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Abstract: The purpose of this study is to understand innovation of startups operating in a niche market.  Through a review of previous research 
works, a conceptual model and propositions are developed, where illustration of a company case is used to exemplify this model. It reveals that a 
research gap exists regarding startups in a niche market with dynamic capabilities and breakthrough innovations as a source of success. This study 
reflects on the potential relationship between dynamic capabilities and breakthrough innovation of a startup and its subsequent effect on the per-
formance of the startup in a niche market. It has proposed that dynamic capabilities work as a foundation for startup to develop a breakthrough 
innovation. It also proposed that in a niche market, both core competency and industrial network are crucial for a startup to scaleup, where 
breakthrough innovation works as a pathway to acquire consumer acceptance. 
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Introduction 

This paper will be centered around how dynamic capabilities of a star-
tup influence its breakthrough innovation in a niche market conside-
ring a case study on the company named Hövding selling innovative 
airbag bicycle helmet in Europe. A research gap has gradually been 
identified to conduct the purpose of the study while delimitations 
have defined boundary this study. 

Background. In today’s society research and innovation is vital for 
sustaining a competitive advantage and for the advancement of so-
ciety. Entrepreneurs and innovation play a significant role behind 
the growth of global economy (Cruz‐Ros, Garzón & Mas‐Tur, 2017; 
Lewrick, Raeside & Sailer, 2010). The production, diffusion and use of 
an economically viable new idea generates competitive advantage for 
the sustainable growth of any business startup (Lewrick et al., 2010). 
It is said success does not come from solely improving existing pro-
ducts, but from innovating and coming up with new ones. However, it 
is not only about creativity and invention but how you commercialize 
your ideas and realize them, beginning with consumers wants and 
needs. Entrepreneurial activities pursued by either small startup or 
large incumbents aim to transform the market and the society, even 
though pioneering entrepreneurs operating in a niche market find 
it challenging to influence the masses (Hockerts & Wüstenhagen, 
2010; Schaltegger, Hansen & Lüdeke-Freund, 2016). In many cases, 
innovative entrepreneurs or startups in collaboration with regulators 
and nongovernmental organizations take the front-runner positions 
to shape-up societal context (Geels & Schot, 2007). To depict the in-
terplay between innovation and entrepreneurship, Snow (2007) has 
considered both concepts as virtually the same, as innovation refers to 
‘the introduction of new product or service’; whereas entrepreneurs-
hip refers to ‘the founding of a new business’. 

According to Peter Drucker (1985) 

“Innovation is the specific tool of entrepreneurs, the means by 
which they exploit an opportunity for a different business or ser-
vice.”

Since the late 1990s the concept of entrepreneurship evolves as a key 
driver of economic growth of a nation, job creation and innovation, 
which in turn has made it an interesting arena for academic resear-
chers (Ruiz, Soriano & Coduras, 2016). As a consequence, different 
institutes or organizations such as the Global Entrepreneurship Mo-
nitor (GEM) , the Community Innovation Survey (CIS) by European 
Union have been developed to measure the performance of startups, 
any entrepreneurial initiatives and innovation and to accelerate poli-
cy development process to reap the best outcomes (Ruiz et al., 2016; 
Eurostat, 2017). 

EU policies are often designed to encourage innovation with numerous 
surveys conducted by the European Union keep track of these innova-
tive activities of its member states (Eurostat, 2017). Close to half of the 
member states reported some form of innovation during 2012 and 2014 
with countries like Germany, Luxemburg and Belgium having high 
proportions (above 60 %) of innovative enterprises (Eurostat, 2017). Al-
most 25% average of the enterprises were product innovators during the 
same period with countries like Finland, Germany and Sweden being 
over 30 % (Eurostat, 2017). Sweden has been fostering innovation and 
entrepreneurship through for example government agencies like Vin-
nova, funding research in different fields such as transport, industrial 
materials and smart cities (“Sweden”, 2019). The European innovation 
scoreboard analyses the innovative performance of each country and 
ranked Sweden as number 1 in 2018 with an observed improvement in 
Europe overall (European innovation scoreboard, 2018). Other agen-
cies in Sweden focus on supporting innovation in universities, funding 
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research and competence development (“Sweden”, 2019). Here aspiring 
entrepreneurs can connect and share ideas as breakthrough innovation 
requires a diversity of knowledge (Schoenmakers & Duysters, 2010). A 
problem facing some startups is the lack of external cooperation and 
exchange of ideas sometimes leading entrepreneurs to move forward 
without necessary input (Schoenmakers & Duysters, 2010). On that 
ground business plan competition named ‘Venture Cup’ in collabora-
tion with universities and business school in Northern Europe works a 
great platform for young entrepreneurs and startups to gain entrepre-
neurial knowledge and start their own businesses (Maack, Klofsten & 
Hedner, 2011). Academic researchers (Maack et al., 2011) have figured 
out that since its launch in 1998 in Gothenburg in Western Sweden, 
more than 10,000 unique business ideas are submitted among which a 
good number of startups are now operating nationally and internatio-
nally such as  Applied Nano Surfaces,Nanologica, Bambusa, Hövding 
and many more. 

Problem discussion. Based on the innovation capabilities of a firm, 
the degree of innovation varies from completely new to minor upgra-
dation (Garcia & Calantone, 2002; Cheng & Chen, 2013) , and this can 
be categorized as either breakthrough innovation or incremental inno-
vation (Johannessen, Olsen & Lumpkin, 2001; O’Connor & De Marti-
no, 2006; Song & Di Benedetto, 2008). While incremental innovations 
result in minor or simple improvement or line extension of a product, 
breakthrough innovations offer greater customer benefits and new con-
sumption pattern in comparison to existing product through new tech-
nology (O’Connor & De Martino, 2006; De Visser et al., 2010; Cheng & 
Chen, 2013). Though the complex nature of the breakthrough innovation 
reflects firm’s ‘hard-to-imitate’ and ‘hard-to-transfer’ skills and ability, ul-
timately success largely depends upon firm’s ability to commercialize it 
(Rogers, 2003; Zollo & Winter, 2002; Cheng & Chen, 2013). 

