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Since the beginning of the 1980s there has been a significant increase in the number
and forms of collaborative inter-firm relationships. Various theories have attempted
to account for both the formation and the spatial organisation of these alliances.
However, the majority of academic studies have taken a generalist stance,
considering collaboration per se. It is argued that in the light of the complexity
surrounding inter-firm relationships, there is a need for the research emphasis to
become more focused on individual alliance forms, and specifically large firm-small
firm linkages which have tended to be ignored in previous research. This thesis
therefore considers one form of inter-firm collaboration between large and small
companies that has been particularly neglected in the literature, namely corporate
venture capital (CVC) investment.

CVC investments involve large non-financial companies taking minority equity
stakes in small unquoted firms. They can take two main forms: indirect investments
made via externally-managed funds, and direct investments managed by the
investing company itself. The potential benefits of CVC for investing companies,
investee firms (particularly those in technology sectors) and independent fund
managers are identified through a comprehensive literature review. However,
despite these benefits, the levels of CVC are reportedly very low in the UK.,
particularly in comparison with the U.S.A..

This thesis addresses the lack of academic and practical research into CVC by
examining the role of this activity as both a form of large firm-small firm
collaboration and an alternative source of equity finance for small firms and the
venture capital funds which invest in them. These issues are explored through
surveys of 39 independent fund managers, 73 corporate executives and 48
technology-based firm directors. The research involves semi-structured
questionnaires administered via face-to-face and telephone interviews.

The research finds the levels of CVC in the U.K. to be modest but far from non-
existent. Investments as a whole tend to be made for strategic purposes, although
financial gain, social responsibility and learning about the venture capital process
are also important motivations. Investee firms are typically seeking financial and
non-financial resources. However, the findings identify important distinctions
between indirect and direct investment forms in terms of the objectives of
participating companies. These differences have, in turn, affected the nature of
investments and post-investment experiences.

Overall, the thesis identifies the role of CVC in helping large and small companies
to capitalise upon their complementary assets via collaboration. It recognises CVC as
a valuable source of equity finance for small, and particularly early stage
technology-based, firms as well as the funds which specialise in investing in such
ventures. The thesis concludes by considering both the broader implications of the
findings and avenues for further research.
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CHAPTER ONE

INTER-FIRM COLLABORATION

INCREASING LEVELS OF INTER-FIRM COLLABORATION
According to Dicken and Thrift (1992, p. 286), inter-firm collaborative relationships
represent one of the major developments in the global economy of recent
years.....[and] have undoubtedly developed and proliferated dramatically. More
than this, they are now central to the competitive strategies of virtually all large (and
many smaller) corporations'. Emphasising this trend, Stiles (1994) suggested an
increase in alliance formation in the European Union of approximately 400 per cent
from 1990 to 1993, with similar trends in the U.S.A. and the Pacific Rim countries.
This increase in the number and significance of inter-firm collaborative agreements
during the 1980s and early 1990s has attracted considerable attention from
researchers in various disciplines. Indeed, alliances have been of interest to writers
in the fields of management (eg: Miles and Snow, 1986; Pucik, 1988; Lewis, 1990;
Powell, 1990; Shan, 1990; Stafford, 1994), industrial organisation (eg: Ohmae, 1985;
1989; 1990; Contractor and Lorange, 1988; Hergert and Morris, 1988; Mowery, 1988;
Gugler, 1992; Osland and Yaprak, 1993; 1995; Littler and Leverick, 1995), technology
(eg: Teece, 1986; Chesnais, 1988; Hagedoorn, 1993a; 1993b; 1995; Hagedoorn and
Schakenraad, 1992; 1994; Segers, 1993; 1995), economics (eg: Donckels and
Lambrecht, 1995), sociology (eg: Grabher, 1993) and geography (eg: Cooke, 1988;
1992; Malecki, 1991; 1995; Sayer and Walker, 1992; Ahern, 1993a; 1993b).

Collaboration in industry is not new (Ohmae, 1985; Powell, 1987; Devlin and
Bleackley, 1988; Pisano et al, 1988; Shan, 1990; Sayer and Walker, 1992; Cooke and
Morgan, 1993; Dodgson, 1993; Grabher, 1993) and its incidence may well be of a
cyclical nature, corresponding to macro-economic cycles (Culpan and Kostelac,
1993). However, the most recent wave of relationships does exhibit certain
distinguishing characteristics (Yoshino and Rangan, 1995). Differences include the
diversity of companies involved today (Pisano et al, 1988), the variety and
complexity of organisational forms (Chesnais, 1988; Borys and Jemison, 1989), the
degree to which technological considerations now stimulate and facilitate
collaboration (Dodgson, 1993), the unprecedented levels of sharing and commitment
between firms (Kanter, 1988; Manardo, 1991; Mohr and Spekman, 1994), the active
promotion of collaboration by governments (Dodgson, 1993) and the increasingly
international orientation of relationships (Contractor and Lorange, 1988; Dodgson,
1993; Gugler and Dunning, 1993; Yoshino and Rangan, 1995).



