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Abstract

This is an exploratory empirical study about how distant institutional environments influence cross-
border  collaborative  innovation  and  innovation  intermediation.  18  cross-border  collaboration  cases
between  Western  and  Chinese  SMEs are  studied.  This  study  provides  a  detailed  analysis  from
empirical data about which institutional forces  greatly impact  cross-border collaboration innovation
outcome and how they function during the collaboration process.  The identified institutional  forces
include:  lack  of  factual  data,  fragmented  government,  regulated  market,  policy  difference,  IPR
protection, language, culture and guanxi. The second contribution is that effective ways of mitigating
and managing  cross-border  contradictory institutional  forces  are  identified and discussed,  which is
inspiring and useful for cross-border innovation intermediation.  

Keywords: Innovation Intermediary, Institutional Environment, Collaborative Innovation, China, 
SMEs 

Introduction

Innovation  intermediary  has  been  recognized  as  a  critical  role  for  mediating  and  supporting
collaborative  innovation,  especially  for  small  and  medium  sized  enterprises  (SMEs)  in  complex
institutional  environments  (Howells  2006; Katzy,  Turgut,  and Holzmann 2013; S. Lee  et  al.  2010;
Klerkx and Leeuwis 2008). In this study, we adopt the working definition of innovation intermediary
as: “An organization or body that acts as an agent or broker in any aspect of the innovation process
between two or more parties” (Howells 2006: 720).

Existing  innovation  intermediary  research  mainly  aimed  at  understanding  innovation
intermediary  functionalities  and  internal  capabilities  to  coordinate  bilateral  and/or  multi-lateral
collaboration. Discussion on the role and functions of innovation intermediaries has concentrated on
various fields (Howells 2006; Roxas, Piroli, and Sorrentino 2011; Katzy, Turgut, and Holzmann 2013;
Xiaoyuan and Yanning 2011; Klerkx and Leeuwis 2008; Lopez-vega and Vanhaverbeke 2010). For
example, Howells (2006) developed a typology and framework of the different roles and functions of
the intermediation process,  which lays  a foundation for  deriving specific  intermediary functions in
different industrial sectors (e.g. Klerkx and Leeuwis 2008; Alexander and Martin 2013 etc.). Katzy and
others (2013) have identified three strategic capabilities of innovation intermediation. Clausen’s (2011)
study reveals that public incubator can act as open innovation intermediary to facilitate knowledge and
technology transfer.

Cross-border  collaborative  innovation  partnership  benefit  involved  parties  (Vasudeva,
Spencer,  and Teegen 2013) as these are more likely to provide access to complementary resources
(Abdi  and  Aulakh  2012;  Morosini,  Shane,  and  Singh  2007),  contribute  to  the  development  of
organizational capabilities and learning (Bartlett and Ghoshal 1989; Hitt, Hoskisson, and Kim 1997),
facilitate entry into new markets (Kogut and Singh 1988), reduce the organizational risk (Kim, Hwang,
and Burgers 1993), and bridge the structural holes across the nationally bounded inter-firm networks
(Burt 1992) etc. 

However, those collaborative partners typically are from institutionally distant environments.
The institutional environment lays down a set of fundamental political, social, and legal ground rules
that establish the basic structure within which its members can cooperate  (Davis and North 1970).
Despite the benefits accrued from cross-border collaborative innovation, inter-firm relationships among
partners  from institutionally  distant  environments  naturally  lack  support of  local  institutional
frameworks, and therefore face diversified cooperation governance challenges (Park and Ungson 1997;
Cartwright 1993).

Little  extant  research  is  on  understanding  how  institutional  distant  environments  can  be
mitigated by innovation intermediary to improve such collaboration performance.  Zaheer and Zaheer
(2006) points out that collaboration partners from different countries are likely to bring asymmetric
conceptions of trust to the business relationship because the institutional implication for understanding
business behaviour can vary across  different  national contexts. Yaibuathet and others’  (Yaibuathet,
Enkawa, and Suzuki 2008) findings indicate that the institutional environment play important roles in
international  collaboration  performance  and  distant  institutional  environment  is  one  of  the  main
obstacle for collaboration performance.

