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Abstract

This paper studies the factors that influence the adoption of a contractual form
in strategic alliances within a transaction cost framework. It is argued that
Joint ventures are preferred to contractual agreements as cooperation becomes
increasingly complex. An analysis of 663 strategic alliances has confirmed this
proposition while showing the differences that exist between domestic and
international alliances. The former are more intensively influenced by variables
relative to organizational complexity such as the number of partners and the
number of functional areas; the latter being influenced to a greater extent by
strategic complexity and the need to learn.

Descriptors: contractual agreements, equity exchanges, domestic and
international strategic alliances, transaction costs, joint ventures

Introduction

This paper examines the factors that influence the choice of the joint
venture form in strategic alliances between firms. There is no need for
firms that are willing to cooperate to set up a new entity, owned by
them, to coordinate the cooperative activities. However, in the business
world, the setting up of joint ventures is a very frequent practice. This
justifies our effort to discover the factors which lead to the adoption
of this form of business cooperation, instead of signing a contractual
agreement which would include the rights and obligations of the parties
without setting up a new entity.

Apart from joint ventures, a strategic alliance can certainly be created
under many contractual forms. In this paper we distinguish two types of
contractual agreements: horizontal and vertical. In vertical agreements a
unilateral buyer—seller relationship exists between partners: the activit-
ies subject to the agreement are carried out by one of the parties who
transfers output to the other party in exchange for cash. In horizontal
agreements however, all partners participate directly in the performance
of the activities, subject to the agreement; all of them sharing part of
their assets. The main reason for introducing such a distinction is that
the greater the horizontal character of the alliance, the higher the degree
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to which the partners share the property rights over the assets involved
in the activities. Since all partners are directly involved in the perform-
ance of the activities, none of them will either receive all the residual
revenue obtained from such activities nor will they have full capacity
to direct them. This circumstance generates a latent conflict for the
control of the activities and the distribution of the profits eamned. In
this paper, we maintain that the adoption of the joint venture form
allows this conflict of interests to be harmonized better than in contrac-
tual agreements.

Joint ventures have frequently been studied as an alternative to internal
organization of the activities within a firm; for instance, Gatignon and
Anderson (1988), Gomes-Casseres (1989), Hennart (1991). However,
the establishment of joint ventures as an alternative to other forms of
interorganizational cooperation has also been studied: for instance,
Pisano et al. (1988) and Pisano (1989) from an economic point of view,
and Osborn and Baughn (1990), Gupta and Singh (1991) and Taliman
and Shenkar (1990, 1994) from a more interdisciplinary view. All the
same, they hardly share common hypotheses, as they have approached
the subject from different perspectives.

The main contributions of this paper are the following:

®  We analyze the choice of the joint venture form on the basis of the conflicts
originating from the fact that partners share the property rights on the
assets being used.

® In the tests of our hypothesis we make a distinction between horizontal
and vertical contractual agreements.

® We analyze the impact that the domestic or international character of the
alliance may have on the contractual form adopted.

® We broaden the scope of the analysis by considering equity exchanges as
an alternative to the initial setting up of a joint venture.

In particular, we consider that the analysis of the choice between joint
ventures and contractual agreements must be based on their capacity to
economize on the governance costs (transaction costs) of the activities
involved in the alliance, since both forms allow relationships of a sim-
ilar nature. Thus, the establishment of a joint venture entails additional
transaction costs due to the set up and running costs of the new firm.
However, when this form is adopted, the number of aspects to be nego-
tiated by the partners decreases, reducing ex-ante transaction costs.
Also, the establishment of a joint venture favours a more flexible and
precise assignment of the property rights over the assets involved, con-
tributing to a harmonization of the latent conflicts of interests produced
when such rights are not possessed by a sole owner. On the basis of
this, we maintain that there will be a higher propensity for the establish-
ment of joint ventures when a combination of circumstances increases
the complexity of the alliance, making necessary a more precise defini-
tion of property rights. In order to identify situations where the com-
plexity of the alliance is high, we characterize activities organized
according to the attributes used in transaction cost economics. We also
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discuss the effect of the domestic or international nature of the alliance
on the choice of the contractual form, and the circumstances under
which equity exchanges may be preferred over an initial setting up of
a joint venture. This has led to the formulation of six verifiable hypo-
theses which have been confirmed by estimating the relations raised
from them by means of multinomial logit models applied to a sample
of 663 strategic alliances adopted by Spanish firms.