“First mover advantage doesn’t go to the first company that laun-
ches, it goes to the firstcompany that scales.”

 ~ Reid Hoffman, co-founder of LinkedIn (“ScaleIt”, 2018)

Though entrepreneurship brings out new organizations with new 
creations or innovations exploiting opportunities in the market, en-
trepreneurs have to consider other hard sides of this total process 
such as risk taking approach, proactivity and capacity to utilize inno-
vation (Ruiz et al., 2016). Since today’s marketplace is very user-de-
fined, a great invention might not satisfy the consumer’ need rather 
than turning into a technological breakthrough (Gallagher, 2011).  
Young entrepreneurs are keen to take risk and come up with their re-
volutionary ideas, but in many cases their startups fail to be scalable 
or profitable due to lack of financial support and professional skills 
to survive in a dynamic competitive marketplace (Moroni,Arruda 
& Araujo, 2015). For the last few decades, researchers have worked 
on different dimensions of the entrepreneurship concepts, entre-
preneurial values, and its relation with economic growth and inno-
vation (Arenius & Minniti, 2005; Hessels, Van Gelderen & Thurik, 
2008; Bosma & Schutjens, 2009; Evald, Klyver & Christensen, 2011;  
Ruiz et al., 2016). Even with an aim to learn the practical facts 
about entrepreneurship, academic researchers have introduced  

entrepreneurship and innovation programme as part of educa-
tion system to make new startups more ready for the marketplace 
(Lewrick et al., 2010). Other researchers have come up with win-win 
solutions for both big corporate houses and young entrepreneurs 
such as working in joint venture (Moroni et al., 2015). As creating 
breakthrough innovation is very difficult, it is a great option for cor-
porates to source innovative product or service. But for indepen-
dent entrepreneurs systematic education is not enough to launch a 
startup and make it sustainable for the long term, especially when 
it is a breakthrough innovation targeting niche market (Lewrick et 
al., 2010). The success of any type of innovation largely depends on 
firm’s ability and efficiency in exploration and exploitation of its 
dynamic capabilities irrespective of the size of the firm (Aarikka-
Stenroos, Sandberg & Lehtimäki, 2014). In the field of innovation 
and entrepreneurship, most of the research works have focused on 
entrepreneurial orientation and activities within any corporation 
to accelerate innovation process. However, research on impact of 
dynamic capabilities on startup’s breakthrough innovation and its 
performance  in a niche market is yet to be explored at the fullest 
with some empirical studies (Moroni et al., 2015). On that ground, 
authors of this paper intend to pursue this study to contribute in this 
potential field of study.  This conceptual paper intends to contribute to 
the growing knowledge in the field of innovation and entrepreneurship 
and to present a research gap for the academic researchers to pursue 
further empirical research. Moreover, it will give valuable insights to 
practitioners or organization working to support young startup. 

Purpose and delimitations. The purpose of this study is to unders-
tand innovation of startups operating in a niche market. 

This study has been carried out within the context of new startup and 
its breakthrough innovation and has been limited within the boun-
dary of firm’s dynamic capabilities in a niche market. Here, the case 
of a Swedish company named Hövding has been chosen, which has 
entered into the market with a very innovative niche product. 

Outline of the study. This paper is structured chronologically by 
presenting a literature review based on existing scholarly works on 
dynamic capabilities and breakthrough innovation and startups in a 
niche market. Then it is followed by method section describing how 
this conceptual research has been carried out. In the content analysis 
and result part, findings of this study have been analysed based on 
previous research works. Then, a conceptual model and propositions 
about relationships in the model are presented along with illustrati-
ve company case. Finally, it is concluded with presenting managerial 
implications, pointing out limitations of this study and scopes for the 
future researchers in this field. 

Key Concepts 

Dynamic capabilities and Breakthrough innovation. Dynamic ca-
pabilities are seen as drivers of creation and rearrangement of diffe-
rent resources to create new resources to give the company a competi-
tive advantage (Henderson & Cockburn, 1994). Eisenhardt & Martin 
(2000) defines dynamic capabilities as:
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The firm’s processes that use resources—specifically the proces-
ses to integrate, reconfigure, gain and   release   resources—to 
match and  even  create market  change. Dynamic capabilities 
thus are the organizational   and   strategic   routines   by   which 
firms achieve new resource configurations as markets emerge, 
collide, split, evolve, and die. (p. 1107)

Many studies have been conducted on dynamic capabilities and most 
researchers agree that these can increase a company’s competitive ad-
vantage (Wu, 2007). They are generally viewed as a transformer that 
creates improved performance out of existing resources. Deeds, De-
Carolis & Coombs (2000) suggest that technology heavy firms should 
take advantage of their dynamic capabilities to innovate and produce 
new products as a way of not falling behind in a fast pace industry.  
Dynamic capabilities are seen as vague by some but in reality exist of 
specific routines studied by many (Eisenhardt & Martin, 2000). One 
example is product development routines where managers work to-
gether contributing with different skills to create new products and 
services (Helfat & Raubitschek, 2000). If a company wants to impro-
ve their breakthrough innovations researchers suggest investing in 
dynamic innovation capabilities that can produce exciting new pro-
ducts (Davenport, Leibold & Voelpel, 2006; Teece, 2007). Some are 
still in disagreement regarding whether dynamic capabilities can lead 
to breakthrough innovation while some suggest that they will foster 
innovation (Antikainen & Väätäjä, 2010). Researchers claim a com-
pany investing in dynamic capabilities will be more attuned to absorb 
and explore new information to cultivate breakthrough innovation 
(Lavie & Rosenkopf, 2006). Firms collecting information and beco-
ming more proficient using their existing knowledge which can lead 
to more incremental innovation and not the desired breakthrough 
(Benner & Tushman, 2003). 