The focus of this study is on intermediaries facilitating cross-border collaborative innovation
between western and Chinese SMEs. This type  of collaboration has been increasing a lot  recently
(Table 1 National Bureau of Statistics of China 2012). Doing business in China comes with unique
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challenges and barriers  (C. Su and Littlefield 2001; Weldon and Vanhonacker 1999; Xu, Bower, and
Smith 2005) considering the  institutional  environment  and culture  difference.  SMEs typically  face
more  challenges  than  large  corporation  as  they  lack  resources  and  networks  (Eisenhardt  and
Schoonhoven 1996; Das and Teng 2000). Meanwhile, China's institutional environment is  far  distant
from Western society's institutional environment from a legal, political and social perspective (Child,
Chung, and Davies 2003; Cai, Jun, and Yang 2010). Hence a common practice for foreign SMEs to do
business in China is to collaborate with local partners (Xu, Bower, and Smith 2005), which leads to the
emergence  of  innovation  intermediary  agency  aiming  at  promoting  China-Western  SMEs
collaboration, e.g. incubators, science parks, chambers of commerce and consulting companies.

Table 1. Foreign invested enterprises in China
Year Number of Registered Enterprises (household) Total Investment (USD 100 million)
2007 406442 21088
2008 434937 23241
2009 434248 25000
2010 445244 27059
2011 446487 29931

The objective of this study is to identify those institutional forces influencing Western and Chinese
SMEs collaborative innovation outcome. 18 empirical cases in the Shanghai and Beijing region have
been investigated to support this study. The remaining sections of this article are structured as follows.
The next section covers the literature concerning institutional environment influence in cross-border
innovation intermediaries. It is followed by a section concerning the research methodology. The fourth
section summarizes the key findings of this study which is base for the subsequent discussion section.
The final section is the conclusion and limitations of the research.

Institutional Environment Influence Cross-border Innovation Intermediary

Innovation intermediation is critical for collaborative innovation and open innovation (Howells 2006;
Katzy,  Turgut,  and Holzmann 2013; S. Lee et al.  2010; Alexander and Martin 2013). From a new
institutional economics perspective, intermediation is a way to minimize asymmetric information in the
market (Spulber 1999). It has become a public priority to support SMEs, which typically lack sufficient
resources,  to increase competitiveness through collaborative innovation facilitated by an innovation
intermediary.  E.g.  incubators,  technology  transfer  centres,  etc.  (S.  Lee  et  al.  2010;  Xiaoyuan  and
Yanning 2011). Innovation  intermediary research  suggests  that  firm-specific  internal  functions and
capabilities are central in explaining innovation intermediation results  (Howells 2006; Katzy, Turgut,
and Holzmann 2013). 

Howells (2006) summarizes the types of functions an innovation intermediary should have in
order  to  support  SMEs looking for  partners:  'foresight  and diagnostics',  'scanning  and information
processing',  'knowledge  processing  and  combination/recombination',  'gatekeeping  and  brokering',
'testing  and  validation',  'accreditation',  'validation  and  regulation',  'protecting  the  results',
'commercialization  and  evaluation  of  outcomes'.  Katzy  and  others’  (2013) study  identifies
matchmaking and innovation process design, management of collaborative projects, project valuation
and portfolio management as three strategic capabilities of innovation intermediary. Klerkx’s  (2008)
study reveals that in the context of supporting agricultural  SMEs, the main functions of innovation
intermediary  can  be  labelled  as  'demand  articulation',  'network  brokerage'  and  'innovation  process
management'. 

Besides  internal  functions  and  capabilities,  mediating  cross-border  partnering  poses  new
challenges  for  innovation  intermediaries  as  they  normally  face  at  least  two  different  institutional
environments. This leads to additional difficulties in governance (Wang et al. 2012). Institutions are the
“rules  of the game in a society or,  more formally,  are the humanly devised constraints that  shape
human  interaction”  (North  1990).  The  different  institutional  environments  create  uncertainty  and
ambiguity  among  involved  partners because  institutional  forces  facilitate  or  constrain  a  firm's
behaviour (Luo, Xue, and Han 2010; Peng and Deeds 2008). Company's strategic decisions may also
be a consequence of, or response to, the diversified constraint of a specific institutional framework in
which a firm is embedded (Scott 1995; Lau, Tse, and Zhou 2002). This implies that a company should
take into consideration not only the role of internal resource and/or capabilities, but also the institution
influence for their cross-border collaboration decisions (Peng 2002). 