Possible Contractual Forms in Strategic Alliances

For the purposes of this paper, what characterizes joint ventures is the
existence of an entity, legally independent from partners and owned by
them, which is responsible for the coordination of the activities involved
in the cooperation. Two important consequences of the existence of this
entity are, firstly, the establishment of an administrative hierarchy which
controls and coordinates the performance of the activities involved in
the alliance, and secondly, the fact that partners participate directly in
a percentage of the residual value of the new firm, equivalent to the
share of their contribution. Despite this, not all joint ventures are the
same. Killing (1983: 16) distinguishes three types of joint ventures:
dominant parent, shared management and independent joint ventures.
In the first, one of the partners controls the management of the new
firm and usually has a majority of the equity. In shared management
joint ventures all the partners play an active role. In independent joint
ventures none of the partners plays a strong role in the management of
the new venture. According to Pisano (1989: 114) the control of one
partner over the entire collaboration can be understood as a safeguard,
if their investments are more vulnerable to opportunism than the invest-
ments of the other partners.

In contractual agreements the relationship between partners is governed
by a contract, specifying the rights and obligations of the parties, not
implying the establishment of a new entity. In this way, all the details
related to the control of the activities and the distribution of their resid-
ual returns must be negotiated between the partners; all details not
explicitly treated remain unspecified. Obviously, this category i1s more
diverse than the previous one, as it includes all contracts that can govern
an activity in cooperation without implying the creation of a joint ven-
ture. According to Killing’s typology (1988: 62), the following types
of contractual agreements can be listed.

® Trading: Agreement in which one of the parties transfers information,
goods or services to the other. This is a vertical alliance.

®  (Coordinated activities: The firms establish a partial coordination of their
activities by fixing a goal and dividing the task among the partners, e.g.
research agreements in which the task is divided among partners, or agree-
ments on the interchange of distribution networks.

®  Shared activities: Agreement by which the firms consent to work jointly

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



776 Esteban Garcia-Canal

in order to reach a common objective. An example of this is the joint
research laboratory established by Bull, ICL and Siemens in 1984,

*  Muliiple activities: Agreement which includes several collaborative activit-
ies. An example is the Honda—Austin Rover agreement to design and
jointly develop two new cars, among other activities.

Certainly, joint ventures and agreements are not the only contractual
forms available in strategic alliances. Both can be reinforced by equity
exchanges where one partner purchases equity in another, or all the
partners interchange equity. However, equity exchanges are usually a
first step in cooperative agreements. Often, no cooperative activity is
undertaken at the time of the equity investment, but is left for further
negotiations (Noble 1994: 20). In fact, one of their main advantages is
the possibility of establishing direct communication channels between
the organizations through the participation in the governance boards
(Pisano et al. 1988: 33) which are ‘an instrument for dealing with

important external organizations’, as previously shown by Pfeffer
(1972: 222).

Factors Affecting the Choice of a Contractual Form

According to Williamson (1979: 245), the choice of organization forms
is based on the criteria of minimizing the sum of production and trans-
action costs. Since in joint ventures and contractual agreements partners
can maintain relationships of a similar nature, keeping the same produc-
tion costs, the reasons to adopt one or another depend on their different
capacity to reduce transaction costs. By transaction costs, we mean
those incurred when planning, adapting and controlling the performance
of the activities in order to avoid or harmonize potential conflicts of
interests among partners (Williamson 1985: 2). Transaction costs are
usually divided between ex-ante and ex-post costs (Williamson 1985:
20-21). Ex-ante costs consist of those resulting from negotiating,
drafting and safeguarding the contracts; ex-post costs consist of those
resuling from inadequate adaptation to changing circumstances, from
disputes among partners, from the set up and running costs associated
with the governance structures and from bonding costs.

An important source of conflicts in strategic alliances is that the prop-
erty rights on the assets being used, understood as the residual rights
of control over those activities subject to the alliance and the right to
receive their residual returns (Milgrom and Roberts 1992; 289), do not
rely on only one person. This leads alliances to a latent conflict over
the control of their activities and the distribution of their residual
returns; the greater the involvement of the partners in the performance
of the activities (i.e. the more horizontal the nature of the alliance) the
more fierce the conflict. In this respect, joint ventures and contractual
agreements harmonize these conflicts in a different way. Contractual
agreements incur higher ex-ante transaction costs than joint ventures,
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since the contract will cover all possible compensations in the relation-
ship, anticipating solutions for the potential contingencies that could
arise (Kogut 1988: 321). In the case of joint ventures, initial negoti-
ations aim at reaching an outline agreement in respect of the character-
istics and composition of the joint venture, leaving the management of
the activities and adaptation to changing circumstances in the hands of
its own administrative structure and governance boards. Nevertheless,
the set up and running costs of the joint venture (to maintain an admin-
istrative hierarchy which runs its activities) accounts for an ex-post
transaction cost, unavoidable when this form is adopted.