The level of innovation can vary hence the categorization incre-
mental and breakthrough innovation (Song & De Benedetto, 2008). 
With incremental signifying minor changes to technology while 
breakthrough innovation involves considerably new technology (De 
Visser et al., 2010). Researchers also use the term radical innovation 
synonymously with breakthrough innovation as they both signify 
significant innovation (Kusunoki, 1997). These new innovations of-
ten lead to greater levels of complexity and may require the acquisi-
tion and development of new knowledge and innovation capabilities 
(Song & De Benedetto, 2008). Researcher have suggested the deve-
lopment of dynamic innovation capabilities can boost breakthrough 
innovation in companies but can also have some drawbacks (Cheng 
& Chen, 2013). In Cheng and Chen’s study (2013) they found that ha-
ving these capabilities could even prevent the desired breakthroughs. 
Companies run the risk of becoming rooted the longer they have in-
novation capabilities and might miss changes in their environment. 

Startups in niche market. According to Eric Ries (2011) a startup 
can be defined as “a company or a human institution that is built on 
different branches and that spontaneously arises the condition of ex-
treme uncertainty, has at its core innovation to create products and 
services which they wish revolutionize the market.” Theoretically the 
concept of startup evolves around any product or service innovation 

and the risk taking capability of young entrepreneurs (Blank & Dorf, 
2012). Young entrepreneurs or startups play significant role in the 
economy of a country through their revolutionary and disruptive 
ideas, and financial performance (Moroni et al., 2015). According to 
Moroni et al. (2015), in the XXI century, though young firms known 
as startups prefer to enter into a niche market with a perception of 
highly profitable market and fast consumer acceptance due to the in-
novativeness of the product or service, the actual success rate is still 
questionable. Researchers have also argued that innovation is not 
enough to make startups stable, profitable and sustainable in a fier-
cely competitive market (Moroni et al., 2015). As startups operate in 
rapidly changing dynamic environments with greater risk and uncer-
tainty, researchers agreed that traditional mechanism of management 
barely works for young startups (Ries, 2011; Moroni et al., 2015). Mo-
reover, in today’s user-defined marketplace, it is crucial for startups 
to interpret their external environment properly and link that with 
their internal strength for sustainable competitive advantage (Moroni 
et al., 2015), otherwise their offering could be a simple representation 
of technological breakthrough in a niche market (Gallagher, 2011). 

Referring to the concept of niche, Kevin Gallagher (2011, p.46) has sta-
ted as - “Sometimes a new niche starts with an analysis of the market 
and other times it begins with a technological breakthrough that leads 
us to help define a new performance claim that we believe will resona-
te with consumers.” Though for the last few decades researchers and 
practitioners have emphasized the concept of ‘niche market’ or ‘niche 
marketing’ as a prominent field of study in marketing (Tregear, 2003; 
Ashworth, Schmidt, Pioch & Hallsworth, 2006; Trunfio, Petruzzellis, 
& Nigro, 2006; McKechnie, Grant & Fahmi, 2007; Parrish, Cassill & 
Oxenham, 2004; Cocheo, 2010; Toften & Hammervoll, 2013), lack of 
widely accepted theoretical study has made it difficult to operatio-
nalize it at practical level despite of its emmese potential (Toften & 
Hammervoll, 2013). Due to some similarities between two concepts 
- segment and niche or sometimes ‘small’ or ‘narrow’ market, in most 
of the cases these two concepts are overlapped or used synonymously 
which has worked as a barrier for practitioners to unleash the actual 
potential of niche market (Toften & Hammervoll, 2013).  With such 
notion, after more than 20 years researchers - Toften and Hammervoll 
(2013) have come up with the first comprehensive review of  niche 
marketing research and have defined niche marketing as “The process 
of carving out, protecting and offering a valued product to a narrow 
part of a market that displays differentiated needs.” They have argued 
that this definition does not ignore the similarities between segment 
and niche, but surely distinguished it from the fundamental thoughts 
of segmentation and works as a baseline for the practical application.  

Methodology 

This is a conceptual paper developing a conceptual framework and 
three propositions considering previous research works; where propo-
sed framework is exemplified by a single case study on the company 
named ‘Hövding’. It conducts a systematic literature review (Tranfield, 
Denyer & Smart, 2003; Denyer & Tranfield, 2008; Wang & Chugh, 
2014) within the field of dynamic capabilities, breakthrough innovation 
and niche market with an aim to understand the impact of dynamic 
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capabilities on a startup’s innovation in a niche market. A qualitative 
content analysis has been applied to review 24 articles published in 
multi-disciplinary peer-reviewed journals (language:English) bet-
ween 1980 and 2019. Authors have imposed this time frame to ensure 
widespread coverage of documents within this field of study. Since content 
analysis as a research method offers researchers new insights along with a 
condensed and broad description of the phenomenon aiming to build up 
a conceptual map or categories (Krippendorff, 1980; Elo & Kyngäs, 2008) 
, it is appropriate for this study. As part of research process, a descriptive 
evaluation of selected literatures is carried out based on predefined set of 
analytic categories (Seuring & Gold, 2012) like dynamic capabilities and 
breakthrough or radical innovation, startups or entrepreneurs in a niche 
market and later on it is followed by the content analysis. It is inductive 
approach as the research question refers to a phenomenon with fragmented 
knowledge in that particular field of the study (Elo & Kyngäs, 2008; Seuring 
& Gold, 2012). In order to increase understanding of the phenomenon and 
to provide more generalized knowledge in the field, authors have interpre-
ted gathered literature following a few steps like coding, categorization and 
abstraction leading to the conceptual model (Elo & Kyngäs, 2008). 

In this study, at first authors have conducted a systematic literature 
review (SLR)  as summarized in the following flowchart, as it ensures 

validity of the study by presenting a detailed process, systematically 
generates relevant arguments closely related to the research question 
and finally provides generalized result (Wang & Chugh, 2014). In the 
beginning of this SLR process (see Figure 1), research objective along 
with conceptual boundaries (key words: dynamic capabilities and 
breakthrough innovation, startups in niche market) are set to gather 
relevant articles. Then based on defined inclusion criteria authors 
have searched articles in the electronic database: Web of Science.  
After searching keywords - dynamic capabilities and breakthrough 
or radical innovation, the result shows 33 articles and then applying 
exclusion criteria during reading abstract and skimming the body 
of literature, 16 articles have been selected for further review. Same 
procedure has been repeated with other keywords - startups/entre-
preneur and niche/small market and only 1 article has been selected 
out of 9. Due to this low number of articles with these keywords, to 
validate this searching authors have used other databases like One 
Search and Google scholar which results in 5 closely relevant articles. 
Moreover, it is revealed that though the researcher  David J. Teece has 
contributed a lot in the field of dynamic capability study (1997, 2007), 
his research works did not come out during the search in the Web of 
Science database. Therefore, authors have used his name specifically 
in One Search and Google Scholar to find out relevant literatures. 