Definitional Issues 7

Despite widespread recognition of the trend towards collaboration, our
understanding of exactly what this involves is confused by definitional
inconsistencies (Saget, 1992; Hagedoorn, 1993a; Van Gils and Zwart, 1994; Yoshino
and Rangan, 1995). Inter-firm collaboration can be broadly defined as a formal or
informal agreement between two or more firms to perform or develop certain
functional activities, each firm retaining its own legal status (Farrell and Doutriaux,
1994). However, Chesnais (1988, p. 55) recognised the 'high degree of flexibility in
the definitions proposed by authors and in the range of agreements included in
different studies'. He went on to suggest that this flexibility reflects the many
different forms which relationships now take.

Many different terms have been used to describe inter-firm collaboration (Forrest,
1990; Morrison, 1993; Hara and Kanai, 1994; Brush and Chaganti, 1995). Within the
alliance literature there is 'no standard terminology as yet, only a jostling of
concepts' (Sayer and Walker, 1992, p. 129). Van Gils and Zwart (1994) point out that
in order to indicate that firms are working together, the terms 'cooperate’,
‘cooperation’, 'collaborative', 'contractual’, 'strategic’, 'corporate’, 'joint’, 'interfirm'
and 'hybrid' have been used in combination with 'strategy’, ‘relationship’,
‘arrangement’, ‘agreement’, ‘alliance’, "‘partnership’, 'venture', ‘program’, 'linkage' and
‘project’ (eg: by Mariti and Smiley, 1983; Harrigan, 1988; Hergert and Morris, 1988;
Hull et al, 1988; Borys and Jemison, 1989; Ohmae, 1989; Forrest, 1990; Shan, 1990).

One of the most commonly used terms is 'strategic alliance'. However, this can be
misleading as it is often used inaccurately (Dodgson, 1993). An inter-firm
collaborative relationship can only be termed a 'strategic alliance' when the
arrangement offers actual or potential strategic advantage to at least one of the
partners by focusing on issues important for the long-term development of a
company and thus improving its coinpetitive position (Hamilton, 1985; Harrigan,
1988; Olleros and MacDonald, 1988; Badaracco, 1991; Mytelka, 1991; Forrest and
Martin, 1992; Teece, 1992; Bower and Whittaker, 1993; Parkhe, 1993; Segers, 1993;
Osland and Yaprak, 1995; Shamdasani and Sheth, 1995). According to Morrison
(1993, p. 8), strategic alliances 'serve a clear strategic purpose, and it is this strategic
objective which distinguishes and separates strategic alliances from other forms of
inter-firm co-operation'. These other forms of cooperation may be more concerned
with cost-economising or indeed financial gain (Hagedoorn, 1993b) and, given their
non-strategic orientation, are typically of shorter duration than strategic alliances
(Perlmutter and Heenan, 1986; Powell, 1990; Lawton Smith et al, 1991; Radtke and
McKinney, 1991). Hagedoorn (1993b, p. 375) argued that 'although there is no strict
correlation between organisational modes of cooperation and their strategic or cost-
economizing content.....some modes of cooperation [eg: joint ventures and joint
R&D] are more strategically motivated whereas others [eg: customer-supplier
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relationships and one-directional technology flows] tend to be more oriented
towards cost-economizing'. He went on to estimate that 85 percent of collaborative
agreements were strategically motivated, thus warranting the title 'strategic alliance'.
However, some authors (eg: Auster, 1987; Pucik, 1988) have chosen to avoid using
terms such as ‘alliance’, ‘collaboration' and 'cooperation' altogether since they
'suggest that the firms involved are working together to pursue common goals. In
reality, goals may range from shared, to mixed, to conflicting, and the underlying
relationships may range from cooperative to exploitative' (Auster, 1987, pp. 3-4).

Forms of Inter-Firm Collaboration

Collaboration manifests itself in a variety of approaches and contexts (Chesnais,
1988; Pucik, 1988; O'Doherty, 1990; Gordon, 1991; Brush and Chaganti, 1995; Littler
and Leverick, 1995; Yoshino and Rangan, 1995), and can involve a broad range of
functions, including research, product development, manufacturing and distribution
(Pisano et al, 1988; Kuhn, 1993). A particularly thorough review of the scope of
‘collaboration’ was offered by Dodgson (1993, p. 10):

‘There is a plethora of definitions of collaboration.....including a huge range of
activities. They are formed by firms with other firms - suppliers, customers
and, occasionally, competitors - and with higher education institutes and
contract research organisations. Collaborations take place in the research,
development, manufacturing and marketing functions, and can take a wide
variety of forms. Vertical collaboration occurs throughout the chain of
production for particular products, from the provision of raw materials,
through all the manufacture and assembly of parts, components and systems,
to their distribution and servicing. Horizontal collaboration occurs between
partners at the same level in the production process'.