As a consequence of the above, in joint ventures there is a more precise
and flexible definition of the property rights on the assets being used
in the performance of the activities. In joint ventures there is a more
explicit definition of residual rights of control, because a new entity is
created to manage and control the use of the assets, where the partners
are represented on the governance boards. Thus, it is unnecessary to
specify ex-ante complex rules (Pisano et al. 1988: 32; Pisano 1989). In
contrast, in contractual agreements, unnegotiated aspects can be a
source of future conflicts of interests, given the lack of clarity on this
matter that could make the partners unwilling to participate in the alli-
ance. In joint ventures, there is also a more detailed distribution
(according to the assets brought in) of the residual returns which result
from the activities involved in the alliance. This makes it unnecessary
to specify ex-ante performance requirements, as happens in contractual
agreements (Kogut 1988: 321), so joint ventures avoild ex-anfe negoti-
ations of costly and rigid clauses since they define rights of control on
the performance of the activities and distribute the residual value of the
new firm among the partners.

According to this, we maintain in this paper that, as the alliance
becomes more complex, joint ventures will be adopted, because their
more precise definition of the property rights allows them to reduce
transaction costs. If no factors combine to make alliances complex,
contractual agreements become a valid option. Property rights will be
assigned efficiently to the parties without incurring high ex-ante trans-
action costs arising from negotiations. However, as the complexity of
the alliance increases, the efforts made to negotiate a contractual agree-
ment would be very high, whereas a lower flexibility in assigning prop-
erty rights would result in less ability to adapt to changing circum-
stances. In this way, although joint ventures have additional costs
derived from the administrative structure of the new firm, they will be
adopted when certain contingencies combine to make the alliances more
complex.

Figure 1 summarizes these ideas. When the complexity of the alliance
is low and to a certain extent (C*), contractual agreements are the
organizational option which minimizes transaction costs. Previous
negotiations have allowed an appropriate ex-anfe assignment of prop-
erty rights, and therefore lower transaction costs than those arising from
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Figure 1
Transaction Costs
in Joint Ventures
and Contractual
Agreements

the management of a joint venture. Nevertheless, once this complexity
threshold has been crossed, the high ex-ante transaction costs needed
to anticipate contingencies and find solutions and/or the ex-post costs
arising from an inadequate adaptation or renegotiations among partners,
turn out to be higher than those of joint ventures (their management
costs plus the costs arising from the adjustments required, which are
easier within joint ventures, due to the factors previously mentioned);
that is why joint ventures are the most efficient organizational option.
Extremely complex alliances can make transaction costs so high, even
for joint ventures, that the partners may decide not to implement them.
As we will see later, in these circumstances, partners can use an equity
exchange as a means to establish a minimum level of trust and commit-
ment that will facilitate future cooperative relationships.

Contractual agreement

Joint venture

Transaction Costs

: > Complexity of
B — CN L, Gl 3 the Agreement
Contractual agreement Joint ventur

preferred preferred

In order to identify situations in which the complexity of the alliance
is high, we have analysed the impact on the governance of the alliance
of the attributes acting on transactions costs (Williamson 1985, 1991;
Milgrom and Roberts 1992). This analysis will allow us to derive test-
able implications. We will first discuss four factors directly related to
some of those attributes, and then the effect of the international or
domestic character of the alliance, while at the same time we relate our
hypothesis with the use of equity exchanges as a first step in cooperative
relationships.

Duration

This factor is connected with two attributes used in transaction cost
analysis: frequency and uncertainty. With respect to the former, transac-
tion cost theory predicts that no specialized governance form is adopted
in occasional transactions (Williamson 1985: 60—61). Its application to
the contractual problem being analysed implies that joint ventures are
not likely to be created in short-term cooperative agreements, such as
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those created for the performance of a particular task — e.g. an R&D
project or a construction. The short time required for the performance
of the task cancels the advantages associated with the joint venture —
a better governance of the relationship between partners all along the
agreement — to exceed the extra costs involved.

With regard to uncertainty, it is pointed out that the higher the uncer-
tainty the higher the need to introduce more precise governance mech-
anisms into contracts, because it is impossible to predict all possible
contingencies and to anticipate the solutions for them (Williamson
1985: 56-60). This is why a high degree of uncertainty makes difficult
the governance of the relationship by means of contractual agreements
(Pisano 1989: 116). In contrast, in the case of joint ventures, their more
precise residual rights of control facilitate the adaptation to changing
circumstances. This is due not only to the administrative structure cre-
ated to manage the activities, but also to the governance boards of the
joint venture which provide an appropriate forum for renegotiations
among partners. It must be stressed that in short-term alliances there is
less uncertainty than in those of indefinite duration, since the probability
of the appearance of initially unforeseen contingencies diminishes as
the life of the alliance decreases. All these arguments allow us to pro-
pose the following verifiable hypothesis:

HI1: In horizontal alliances established to perform a particular task
(the duration of which is marked by the execution time of the task) a
contractual agreement will tend to be adopted.