Figure 1: Adapted from Wang and Chugh (2014), A summary of systematic literature review process. 
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In order to conduct systematic content analysis, at first authors have 
read articles thoroughly to understand focal research area, then cate-
gorized and coded the content of the articles in terms of identification 
of key terms concerning the phenomenon, research topic, authors, 
research type and the findings (Aarikka-stenroos et al., 2014). Cross-
checking and vigorous discussion among authors have increased the 
internal validity of the findings; where use of theoretically prede-
fined categories and their specific definitions have enhanced the 
validity of the coding process (Seuring & Gold, 2012). Moreover, 
theory based abstraction of the content analysis resulting to more 
generalized findings have secured external validity of this study (Elo 
& Kyngäs, 2008). Finally, clear documentation of the entire research 
process and authentic citations of articles have ensured transparen-
cy and transferability of this study (Elo & Kyngäs, 2008; Seuring & 
Gold, 2012). 

Authors have illustrated the case of the company named ‘Hövding’ to 
exemplify the proposed conceptual model. Here authors have used se-
condary data (from company website, annual report, industry report, 
authentic industry specific blog, interviews published in Yahoo Finance 
and LinkedIn) to get in-depth information about the phenomenon in 
that particular company followed by the ‘how’ research question (Yin, 
2018). Since this Swedish company started its journey as a young star-
tup by winning the Venture Cup - the Nordic business plan competi-
tion and succeeded to commercialize its breakthrough innovation in a 
niche or comparatively very new small market through its more than 
seven years of operations in the European market (Maack et al., 2011; 
“Invitation to acquire stocks in Hövding Sweden AB”, 2017), it has been 
considered as a perfect fit for this study. Moreover, from the very begin-
ning it has received collaborative support from different research ins-
titutions and organizations operating in EU (“Hövding yearly report”, 
2017), which has made this case a relevant one. 

Content of the reviewed articles

Table 1: Content of the reviewed articles. 

Topic Authors Research type Findings

China’s and India’s transition from 
production to innovation

Altenburg, Schmitz & 
Stamm (2007)

Case studies based on 
secondary sources

The global distribution of innovation activities has begun to 
move eastwards except OECD countries. For China and India 
the most important input factor for innovation system is human 
capital and significant investment in human resources have 
positioned those two countries as global destination for R&D 
outsourcing.

The Brazilian multinationals’ 
approaches to innovation

Fleury, Fleury & 
Borini (2013) Questionnaire survey 

Internationalization process largely depends on firm’s innovative 
capabilities. As local environment is not supportive enough, 
firms from emerging economies internationalize to acquire in-
novative capability and gain competitive advantage. Country of 
origin effects has impact on forming organizational competency. 

The managerial process of innova-
tion funnel for breakthrough inno-
vation 

He, Probert & Phaal 
(2008) Case study 

Organizations often put a large amount of resources in the front end 
of the innovation process funnel, which results in clogged pipeline 
rather than breakthrough innovation in the other end. To minimize 
this problem, some industry practice has changed innovation pro-
cess model: from planned towards organic models, from user centric 
to user lead innovation, from dynamic modeling towards complexity 
modeling, from value capturing towards value exchanging.

The management of internal
R&D stakeholders and their invol-
vement dynamics in breakthrough 
R&D projects

Hooge & Dalmasso 
(2015)

A longitudinal case study 
with mixed method re-
search approach (5 years 
time span)

The dynamics of involvement and the legitimacy by the three 
distinctive groups of internal R&D stakeholders: technological 
knowers and experts, innovation design strategists, and internal 
collaboration strategists play very important role in the success of 
company’s breakthrough innovation projects. 

Causality among environmental 
uncertainties, strategic orientation, 
innovation and performance of 
business

Fernandes & Solimun 
(2017) Relationship causal studies 

Innovations mediate the impact of environmental uncertainties 
on business performance. Highly innovative companies have 
long-term sustainable business performance and competitive ad-
vantage. 

Strategy transformation through 
strategic innovation capability 

Kodama & Shibata 
(2014)

In-depth longitudinal case 
study (30 years time span)

In a big corporation, top management puts continuous effort to 
form a new development organization within the company to 
manage exploration and exploitation processes through the ope-
rations of existing and new organizations; and achieve strategy 
transformation securing superior position in the market. 

Incapability of technological capa-
bility Kusunoki (1997) A single case study 

In a technology intensive industry, a technology leader often put 
strong emphasis on its industry-leading technological capabilities 
and may fail to capitalize on new technologies to create radical 
innovations.
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Topic Authors Research type Findings

The role of dynamic innovation 
capabilities and open innova-
tion activities on breakthrough 
innovation

Cheng & Chen 
(2013)

Web based questionnaire 
survey

Though, at the beginning stage, dynamic innovation capabilities 
lead to the higher degree of breakthrough innovation, with time it 
prevents this. But open innovation has positive impact on dyna-
mic innovation capabilities to achieve breakthrough innovation. 

The additive impact of incubation 
capabilities to firm value

Markovitch, 
O’Connor & Harper 
(2017)

Empirical research study

Difficulty valuing exploratory discovery investments. Incubation 
capability moderates the impact of investments on firm valua-
tion. Need for parallel investment and incubation of capability to 
leverage breakthrough innovation. 

Managing competencies in 
breakthrough project development

McDermott & Coates 
(2007) Comparative case study

Three important competencies emerge during breakthrough 
product development. Market competences, Technology and 
integrative. Skills of how to market a new technology, technical 
knowhow and hardware and the ability to interact and share 
skills between functions. 