Alliances therefore bring together partners that may be horizontally (Ohmae, 1989;
Cooke and Wells, 1991) or vertically (Burdett, 1991; Collins and Doorley, 1991;
Rothwell, 1992) related to each other, or may not be related to each other at all
(Contractor and Lorange, 1988; Harrigan, 1988; Powell, 1990). They are often formed
in an ad hoc fashion (Yoshino and Rangan, 1995) and can be concerned with concept
generation, product development or product introduction (Gatewood et al, 1995).
Relationships can be of varying intensity and duration and involve large firm - large
firm, large firm - small firm and small firm - small firm interchanges (Rothwell,
1989). Furthermore, universities, public research organisations and the state itself are
also increasingly parinering with firms (O'Doherty, 1990; Houlder, 1995).

The three main alliance types are summarised in Figure 1.1. Much of the literature
identifies two types of collaborative agreement, (i) contractual, non-equity
arrangements and (ii) equity arrangements (Chesnais, 1988; Culpan and Kostelac,
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1993). Contractual alliances include licensing agreements, distribution agreements,
Ré&D contracts, joint marketing, supplier agreements, production sharing
arrangements and technology exchange and training, or any combination of these
(Lewis, 1990; Shan, 1990; MacDonald, 1991; Sayer and Walker, 1992; Culpan, 1993;
Hagedoorn, 1993a; 1993b; Osland and Yaprak, 1993; Yoshino and Rangan, 1995).
Relationships that entail equity participation include joint ventures, consortia and
minority investments (Ohmae, 1985; Lewis, 1990; Teece, 1992; Culpan, 1993;
Hagedoorn, 1993a; 1993b; Bigbie, 1994).

Figure 1.1: Main forms of inter-firm collaboration

Contractual non-equity
arrangements

Licensing agreements

Distribution agreements

R & D contracts .

Joint marketing Equity arrangements

Supplier agreements _
Production sharing Joint ventures

Technology exchange Consortia
Training ~ Minority investments

Inter-Firm
Collaboration

Informal arrangements

Tacit understandings

Forms of customer -supplier link
Trust-based relationships

"Skunk work" with outsiders
Personnel secondment

A third category of alliances concerns far more informal arrangements. These are
often difficult to identify because they involve a cooperative association between
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two or more firms in which trust is more important than formal contracts (Larson,
1990; Badaracco, 1991; Osland and Yaprak, 1993). Examples include tacit
understandings among competitors in an oligopoly (Osland and Yaprak, 1993),
customer-supplier relationships in which both parties take each other's interests into
consideration (Hakansson and Johanson, 1988), and 'Skunk Work', which involves
individuals who are performing undeclared work on company time collaborating
with employees from other firms (Lawton Smith et al, 1991). Informal cooperation is
often developed at the middle management level rather than on a higher
management level as is the case with more formal collaboration. Although they
receive less attention in the literature, the significance of these informal inter-firm
linkages should not be underestimated (Lawton Smith et al, 1991). Indeed, one
European study undertaken in the late 1980s found two-thirds of the cooperative

relationships between firms in areas of technical development to be informal
(Hakansson and Johanson, 1988).

Collaborative agreements are not specific to any particular type of organisation or
industry (Perlmutter and Heenan, 1986; Pucik, 1988; Devlin and Bleackley, 1988;
Lorange and Roos, 1992; Littler and Leverick, 1995). Their occurrence varies by
industry according to three factors (Mowery, 1988): (i) the characteristics of the key
competitive assets (ie: technological, managerial, production, marketing, etc) within
an industry; (i) the structure of the industry (age, entry barriers, etc); and (iii) the
characteristics of foreign markets for the products of an industry.