Number of Partners

This factor is related to two other attributes of transaction cost analysis:
connectedness to other transactions and difficulty of performance meas-
urement. The former refers to the fact that the higher the interconnec-
tions between the activities performed and other transactions of the part-
ners, the higher the problems of coordination. Consequently, a large
number of partners intensifies the problem of coordination; there are
more interests to be harmonized. This situation increases the difficulty
of drawing up ex-ante a contract which satisfies all parties. This would
make it advisable to establish a joint venture since the more precise
control rights in joint ventures allow each partner to be sure that their
interests with respect to interconnections are taken into account.

As to the difficulty of performance measurement, this creates a problem
of incentives, because it is arduous to associate effective performance
with compensation. As for cooperation, in so far as it might be difficult
to assess the individual performance of partners, they will tend to min-
imize their contributions and benefit from the rest of the members. Such
is the case in alliances where there are a large number of partners
(Alchian and Demsetz 1972: 786; Stigler 1974; Grandori 1987: 71-72;
Salas 1989: 59). Under such circumstances, joint ventures provide
higher incentives to the partners than contractual agreements. On the
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one hand, a more precise definition of the rights of participation in
residual returns leads to a distribution of them according to the partners’
contribution to the joint venture. On the other hand, more explicit rights
of control — in particular, the administrative body that has been estab-
lished — permit a better supervision of the contributions of the partners.
All these considerations allow us to propose the following hypothesis:

H2: As the number of partners increases, there will be a tendency
towards the use of joint ventures.

Number of Functional Areas

This is another factor linked to the connectedness to other transactions.
Not only the number of partners increases the interconnections that might
arise between the activities of the alliance and those of the partners. These
interconnections also increase according to the dimension of the activities
subject to the cooperation. Killing (1988: 57-59) believes that the number
of functional areas covered by the alliance is one of the factors which
worsens the problems of coordination; the higher the number (the extreme
case would be an alliance involving R&D, production and marketing
activities) the greater the difficulty of drawing up a satisfactory contrac-
tual agreement which justifies the establishment of a joint venture. There-
fore, the following hypothesis can be proposed:

H3: As the number of functional areas increases, there will be a tend-
ency towards the use of joint ventures.

Transfer of Knowledge

This last factor is related to the difficulty of performance measurement.
In many strategic alliances the main motivation of the participants is
organizational learning, obtaining the knowledge and capabilities of the
other partners. However, the tacit character of the knowledge to be
obtained makes its transmission difficult. That is why it is usually neces-
sary for the staff of the partners to keep a close contact (Killing 1980:
38-39; Badaracco 1991: 109). Under these circumstances, conflicts
among partners may arise when some of them are unwilling to share
information or work as a team, thus making it difficult to attain the
goals sought by means of the alliance. Kogut (1988: 323-324) points
out that when the transfer of knowledge is pursued, the control of it is,
in itself, a cause of instability. Therefore, it will be more difficult to
control this process through contractual agreements, since it is difficult
to stipulate ex-ante the behaviour to be maintained by the partners (in
order to facilitate this transfer of knowledge) to a point where the
accomplishment of the agreed behaviour would be easily identifiable
ex-post. These conflicts are better solved within joint ventures, due to
their more precise definition of control rights and better incentives for
cooperation (Kogut 1988: 321). Hence, the following hypothesis
derives:
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H4: In those alliances in which at least one of the partners wishes to
have access to the knowledge and capabilities of the others, the tend-
ency will be to adopt the joint venture form.

On the Role of Equity Exchanges

Equity exchanges can be considered as an alternative option to an initial
establishment of a joint venture. In particular, equity exchanges can be
the starting point for future projects in the case of partners not having
sufficient trust and/or acquaintance to carry out jointly activities of a
certain complexity. Alliances intended to carry out complex activities,
when signed by companies with no previous relations, very often
require the establishment of a less complex initial alliance so that a
minimum mutual trust can be generated, enabling further projects
(Killing 1988: 55; Buckley and Casson 1988: 49). Noble (1994: 20)
states that ‘minority equity investments serve as an umbrella for activit-
ies identified later’. They reduce uncertainty, contribute to generate trust
and facilitate future negotiations within governance boards. It is to be
expected that this type of equity exchange will be adopted as a prior
step to the establishment of extremely complex alliances, especially in
the case of international alliances, where partners belong to different
cultures. It seems, therefore, that the same factors which explain the
creation of joint ventures, instead of contractual agreements, would jus-
tify the initial adoption of equity exchanges, and that the hypotheses
formulated here would be applicable to them. However, a deeper ana-
lysis reveals that not all of them are applicable. Such is the case of the
hypothesis relative to the number of partners, as equity exchanges are
only efficient where there are few partners. In these links, access to
governance boards is a substantial question, and very difficult to carry
out with a great number of partners. The hypothesis relative to the
willingness to learn is not applicable either, because what is relevant in
organizational learning is the direct control that partners have on the
activities of the alliance, and that is achieved to a greater extent through
equity investments in a joint venture.

