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Large corporations invented neither the airplane nor the automobile, but they 
contributed both technologically and commercially to filling the gap between the 
horseless carriage and the everyday family car, and between the plane of Kitty 
Hawk and the commercial airliner (Rosenberg and Birdzell 1986: 288). 
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That the benefits [of hierarchy] outweigh the costs in comparatively few situations 
is a fact of social life, as evidenced by the predominance of relatively small 
hierarchies in Western economies. The strength of the tendency to 
decentralization in Western economies is chronically underestimated, if one may 
judge from the many prophecies that capitalism would end in the centralization of 
Western economies in the hands of a few capitalists – prophecies repeated by now 
for more than a hundred years and still unfulfilled (Rosenberg and Birdzell 1986: 
297). 
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The US Congress enacted the SBIR program in the early 1980s as a response to 
the loss of American competitiveness in global markets, especially in the face of 
the ‘Japanese threat’ . The US regulation underpinning the SBIR programme 
requires that 2.5% of all federal government agencies’  external R&D budgets are 
distributed to innovative small firms. Each year the SBIR program makes over 
4,000 awards to US small firms, amounting to over $2 billion in value (Connell 
2006). The SBIR consists of three phases. Phase I is oriented towards determining 
the scientific and technical merit (technological creativity) along with the 
feasibility (economic creativity) of a proposed research idea. A Phase I award 
(typically around $100 k) provides an opportunity for a small business to establish 
the feasibility and technical merit of a proposed innovation. This is a venture 
capital segment – seed capital – that is generally ignored by private venture 
capital. Phase II awards are more selectively aimed at developing new 
technologies and products, which involves about 50% of the phase I award 
winners, and delivers up to $750 k. Phase III awards are funded from mainstream 
(i.e., non SBIR budgets), and add probably again as much as Phase I and II in total 
to overall R&D expenditure on SBIR projects (Connell 2006). These Phase III 
projects also bring small firms the opportunity to win valuable sole supplier 
contracts with federal agencies. Some of the most innovative American 
companies, like Genzyme, Amgen, Genentech, and Qualcomm received early 
stage SBIR finance. Lerner (1999) showed that SBIR funded firms enjoyed 
substantially greater employment and sales growth than other similar firms. It is 
not just the size of the subsidy that is important for the recipients: these awards 
also play an important certification function, increasing the trustworthiness of the 
recipients.  
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