While they are evident in, and indeed between, many industrial sectors, alliances
have tended to be concentrated in high technology industries and sectors that use
more sophisticated technologies (Mariti and Smiley, 1983; Powell, 1987; 1990;
Contractor and Lorange, 1988; Cooke, 1988; Pisano et al, 1988; Gordon, 1991;
Bahrami, 1992; Teece, 1992; Dodgson, 1993; Grabher, 1993; Gugler and Dunning,
1993). These include micro-electronics, semi-conductors (Gugler, 1992), computers
(Wells and Cooke, 1992; Benassi, 1993), aeronautics, biotechnology, robotics,
telecommunications (Devlin and Bleackley, 1988; Cooke and Wells, 1991; Morgan,
1991; Brown and Pattinson, 1995), automobiles (Devlin and Bleackley, 1988) and
pharmaceuticals (Hergert and Morris, 1988; Lawton Smith et al, 1991; Lorange and
Roos, 1992; Dodgson, 1993; Gugler and Dunning, 1993). Different industries tend to
be associated with different forms of collaboration; for example, in the
telecommunications and robotics sectors the focus of collaboration is typically
product development; in automobiles it is the production process; and in
biotechnology and pharmaceuticals it is marketing and distribution (Dodgson, 1993).
The reasons why alliances are concentrated in technology-based sectors are
discussed later in this chapter.

Collaboration is a choice among several alternative ways of expanding a firm's
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capabilities (Devlin and Bleackley, 1988; Kogut, 1988; Kogut and Singh, 1988; Borys
and Jemison, 1989; Culpan, 1993). Relationships between firms can be
conceptualised along a continuum, ranging from infrequent ‘arms length’
transactions to closer, long-term relationships to fully integrated relationships
involving mergers, acquisition and internal business development (Lewis, 1990)
(Figure 1.2). The new wave of collaborative relationships represents the middle
ground of this continuum (Gertler, 1992; Sayer and Walker, 1992; Stafford, 1994).
The traditional policy is the 'go-it-alone’ strategy in which all activities are carried
out 'in-house' or acquired by means of a market transaction (ie: the target is reached
through the hierarchy or the market) (Miles and Snow, 1992; Duijnhouwer, 1994;
Gatewood et al, 1995). This concept of market versus hierarchy is having to be
reconsidered with the increasing recognition that inter-firm agreements, which
involve the externalisation of parts of the production process (Hamel et al, 1989;
Anderson, 1993) but closer inter-firm linkages than arms-length relationships (Sayer
and Walker, 1992), represent a mode of governance which is positioned between
these two extremes (eg: by Cooke, 1988; MacDonald, 1991; Hagedoorn and
Schakenraad, 1992; Lorange and Roos, 1992; Pegg et al, 1992; Ahern, 1993a; Cooke
and Morgan, 1993; Culpan, 1993; Dodgson, 1993).

Figure 1.2: Spectrum of firm growth strategies based on degree of integration

1. 2. 3. 4. d. 6.

'‘One-off, 'Traditional’  Inter-firm Mergers Acquisition Internal

‘arms-length’  subcontracting collaboration business

transactions development
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Degree of integration

Markets Hierarchies

A further form of business relationship that is sometimes considered to be a new
form of collaborative agreement is subcontracting (eg by Hamilton and Singh, 1992;
Van Gils and Zwart, 1994). However, the term 'subcontracting’ is used to describe a
broad range of relationships and therefore needs unpacking to reflect its diversity:.
Only forms of subcontracting that are relational (Sayer and Walker, 1992) (ie: based
on higher levels of integration in which relationships are semi-permanent and
involve close coordination between firms) can be regarded as collaborative

relationships (Miles and Snow, 1992; Esposito et al, 1993; Blenker and Christensen,



1994; McFarlan and Nolan, 1995). Other forms of subcontracting involve the use of
simple subsupplies with very low levels of inter-firm coordination (Collins and

Doorley, 1991). Curran and Blackburn (1994) found the difference between these

forms of subcontracting relationship and one-off market transactions to be
negligible.

THEORETICAL CONSIDERATIONS: SOME EXPLANATIONS FOR
INCREASING LEVELS OF COLLABORATION

Conventional Alliance Theories

The inter-firm collaboration literature has posited a number of theories in order to
address the reasons why firms enter into closer business relationships (Borys and
Jemison, 1989; Powell, 1987; 1990; Dodgson, 1993; Hagedoorn, 1993a; 1993b; Parkhe,
1993; McGee and Dowling, 1994; Mohr and Spekman, 1994; Ring and Van de Ven,
1994; Skjerstad, 1994). The three most frequently discussed approaches (eg by Kogut,
1988; Pegg et al, 1992; Culpan, 1993) are as follows: fransaction-cost theory (after
Williamson, 1975), strategic behaviour models (otherwise known as strategic
management, business strategy or competitive strategy theory - after Porter, 1980)
and resource dependence theory (after Pfeffer and Salancik, 1978) (Table 1.1). Each of
these shall be considered in turn.