Managing individual motivation 
to boost radical innovation deve-
lopment

Pihlajamaa (2017) Investigative case study

Managers can influence individual motivation towards radical 
innovation development which is important since development 
is highly dependent on efforts of individuals. Can be done with 
goal assignment and providing organizational support. 

How young firms use dynamic 
capabilities to develop R&D 
resources 

Carrick (2016) In depth case study
Managers should pursue strategic partnerships and assemble 
scientific talent to develop R&D. Should develop routines to 
pursue scientific opportunities.

Developing capabilities to explore 
and exploit network relationships

Medlin & Törnroos 
(2015) Longitudinal case study

Managers need to develop capabilities to explore their dynamic net-
work and find partners and access resources. Develop relationships 
to exploit and find new technology for future business ventures. 

Boundary-spanning demand-side 
effect on radical technological 
innovation

Zhang, Zhao,   Tian 
& Liu (2017) Questionnaire survey

Boundary-spanning demand-side search has a positive effect 
on radical technological innovation. Dysfunctional competition 
negatively moderates main effect.

How search and recombina-
tion of knowledge can create 
breakthrough innovation

Savino, Messeni & 
Albino (2017) Literature review

Differences exist in solutions of searching and combining 
knowledge across organizational boundaries. Variety and 
diversity of knowledge is important to create breakthrough 
innovation. 

The role of venture capital firms in 
a complex innovation network

Ferray & Granovetter 
(2009) Conceptual paper

Innovation and entrepreneurship are seen as results of interac-
tions of economic agents within a complex network. Diversity of 
agents determine particular dynamic of innovation.  

Dynamic capabilities and the mi-
crofuntions needed for sustainable 
enterprise performance

Teece (2007) Conceptual paper

To succeed both large and small companies must engage in 
entrepreneurial management function embedded with dynamic 
capabilities. It involves recognizing trends, problems, redirec-
ting resources and shaping organizational structures to address 
and create technological opportunities while keeping track of 
customer needs.  

Dynamic capabilities as supposed 
to strategic management. 

Teece, Pisano & 
Shuen (1997) Conceptual paper

In environments of rapid technological change, improving 
internal technological, organizational and and managerial 
processes inside the firms and identifying new opportunities and 
organizing efficiently is critical to wealth creation. These are seen 
as better than trying to keep competitors off balance, raise their 
costs and exclude new entrants. 

An SME perspective for sustaina-
bility-oriented innovations in a 
learning network.

Klewitz (2017) Longitudinal multi case 
study

Three roles are observed in the learning-action network for SMEs 
(grazer, explorer and networker). The most important ones are 
those who influences the exploitive learning capabilities to push 
forward and develop its strategic sustainability-oriented innova-
tions to conquer a niche market. 

A high-tech venture’s global entre-
preneurship 

Kim, Cha & Kim 
(2017) A single case study

In the early stage, a resource constrained technology venture 
faces great challenges in commercializing breakthrough innova-
tion in the global market; which can be managed by identifying 
company’s core competence and complementary competence, 
both human and financial resources, knowledge and experience 
in the market, and establishing an industry network.
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Topic Authors Research type Findings

Entrepreneurial resources, dyna-
mic capabilities and start-up per-
formance of high-tech firms

Wu (2007) Questionnaire survey

In high-tech startups, dynamic  capability work as an inter-
mediate variable between startup performance and resources. 
Abundant entrepreneurial resources positively influence external 
partners’ willingness to enter into the cooperative network of the 
startup firm and consequently effectiveness of this network en-
hance start-up’s dynamic capabilities.  

The contribution of design and 
technological innovation on the 
growth of startup companies in the 
competitive business environment

Moroni et al. (2015) Literature review
The strategic management of design and innovation in the orga-
nizational environment of young startups can lead to growth and 
greater of acceptance of the product in the market. 

Innovator firm’s networks for the 
commercialization of innovation

Aarikka-stenroos et 
al. (2014) Literature review

Successful commercialization of both radical and incremental in-
novation of firm needs support from different actors of divergent 
networks such as users, distributors, complementaries, supplier, 
investors, associations, public organization, policy makers and 
regulators. Here due to the complex network of R&D for radi-
cal innovation, firms already possess relatively advanced network 
capabilities.  

Niche marketing research: status 
and challenges

Toften & Hammer-
voll (2013) Literature review

Lack of well accepted theoretical research on niche marketing 
concept and its operationalization leads to inadequate research-
oriented recommendations for practitioners to ensure effective 
use of it.

The case: Hövding 

Hövding is a Swedish innovative company selling and developing a 
bicycle helmet in the form of an airbag around your neck that deploys 
around your head when in a crash for increased safety and conve-
nience (“Hövding”, n.d.). The company was founded in 2006 by two 
master students from Lund University with inspiration from a law 
requiring children under 15 to wear a helmet (“Invitation to acquire 
stocks in Hövding Sweden AB”, 2017). Around 130 000 have been sold 
and are available in approximately 1100 stores around Europe and on-
line on the company website. The company has around 33 employees 
and are focused on recruiting personnel with specific experience and 
skills to complement existing knowledge. In 2012 the company hired 
a now CEO Fredrik Carling to commercialize the company and lead it 
into the future since the company lacked such knowledge (“Invitation 
to acquire stocks in Hövding Sweden AB”, 2017). The company has 
since it launched its first product in 2011 developed an upgrade Höv-
ding 2.0 and are releasing the new improved product Vega in 2019 
(“LinkedIn”, 2018).

The company has developed a network of different business partners 
and organizations over the years, such as production partners in Ja-
pan who are in charge of producing the airbag and electronics in their 
factories in China (“Hövding yearly report”, 2017). Starting out they 
hired the Swedish technical research institute to develop a method 
of testing the product and help them improve the product. They also 
cooperated with Alva Sweden AB to develop the airbag and tested the 
device extensively and further development has resulted in lowered 
production cost for the company enabling them to lower their price. 