Institutional theory has gained wide adoption as a means to explain firm’s behaviour across
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countries (Wu, Lawler, and Yi 2008). One of commonly used methods in the institutional studies is the
institutional  economic  approach  (Hirsch  and  Lounsbury  1997;  Scott  1992).  In  this approach,  an
institution framework is composed of a set of political, social, and legal rules (North 1990; Roy 1997).
Prior  studies  have  identified  a  number  of  different  institutional  forces  in  cross-country  setting
(Yaibuathet, Enkawa, and Suzuki 2008), and unique institutional forces which can dominate in certain
countries (Child, Chung, and Davies 2003). For example, Karrakot and others (2008) indicate certain
institutional  forces  unfold differently in  Japan,  China and  Thailand.  Lane  (1997) shows that  trade
associations,  legal  regulations,  and  technical  standards  result  in  greater  inter-firm  collaboration in
Germany than in Britain. Therefore, findings from an institutional analysis of one country cannot be
generalized to the setting of another country without the support of empirical evidence (Cai, Jun, and
Yang 2010). 

It  is  admitted  that  China's  institutional  environment  is  unique  and  different  with  Western
developed  countries  (Child,  Chung,  and  Davies  2003).  Several  research  propose  certain Chinese
institutional environment impacting inter-firm relationships and transactions (Cai, Jun, and Yang 2010;
Q. Su, Shi, and Lai 2008). For example, Cai (2010) has identified three major institutional forces that
reflect the characteristics of China’s institutional environment, including: legal protection, government
support, and importance of Guanxi. Su  (2008) suggests other institutional framework: the economic
institution  of  China  and  the  world,  the  history  and  culture  institution,  and  the  organization  &
management Institution.

It is also important to recognize that effects of certain institutional forces may vary in different
geographical  regions in China (Coulson and Tang 2013). As a consequence, Chinese firms may be
subject  to  different  types  and  levels  of  institutional  forces  (Cai,  Jun,  and  Yang  2010). There  are
diversified regional policies implemented by local governments in China (Child and Tse 2001; Cai,
Jun,  and  Yang  2010).  Central  and  local  governments  also  have  different  governmental  policies
supporting firms in specific industries. Existing research shows that regulatory compliance also varies
greatly across regions in China (Child and Tse 2001). As a geographically vast nation, China displays
significant differences across regional cultures (Cui 2009; Yuval Atsmon, Ari Kertesz 2011). Culture is
regarded as a key component and driving force of institutional environments (Lau, Tse, and Zhou 2002;
Wu, Lawler, and Yi 2008) as traditional values and practices are embedded in a country’s social and
economic institutions (Fey et al. 2009). 

One  of  the  most  important  characteristics  of  Chinese  culture  is  guanxi  (interpersonal
relationships), which affects firms’ business decisions and behaviours (D.-J. Lee, Pae, and Wong 2001;
Luk et al. 2008; Park and Luo 2001). The term ‘guanxi’ refers to social networks of informal, personal
relationships and exchanges  of  favours  that  dominate business  activities throughout  China  (Lovett,
Simmons, and Kali 1999). Persons and firms in a guanxi network are committed to one another by
social norms of reciprocal and social obligations (D.-J. Lee, Pae, and Wong 2001; Park and Luo 2001).
Through these networks, firms can obtain  information  from government officials and other sources
(Luk et al. 2008). The significant and imbalanced development of Chinese society in the past decades
has altered the importance of guanxi for inter-firm business activities to some extent, depending on the
regions, industry sectors, and ownership of the firm (Park and Luo 2001; Xin and Pearce 1996). 

The  legal  institution  is  a  common  and  important  institutional  aspect  for  both  Western
countries  and  China.  It  is  well  known that  a  strong and  transparent  regulatory  institution reduces
transaction uncertainty,  lowers the costs of transaction and reputation building and increases trust in
markets and contracts  (Oxley and Yeung 2001).  Research shows that China’s legal  system remains
subject to interventions by both central and local governments  (Child and Tse 2001). Compared with
Western developed countries, China’s legal system is neither transparent nor consistent across regions
(Hsu, B. F., Arner, D., Wan, Q., & Wang 2005; Luo 2003). Thus firms may receive different legal
treatment and protection depending on their location and relationship to governments  (Cai, Jun, and
Yang 2010). 

