the early stages, in later 
stages enthusiasm does not help at all and is regarded 
as a treat. Your company has to become serious along 
the road. What impression leaves your company? How 
stable are you? What are the expectancies? They want 
to have certainties. " 

''Trust is translated into certainty. In the beginning it is 6.4 
trust in possibilities, but it has to be transformed into 6.3 
trust in certainties in order to grow." 

"By having a first customer, entrepreneurs show they 6.6 
already been through the whole process of selling and 6.5 
implementation of the product. They gain self esteem, 
and as a result of this self esteem, they present 
themselves much better." 

''There was mutual trust between the first customer and 6.4 
us from the first appointment. He knew I would deliver 
what I told and I also trusted him. This is very 
important. Business is about people, it is silly to think 
business is about processes or models, or technology or 
products. People sell things! You trust people, not 
products. Agreements are based upon trust between 
people . . Trust is always important in case of an 
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_.-
innovation. When the product becomes a commodity, 
the trust factor decreases and price becomes an issue. 
But that's just supply and demand. In the beginning it is 
trust! " 

"Without entrepreneurial experience a lot of mistakes 6.5 
will be made, the process of building a company will 
take a long time and it will be difficult to become an 
established company. A venture capitalist (like me) can 
bring business experience into a start-up." 
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Appendix K 'Subsistence' 

Res ondent Remarks 
Start-up 1 

Start-up 2 

Start-up 3 
Established 
company 

University 
incubator 1 

University 
incubator 2 

Company 
incubator 

Venture 
capitalist 

"For our potential customers, continuity is of utmost 7.2 
importance. So if they decide to work with us, they will 
also insure we have enough business to continue." 

"Customers ask how big your company is. I always 7.2 
respond that I know their fears and that we have a 
solution to overcome these fear. Our continuance is 
secured by a so called ESCROW agreement. This means 
that if our company goes bankrupt, our customers can 
go to a notary to get the source code of our software for 
free." 

''The biggest concern of companies intending to buy 7.2 
from a small company is whether it is stable enough. 
They will always ask you whether you will survive." 

High tech startups usually have a product of strategic 7.2 
importance. You can work cheaper, faster, smaller. 7.1 
Large companies are shivery to implement products 
which influence their processes. They want to be 
absolutely sure that it will work and that they are able to 
get the product and the services in the future." 
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The respondents of the case interviews were also asked to give their view on 
studying the effect of reference customers on high tech start-ups. Here an overview 
of the interesting remarks. 

UI 1 "References are extremely important in the software industry. You can claim 
functionality of your product, but you can not proof it before you actually 
implemented it. This is in contrast with for instance the construction business, where 
you can proof functionality with calculations, speCifications and laboratory tests." 

UI 1 "Most start-ups are fed up of participating in all kinds of studies. They get too 
many requests. Therefore, it is very welcome if the researcher knows some 
entrepreneurs personally. In those cases, they are more willing to cooperate." 

UI 2 "Nano-technology could be a field where references are important. It is hard to 
prove whether the calculated expectancies can be achieved on nano-scale. Durability, 
solidity and reliability have to be proven over time. References can be helpful show 
the specifications are actually met." 

UI 2 "It will be hard to distinguish a large group of similar cases. There are so many 
factors: the number of possible customers, the skills of the entrepreneurs, the 
radicallness of the product, competitive technologies, product support, protection 
issues, etc." 

5U 2 'The software business is absolutely a reference and launching customer 
business. Besides, this business is very competitive. So start-ups have to have a 
better product and added value." 
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