The development and incremental improvements of the products has 
resulted in an extensive amount of patents to protect the company’s 
resources (“Hövding yearly report”, 2017). Large retailers have taken 
notice of the company and Hövding signed deals with the German 
retailer Globetrotter along with other companies. With the launch of 
their new product they are expanding in England with a strategy that 
is geographically, and channel divided, looking to take advantage of 
their app connected new device (“LinkedIn”, 2018). 

The company has gained fame worldwide and has received a number 
of different awards  for its innovative design (“Hövding yearly report”, 
2017). When the company launched its product in 2011 they got one 
of the world’s biggest design award; the Index award for their innova-
tive design and have received many since and such as for its inspiring 
marketing with a Webby award. Their product has also been the sub-
ject of research articles published in renowned research papers.  

Content analysis and results 

Dynamic capabilities and Breakthrough innovation. Looking at 
the findings of the reviewed articles (see Table 1) authors find many 
interesting effects of dynamic capabilities on companies such as per-
formance and their ability to innovate. One such example presented 
by researchers (Altenburg et al., 2007) was the impact of investing in 
human capital and the effect it could have on creating innovation. 
Companies would develop their innovation capabilities by inves-
ting in human resources consequently boosting their innovative-
ness which in turn can increase a company’s competitive advantage 
(Wu, 2007). Some companies choose to outsource these functions 
to countries like China and India which has made them into R&D 
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powerhouses focusing solely on research for companies. But in these 
countries, it is also common for local companies looking to go inter-
national to acquire personnel from other countries to gain a compe-
titive advantage (Fleury et al., 2013). Fleury expresses that the main 
reason for doing this is the fact that the local environment is not sup-
portive enough and does not offer the same benefits as operating in 
more developed countries for developing innovation capabilities. In 
his words: “Country of origin effects on firms’ innovation capability” 
(Fleury et al., 2013).

Regarding breakthrough innovation researchers have expressed the 
important role different groups’ play when working on R&D (Hooge 
& Dalmasso, 2015). They mean that these groups in particular are 
experts and people with technical knowledge as well as innovation 
design strategists and people in charge of internal collaboration. 
The involvement of these groups are paramount to the success of 
breakthrough innovation projects. Much like these groups are impor-
tant so are other important competencies as put forth by McDermott 
and Coates (2007) in their case study. They mention that market com-
petences, technology and integrative skills are important capabilities 
for knowing how to sell products and especially for sharing knowled-
ge between functions to boost breakthrough product development. 
These are important but researchers have also found that companies 
that put a lot of resources in the beginning of the process of develo-
pment can result in it all backing up and getting clogged (He et al., 
2008). As researchers state (He et al., 2008)

Despite the large amount of resources and talents that organisations 
pour into the front end of the innovation funnel, few breakthrough 
innovations emerge at the other end. The pipelines often clog with 
inconsequential opportunities, ideas and projects while potentially 
slowing the valuable ones during their passage. Therefore, the funne-
ling capabilities are compromised, and the funnel becomes a tunnel. 
(p.368).

This hinders the development of breakthrough innovation and so 
companies are changing their tactics adopting more organic innova-
tion models and going for value exchanging instead of value captu-
ring. 

As presented by many researchers, dynamic capabilities can boost 
and lead to breakthrough innovation for companies but according 
to Cheng and Chen (2013) it can also have significant consequences. 
They noted that companies with developed and distinctive capabili-
ties tended to get rooted and ran the risk of missing out on new trends 
and changes in the external environment. Teece (2007) emphasizes 
the importance of recognizing trends and problems the company 
might have. He urges companies in rapid technological changing en-
vironments to engage in entrepreneurial management and improving 
management processes by developing specific dynamic capabilities. 
He puts it like this: “It is a new hybrid: entrepreneurial managerial 
capitalism. It involves recognizing problems and trends, directing 
(and redirecting) resources, and reshaping organizational structures 
and systems so that they create and address technological opportuni-
ties while staying in alignment with customer needs” (p. 1346-1347).  

These are meant to keep companies observant of technical opportuni-
ties and avoid the danger of becoming rooted. Kusunoki (1997) also 
illustrates in his article how companies can become stuck as tech hea-
vy companies and especially market leaders emphasizes their primary 
technological capabilities and fail to capitalize on new ones. This may 
prevent them from creating breakthrough innovation projects and 
another way to solve this was presented by Pihlajamaa (2017) in his 
article. He points out that managers have the power to influence per-
sonals individual motivation towards breakthrough innovation deve-
lopment. This can be very important as companies rely on their staff 
for new innovative ideas and organizational support can therefore 
play a big role.

Internal resources like staff is important but external competencies 
can be just as important as Carrick (2016) points out and encoura-
ges managers to pursue strategic partnerships with the purpose of 
acquiring talent to develop R&D to pursue opportunities. Medlin and 
Törnroos (2015) much like Carrick encourages managers to pursue 
external partnerships but also develop capabilities to explore their 
networks and acquire resources. Managers need to find relations-
hips to exploit to be able to find new technologies for future projects. 
Researchers have found that there are a lot of differences in the way 
companies search and combine knowledge in every industry (Savino 
et al., 2017). They stress the fact that variety and diversity of knowled-
ge is important for the creation of breakthrough innovation and that 
managers should find different ways of sourcing that knowledge. One 
way of sourcing new knowledge was presented by Ferray and Grano-
vetter (2009) mean that innovation is the result of interactions bet-
ween economic agents of companies. Here diversity comes into play 
again as a diversity of agents help foster innovation in different ways. 
Companies however have had problems valuing their efforts when it 
comes to exploratory discovery investments (Markovitch et al., 2017). 
They encourage companies to develop incubations capabilities para-
llel to investments to leverage breakthrough innovation development 
projects.  

Bigger organizations have been found to put effort into trying to crea-
te development organizations within the existing one, trying to get 
the most out of exploring and exploiting resources through new and 
existing organizations (Kodama & Shibata, 2014).  Researchers saw 
that firms using boundary-spanning search when looking for new de-
mands were more efficient in their development of technical radical 
innovation development (Zhang et al., 2017). It was also found that 
companies tend to run into trouble in early stage commercialization 
of their breakthrough products (Kim et al,. 2017). This concerned 
firms with resource restrictions and it was shown that this could be 
managed by identifying core competencies such as human capital and 
complementary resources together with experience in the market to 
establish networks. 

