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Abstract

In recent years, strategic alliances between firms become a ubiquitous
phenomenon. Their proliferation has led to a growing stream of research by strategy
and organizational scholars who have examined some of the causes and consequences
of such partnerships, mostly at the dyadic level. Although the establishment of
long-term interfirm relationship has become more and more important, collaborating
parties often worry about the uncertainty and opportunistic risk involved in the
cooperation. Therefore, the design of transaction structure and appropriate

arrangement of governance mechanism is a vital issue in the interfirm collaboration.

In this thesis, I try to analyze the reasons and motivations which cause enterprise
to choose different types of interfirm cooperation. Then I will proceed to discuss the
risk and uncertainty firms may encounter duringtheir long-term interaction. To solve
these problems, collaborating parties would ad'opt some governance mechanisms to
mitigate the risk and coordinate. their tasks. The asgociation between different types of
interfirm alliances and modes of govefﬁai}ge_.’in:échanisrhs will also be thoroughly

examined in this thesis. =
1 | I'E-

Strategic alliances exist in a’beWiidering Véll'i_@ty. of forms, ranging from
unstructured collaborations, through'consortia and.:j oint ventures that superimpose
new governance structures on existing firms, to transactions that restructure firm
boundaries and asset ownership. In the second chapter, I explain the formation of
long-term interfirm alliances from both economic and social perspective, based on
Transaction Cost Theory, Resources Based Theory, and Social Network Theory etc.
Through these theories, I try to come up with a unified and integrated analytical

framework for further research.

A notable characteristic of the dramatic growth of strategic alliances in the last
two decades has been the increasing diversity of such alliances. The nationalities of
partners, their motives and goals in entering alliances, and the formal contractual
structures used to organize the partnerships, called the governance structure, have all
become increasingly varied. While alliances may be considered a distinct form of
governance that is different from markets or hierarchies, there is also considerable
variation in the formal structure of alliances themselves. The variety of organizing

structures implies that firms face an array of choices in structuring their alliances. In

III



the third chapter, I describe the risk and uncertainty involved in the interfirm
collaboration, including information asymmetry, appropriation concerns, and hold-
ups resulting from relationship-specific investment. To prevent these opportunistic
hazard and manage the relationship between collaborating partners, several kinds of
governance mechanisms must be adopted. I will compare the ads and cons of different
transaction structures and mechanisms, trying to establish the connection between
different types of interfirm collaboration and appropriate modes of governance
mechanisms.

Following the analysis in the second and third chapter, I take the collaboration
between large pharmaceutical firms and young biotechnology corporations for
example. Young firms with novel technologies frequently lack the financial resources
to effectively introduce a new product and may find it difficult to raise equity or debt
due to the information asymmetry surrounding the project. As a result, small,
research-intensive firms usually rely on alliances with larger corporations. But the
research outcomes of the alliances and the effortthat the R&D firms devote to the
project are often difficult to specify-in an enfdr'ceable contract. So many mechanisms
have been developed to overcome such risk and uncertalnty, like through equity
investment, upfront or licensing fees, mllestone payments, and option clauses etc.
Besides, the allocation of contfol rights hats"' cons1derable practical importance. Case
studies suggest that the allocation'of cqntrgl‘ rights 18 a‘central issue in the negotiation
of alliances. The prerogatives of the partiesiin eve_l_’y stage of the project, from the
allocation of research dollars, to decisions about pétent litigation against third parties,
to marketing strategy, are painstakingly negotiated and carefully delineated in alliance
agreements. All these measures are designed to align incentives of both parties and
mitigate the risk of opportunistic behavior by either party so as to maximize

performance of the alliances.

To sum up, I conclude that the design of transaction structures and appropriate
arrangement of governance mechanisms is worth of more attention in the interfirm
collaboration. As long as the risk and uncertainty of the alliances can be carefully

handled, strategic alliances between corporations will be more efficient and effective.

Key words: strategic alliances, interfirm collaboration, transaction cost,
relationship-specific investment, transaction structure,

governance mechanism, control of opportunistic risk, hybrids
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133 Farok J. Contractor & Peter Lorange, supra note 21, at 30.

136 See J. Vickers, Pre-Emptive Patenting, Joint Ventures, and the Persistence of Oligopoly, 3
INTERNATIONAL JOURNAL OF INDUSTRIAL ORGANIZATION 261, 268-9 (1985).