Domestic and International Alliances

The nationality of the partners gives the alliances different peculiarities.
Aspects such as processes of globalization of markets or the develop-
ment of international networks are important in international alliances.
In this sense, it is possible to distinguish among international alliances
where the cooperative activities are performed in only one country and
those whose activities are performed in several countries. One-country
alliances correspond with the traditional view of international
cooperation; a company uses alliances to introduce its products and/or
elicit local know-how. With respect to this type of alliance, we have
already stressed the advantages of joint ventures in the transfer of know-
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ledge. Multicountry alliances are a more recent phenomenon, related to
market globalization (Porter and Fuller 1986: 326). Very often, compan-
ies participating in these alliances open their markets mutually (Ohmae
1989). A higher occurrence of equity exchanges and contractual agree-
ments are expected in this second type of international alliance. The
following paragraphs support this view.

It is evident that an alliance among companies of different nationality
and culture, actual or potential competitors, and intending to act in
several countries, has a high degree of complexity from a strategic point
of view. That is why an equity exchange can facilitate the development
of the alliance, fulfilling the ‘umbrella’ function mentioned before, gen-
erating trust and facilitating negotiations. This reasoning, together with
those previously developed on equity exchanges, leads to the formula-
tion of the following hypothesis:

HS5: Equity exchanges will be preferred to an initial establishment of
Joint ventures in international alliances whose activities cover several
functional areas and countries.

Although international alliances covering several countries are complex
from a strategic point of view, they are not necessarily so from an
organizational one. In effect, in this sort of global alliance, relations of
complementarity tend to be developed. Usually they involve companies
with incomplete global networks where these alliances contribute to
their global position (Porter and Fuller 1986: 338-339). On account of
this, partners find many opportunities to divide the task between them,
reducing the need to establish joint ventures. This division of work has
the advantage of reducing the problem of incentives which arises when
working jointly, as it allows the more precise measure of individual
performance. In addition, it establishes a mechanism of reciprocity as a
way of adding incentive to the relationship (Williamson 1985: 191;
Teece 1992: 19). These circumstances reduce the need to set up a joint
venture. This reasoning leads us to formulate the following
hypothesis:

H6:  In international alliances performing activities in several coun-
tries, there will be a tendency to adopt contractual agreements rather
than joint ventures.

Tests of the Theory

Data Features

In order to test the hypotheses mentioned above, we used a database of
strategic alliances signed by Spanish firms, compiled by the author, in
the course of previous research, gathering all information on the forma-

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



Contractual Form in Domestic and International Strategic Alliances 783

tion of strategic alliances which were published by the Spanish eco-
nomic press. The characteristics of such agreements, as compared with
other European or worldwide databases, are discussed in Garcia-Canal
(1992). The database found 663 alliances (459 international and 204
domestic) in which at least one Spanish firm had participated and publi-
cized in the press with a sufficient amount of relevant information (e.g.
contractual form of the alliance, identification of all the partners and
functional areas covered). In particular, we reviewed the daily newspa-
pers Expansion and ABC-Diario de Economia, as well as the journal
Actualidad Econémica, during the period 1986 to 1989. Concerning the
contractual form, the sample consists of 242 joint ventures, 354 contrac-
tual agreements (196 horizontal and 158 vertical) and 67 equity
exchanges. In the database, only Spanish firms were included because
the press tends to give priority to news referring to national companies.
A limitation of the methodology used in the collection of data should
also be noted, i.e. not all the existing agreements were collected because
some of them had not been made public or had not been published in
the press.

Dependent Variable and Method of Analysis

A qualitative dependent variable was set, representing the contractual
form of the alliance. This variable is valued zero in those agreements
where a joint venture has been established, valued 1 in vertical contrac-
tual agreements, valued 2 in horizontal contractual agreements and
valued 3 in equity exchanges. As previously noted, the distinction
between vertical and horizontal agreements, for the purpose of this
paper, is based upon the nature of the relationship between partners; on
the one hand, unilateral interchange agreements and, on the other hand,
agreements where there is an involvement of all partners in the activit-
ies. We made a distinction between vertical and horizontal agreements
in order to highlight some of our hypotheses. It is difficult to imagine
customer—supplier agreements of more than two partners or covering
several functional areas. In addition, as they are agreements of a
differing nature, they are expected to show some distinctive
features.