Table 1.1: Summary of main theoretical approaches to collaboration

Theory Goal - Strategy

Transaction-cost theory Efficiency Organisations gain efficiency by

(Williamson, 1975) reducing transaction costs. Risk and
uncertainty are major components of
transaction costs

Strategic behaviour theory Effectiveness Organisations maximise profitability

(Porter, 1980) (Control, by improving their competitive

profitability) positions
Resource dependence theory Effectiveness Organisations gain and maintain the

(Pfeffer and Salancik, 1978) (power, control) resources they need by controlling
their environment through the

reduction of risk and uncertainty

(Adapted from Ahern, 1993a)

Transaction-cost theory
This states that firms will cooperate if it is the most efficient way to undertake an
activity, minimising the sum of production and transaction costs (Kogut, 1988;
Kogut and Singh, 1988; Ahern, 1993b; Culpan, 1993). Transaction and production
costs are the costs that organisations incur when they seek to restructure, meet new
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challenges and implement new strategies (Ciborra, 1991). They include the cost of
transforming inputs into products and services, search costs, monitoring costs,
quality costs and extortion costs (Kogut, 1988; Thomas, 1988; Culpan, 1993).
Transaction-cost theory predicts that these costs will determine whether transactions
will occur internally through 'hierarchies' or externally through ‘markets’
(Williamson, 1975; Cooke and Morgan, 1993; McGee, 1994). It is argued that firms
adopt hierarchies to internalise their transactions when the costs of external market
transactions increase and become less efficient (Ahern, 1993a; McGee, 1994). The
problems of 'entering into market transactions that involve uncertainty, the
acquiring of transaction-specific assets, and the potential opportunistic behaviour on

the part of the other party provide a strong incentive for firms to internalize their
transactions through hierarchies' (McGee, 1994, p. 3).

According to Ahern (1993a), our understanding of the cooperation between firms
can be aided by an extension of transaction-cost theory. It has been seen that
cooperative agreements represent a middle ground between markets and hierarchies
(Sayer and Walker, 1992; Cooke and Morgan, 1993). It is argued (eg by Kogut, 1988;
Shan, 1990; Culpan, 1993; McGee and Dowling, 1994) that inter-firm collaboration
may be more efficient than either markets or hierarchies for some activities. Indeed,
an alliance can reduce costs by reducing uncertainties and forbearance and by
increasing cooperation, commitment and trust between partners (Buckley and
Casson, 1988; Culpan, 1993). A transaction-cost approach may also be useful in
determining which forms of alliance are employed (Yoshino and Rangan, 1995).

Although transaction-cost theory contributes to an understanding of why firms
cooperate, it does not offer a complete explanation (Ahern, 1993a). The theory tends
to concentrate on vertical relations and either discusses them in general theoretical
terms or analyses concrete developments in case studies from which generalisations
are difficult to make (Hagedoorn, 1993b). A number of authors have recognised that
cost minimisation is not the sole reason for cooperative behaviour (eg: Kogut, 1988;
Jarillo, 1989; Shan, 1990; McGee and Dowling, 1994) and that transaction-cost theory
fails to adequately account for a firm's environment (Perrow, 1986; Ahern, 1993a).
Indeed, as Grabher (1993, p. 5) notes, 'economic actors neither behave as atomized
individuals outside a social context nor adhere slavishly to unchangeable habits or
norms'. The next two approaches do consider the firm's external environment.

Strategic behaviour models
This approach considers the competitive strategies of firms (Culpan, 1993). Whereas
transaction-cost theory focuses on cost minimisation, strategic behaviour suggests
that a firm's decision to collaborate is based on the desire to maximise long-term
profitability by improving the firm's competitive position and expanding its core
competencies (Kogut, 1988; Shan, 1990; McGee, 1994; McGee and Dowling, 1994;
8



Skjerstad, 1994). Strategic behaviour models therefore predict that firms engage in
cooperative activities regardless of their effect on transaction costs (McGee and
Dowling, 1994). Porter's (1980) theory of competitive advantage is based on five
competitive forces: the threat of new entrants, the bargaining power of suppliers, the
bargaining power of buyers, the threat of substitute products, and rivalry among
other firms. An analysis of these factors should shape a firm's business strategy
(Kanter, 1989; Culpan, 1993; Culpan and Kostelac, 1993), and Porter (1985) suggested
that this strategy should involve low-cost leadership, product differentiation and
focus. Inter-firm collaboration can provide competitive advantages of cost, deriving
from economies of scale, differentiated products, because of superior technology or
product quality, or segmented markets and appeal to only a limited number of
customers (Culpan, 1993).

