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Background

» Based on my own research on the integration of market and
nonmarket activities within firms (Bonardi, 2004; Bonardi et al., 2006;
Bonardi, 2008)

» Nonmarket: lobbying, political connections
» Market: will focus on exploitation and exploration activities

» Objective from a managerial standpoint: understand how firms
combine these activities, and what might be the problem when they
do so 2 might not always be optimal to do so, especially in the context
of innovation

» Also: provide a beftter understanding of the impact of institutional
differences on this integration of market and nonmarket activities

» Objective from a public policy standpoint: contribute to the debate
about whether there are Issues with the impact that ‘big business’
might have on policy-making
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Lobbying spendings — Example Swiss firms

Novartis AG
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Lobbying spendings — Example Indian firms

Sun Pharmaceutical Industries

Dr Reddy's Laboratories
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Firms' exploration activities
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Firms’ market activities can be put in two
categories

Exploration

= Creation or acquisition of new knowledge and capabillities is known as
exploration, whereas its utilization or leveraging is known as exploitation

(March, 1991)
= Exploration activities require flexibility in order to infroduce change and

Innovate

Exploitation

= Firms’ ability to explore and exploit improve their innovativeness and
performance (Gupta, Smith, & Shalley, 2006; Shukla, Mital, Qureshi, &

Wang, 2016)
= Exploitation activities require commitment in order to develop superior

routines and intfernal processes




Two main research questions will drive our
research

1. How do a firm’s nonmarket activities affect its
exploration and exploitation in the market domaine

2. How does the above relationship vary for Indian
and Swiss firms?



Theoretical background

Nonmarket strategies and exploration-exploitation

= Nonmarket strategies may help firms exploit its extant fechnological and
market knowledge by shaping policies in the regulated markets (Bonardi,
2008; Ozer & Marko’czy, 2010) = ex: for how to regulate drugs’s distribution or
pricing in pharma

= Moreover, in technology-intensive but regulated industries, nonmarket
strategies may enable firms to push forward the exploration of new
technologies and get rewarded (Taylor, 1997) = ex: to favor the development
and get regulatory approval of new drugs in pharma

= However, with regard to exploration and exploitation, there might also be
limits to the benefits that can accrue a firm’s nonmarket activities (Bonardi,

2008; Bonardi et al., 2006).



Theoretical framework: Firms in polifical markets
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Implications

= To develop effective nonmarke
commit some of their ‘assets’

t activities, firms need to

= This reduces the flexibility with which firms can make change

or reallocate these assets

= This might have a negative impact on firms’ ability to be

effective in iInnovation and exp
exploration activities, there mig

oration-based activities - For
Nt be limits to firms' ability 1o

efficiently infegrate market anc

nonmarket activities

= This should be less of an issue for exploitation activities, which
require a fair amount of commitment and less flexibility



Nonmarket sirategies and exploration-exploitation:
The contingent role of the institutional contexi

» The characteristics of the institutional environment of different countries has
implications for firms’ nonmarket strategies (Hiiman, 2003; Hilman & Wan, 2005;
Shirodkar & Mohr, 2015).

= Emerging economies such as India are characterized by the presence of

“institutional voids”
= which are associated with a general inefficiency of legal enforcement, lack of
government support to some industries, and a high level of regulatory
complexity (thnno & Palepu, 2000; Mondejar & Zhao, 2013; Sheng et al. 2011)

= These institutional voids might make the internal issues in integrating
exploration and honmarket activities less prevalent than in Switzerland -
firms might still need nonmarket activities a lot in emerging markets, even
for exploration activities



Key theoretical predictions that will guide our
empirical analysis

« H1: Nonmarket activities can efficiently complement
exploitation activities

= H2: This will not be the case for exploration activities

= H3: There will be institutional differences between India
and Switzerland for H1 and H2



Methods

Empirical context

= Pharmaceutical industry

= Significant contribution to the economy of both India and
Switzerland

= Dynamic environment necessitates both exploration and exploitation
= Government and regulatory policies play an important role

= Target Sample: Publicly-listed pharmaceutical firms from India and
Switzerland (For which archival information is available)



Methods

Mixed-method approach

=  Qualitative study
= Interviews of managers and regulators - on their firms’'nonmarket
activities and how they are integrated with their exploitation and
exploration market activities

=  Quantitative study
= Survey instruments (e.g. Shirodkar & Mohr, 2015)
=  Archival information
= Data sources:

Political conftribution data: Disclosures in corporate annual
reports; Association for Democratic Reforms (ADR)for India
Board political connection Data (India) — Prowess and ADR
Political connection research in Switzerland



Implications

Theoretical - Managerial

= |ntfends to enhance the understanding of how firms combine
market and nonmarket activities, and the limits to this
integration

=  Better understand the role of institutional differences

Public policy

= Should point out some limitations of firms' nonmarket activities, and will
thus allow to better evaluate the risks related to these nonmarket
activities for democratic processes
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Indicator-wise Ranking for 2017
Global Innovation Index (Gll) Indicators India  Switzerland
Ranking (Year-wise) Institutions 92 8
Human capital and 64 /
Gli India Switzerland research
Infrastructure /3 6
Market Sophistication 39 /
2017 60 1 Business Sophistication 55 3
2016 66 1 Knowledge and 38 ]
2015 81 1 Technology Outputs
Source: "Gll 2017 Report | Global Innovation Index". Creative Outputs 85 3

India to be amongst top five
global pharnma immovation hubs
by 2020: Assocham

The Indian Government has been very active in boosting growth and investment in Indian
pharmaceutical industry
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