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Abstract: Spin-off refers to the creation of new-firms by employees leaving existing firms in the same industry. In its induced form, this phenomenon has been predominantly observed in large companies and non profit making institutions. However, virtually no study has been made of spin-offs in the context of small and medium sized firms (SMEs). Our research explores the impact of these processes on small and medium size entities and the way they can be of benefit to manager-owners. Our main hypothesis is that these processes are particularly suited to SME’s strategy. Building on several in-depth case studies, we can show that spin-off may have a significant impact on the development path of SMEs, serving as a catalyst for strategic management processes. For instance, case A shows how a spin-off enabled an owner manager to seize new opportunities in an emerging market by leveraging employees’ competences. Case B shows how spin-off can be a more secure way to outsource peripheral but crucial activities by encouraging valuable employees to take on these activities individually. Case C shows that spin-off can also be used either to encourage or to restrict employee’s turnover in SMEs. Empirical evidence gathered in this study supports the hypothesis that spin-off can be a rich and powerful lever in both strategic and human resources processes such as innovation, outsourcing and employee’s mobility.
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Introduction

Compared to close phenomena such as corporate venturing, spin-offs have not been studied as much in the management field, though some of its major issues have been discussed. For instance, Garvin pinpointed the use of spin-offs for reducing turnover through voluntary divestiture. Johnsonn and Hagg (1987) showed how supplementary spin-offs or extrapreneurs may give rise to stable and beneficial partnerships whereas Ito (1995) demonstrated how japanese firms used spin-offs as a corporate strategy for a variety of purposes : balance costs associated with managing diversified firm, generate growth based on core competencies of a firm and pursue an efficient internal market. However, research on spin-offs is so episodic that many overriding questions remain unanswered. For example, we do not know in what contexts spin-offs may in fact be strategic with strong implications for the firm’s future? If spin-offs are often attributed to large conglomerates, what about spin-offs in SMEs, will they differ if SMEs are considered to be specific compared to larger counterparts? In this article, we attempt to answer these two questions by exploring the impact of spin-offs in the small business context and the way they can be made of the most by managers-owners. Our main hypothesis is that spin-off may have significant implications for SME’s strategy. To support this thesis, each of the major spin-off issues will be critically reviewed through SME’s theoretical specificities. This review gives rise to five proposals. On the basis of in-depth study cases, we will evaluate each proposal before concluding with the strategic issues of spin-off for SME.

Methodology

The French statistical data on the creation of firms does not allow us to discern spin-offs from other forms of firm creation. To identify cases of spin-offs in SMEs, we have chosen to rely on a personal network of local informers such as the chamber of commerce of Lyon and a local incubator: "Créons". Finally, among twenty five potential case studies of spin-offs in SME, fifteen have been studied but only four of them will be discussed in this article, as they have lead to closer scrutiny. Data has mainly been collected through semi-structured interviews, on average of one and a half hour. The interviewees were asked to give a retrospective account of the spin-off process while stressing the main issues for each party. The table below gives further information about the cases studied.

	Tableau 1

 (e: " spinee ": spin-off firm et E: " spiner ": firm from which spin-off occur)

	Firms
	Average n°

of employees
	Sector and activity
	Interviewee’s job


	Interview’s length
	Additional information

	Eva (e)

Rally (E)
	80

250
	Services

Video game development and production


	Manager-owner

Workshop supervisor

Purchasing manager
	2 : 00

1 : 30

1 : 45
	Sector analysis, Press articles and annual reports.

	Optix (e)

Teemo (E)
	10

150
	Manufacturing

Mechanical fluid pump development, production and distribution
	Administrative manager (owner) 

Production manager (owner)

General manager (owner)
	1 : 30

1 : 45

1 : 30
	Sector analysis and internal report

	Pump (e)

Rally (E)
	20

250
	Services

Video game development and production
	Administrative manager (owner)

Production manager

(owner)

Purchasing manager
	2 : 00

2 : 00

1 :30
	 Sector analysis, Press articles and annual reports 

	Beka (e)

Mecanix (E)
	10

200
	Manufacturing

Small engines developement, production and distribution


	Administrative manager (owner)

Administrative manager

(owner)

Purchasing manager
	1 : 45

1 : 30

1 : 15
	Sector analysis and consultancy report


1 Spin-OFFS: more strategic issues for small FIRMS? 

Few authors, except for Carrier (1992; 1996), have discussed the issues spin-offs may have for small firms. In her thesis, Carrier (1992) illustrates how a spin-off can serve to develop a fruitful partnership between a manager-owner and his ex-employee. However this original finding has not been developed further. Though not prolific, management literature on spin-offs is more explicit regarding the major issues of spin-offs for larger firms. On the basis of these studies, each of the major issues is analysed through the lenses of small businesses’ specifications. Five proposals emerge from this review. 