The various levels of support from government greatly affect the firm’s behaviours in China.
The role of government refers to the extent to which governments affect a firm’s decision making (Cai,
Jun,  and  Yang  2010).  In  Western  developed  countries,  governments  exert  their  influence  through
established and transparent policies and regulations (normative rules). Chinese governments, especially
local governments, often  are  directly involved in firms’ decision making processes. The government
provides various types and levels of support, such as financial aid, favourable policies, and reduced
land-use fees (Luk et al. 2008; Thun 2006), depending on the firm’s strategic importance to the local
economy, and size, type and ownership of the firm. 

The literature analysis shows that China's institutional environment is different from those of
Western  countries  (Cai,  Jun,  and  Yang 2010;  Child,  Chung,  and Davies  2003;  Lewin,  Long,  and
Carroll 1999). Our study will further explore which institutional forces, categorized within legal, social
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and  governmental  aspects,  greatly  influence  cross-border  innovation  intermediation outcome.  The
study also aims at extracting how an innovation intermediary can manage the contradictory institutional
forces embedded in the Chinese and Western institutional environment. 

Research Method

This study looks at a complex problem from multiple perspectives in a specific locale which means
there  is  a  need  for  deep  understanding,  local  contextualization,  and  causal  inference.  Therefore  a
qualitative research design was chosen (Miles and Huberman 1994). We performed 18 exploratory case
studies in the People's Republic of China (Yin 2009). Our sample was chosen from active players that
operate in the Beijing and Shanghai region. They were identified through personal networks and public
events such as the China (Shanghai) International Technology Exchange Fair (Table 2). 

Table 2. Interviewed Organization types

Unique Organizations type

Western SME 3

Innovation Intermediary 8

Chinese SME 4

Western chamber of commerce in China 3

We combine two primary data collection methods:  archives,  and interviews.  The archival  includes
internal reports, media articles, and news. Interviews have been conducted with active managers in a
semi-structured  fashion. The  research  is  divided  into  three  data  gathering  phases  to  identify  the
institutional forces from each unique perspective. In  phase one, desktop research was conducted and
the authors aim at understanding the phenomenon from both theoretical and practical perspective. Then
a  semi-structured  questionnaire  was  designed  and  tested  by  two  pilot  cases.  In  phase  two semi-
structured interviews were held with intermediaries that facilitate the matchmaking process such as
incubators  and locally  based foreign  chambers  of  commerce.  The interviews were  held during the
period of February 2013 to March 2013. Phase 3 consisted of semi-structured interviews with Chinese
and Western SMEs that have participated in the matchmaking process in order to test and reflect the
phase two findings. Phase 3 interviews were held in the period of April 2013 to May 2013.

We followed the data analysis steps described by Miles and Huberman (Miles and Huberman
1994). First we transcribed the interviews and consolidated them in an excel file. To reduce the data we
coded text units with abstract terms into 3 categories (Enabler, Inhibitor and General). By displaying
the data in list and charts we were able to identify underlying patterns by detecting unique terms and
their respective frequency. Using the displayed data we were able to deduce the following observations.
It is important to note that while the frequency of an occurrence does not indicate that a variable is of
tantamount importance it can be used to identify patterns and clustered themes.

Research Findings

The research findings are analysed and classified using the three main institutional aspects mentioned
in section two: government, legal and social aspects. Table 3 is an overview of identified institutional
forces.

Table 3. Overview of findings

1

                     Institutional
aspect

Institutional force

Government  aspect Legal aspect Social aspect

Lack of factual data IPR Protection Language

Fragmented government Culture
Regulated markets Guanxi

Policy difference 



Government aspect

Institutional force: Lack of factual data

All the interviewees told us that the Chinese government is reluctant to share data with firms, which is
different with western governments. Therefore organizations looking to collaborate with Chinese firms
first have to ingratiate themselves into the personal network of potential partners in order to ascertain
the feasibility of successful  matchmaking.  To facilitate this process intermediaries  rely on industry
experts that have cultivated the required personal network. These experts utilize their past experience,
personal  network  and  industry  knowledge  to  match  organizations  with  potential  partners.  The
inherently  unique  but  limited  mental  model  creates  a  discrepancy of  advice  between experts.  The
question was posed to interviewed intermediaries what they would recommend as a location for a high
tech company to set up a new business. The responses ranged from Chengdu, Suzhou to Shanghai and
Beijing. 