Resource dependence theory
This theory suggests that firms depend on other organisations within their
environment fo learn and acquire needed resources and competencies such as
management skills, technical know-how, capital and even reputation (Pfeffer and
Salancik, 1978; Teece, 1986; 1992; Parkhe, 1993; Culpan, 1993; Eisenhardt and
Schoonhoven, 1994; Osland and Yaprak, 1995). According to Ahern (1993a), the
survival and success of a firm is determined by its ability to acquire and maintain
the resources that it needs, and thus exert control over its environment by reducing
the risk and uncertainty that it faces. There are two sources of control: (i) the ability
to respond and adapt to the external environment empowers firms, and (ii) firms
gain control by modifying the environment to enhance their own performance
(Ahern, 1993a). While transaction-cost theory suggests that cooperation will be used
when this is cheaper than other forms of interaction, the resource dependence
approach states that alliances will be used if they are perceived as being more
appropriate for accessing the resources upon which the firm relies (Ahern, 1993b).

Compatibility of theories
The literature therefore suggests that transaction-cost, strategic behaviour and
resource dependence considerations are important variables motivating firms to
form collaborative relationships (Shan, 1990). As has been noted, some modes of
cooperation may be more strategically motivated (relating to strategic behaviour and
resource dependence theories, and seemingly warranting the title strategic alliance)
while others will tend to be oriented more towards cost-economising (relating to the

transaction-cost approach) (Hagedoorn, 1993b). Although transaction-cost theory is
often thought to compete with the other two views, the three approaches are not

mutually exclusive (Tyler and Steensma, 1995) and complement rather than
contradict each other (Kogut, 1988; Shan, 1990; Ahern, 1993a). Assuming that firms
pursue strategies that enable them to gain both control and efficiency, a combination
of the three (and possibly other) theories is appropriate (Ahern, 1993a).
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However, while the conventional alliance theories discussed do provide an insight
into the possible reasons why firms cooperate, on their own they are inadequate for
explaining why the number and form of alliances has increased rapidly during the
last fifteen years. As Dodgson (1993) and Osland and Yaprak (1995) note, changing
business environments and systems of production, as well as the impact of
technological change, have to be considered.

Macro Scale Considerations in the Modern Business Environment

In recent years, companies have been increasingly confronted by a number of
interrelated macro-scale developments and trends which have affected the nature of
the business environment in which they operate (Ohmae, 1985; Venkatachalam and
Weaver, 1989; Hitt et al, 1991; Morgan, 1991; Mytelka, 1991; Cooke, 1992; Gertler,
1992; DTI/CBI, 1993; Duijnhouwer, 1994; Bahrami and Evans, 1995; Littler and
Leverick, 1995; Osland and Yaprak, 1995; Shamdasani and Sheth, 1995; Tyler and
Steensma, 1995; Yoshino and Rangan, 1995). As Boynton and Victor (1991, p. 53)
noted, 'a change of historic proportion is occurring in today's competitive

environment'. The four major developments affecting firms are as follows (after
Henricks, 1991):

* Increasing competitive intensity

Many companies have experienced increasing competition in marketing their
products and services (Cooke, 1992; Lorange and Roos, 1992; Culpan, 1993; Jarillo,
1993). As Block and MacMillan (1993, p. 1) note, 'today's marketplace is
characterized by fast-paced and unremitting competition'. Companies are therefore
required to vigorously seek competitive advantage through innovation, product
differentiation and superior product performance (Lawton Smith et al, 1991;
Rothwell, 1992; Ginsberg and Hay, 1993).

* Increasing globalisation

Demand, supply and competition have expanded onto a global scale (Lewis, 1990;
Shan, 1990; Lawton Smith et al, 1991; Morgan, 1991; Gugler, 1992; Culpan, 1993;
Esposito et al, 1993; Duijnhouwer, 1994; Pekar and Allio, 1994; Osland and Yaprak,

1995; Yoshino and Rangan, 1995), largely as a result of the convergence of consumer
needs (but the retention of local preferences), technological advancement, the

emergence of product systems and the promotion of world-wide standards (Ohmae,
1985; 1990; Collins and Doorley, 1991; Amin and Thrift, 1992; 1993; Gugler and
Dunning, 1993; Van Gils and Zwart, 1994). Increasing globalisation also reflects the
need to find new markets for mass-produced goods when existing markets become
saturated in the face of rising industrial productivity (James and Weidenbaum,
1993). According to Cooke and Wells (1992, p. 61), 'globalization is probably the
most powerful force affecting the practices of firms', and Collins and Doorley (1991,
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p. 5) emphasised that 'companies must take full advantage of international market

opportunities if they are to achieve the scale economies needed to remain
competitive'.