1.1 spinning off to leverage innovation

Spin-off finds a vibrant echo in the management of innovation as this process gives rise to small autonomous units which are often considered more appropriate for the implementation of innovation. From this point of view, spin-off may be considered as an external form of corporate entrepreneurship (Sharma and Chrisman, 1999). In theory, spin-off is expected to provide higher flexibility in order to accelerate the development of innovative projects (Ito, 1995), to have better rents while minimizing risks (Garvin, 1983) and to take a bet on innovative activities without the risk of disrupting core competences (Elfring and Foss, 1999). 

However, if spin-off enables large firms to have access to the advantages of being small and reactive, we might expect SMEs to have different motives when spinning-off. We can hypothesize that in small businesses, a spin-off’s main objective is to keep these advantages as they develop. As supported by French statistics
, many SMEs have developed their activities through resilient organizational forms such as hypogrouping (Marchesnay, 1991). According to Debray and Leyronas (1996), such organizational strategies aim to preserve the advantages related to small firms: mainly adaptability and innovation capability.

Still, such strategy requires finding trustful partners. We may hypothesize that spin-off may be a leverage from such a perspective (Proposal P1 “SME advantage”). For instance, instead of searching for external partners, the manager-owner can empower some daring employees to engage in the entrepreneurial process. Such an approach may have two advantages: faire 

· Firstly, it allows the manager-owner to rely on potentially trustful individuals; with whom he is more likely to have good antecedents in term of relationships. More generally, these persons are more likely to be accustomed to the management style of the SME. All these conditions may be a powerful vector for a more efficient partnership (Gulati, 1995) (P1.1: "social capital").
· Secondly, spin-off may be an empowerment tool for innovation. Employees are given the opportunity to dare combination of resources outside the firm’s traditional scope. Such conditions may help to unleash individual potential and may be considered to have a leverage effect on individual competences enabling one to attain ambitious objectives (Hamel et Prahalad, 1993) (P1.2: "leverage").

1.2 spinning off to outsource strategic assets

Spin-off is often related to outsourcing (Carbone and al., 2000) which can be defined as the action of transferring activities and personnel to a new contractor (Barthélémy and al.). However, spin-off and outsourcing are not redundant concepts unless the activities and the personnel are taken over by an ex-employee, i.e there is management buyout. In this situation, outsourcing occurs by spin-off. A question arises: when is it imperative for a firm to outsource in this manner? Our hypothesis is that spin-off may facilitate outsourcing when peripheral but crucial competencies are at stake. In other words, spin-off may be a good alternative when the firm has to outsource non-core but strategic competences (Quinn, 1999). 

Spin-off may also be more attractive for SME since it has a strong propensity to rely on close and accessible resources to resolve its main problems (Michun, 1994). 

From this perspective, we assume that small businesses may outsource strategic competencies (P2: "strategic outsourcing") for two main reasons: 
· Firstly, it allows management to proceed by trial and error. Spin-off ensures that there will be continuity in the way it operates in the “imparted” activity (Barreyre, 1988) while expecting higher levels of productivity. Smoothing over the outsourcing process is very important due to its often unexpected and disruptive effects. Such an alternative is far from minor when strategic assets are at stake (P2.1: "continuity").
· Secondly, this technique enables management to reduce costs of traditional outsourcing; costs of outplacing fired employees, costs of job termination; hidden costs that lower employee’s morale etc. (P2.2: "costs").
1.3 spin-off to manage employees’ mobility

When large firms are asked to explain the use of spin-off in their management, most of them admit that they mainly involve human resource practices, favouring employee’s external mobility; some of them are more open to admit that they are explicit forms of delayering. However, such applications are less likely to be dominant in small businesses. Bayad and Paradas (1998) show that small firms have frequently serious difficulties to attract and keep qualified employees. Such problems may often be revealed as strategic when firms show strong dependency on clearly identified individual competences, a situation more likely to occur in SME where core competences are often related to the talents of few. From such a perspective, we think that a spin-off may be a satisfactory compromise for an SME confronted with the problem of retaining key employees eager to become their own boss. Spin-off can be an alternative giving the employee the opportunity to be on his own while continuing to benefit from his expertise, with a more lateral rather than hierarchical relationship. Spin-off can maintain access to key competences instead of losing them totally or worst a competitive transfer. This action can also be interpreted as a way to preserve strong professional links with the latent objective of recruiting the employee again in case the spin-off fails. More generally, spin-off can be seen as a satisfactory way to keep key competences at bay (P3: "conservation"). 
2 the strategic issues of spin-offs for sme

Each case study is presented regarding the dominant issue it relates to. Such categorisation confirms and corresponds to the major issues given in the literature for large firms. Empirically, the implications of spin-offs for SME are somewhat entangled as some cross over issues tend to show.