Given that the dependent variable presents more than two categories,
in order to test the previously formulated hypotheses, several multino-
mial logit models were estimated. In the binomial logit models, the
estimates of coefficients for independent variables measure the effect
of the variations of such variables on the probability that the depend-
ent variable will be valued 1. However, in multinomial logit models,
the estimated coefficients measurc the effect of the variation of the
independent variable on the relative probability that the dependent
variable will take a particular value. In other words, it is not so
much the effect on the probability itself that the dependent variable
will take a particular value that is estimated, but rather that the effect
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on this probability in relation to the probability that the variable will
take another value is used as reference.

Another difference with binomial logit is that in multinomial models
(n — 1) coefficients are estimated for each independent variable, where
n is the number of categories of the dependent variable. It is advis-
able to point out that it is irrelevant to sort such categories (Aldrich
and Nelson 1984). In this particular case, we have taken the value
0 as reference, since we are interested in the reasons which lead to
the creation of joint ventures rather than to other contractual forms.
Therefore, every multinomial logit model will estimate three coeffi-
cients for the independent variables which are defined later.

Such coefficients indicate the effect (positive or negative} of an
increase of the independent variable with respect to the relative
probability of adopting the contractual agreement form (horizontal or
vertical) or equity exchange versus a joint venture. For instance, a
positive sign for a coefficient associated with an independent variable
indicates that the probability to adopt this form increases with respect
to the probability of adopting a joint venture when the independent
variable increases. Thus, the hypotheses are considered to be accepted
when the sign of the coefficients associated to every independent
variable coincides with the relation expected, and such coefficients
are statistically significant. The estimates were obtained by using the
LOGIT procedure of the LIMDEP statistical package.

Independent Variables

To test Hypothesis 1, relative to the duration of the alliance, the
CONTA dummy variable was created, which is valued 1 when the
alliance has a definite duration, marked by the time of performance
of a particular task, and O in the other cases. In order to test
Hypothesis 2, relative to the relevance of the number of partners,
we used the NUMPAR variable, which measures this number. To test
Hypothesis 3, relative to the number of functional areas comprised in
the alliance, the MULFUN dummy variable was created, which 1s
valued 1 for alliances covering several functional areas (no greater
breakdown was available in the database, regarding this variable),
and O for those covering one functional area — only production,
R&D or marketing.

With regard to Hypothesis 4, relative to the transfer of knowledge,
it was taken as proxy of the willingness to learn the fact that through
alliance, at least one of the partners could expand the business
internationally or enter new sectors. In such cases, the lack of know-
ledge about the products and/or the markets concerned increases the
need to obtain such knowledge (Killing 1980: 39; Gomes-Casseres
1989: 13-15; Hennart 1991; 485) and, accordingly, predisposes firms
to learn from their partners. For this purpose, the following variables
were set:
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EXPINT: Dummy variable, which is valued 1 when, at least for some
of the partners, the alliance implies expansion into new geographical
markets, and O in the other cases.

ENTNSEC: Dummy variable, which is valued 1 when, at least for some
of the partners, the alliance implies entering new businesses, and value
0 in the other cases.

In order to test Hypotheses 5 and 6, in addition to using the MULFUN
variable, already defined, we set the LOCMUL variable, which is
valued 1 for alliances performing activities in several countries, and 0
for the other alliances. Furthermore, in relation to Hypothesis 5, in order
to verify whether previous cooperative relationships condition the con-
tractual form adopted, as Tallman and Shenkar (1994: 107) suggest, we
have created the PREVREL variable, which is valued 1 when previous
cooperative relationshps between partners existed prior to the alliance,
and O in the other cases.

We have also added the R&DACT wvariable. This variable measures
whether the alliance comprises only R&D activities and it had been
used in other studies on the same subject, although the results obtained
were contradictory (Pisano et al. 1988; Pisano 1989; Osborn and
Baughn 1990). It has been included to try to establish its real effect.
Finally, in order to test the existence of different sectorial tendencies in
the choice of the contractual form, as has been suggested in the literat-
ure on strategy (Porter and Fuller 1986; Harrigan 1988; Osborn and
Baughn 1990), we have also included the following dummy
variables:

® AGRIB: is valued 1 for those alliances (73) whose activities are included
in the Agricultural, Fishing and Food Industries sectors.

® ENERG: is valued 1 for those alliances (55) whose activities are included
in the Energy and Water sectors.

¢ MET&MIN: is valued 1 for those alliances (58) whose activities are
included in the Minerals, Basic Metals, Concrete and Building Materials
and Chemicals sectors.

e METMEC: is valued 1 for those alliances (142) whose activities are
included in the Transformation of Metal Products sectors (Machines and
Electric Material, Automobiles and Other Material for Transport).

e OTMANUF: is valued 1 for those alliances (36) whose activities are
included in Other Manufacturing sectors (Textiles, Paper and Wood Prod-
ucts, and other manufacturing not included in other variables).