* Shorter windows of opportunity / shorter product life-cycles

As customers demand products at increasingly greater speeds and technological
advancements mean that product life-cycles are diminishing (Muzyka, 1988;
Boynton and Victor, 1991; Gugler, 1992; Rothwell, 1992; Duijnhouwer, 1994; Van Gils
and Zwart, 1994; Osland and Yaprak, 1995), the period of time during which a
product remains profitable 1s becoming shorter and shorter, thus intensitying global
competition. Shorter product life-cycles mean that continuous innovation is essential
(McCann, 1991; Cooke, 1992; DTI/CBI, 1993; Bettis and Hitt, 1995; Garud and
Kumaraswamy, 1995; Yoshino and Rangan, 1995) since firms must commercialise
their R&D resources much faster than in the past (Morgan, 1991).

* Rapidly changing technologies

Rates of industrial technological change and diffusion are rising and 'technological
competition' is intensifying as firms seek competitive advantage through product
differentiation and performance (Ohmae, 1985; Miles and Snow, 1986; Lewis, 1990;
Collins and Doorley, 1991; Cooke, 1992; Gugler, 1992; Kodama, 1992; Rothwell, 1992;
Van Gils and Zwart, 1994; Bettis and Hitt, 1995). Technological change is a major
competitive force with strategic implications for individual companies and entire
industries (Hamilton, 1985; Bettis and Hitt, 1995). The increasing complexities of
technology makes it much less likely that a single company will have all the skills
and resources required for innovative R&D programmes (Ohmae, 1985; 1989; 1990;
Collins and Doorley, 1991; Cooke, 1992; Lorange and Roos, 1992; Culpan, 1993;
Gugler and Dunning, 1993; Gatewood et al, 1995; Tyler and Steensma, 1995).

These four factors are clearly far from being mutually exclusive. Indeed, their highly
interrelated nature was illustrated by Young (1988, p. 103):

'The recovery from the recession of the early 1980s has been characterised by
increasingly competitive markets. This has to a large extent been due to the
shrinking world' where markets, distribution and hence competition have
moved to a global scale.....Higher disposable incomes and the development of
the consumer society have so fed the markets that for many products,
saturation point has been reached. This in turn has generated a need for
manufacturers to clearly differentiate their products.....[There has also] been a
dramatic reduction in product lifecycles, forced by the pace of technological
innovation and more aggressive marketing'.
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The Response of Companies to Macro Scale Pressures

As Tom Peters' work entitled 'Get Innovative or Get Dead' in California Management
Review (1990/1991) suggested, companies have recognised the need to respond to an
increasingly competitive global economic environment. The responses of firms to
increasing environmental pressures can be conceptualised within the notion of
flexibility (Perlmutter and Heenan, 1986; Malecki, 1991; 1995; Morgan, 1991; Amin
and Thrift, 1992; Gertler, 1992; Weinstein, 1992; Bettis and Hitt, 1995). According to
Imrie (1994, p. 569), 'flexibility has become a watch-word for a variety of responses
to new consumer demands and competition'. Flexibility is embodied in the shift
from 'Fordism' (or 'Organised Capitalism') to "Post-Fordism' (or 'Disorganised
Capitalism' or 'Flexible Specialisation / Accumulation') (Piore and Sabel, 1984; Lash
and Urry, 1987; 1994; Harvey, 1989; Lawton Smith et al, 1991; Cooke, 1992; Malecki,
1995). Increasing macro-scale disorganisation at national and international levels,
characterised by loss of control by countries over domestic and foreign markets, has
encouraged greater organisation at the firm level as companies attempt to lessen the
uncertainty that they face within a disorganised setting (Lawton Smith et al, 1991).
Firms have responded to increasing innovation risk, prolonged demand risk and the
crisis of control over the labour process by moving away from monolithic and rigid
organisational designs, geared for repetitive transactions and routine activities
(Bahrami, 1992). They have moved towards becoming enterprises which exhibit
flexibility and agility in the organisation of production, the utilisation of labour and
the organisation of relationships with other firms (Shutt and Whittington, 1987;
Gertler, 1992; Miles and Snow, 1992; Moye, 1993; Imrie, 1994; Garud and
Kumaraswamy, 1995; Malecki, 1995; Yoshino and Rangan, 1995). Post-Fordist
business organisation has been argued (eg by Cooke, 1992) to involve substantial
dependence on networks of suppliers, a high degree of production flexibility, more
decentralised and less bureaucratic management structures, higher skill densities in
workforces, more flexible working practices and an increased tendency towards
inter-firm collaboration. Flexibility is therefore a multi-dimensional concept
associated with change and innovation; coupled with robustness and resilience;
implying stability, sustainable advantage and evolving capabilities and

competencies (Collins and Doorley, 1991; Bahrami, 1992; Garnsey and Wilkinson,
1994).

