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Figure 1: VC-cycle
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Figure 2: Alliances and VC
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Introduction

What we know so far about how VCs contribute to strategic
alliance formation (e.g. Lindsey, 2008):

1 VCs increase the alliance activity in their portfolio companies

2 Two VC-backed companies that obtained funding from the
same VC more often pair in an alliance than companies that
were financed by two different VCs

Leonhard Brinster University of Hohenheim

Strategic Alliances and Venture Capital 4 / 22



Introduction Research questions Dataset and descriptives Empirical results Conclusion

Introduction

What we know so far about how VCs contribute to strategic
alliance formation (e.g. Lindsey, 2008):

1 VCs increase the alliance activity in their portfolio companies

2 Two VC-backed companies that obtained funding from the
same VC more often pair in an alliance than companies that
were financed by two different VCs

Leonhard Brinster University of Hohenheim

Strategic Alliances and Venture Capital 4 / 22



Introduction Research questions Dataset and descriptives Empirical results Conclusion

Introduction

Figure 3: Same-VC-backed and connected-VC-backed alliances
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Introduction

Problematic issues with strategic alliances:

Search/transaction costs: Where to find the appropriate
partner?

Adverse selection: What is the quality of the potential
partner?

Moral hazard/expropriation risks: What is the effort of the
partner? Will the partner steal my idea?

→ All these issues are particularly pronounced in young biotech
companies (low experience; missing networks; development of new,
potentially highly valuable products; intangible assets)
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Introduction

Connected VCs may help to reduce:

Search/transaction costs: Connected VCs provide access to
potential alliance partners

Adverse selection: Connected VCs may certify the quality of
their portfolio companies towards the partners

Moral hazard/expropriation risks: Connected VCs may protect
the counterparty by limiting misconduct in their portfolio
companies
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Research questions

This paper:

1 Do portfolio companies benefit from bilateral ties between
VCs when they form strategic alliances?

2 Do bilateral ties between VCs turn to be more important
when transaction and information costs increase?

3 Are alliances between companies from connected VCs’
portfolios associated with better exits?
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Contribution to the literature

New findings to the literature that deals with:

1 Relations between VC financing and strategic alliance activity
(e.g. Lindsey, 2008; Ozmel et al., 2013)

2 Effects of VC syndication and networks (e.g. Brander et al.,
2002; Hochberg et al., 2007)

3 VC value added (e.g. Gompers, 1995; Lerner, 1995; Helmann
and Puri, 2002)

4 Management and strategy areas (e.g. Gulati, 1995)
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VC-backed biotech companies and their strategic alliances

Country: United States
Industry: Biotechnology
Period: 2004 – 2016

Sample selection:

Cohort of all US VC-backed biotech companies founded
between 2004 and 2008

Strategic alliances formed between 2004 and 2016

→ Final sample: 683 strategic alliances by 202 unique companies
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VC-backed biotech companies and their strategic alliances

Data sources:

1 Alliances:

S&P Capital IQ

2 VC-financing, company characteristics and exits:

Dow Jones Venture Source
Thomson One VentureXpert
S&P Capital IQ

3 Patents:

Patstat
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Figure 4: Geographical location of biotech companies
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Figure 5: Geographical location of strategic alliance partners
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Realized and counterfactual alliances (approach I)

Figure 6: Construction of the sample of counterfactual alliances
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Realized and counterfactual alliances (approach II)

Alternative approach: Propensity score matching (PSM)

Based on alliance characteristics rather than alliance timing

To obtain propensity scores, logistic regressions are estimated
with the following explanatory variables:

1 Founding year (biotech company and the strategic partner)
2 Number of granted patents of the two companies
3 Dummy variable that equals one if both partners are in the

same (biotech) industry (and zero otherwise)
4 Continent the partner is located
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Realized and counterfactual alliances (approach II)

Alternative approach: Propensity score matching (PSM)

Matching of six nearest neighbors to each realized alliance

Biotech company in the counterfactual alliance pairs must be
equal to the corresponding biotech company in the realized
alliance pair

→ Counterfactual sample: six times larger sample than the sample
of realized alliances

Leonhard Brinster University of Hohenheim

Strategic Alliances and Venture Capital 16 / 22



Introduction Research questions Dataset and descriptives Empirical results Conclusion

VC-dyad ties and alliance partner match (approach I)
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VC-dyad ties and alliance partner match (approach II)
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VC-dyad ties and transaction and information costs

Leonhard Brinster University of Hohenheim

Strategic Alliances and Venture Capital 19 / 22



Introduction Research questions Dataset and descriptives Empirical results Conclusion

VC-dyad ties and transaction and information costs

Leonhard Brinster University of Hohenheim

Strategic Alliances and Venture Capital 19 / 22



Introduction Research questions Dataset and descriptives Empirical results Conclusion

VC-dyad ties and transaction and information costs

Leonhard Brinster University of Hohenheim

Strategic Alliances and Venture Capital 19 / 22



Introduction Research questions Dataset and descriptives Empirical results Conclusion

VC-dyad ties and transaction and information costs

Leonhard Brinster University of Hohenheim

Strategic Alliances and Venture Capital 19 / 22



Introduction Research questions Dataset and descriptives Empirical results Conclusion

VC-dyad ties and IPO exit
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Conclusion

1 VC ties are associated with better companies’ access to
strategic alliance partners from connected VCs’ portfolios

2 The “connected-VC-effect” dominates the “same-VC-effect”

3 Connected VCs tend to be particularly beneficial when
transaction and information costs are large

4 VC-backed companies that pair in alliances with partners
financed by connected VCs realize IPOs more often
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Backup
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Descriptive statistics
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Total VC ties and alliance partner VC financing

Multinomial logistic regressions with realized alliances
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