137 Farok J. Contractor & Peter Lorange, supra note 21, at 31.

1% See P. Mariti & R. H. Smiley, Cooperative Agreements and the Organization of Industry, 31
JOURNAL OF INDUSTRIAL ECONOMICS 437, 445-6 (1983).

139 See J. Abbeglen, U.S.- Japanese Technological Exchange in Perspective, 1946-1981, in
TECHNOLOGICAL EXCHANGE: THE US-JAPANESE EXPERIENCE 1-18 (C. Uchara ed., 1982).
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87 R. Gulati, supra note 113, at 619; G. Walker, B. Kogut & W. Shan, Social Capital, Structural Holes
and the Formation of an Industry Network, 8 ORG. SCI. 109, 117-20 (1997).

188 Jeffrey H. Dyer & Harbir Singh, supra note 60, at 667-8.

'8 R. Gulati, supra note 113, at 643-5; G. Walker, B. Kogut & W. Shan, supra note 187, at 111-2.

10 See Y. Doz, The Evolution of Cooperation in Strategic Alliances: Initial Conditions or Learning
Processes, 17 STRATEGIC MANAGEMENT JOURNAL 55, 64-8 (1996); See also R. M. Kanter,
Collaborative Advantage: The Art of Alliances, 72(4) HARVARD BUSINESS REVIEW 96, 100, 105-7
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Private Ordering, 104 COLUM. L. REV. 2328, 2338-48 (2004).

193 See e.g., R. Gulati, Does Familiarity Breed Trust? The Implications of Repeated Ties for
Contractual Choice in Alliances, 38 ACADEMY OF MANAGEMENT REVIEW 85 (1995); See also
B. Uzzi, Social Structure and Competition in Interfirm Networks: The Paradox of Embeddedness, 42
ADMINISTRATIVE SCIENCE QUARTERLY 35 (1997).

194 See, e.g., A. Larson, supra note 170, at 76; See also K. Weigelt & C. Camerer, Reputation and
Corporate Strategy: A Review of Recent Theory and Applications, 9 STRATEGIC MANAGEMENT
JOURNAL 443 (1988).

193 See J. H. Dyer & W. G. Ouchi, Japanese Style Partnerships: Giving Companies a Competitive Edge,
35 SLOAN MANAGEMENT REVIEW 51, 52-6, 58-61 (1993).

19 Barak D. Richman, Firms, supra note 192, at 2337.

17 See, e.g., M. Granovetter, Economic Action and Social Structure: The Problem of Embeddedness,
91 AM. J. SOCIOL. 481 (1985); See also S. Macaulay, Non-contractual Relations in Business: A
preliminary study, 28 AM. SOCIOL. REV. 55 (1963).

198 See C. W. L. Hill, National Institutional Structures, Transaction Cost Economizing, and
Competitive Advantage: The Case of Japan, 6 ORG. SCI. 119, 122-6 (1995).
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' See J. B. Barney & M. H. Hansen, Trustworthiness as a Source of Competitive Advantage, 15
STRATEGIC MANAGEMENT JOURNAL 175, 182-6 (1995).

2% Jeffrey H. Dyer & Harbir Singh, supra note 60, at 669.

1 see generally E. J. Zajac & C. P. Olsen, From Transaction Cost to Transactional Value Analysis:
Implications for the Study of Interorganizational Strategies, 30 JOURNAL OF MANAGEMENT
STUDIES 131 (1993); See also A. Madhok, Cost, Value and Foreign Market Entry Mode: The
Transaction and the Firm, 18 STRATEGIC MANAGEMENT JOURNAL 39 (1997); J. H. Dyer, supra
note 177, at 553.

292 Jeffrey H. Dyer & Harbir Singh, supra note 60, at 669.
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205 M. Granovetter, supra note 197, at 491-3 (1985).

2% See e.g., O. J. Borch, The Process of Relational Contracting; Developing Ttrust-based Strategic
Alliances among Small Business Enterprises, 10 ADVANCES IN STRATEGIC MANAGEMENT 113
(1994).

27 Jeffrey H. Dyer & Harbir Singh, supra note 60, at 671.
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Alliances: Building Relational Capital, 21 STRATEGIC MANAGEMENT JOURNAL 217, 218
(2000).

299 See O. E. Williamson, Comparative Economic Organization: the Analysis of Discrete Structural
Alternatives, 36 ADMINISTRATIVE SCIENCE QUARTERLY 269, 281-6 (1991).