Niche market and startups. Authors have found very few articles fo-
cusing on the operation of startups in a niche market or the entrepre-
neurs at the early stage in a small market. There are three empirical 
studies on startups among which two are within the context of high-
tech industry (Klewitz, 2017; Kim et al., 2017; Wu, 2007), two concep-
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tual papers on the performance and operational challenges of startups 
(Moroni et al., 2015; Aarikka-stenroos et al., 2014) and another one 
focusing on inadequate research on niche marketing concept and its 
potential in research field (Toften & Hammervoll, 2012). 

According to Kim et al. (2017), when a high-tech startup expand its 
business operation into another country, it very crucial for it to figure 
out its core and complementary competencies;which is also  echoed 
in research work by Wu (2007). Here core competency is its inno-
vative product and complementary competencies include knowledge 
and experience in new market in terms of customer needs and eco-
nomy, investable resources and time for market development and 
finally established industry network (Kim et al., 2017). Researchers 
have argued that as new startups have limited human and financial 
resources, it could pioneer its business in a new market before its 
competitor through strong global partnerships. While talking about 
young startup’s resources, Wu (2007) has pointed out that dynamic 
capabilities of a startup plays an important role to transform entrepre-
neurial resources into performance, especially in a technology inten-
sive dynamic market. To be successful in a fast paced market, small 
resource constrained startups have to gain complementary resources 
from external sources (Wu, 2007; Kim et al., 2017; Klewitz, 2017). 
Because according to Wu (2007):

Often, a start-up cannot thrive on the entrepreneur’s human and 
financial capital alone. Significant other resources must also be 
in place to produce success. Therefore, the entrepreneur’s net-
works (whether personal and relation-based networks or strate-
gic alliances) are crucial for acquiring the requisite complemen-
tary resources and capabilities. (p. 550)

Since new startups are small in size and have high rate of failure, it 
is very challenging to attract supportive allies or corporations in its 
network (Wu, 2007). Here researcher stated that balanced recipro-
city can help in building this network, that is the more internal en-
trepreneurial resources are, the greater positive influence on external 
partners for entering into this cooperative network and consequently 
effectiveness of this network enhances start-up’s dynamic capabili-
ties. The growth of a startup in a niche market largely depends upon 
either on its design-driven innovation or breakthrough innovation 
(Moroni et al., 2015). Researchers argue that breakthrough innova-
tion can attract consumers immediately due to its immense creati-
vity. But for successful commercialization of both incremental and 
breakthrough innovation, startups have to rely on different actors of 
divergent networks comprised of users, distributors, complementa-
riness, supplier, investors, associations, public organizations, policy 
makers and regulators (Aarikka-stenroos et al., 2014). Here radical 
or breakthrough innovation enjoys privileged positions, as firms pos-
sess relatively advanced networking capabilities due to the complex 
network of R&D for this type of innovation. This is a positive fin-
ding for the startup with breakthrough or radical innovation. Though 
researchers have highlighted niche marketing as a great opportuni-
ty for a startup to commercialize its innovative ideas (Moroni et al., 
2015), it lacks structured in-depth study to give practitioners a clear 
guideline on niche marketing (Toften & Hammervoll, 2013). Toften 

and Hammervoll (2013) argue that despite of its immense potential, 
researchers have ignored this field of study for more than 20 years. 
Based on review of previous research works, they have proposed a 
new definition which has been placed in the literature review part of 
this study as a base for the term ‘niche market’. They have also stated, 
“successful niche marketing appears to require the use of specializa-
tion, relationship marketing, developing internal dynamic capabili-
ties and building protective barriers” (Toften & Hammervoll, 2013). 
They have considered technology intensive high-quality product, 
long-term customer relationships, patents, certifications from other 
organizations, and high credibility/valued as specialists by customers. 

Research gap. Going through and analyzing the reviewed articles 
it can observed that a lack of research regarding startups in a niche 
market and the effects dynamic capabilities can have to generate 
breakthrough innovation exists. Following the content analysis, it 
is revealed that though those categories like ‘dynamic capabilities, 
breakthrough innovation’ and ‘startups in niche market’ have been 
studied at different dimensions within different context, theoretical 
knowledge in these field is quite fragmented. Moreover, empirical 
works are to some extent disjointed to establish relationship among 
those categories. Researchers have discussed that targeting niche 
market is a good option for startups (Moroni et al., 2015), but at the 
root level researchers are yet to be in an agreement to define niche 
market concept without overlapping it with segmentation (Toften & 
Hammervoll, 2013). Thus, it lacks clear guideline for practitioners 
who wants to enter into a niche market with a breakthrough idea. 
Regarding dynamic capabilities researchers have focused mostly on 
their role in creating breakthrough innovation and how managers 
can reorganize and manage these whilst creating extensive partner-
ships to acquire specialized knowledge (Fleury et al., 2013; Medlin 
& Törnroos, 2015; Ferray & Granovetter, 2009; Teece, 2007). Though 
a group of researchers are focusing on dynamic capabilities and 
breakthrough innovation of a startup as sources of success (Wu, 2007; 
Kim et al., 2017; Klewitz, 2017), theoretical studies are not enough 
to foresee diffusion of its dynamic capabilities within a niche market 
context. More specifically the relationship between startup’s dynamic 
capabilities, breakthrough innovation and niche market is in quite a 
blur to make it concrete.  

Propositions, model and Conclusion 

Propositions and case examples. After reviewing the chosen articles 
three propositions have been developed following our observations and 
are exemplified with the use of the Hövding case presented earlier. 

P1: Dynamic capabilities of a startup work as a foundation for a startup 
to develop breakthrough innovation. 