Institutional force: Regulated markets

Collaborative innovation is not always possible due to government regulated markets. For example,
both  the  Western  and  Chinese  governments  are  protective  of,  amongst  others,  their  education,
healthcare and geographical data industries. These industries are impenetrable for foreign entities or
require high level government buy-in. Attempting to penetrate these markets can be quite a challenge
as the difficulty begins at identifying who and what exactly the government is.
“The challenge was that we were too early for the required infrastructure but more importantly the
education sector in China is heavily regulated.” 
– Western SME
“It doesn’t matter from which industry you are coming except that the Chinese government does limit
some industries with regard to who can come to China.”
– Western chamber of commerce
"We have implemented a pre-matchmaking check in their procedures which identifies compatibility
issues. For example certain industries are regulated by the government and therefore inaccessible for
collaboration."
– Western chamber of commerce in China

Institutional force: Fragmented government

The government in China is fragmented into a multitude of agencies and regional headquarters which
have  been  delegated  a  specific  task.  Typically  they  do  not  function  in  a  coordinated  way,  which
confuses western SMEs. A Western SME compared them to horses with blinders on their head. 
“Everyone talks about the government, but who is the government? I don’t know, we deal with 30
different entities and they are all from the government.” 
– Western SME

Due  to  the  high  level  of  autonomy  afforded  to  regional  governmental  institutions,  policies  and
incentive  structures  can  differ  between  regions.  Regional  governments  heavily  influence  business
decisions through these incentive structures as they create and support clusters of specific organizations
that suit their economic development plan. A chamber of commerce science attaché commented on a
recent  fact  finding mission to  Chengdu.  He found that  the regional  high  tech  organization cluster
offered impressive bonuses and conditions: a 0% income tax, automatic registration as a high tech
organization etc... Chinese SMEs raised the similar comment. 

“You have to be mindful that there are a lot of activities going on in emerging cities like Chengdu
where you can get special benefits because they are trying to grow.” 
– Chinese SME

Institutional force: Policy Difference 

Policies regulated by the government can have significant impact on the business environment and
strategic decisions. An example is given by an interviewee about a current ongoing project. Their client
runs a tire recycling business in Europe. Governments in Europe have mandated that car tires have to
be separated from ordinary waste and processed separately. These policies lay at the foundation of the
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recycling business as it affords them easy access to their primary resource. The company is looking to
expand into China, however they found that there is no central government organization that collects
the tires and there are no incentives to do so. This results in a much higher base price for used tires,
almost as high as 5 times the price in Europe. 

“This process is very successful in Europe but you cannot apply the same process here because the
rules of the market are very different.” 
- Intermediary

Legal Aspect

Institutional force: Intellectual Property Right (IPR) Protection

IPR protection is a great concern among the organizations interviewed during the case studies. 56%
percent of the interviewees expressed their concern regarding intellectual property theft. 

“[An] example with Technology transfer, where the price was set at 1 million dollars. The Chinese
partner [refused] to buy the technology and pay the same amount every year. He decided to copy the
technology instead.”
– Western chamber of commerce in China

“[The Chinese partner] also wanted develop themselves what we were offering, which posed a threat.”
– Western SME

However,  intermediary organizations refute these statements and insist  that  great  strides have been
made in the recent decade with regard to  IPR protection and the overall legal environment in China.
Their response was that  there are always  ways  to protect  your  core technology and alleviate your
concerns. For example, one of the comments is that:

“We are working on a few deals where IP is part of the deal. [However] the very last generation of
technology was kept by the European company and even though the Chinese company bought the
majority of the company, they didn’t get the latest [technology]” 
- Intermediary

An interviewed intermediary shared his experience and recommended that western firms need to keep
their core technology, and outsource other operational tasks in China to local Chinese partners. The
interviewed Chinese SMEs have the same opinion as the intermediary. 