99



FEFAE o RIAFERROFIE R o FlE AMOF LRME R PR
FReET R T - R G A %E Y (contingent claim contracts) 0 & 7 A K
2

o 4mWﬁFﬂ’¢*fkﬂ%§ HAZ PR T B Flhep @ @ F 5

FRBEFESS - PEL TR DI @3 PPFZFEFL TR -

Th AT RR R e R GAR TR - Y BN s e 7
TR ok s e s BRI E P A s ] IR & B ARG
S ARSI R B SRR P B84 +08 5 & 5 F] (high powered
incentives ) k X KB R R & 1F > N B RPN - L &.gﬁ%‘« ErE G g TEl
v AR T B o # R &S TR AR R R A R T

SR AR Akl Rk =ﬁ;a;;§mmf§; G AR EIEER %

o

g ERAR G K i s ﬁﬁﬁ m*,,gw

N 2 N SN S e, |I 53 o | v oo U,
BITHE LA A AR 5] f“"% PSS R AR L IR R ST
1

Mt ch r;%ﬁaﬁ%%yéﬂ?$%4$mﬁﬁ«mgﬂ Lot B A 4B R e

THEL NGRS PR RERG = & R = DR R A

N

T S R O EE B R R G (T AR P
RS SRS LR LR S et Ly N Sy e

Fodp e 22 Ko F A0 d BRI RFE ARPE L OB IS 2 ke

Mol v Bl T LN LR M S 258 R P Ramae e 3
TEFAEGEAT RPN - BELORE R T FL e S

WA T R A B R AT o F s b R AR R

Tl B L b F R RN R F L - BEG SR AR

SN RIS FRUEE

200 A, Larson, supra notel70, at 76-8.
' See Henri C. Dekker, Control of Inter-organizational Relationships: Evidence on Appropriation
Concerns and Coordination Requirements, 29 ACCOUNTING, ORGANIZATIONS AND SOCIETY

100



Fo0 S ERMGOpRE PR

ABHT R h A AT R SN n e A AR TR A0 B2 K
BERT - AR PR E R TR E R AR RAR S R Y naer] £ E
F2MaEgAd - LEFApF R FEPRET e FP v e 3 (Of iLd
LN I FLA S o m A h R AR R E Y - A A e oM
AREFTM GrE 27005 437 5 7 P aald ¥ 7RG e ahiE S L AR
HARIEH - B4 207 ok B e BB b F - fhend B S £ @ 1
44 4 Osborn & Hagedoorn & 3& 2% 11};\_:-_5'1"’{}1 ER I LEE Ry ot SRS -

A_ip W b 4F i 48 (separate and‘ unique entities.)

— e
\ iz
[l ]
| ™= ]|
'-ul,‘\'_'F_.'-"' |

%%t%&iﬁﬁ*i%%ﬁ%%ﬁmﬁ Rz i B PG RHRB A

é&»ﬁw%iA‘%aﬁﬁymg%ﬁﬁbaga&'-%g,m4d&;_ffuvaﬁﬁj
PR g % W%ﬂm;ﬂ%ﬂwﬁﬁ%?@%?ﬁﬂﬁaﬁi%ﬁ%%ﬁﬁﬁ

TR KAl - LR R R e RE DT LRk
%o g pE ) £ R M Gend 2 RAE L]0 & PR
Wk A - REPIRA o B e | LG i - T

ARG G RN e IS e TRenpt 2 - o E R g TER D

27,29 (2004).

212 gee R. N. Osborn & J. Hagedoorn, The Institutionalization and Evolutionary Dynamics of
Interorganizational Alliances and Networks, 40 ACADEMY OF MANAGEMENT JOURNAL 261,
264 (1997).

13 See J. Fisher, Contingency-based Research in Management Control Systems: Categorization by
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20 JEL Y™ ¢ “the courts should determine the likelihood that the contracting parties themselves
implicitly or explicitly relied on the relational norms to supply the commitments they could not reduce
to written form.” Gillian K. Hadfield, supra note 257, at 930.

21 Oliver E. Williamson, supra note 209, at 273.

262 FLY g™ ttaking advantage of opportunities with little regard for principles or consequences.” See
Ian R. Macneil, Economic Analysis of Contractual Relations: Its Shortfalls and the Need for a ‘Rich
Classificatory Apparatus,” 75 NW. U. L. REV. 1018, 1023 (1981).
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64 See Benjamin Klein, Robert A. Crawford & Arman A. Alchian, Vertical Integration, Appropriable
Rents, and the Competitive Contracting Process, 21 J. L. & ECON. 297, 298-302 (1978).