For many companies having different kinds of dynamic capabilities is 
an important part for developing breakthrough innovation and this 
can also be said for Hövding. Hövding was founded by two students 
possessing technological knowledge and design as they had both 
gone through a masters program regarding those subjects. To con-
tinue developing their technological capabilities the company hired 
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more people as time progressed to work on innovative new projects 
which helped them launch their first product and has led to upgrades 
and the soon to be released Vega helmet. It proved to be important for 
the company to invest in these technological capabilities and without 
them the company might not have been able to develop their first 
prototype. This illustrates the importance for startups to invest in dy-
namic capabilities early which in Hövdings case meant their techno-
logical development team to develop breakthrough innovations and 
succeed in the market. 

P2: Core competency and industry network as part of dynamic capabi-
lities is crucial to scaleup in a niche market.

The company had developed their technological capabilities but needed 
marketing capabilities and experience to commercialize their product 
and did so by hiring a CEO and staff to gain relevant knowledge. This 
proved beneficial as sales grew over time with the proper knowledge to 
generate them now acquired. The company soon started networking 
and started working with a Japanese company to develop and produce 
the airbag and electronics for their product. Hövding has with this and 
other strategic connections been able to lower their price as a result of 
more efficient production and development consequently selling more 
which has allowed them to grow. To develop the airbag, they coope-
rated with the Swedish technical research institute to develop testing 
methods and with Alva Sweden to go on and create the actual airbag. 
Hövding again shows us the importance of dynamic capabilities and 
how networking can lead to further development of their breakthrough 
capabilities as a startup breaking into a niche market. Their innovation 
capabilities and other core competencies have been the driving force for 
Hövding and networking with suppliers and institutes has been critical 
for their progress. 

P3: Breakthrough innovation works as a way to acquire customer accep-
tance and foothold in a niche market.  

Hövding broke into a niche market focusing on people riding bikes 
and wishing to protect themselves without using the traditional old-
fashioned option.  Designers of this invisible bicycle helmet figured 
out people’s latent demands and expectations of the helmet through 
consumer surveys and discovered that they wanted to wear a helmet 
without ruining their hairstyle. This worked as an inspiration behind 
the breakthrough design of this airbag helmet (“Hövding yearly re-
port”, 2017). The helmet market had a lot of competition but with 
their breakthrough design they managed to distinguish themselves 
from the competition by being a very different option to the same old 
alternatives. Their innovative product got a lot of positive attention 
for thinking outside the box and solving a problem in a way no one 
else had managed to do before. This innovativeness allowed them to 
gain market acceptance resulting in rising sales numbers that are stea-
dily getting higher every year and has gained them a firm position in 
a niche market.  

Model. With these propositions authors propose following concep-
tual model (see Figure 2) showing the possible linkages between each 
factor to encourage studies investigating these connections. 

Figure 2: Proposed model for linkages between factors influencing startup 
performance in niche market

Conclusion. In conclusion the authors of this paper wish to showca-
se through reviewing the current literature that a research gap exists 
regarding startups in a niche market with dynamic capabilities and 
breakthrough innovations as a source of success. These subjects have 
been studied separately but not together to help understand the ope-
ration of startups in a niche market and to what extent dynamic ca-
pabilities impact a firm’s development of breakthrough innovation. 
The authors of this paper therefore recommend further study on this 
particular subject to further add to the wealth of knowledge about the 
importance of dynamic capabilities and breakthrough innovation and 
especially for startups operating in a niche market. 

Limitations, managerial implications and further studies 

Limitation. Flexible and non-linear nature of content analysis 
method has made it challenging for the researchers to manage huge 
pile of information within a short time-period (Elo & Kyngäs, 2007).  
Following other researchers using this method, authors of this paper 
have also went through the moment of ‘paralysing’ to getting started 
(Sandelowski, 1995) and reading 24 research articles as many times 
as possible to apprehend essential features without any misinterpreta-
tion. Here, purpose of the study has worked as an anchor to carry out 
this analysis in the most appropriate way possible. 

During this study, authors have preferred to use keywords to search 
articles in the Web of Science database to avoid biases or overrepre-
sentation of particular author/s’ works (Seuring & Gold, 2012). But 
due to an unknown reason a renowned researcher named David J. 
Teece’s work in dynamic capability did not show up during that 
search; which has made authors to search his relevant works by using 
name instead of keywords. Since detail research process has been do-
cumented, replicating this work in another similar context will make 
future researchers to consider this fact.

Managerial implications. This conceptual paper intends to depict 
relationship between dynamic capabilities, breakthrough innovation 
and niche market which plays significant role in a startup’s perfor-
mance. As previous scholarly works are very much focused on the 
big corporation’s innovation process and entrepreneurial orientation, 
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startup’s performance in a niche market is found to be less explored 
(Moroni et al., 2015; Toften & Hammervoll, 2013). In such circum-
stance, this conceptual paper with a conceptual model and propo-
sitions will influence academic researcher pay attention on this field 
from different perspective. Further research in terms of applying this 
developed model will contribute to enrich existing research field and 
consequently it has potential to give an updated view in the course 
content of innovation and entrepreneurship offered at different edu-
cational institutes.

Since in Scandinavian countries like Sweden, young startups are en-
couraged to take active part in the economic development with their 
breakthrough ideas through business plan competitions, training ins-
titutes and research centers (Maack et al., 2011),  any practice oriented 
new insight in this field will enhance young startup’s learning process. 
Developed propositions and the model in this paper give training and 
research centers an option to verify this new understanding with real 
practitioners through trial and error; and upgrade existing learning 
materials.

Further research studies. For future research the authors recom-
mend a multiple case study with in-depth interviews with staff at 
startup companies or those who have made it through the startup 
period successfully so they can be examples of what to do. It would 
be good to talk with people in management to get an overview of the 
operation. Even better would it be if researchers could get interviews 
with founders of the companies as it would be interesting to find out 
specifically what kind of competencies they possessed when starting 
the company and what made them succeed. Considering Toften’s and 
Hammervoll’s (2013) statements regarding the lack of clear definition 
of niche market as a guideline for practitioners, makes this type of re-
search even more important since it has been largely ignored to over 
20 years.  
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