“I think that if you want to do something in China you need to keep your core technology but you need
to let  the  Chinese  do the rest.  A lot  of  European companies  use  their  own employees  [for  their]
activities which jeopardize the long term success.”
 – Chinese SME

Social aspect

Institutional force: Language 

Language difference is a significant force that all interviewees reflected on. SMEs and intermediaries
typically  use  international  interfaces  and  emphasis  on bi-directional  relationships  to  mitigate  these
forces.

“What one stakeholder thinks is correct might be interpreted differently by the other stakeholder [due
to the misunderstanding of translated words and cultural influences]”
– Chinese SME

“We recruited someone in France who is actually Chinese and also has industry knowledge. So we can
communicate  with  them  in  Chinese  and  the  person  in  France  can  accurately  communicate  any
problems to the client in their native language.”
– Intermediary
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The language  barriers  in  addition  to  European  managers’  unwillingness  to  adapt  their  business  to
Chinese local demand often impede the collaboration.

Institutional force: Culture

Cultural  influences  are  not  only  applied  on  individual  level  but  also  on  organizational  level.
Interviewed  intermediaries  often  face  difficulties  in  reconciling  Western  and Chinese  management
conflicts  as  their  communication and behaviour are often heavily influenced by culture. Intermediary
organizations  noted  that  it  is  crucial  to  provide  a  buffer  that  translates  the  behaviour  and
communication to their respective cultural accepted norm.

“From my experience, European companies simply don’t want to change and they use local examples
in their home country to validate that it should work as well in China…”
-Chinese SME

“The problem in the case of the Western organization purchasing a share of the Chinese company was
a conflict in management style. Chinese management style is very different and clashes with Western
methodologies.”
– Chinese SME

Institutional force: Guanxi

78%  of  the  interviewees  have  indicated  that  they  rely  primarily  on  their  personal  network  for
collaboration,  hiring personnel  and staying  up to  date on industry developments. Another  Western
SME commented that Western firms should understand the market environment, having the right guy
in  one  city  might  be  more  valuable  than  the  best  guy.  81%  of  the  intermediary  organizations
counteracted this challenge through the use of teams comprised of industry experts. The function of
these  experts  is  to  focus  on a  single  industry  and  maintain  a  personal  network  in  that  respective
industry through which they keep appraised of internal industry developments.

“It is important that you have the right relationships in China. If you want to start the company on
your own odds are that it is not going to work.”
- Intermediary

Trust is given implicitly to people who are part of the personal network while relations outside of the
network are unable to establish a beachhead. Intermediary organizations offer services to counter this
challenge by hosting cluster to cluster matchmaking events, whereby they utilize their own personal
network as an access point for matchmaking. Through these services offered by the intermediary an
initial point of contact can be established. However, intermediaries have warned that from the initial
point of contact the matchmaking process can take between 3 to 5 months.

“We have already identified the biggest players in the Chinese market.  But identifying them is not
sufficient; you also need to establish personal relationships.”
- Intermediary

Discussion

In this study, we set out to examine which different institutional forces in the institutional environments
influence  cross-border  (Western  and  Chinese  SMEs)  collaborative  innovation  and  the  innovation
intermediary  performance.  Our  empirical  results  support  the  argument  that  distant  institutional
environments  trigger additional  governance  challenges  for  cross-border  collaborative  innovation
intermediation  (Hitt,  Hoskisson, and Kim 1997; Vasudeva,  Spencer,  and Teegen 2013).  Hence,  by
accounting  for  the  influence  of  institutions,  our  study  offers  a  deep  and  complete  analytical
understanding of cross-border innovation intermediation difficulties. 

Our  findings  validate  the  view  that  IPR  protection  is  an  legal  issue in  cross-border
collaborative innovation (56% the interviewees expressed their concern) (Child and Tse 2001; Cai, Jun,
and Yang 2010).  An interesting new empirical finding is that interviewed innovation intermediaries
insist that China has been making great progress with regard to IPR protection. Their response is that
there are always ways to protect Western firms' IPR (see Research Finding section). The intermediary's
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confidence probably can be interpreted as: (1) China's legal environment has improved  significantly
these years; (2) Innovation intermediaries have gained abundant experience in dealing with these issues
after years of practice in mediating such collaboration efforts; (3) These intermediaries are located in
Shanghai and Beijing, which are the most advanced and international oriented cities in China.