As mentioned above, one aspect of increasing flexibility concerns heightened levels
of inter-firm collaboration (Shutt and Whittington, 1987; Cooke, 1988; 1992; Morgan,
1991; Gertler, 1992; Miles and Snow, 1992; Blenker and Christensen, 1994; Curran
and Blackburn, 1994; Imrie, 1994; Bettis and Hitt, 1995). Indeed, macro scale
considerations have played, and continue to play, key roles in motivating inter-firm
cooperation (Chesnais, 1988; Devlin and Bleackley, 1988; Lewis, 1990; Badaracco,
1991; Mytelka, 1991; Botkin and Matthews, 1992; Ahern, 1993a; Grabher, 1993;
Bidault and Cummins, 1994; Beamish and Inkpen, 1995). The recent emergence of
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new forms of inter-firm collaboration largely reflects competitive pressures which
have arisen from fundamental changes in the process of production and in the form
that competition now takes in the world economy (Perlmutter and Heenan, 1986;
Pucik, 1988; Lawton Smith et al, 1991; Mytelka, 1991; Brouthers et al, 1995; Brown
and Pattinson, 1995; McFarlan and Nolan, 1995) and which have forced firms to seek
flexible organisational, strategic solutions and new rules of behaviour (Miles and
Snow, 1986; Cooke, 1988; Borys and Jemison, 1989; Ohmae, 1989; Burdett, 1991;
Lawton Smith et al, 1991; Morgan, 1991; Dollinger and Golden, 1992; Esposito et al,
1993; Pekar and Allio, 1994; Bettis and Hitt, 1995; Osland and Yaprak, 1995; Yoshino
and Rangan, 1995). According to Gertler (1992, p. 261), collaborative relationships
'constitute one significant piece of evidence of the resilience of large firms in the face
of external threats'.

The Objectives of Collaboration in the Current Business Environment
Through collaboration firms can benefit in the following ways:

* New development costs / cost sharing

Firms with higher costs lose market share, their profit margins erode and they have
less capital for development (Badaracco, 1991). Particularly in areas of technological
innovation, the costs of new product development are often too large for a single
company to bear alone leading to collaboration with other firms (Lewis, 1990;
Morgan, 1991; Wissema and Euser, 1991; Cooke, 1992; Dodgson, 1992; Culpan and
Kostelac, 1993; Gugler and Dunning, 1993; Littler and Leverick, 1995).

* Risk reduction /sharing

Business has become increasingly risky as a result of weakening profits, shortening
product life cycles, uncertainty and variable company incomes (Grabher, 1993;
Brouthers et al, 1995). Alliances allow firms to compete without committing
significant amounts of resources (Mariti and Smiley, 1983; Chesnais, 1988;
Contractor and Lorange, 1988; Badaracco, 1991; Culpan and Kostelac, 1993). They
can also lead to product portfolio diversification and fixed cost dispersion /
reduction (Contractor and Lorange, 1988; Gugler and Dunning, 1993).

* Access to markets

Collaboration with firms that are established in other, often international, markets is
particularly beneficial for firms seeking rapid market entry (Lewis, 1990; Gordon,
1991; Morgan, 1991; Dodgson, 1992; Culpan, 1993; Shamdasani and Sheth, 1995).
Alliances can either enable a firm to sell a product quickly because its partner has
the product available, or can increase a company's speed to market by widening its
network of distribution outlets via its partner's local know-how (Ohmae, 1985;
Badaracco, 1991; Beamish and Inkpen, 1995; Yoshino and Rangan, 1995).
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* Access to technologies

Companies can stay abreast of technological developments in other firms through
collaboration (Littler and Leverick, 1995). Alliances allow firms to keep a ‘watching
brief on developing technology without heavy investment (Powell, 1987; 1990;
Ciborra, 1991; Gordon, 1991; Morgan, 1991; Dodgson, 1992; Culpan, 1993; Grabher,
1993; Hagedoorn and Schakenraad, 1994). In addition, companies can pool or swap
technologies with other firms (Mariti and Smiley, 1983; Chesnais, 1988; Contractor
and Lorange, 1988; Lewis, 1990). According to Teece (1992, p. 17), 'there is no arena
in which uncertainty is higher and the need to coordinate greater than in the
development and commercialization of new technology'. This helps to explain the
tendency for collaboration to occur in technology-based industries.

* To develop industry standards
New technologies can sometimes only be commercialised if the entire industry uses

the same standard. Collaboration is an appropriate way for setting such standards
(Wissema and Euser, 1991; Grabher, 1993).

* Pooling of complementary resources/assets

The combining of complementary assets and strengths, both tangible and intangible,
is a particularly important objective of collaboration (Powell, 1987; 1990; Pucik, 1988;
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