2.1 developing the sme without bureaucratizating it

Development is often a strong dilemma for a small firm whose manager-owner’s control is often disrupted by growth alternatives. Diversification tends to lessen the manager-owner’s influence since it implies moving on to new know-how and markets, which he is less likely to master alone. On the other hand, the alternatives of specialisation may generate an accrued dependence on a product/market niche where customers, who are small in numbers, may be powerful enough to impose their conditions. The quest for independence, which is often considered as a strong motive in small firms may impede their growth. Spin-off can be a good alternative for resolving dilemma such as the one demonstrated in Case A (Teemo/Optix).

Teemo is a family business, which has been developing, producing and selling mechanical fluid pumps for industrial use, mainly on the French market for more than fifty years. The manager-owner was facing a slow but constant decline of its main activity due to the popularisation of this technology and the maturity of the French and European market. As margins started to fall, the manager-owner decided to deploy two strategies: first, an international diversification on the Asian and South American markets through a merger with a Belgian SME in the same sector and second, a proactive search for alternate technologies for mechanically geared pumps.

To implement the second option, the manager-owner decided to involve strongly all the managers in the firm. After debate, the majority agreed on a target technology: “the immerged rotor pump” which guarantees water tightness. It is also believed to be the most suitable technology in terms of functionality, cost, market and comptences requirements. 

However, Teemo did not have the capacities to develop and master such complex technology as the firm possesses only partial know how. All managers, in particular the technical manager known for his creativity and astuteness, were expected to be attentive by looking out for opportunities to buy such assets.

Proposal P1.2 “leverage” find a preliminary validation as the manager-owner decides to leverage the talents of his directors in order to reach an ambitious objective. 

A few months later, the technical manager meet a technician specialised in the repair of “immerged rotor” pumps who expressed a strong desire to set up a workshop to produce such pumps. Both individual shared their common vision on the evolution of the technology and the market. These strong affinities encouraged both individuals to set up this project together. They accepted to show their project to Teemo’s manager-owner. Surprised by the upturn in the process, the manager-owner proposed other alternatives with stronger links to Teemo before being obliged to accept the conditions of the entrepreneurs. As he put it: “I wanted to have more than a mere 15 % of the capital but I did not want to risk being excluded from the project (…)” Apart from a financial support, Teemo also gave commercial and technical assistance to Optix:  the spin-off firm has total access to the commercial infrastructure of Teemo as well as an assimilation under the reputed brand name “Teemo”. Though, the manager admits that the main reason for commitment lies in the technology, he also explains that the assistance given by Teemo has been faciliated by the long lasting professional relationship with the ex technical manager. 

Proposal P2.1 "social capital"is validated here.

Despite some fear at the start, the manager owner judges this process highly satisfactory. In not more than five years, the entrepreneurs have been able to manage the complex technology mastered by only three other firms in the world. Optix is the French leader on this niche market with growing turnover and margins. Such a rapid development path would have been impossible to obtain if the entrepreneurs were regular in-house employees. The manager owner posits that they would have been less motivated and daring in a firm who has slowly bureaucratised after fifty years of existence. In other words, the spin-off process has been a mean to recover some of the advantages of being small to innovate. The proposal P1 " SME advantage " is validated. This view is shared by the two entrepreneurs who assert that they would never have gone as far in the development of this technology if they had been employees’: “ (…) every time, the technology was not working well, we have spent long hours fixing it instead of abandoning (…) Can you imagine such dedication from a regular employee? (…)” Spin-off has enabled Teemo to surpass its limited know-how and develop new competencies. The proposal P1.2 "leverage" is enforced here.
2.2 outsourcing without organizational disruption 

Outsourcing strategic activities can be problematic when it is hard to measure the trade-off between costs and benefits. To resolve this dilemma, management may be interested in the opportunity to outsource with the option of come back in case of failure. Though such alternative is somehow ideal, outsourcing through spin-off may offer an intermediate solution which might resolve this dilemma as illustrated in case B (Mecanix/Beka).