The other result of this study is that Western firms find it difficult to  collect factual data to
support their decision making. China has a more closed institutional environment.  Whereas Western
governments promote the transparent availability of data, the Chinese government is rather reluctant to
release  data  and  information.  Therefore  western  firms  first  have  to  ingratiate  themselves  into  the
personal  network  in  order  to  ascertain  the  feasibility  of  successful  collaboration.  Intermediaries
typically  negate  this  challenge  by  relying  on  industry  experts.  These  experts  utilize  their  past
experience, personal network and industry knowledge to match organizations with potential partners.
However, without comprehensive data, this intermediation function can only reach limited cognitive
competence  (Williamson 2013) – often referred to as bounded rationality. Hence, it is not surprising
that intermediaries may have totally different recommendations with regards to potential collaboration
partners (see Research Findings section). 

Our empirical results also indicate that regions in China offer unique benefits to attract certain
types of organizations, which confirms the  literature findings  (Luk et al.  2008; Thun 2006). These
regionalized  incentive  programs create  a  strong economic  cluster  formation trend.  Herein  lays  the
challenge as economic cluster formation relies on reaching the critical mass in order to be successful.
This ties back to the previous findings as intermediaries facilitating matchmaking for organizations
have to be aware of these localized incentive structures. Without access to this information reaching the
critical mass is hampered and optimal collaboration matchmaking is impaired. 

Our study strengthens that  close social  connections and guanxi is  critical  for  cross-border
innovation collaboration (D.-J. Lee, Pae, and Wong 2001; Luk et al. 2008; Park and Luo 2001). Close
business  relationships  are  often  perceived  as  necessary  for  successful  collaboration  with  Chinese
partners as it allows access to limited resources, accessibility to controlled information and preferential
treatment (Lovett, Simmons, and Kali 1999). Our findings further indicate it is not feasible to establish
ad hoc collaborative projects as expected by western SMEs. Intermediaries host multiple meetings in
which they attempt to build a foundation for trust and knowledge exchange between the collaboration
partners. Cluster  to  Cluster  meetings/forums organized  by intermediary  are  gradually accept  as  an
effective starting point for exploring collaboration.

The empirical findings also suggest a feasible solution to solve challenges caused by different
social institutions and cultures. A small starting project will function as a playground to learn how to
adjust to the cultural  and language differences while simultaneously building trust and establishing
communication channels. Organizations can get acquainted with the difference in management styles
and acquire an understanding on what needs to be done for long term collaboration. Smaller projects
allow organizations to cultivate guanxi through reciprocal exchange of favors and mutual obligations
(Lovett, Simmons, and Kali 1999).

Another  recommendation  is that  SMEs  should  do  a  feasibility  study  before  entering  the
market,  because  western  SMEs underestimate  the influence  of  a different  market  and  institutional
environment.  Products  and  services  must be  adapted  to  the  Chinese  market  and  vice  versa.
Organizations that are ignorant of these factors and start a local presence to "educate" the market will
have a large chance of failure. Several interviewed chambers of commerce therefore have implemented
a pre-matchmaking check in their procedures which identifies compatibility issues.
In  summary,  our  research  adds  a  cross-border  institutional  dimension  to  existing  innovation
intermediary  research.  It  also  goes  one  step  beyond  conceptual  work  on  cross-border  institutional
environment influence on international cooperation. The 18 explorative empirical cases generated some
unique and deep analytical and empirical understanding on cross-border collaboration and innovation
intermediation, which will naturally lead to a large quantitative study as planned. 
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Conclusion and limitation

This is an exploratory empirical study about how distant institutional environments influence cross-
border collaborative innovation and innovation intermediation. The study setting is 18 cross-border 
collaboration cases between western and Chinese SMEs. The key contribution of this paper is that it 
provides a detailed analysis of which institutional forces greatly impact Western - Chinese SMEs 
collaboration innovation and how they function during the collaboration process. The second 
contribution is that the empirical findings indicate a tool box for innovation intermediaries to manage 
this complex cross-border collaboration process. The main limitation of this study is that it cannot 
generate statistical confirmation of these analytical findings; these will be addressed by a successive 
study. Furthermore the analysed case studies are focussed in specific geographical regions in China, 
namely Shanghai and Beijing. These are the most advanced and international oriented cities in China 
and not necessarily representative for the whole of China.
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