265 See Robert Gibbons, Four Formal(izable) Theories of the Firm? 58 J. ECON. BEHAV. & ORG.
200, 204-5 (2005).

6 H PRyl ' %% : DAVID BESANKO, DAVID DRANOVE & MARK SHANLEY,
ECONOMICS OF STRATEGY, 153-4 (2nd, 2000).
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267 1an R. Macneil, supra note 262, at 1024.

268 See Tan R. Macneil, Contracts: Adjustment of Long-Term Economic Relations Under Classical,
Neoclassical, and Relational Contracts, 72 NW U. L. REV. 854, 897-8 (1978); supra note 262, at
1024.

9 See Jan B. Heide & George John, Do Norms Matter in Marketing Relationships? 56 JOURNAL OF
MARKETING 32, 33 (1992).
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270 See Patrick J. Kaufmann, Relational Exchange Norms and the ‘Negotiator’s Dilemma’, 3
NEGOTIATION JOURNAL 73, 73-80 (1987); See also Mrinal Ghosh & George John, Governance
Value Analysis and Marketing Strategy, 63 JOURNAL OF MARKETING 131, 132-3 (1999).

21 Kenneth H. Wathne & Jan B. Heide, supra note 253, at 41.

125



Zomn TR A PO el *ﬁt RS REH RA AP F T RRE DA (5
e THRR D REHFEN TR ) P RF T2 AZ X S AAFIE o

FEE B BB R F o RIS T R G B ASAE R 07 R BB R T B e

fz

Hiﬂi{§®ﬁﬂﬁﬁﬂﬁ%?&ﬁﬂﬁﬁﬂ&%“°4%{i’ﬁﬁﬁﬁﬁ

20 oy R EAFORBEY AT L 2R T L cAHTE
513k 2 5B (inflexibility ) - & # 38%F fie & if J& (refusal to adapt) % = ;8 & ] o
AR FAROMGEEFRR e 70 BrE B o AR B IE 2L & R 4
G R L%*?ﬁ%ﬁ'%tﬁ%f e i RATEIRE § & o

J@%EJ@-HA;L SE{% e f AL g (the

@

Macneil3a 5 2B 232 99
updating process is governed by a nofn of ﬂex1b1hty) Vi tREE G R Y F AT 4R

e g IR 5 33&%“ *:ﬁ Of’ e L;f@,‘:]»’;,%—f’jﬁl;i/\m—-—%

P ISR A g W p = RN EF‘T ,’5\. IFB-P WrT s B 5] 3 155 P o 2
=i |I !I.l- :

72

#80# % » ¥ r ¥ % (Coca- Cola) 'frp 7V % (Pepsi-Cola) ¥ S BB - 3

g en T B s | (ColaWars) o d 30¢ ARB aec %> RV v v #{cp ¥

BFOEES F g Bt R {HPBITO Y @A T BE Kk a
P~ {8 #F ] ei93R (special concessions ) 11 R gt L (T Ft K > oo ¥ A&

AT RV SSER G IR B B REFE BB Pl AR

2 See Timothy J. Muris, David T. Scheffman & Pablo T. Spiller, Strategy and Transaction Costs: The
Organization of Distribution in the Carbonated Soft Drink Industry, 1 JOURNAL OF ECONOMICS
AND MANAGEMENT STRATEGY 83, 99-107 (1992).
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13 See Erin Anderson & Barton Weitz, Make-or-Buy Decisions: Vertical Integration and Marketing
Productivity, 27(3) SLOAN MANAGEMENT REVIEW 3, 5-6 (1986).

274 B [~ : ~opportunism may involve relying on the letter of the contract when the spirit of the
exchange is emasculated.” Oliver E. Williamson, supra note 35, at 240.

275 B Y 0 ”When the ‘lawful” gains to be had by insistence upon literal enforcement exceed the
discounted value of continuing the exchange relationship, defection from the spirit of the contract can
be anticipated” Oliver E. Williamson, supra note 209, at 273.

276 QOliver E. Williamson, supra note 209, at 278.
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277 See Scott E. Masten, Equity, Opportunism, and the Design of Contractual Relations, 144
JOURNAL OF INSTITUTIONAL AND THEORETICAL ECONOMICS 180 (1988).
278 Kenneth H. Wathne & Jan B. Heide, supra note 253, at 42-3.
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