Mecanix is a small firm, which develops, builds and sells low intensity pumps for various appliances, mainly on the French market. The manager-owner plans to outsource the machine workshop for three reasons: gains in productivity; more space and substitution of steel components with plastic ones. He decided to make a call for tender but rapidly, he realised that the candidates on the market would not attain the same level of quality as that achieved in-house. He also became aware of the workshop’s valuable competences to make small steel components. On top on this, the manager-owner realised that outsourcing would not enable all employees to find satisfactory outplacements. Firing could not be avoided, along with its costs for outplacement and the general negative impact on employee’s morale. The project of outsourcing was abandoned till the workshop’s chief supervisor proposed to take over the activity on his own. Sceptical at first, the manager-owner accepted to relaunch the outsourcing process along with other candidates on the market. Faced with competition, the supervisor proved his astuteness by deploying unexpected resources. In three months, he provided a solid market analysis to prove the viability of his project; he also gave technical proof of productivity gains expected and he finally promised to recruit all the employees displaced. Convinced, Mecanix’s director accepted to confide the workshop to this employee. Beka is spun-off and it has enabled Mecanix to surpass the dilemma of strategic outsourcing. As in the previous cases, there has been an unexpected leverage effect, surpassing the limits perceived by the manager-owner. The proposal 2 “strategic outsourcing” and the proposal 1.2 “leverage” are both validated. The partnership between Mecanix and Beka has started to give fruit, outsourcing did not provoke much organizational disruption. Mecanix activities have remained pretty stable, no firing has occurred and the workshop is now showing signs of higher productivity. The purchasing manager put forward a worthy aspect of this relationship: “they know our products pretty well and our way of doing things, they often send us back our orders to tell us that some components can be simplified (…) you could not expect such advice from a new subcontractor” It appears that strong technical and social links render the cooperation more fluid and more effective. The proposal P 2.1 “continuity” is validated as well as the proposal P 1.1 “social capital”.

2.3 managing employee’s mobility in an alternative way

We have hypothesized that small firms, as opposed to large ones, have less resources to attract and retain the best talents on the labour market. They are therefore more likely to have recruitment and career development problems, rather than delayering and reorganisation issues. Thus, spin-off would rather obey a rationale of retaining individual competencies. The case study C (Rally/Eva and Rally/Pump) illustrates such an application but also motives for outplacement. 

Rally is a medium sized firm which develops and publishes video games. Its activity requires a mix of artistic and technical competencies deployed in workgroups where autonomy is often an imperative for better creativity. In 1998, Rally’s manager and owner had to face the dramatic departure of key employees and their leader who expressed their need for more autonomy and personal wishes to become entrepreneurs. These employees were appreciated for having developed the most successful video game of the firm’s history. Moreover, such an event occured at a period when the labour market was overly tight and competitors were out to recruit the best talents. Finally, Rally’s director accepted to support this process with a financial participation and a commercial order to develop a new game. Eva was created. Despite the more or less imposed nature of this event, the partnership happens to be quite fruitful since not only has Eva enabled Rally to retain these employees and continue using their talents, but it rapidly prove to be an efficient way of unleashing employee’s creativity for game developments. The proposal P3 " conservation " is validated and proposal P1.2 " leverage " is enforced.

In 2001, after more than fifteen years of steady growth, Rally faced a severe crisis leading to unavoidable delayering. In this weighty context, a group of employees expressed their intention to leave Rally to set up their own firm. Rally’s manager-owner felt this alternative was an opportunity to reduce costs. Thus, he accepted to support them materially, financially and also commercially by ordering a game. Pump was spun-off in may 2001 but as the crisis worsened, the order was terminated nineteen months later. Still, the manager-owners do not consider this spin-off as a failure. They estimate that Rally was aboveboard enough by giving them the opportunity to become entrepreneurs with a pretty good start. For Rally, founder of a video game milieu in Lyon, this action is more than a simple outplacement. Despite its hardships, the firm has always expressed a strong wish to minimize the “internal shocks” in the local milieu due to drastic variation in its activity. By supporting such initiative, Rally remains coherent with its image of a builder rather than that of a cost-killer. This evidence, though fragmental, enables us to formulate a new proposal on the application of spin-off. This proposal, which we call “territoriality”, shows that spin-off can be a way to redefine relationships in a territorial setting; such a process may be congruent to small firms which often rely on local arrangements (Michun, 1994).

conclusion

Based on the empirical evidence gathered, we can confirm the main thesis that spin-off can be a strategic leverage for small firms. The proposals developed gives further indications on how can the strategies of spin-offs serve small firms. However, case studies do not illustrate issues that are overly specific to small firms. Innovation, outsourcing and mobility are also imperative management processes for large firms. However, the case studies tend to show that these issues may sometimes have more strategic meaning or value in small firms, thus finding in spin-offs, catalytic processes in the sense that they help to facilitate these management processes to achieve satisfactory results more rapidly. The first case illustrates how a spin-off enables a company to surpass its limited resources and renovate the core competencies. In the second case, a spin-off permits outsourcing in a smooth and efficient manner. The third case shows how an SME can use spin-off to preserve its social links, either continuing to beneficit directly from the talents of these persons or in a more indirect way to retain these individuals locally. Consequently, we can support the thesis that spin-off seems to be adequate for SME as it has a catalytic effect on management processes such as innovation; outsourcing and mobility. However, analysis of spin-offs in SME need to be taken further in order to understand the conditions of congruity between spin-offs and the strategic management of small firms.
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