® (CONSTR: is valued 1 for those alliances (33) whose activities are included
in the Construction sector.

® TRANSP: is valued 1 for those alliances (54) whose activities are included
in the Transport, Communications and Distribution sectors.

® FINANC: is valued 1 for those alliances (109) whose activities are
included in the Financial Services sector.

¢ (OTSERV: is valued 1 for those alliances (103) whose activities are
included in the Other Services sector.
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Table 1
Multinomial
Logit Model 1:
All Alliances

(N =663,
standard errors in
parentheses)

Agreement or Equity Exchange versus Joint Venture

Variables Vertical Horizontal Equity
agreements agreements exchanges
CONSTANT 7. 513%kE 1.332%= 20.151
(1.359) (0.434) (272.0)
NUMPAR —2.656%*%* —0.283%** —-11.729
(0.626) (0.082) (136.0)
MULFUN —2.562%%% —0.5217 1.698%%*
(0.331) (0.299) (0.499)
R&DACT 1.323* 1.582%%* 1.274
(0.530) (0.518) (1.214)
EXPINT —.524+ —1.885**x* —0.593
(0.303) (0.299) (0.376)
ENTNSEC —1.791%** —2.100Q%** -1.093*
(0.467) (0.382) (0.408)
LOCMUL 0.051 2.058*** 1.883%%*
(0.397) (0.309) (0.389)
PREVREL -0.778 0.075 0.324
(0.604) (0.527) (0.540)
AGRIB —0.438 —1.440%* 1.455%
(0.447) (0.664) (0.738)
ENERG —1.688** 0.164 0.498
(0.580) (0.495) (0.934)
MET&MIN —1.233%* —1.289%* 1.069
(0.476) (0.558) (0.783)
OTMANUF —1.093% —2.195% 0.236
(0.625) (0.790) (0.909)
CONSTR ~14.563 1.267* 0.468
(754.4) (0.546) (1.040)
TRANSP —1.601* —0.398 0.632
(0.599) (0.502) (0.826)
FINANC —2.782F** 0.787+% 1.920*
(0.817) (0.415) (0.695)
OTSERV —0.462 —0.070 0.945
(0.426) (0.436) (0.763)
Chi-square 668.91 (p < 0.00001)

Key: ¥ p<0.1; * p <0.05; ** p < 0.005; *** p < 0.001.

Results

Three logit multinomial models have been estimated on the basis of
these independent variables, for the whole sample, for international alli-
ances and for domestic alliances. The results have been collected in
Tables 1, 2 and 3, respectively. The tables show, for each model, the
value of coefficients, their standard error and an indication of their level
of significance. Generally speaking, it is observed that the three models
offer estimates that are statistically significant. Also, they make it pos-
sible to classify satisfactorily the different observations in percentages
higher than 68 percent, as shown in Table 4. The CONTA variable does
not appear in any of these variables, because none of the 98 alliances
created for the performance of a particular project lead to a joint venture
(all of them were horizontal contractual agreements). This provides both

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



Contractual Form in Domestic and International Strategic Alliances 787

Table 2
Multinomial

Logit Model 2:

International
Alliances (V¥ =
459, standard
errors in
parentheses)

Agreement or Equity Exchange versus Joint Venture

Variables Vertical Horizontal Equity
agreements agreements exchanges
CONSTANT 7.959*** 0.582 18.239
(1.690) (0.634) 458.9)
NUMPAR —2.791%k** —0.142 —11.868
(0.768) (0.123) (229.4)
MULFUN —2.336%** -0.305 1.924%*
(0.372) (0.392) (0.608)
R&DACT 1.173+ 1.265¢ 1.678
(0.676) (0.667) (1.382)
EXPINT -0.754+ —1.805*** 1.479
(0.428) (0.406) (1.103)
ENTNSEC —1.957* —2.268% %% —3.246%**
{0.699) (0.568) (0.853)
LOCMUL —0.264 2,299 ** 1.805%**
(0.434) (0.356) (0.452)
PREVREL —0.784 -0.900 0.099
(0.620) (0.648) (0.666)
AGRIB —0.213 —0.853 1.057
(0.509) (0.834) (0.926)
ENERG -1.151 0.865 1.576
(0.720) (0.674) (1.156)
MET&MIN =1.141* —1.244% 0.946
(0.531) (0.711) (0.958)
OTMANUF —1.070 —2.099% 0.069
(0.708) (1.041) (1.118)
CONSTR —14.400 1.069 0.913
(963.8) (0.695) (1.213)
TRANSP —-1.437% —0.065 1.417
(0.767) (0.640) (0.972)
FINANC —14.890 1.363* 2.611**
(480.7) (0.533) (0.869)
OTSERV —0.409 0.007 —0.358
(0.501) (0.559) (1.308)
Chi-square 525.66 (p < 0.00001)

Key: T p << 0.1; * p < 0.05; ** p << 0.005; *** p << 0.001.

strong evidence in favour of Hypothesis 1 and reveals CONTA as a
subclassification of the dependent variable.

As far as the tests of Hypotheses 2 to 6 are concerned, all variables
involved present the expected sign and are statistically significant. In
relation to Hypothesis 2, it is observed that in the three models, the
NUMPAR variable shows a negative coefficient, statistically signific-
ant, in almost all the estimates regarding contractual agreements. This
shows that a higher number of partners reduces the probability of a
contractual agreement being adopted rather than a joint venture, as
Brockhoff’s work (1992: 520) has shown, although in the field of R&
D alliances. We also made estimates with a dummy variable, which is
valued 1 when there are more than two partners and 0 when there are
only two. Subsequently, we introduced a squared NUMPAR variable.
Nevertheless, the models obtained in this way did not improve the pre-
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Fable 3
Multinomial

Logit Model 3:

Domestic
Alliances (N =
204, standard
errors in
parentheses)

Agreement or Equity Exchange versus Joint Venture

Variables Vertical Horizontal Equity
agreements agreements exchanges
CONSTANT 13.193* 2.053* 17.790
(4.827) (0.779) (349.8)
NUMPAR —5.458% —0.364* —10.744
(2.345) (0.168) (174.9)
MULFUN —4 B2EH** —1.126*% 2.256
(1.315) (0.556) (1.388)
R&DACT 1.603 1.618+ —-10.219
(1.014) (0.934) (672.5)
EXPINT —4.179* —1.858 —2.305
(1.834) (1.287) (1.853)
ENTNSEC —1.4037% —1.788%* 0.433
(0.800) (0.558) (0.721)
LOCMUL 5.171%* -0.411 4.057
(1.977) (1.774) (3.025)
PREVREL —-0.563 17.757 17.864
(2399.0) (1598.0) (1595.0)
AGRIB —0.135 -2.914% 1.730
(1.164) (1.594) (1.350)
ENERG —2.675%* —0.301 —13.055
(1.183) (0.846) (851.8)
MET&MIN —-1.602 —-1.354 1.423
(1.176) (1.101) (1.513)
OTMANUF 0.036 —1.651 0.953
(1.871) (1.357) (1.737)
CONSTR —-13.696 1.549 —-13.672
(1162.00 (0.961) (1230.0)
TRANSP —1.787 —-1.532 —16.4%6
(1.117) (1.076) (981.2)
FINANC -1.770 0.109 —-0.023
(1.150) (0.814) (1.306)
OTSERY —0.817 —(.363 0.593
(0.935) (¢.787) (1.267)
Chi-square 239.21 (p << 0.00001)

Kev: T p<<0.1; * p < 0.05; *¥* p < 0.005; *** p < 0.001,

dictive capacity of the initial model. According to the results shown in
the tables it is observed that, on the one hand, the impact of the number
of partners is stronger in vertical alliances, for obvious reasons, and on
the other hand, this impact is stronger in domestic than in international
alliances.

As far as the choice joint venture—contractual agreement is concemned,
the MULFUN variable behaves similarly to the NUMPAR variable; it
shows a negative coefficient, statistically significant in general terms,
which validates the hypothesis, but its effect is stronger in domestic and
vertical alliances than in horizontal and international alliances, respect-
ively. In contrast, other variables such as EXPINT and ENTNSEC seem
to have a greater impact on international alliances. This provides evid-
ence that in international alliances, factors related to organizational
learning have a greater impact than in domestic alliances where aspects
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Table 4 Model 1: All Alliances (predicted)

Classification

Table JV. V.A. E.E. H.A. Total
Actual:
Joint venture 177 29 7 29 242
Vertical agreement 20 120 | 17 158
Equity exchange 34 3 19 11 67
Horiz. agreement 29 22 9 136 196
Total 260 174 36 193 663
%o Cases predicted 68.17%
correctly

Model 2: Inrernational Alliances (predicted)

J.V. V.A. E.E. H.A. Total
Actual:
Joint venture 115 22 6 17 160
Vertical agreement 16 90 1 7 114
Equity exchange 12 3 26 7 48
Heriz. agreement 19 11 11 96 137
Total 162 126 44 127 459
% Cases predicted 71.24%
correctly

Model 3: Domestic Alliances (predicted)

LV, V.A. E.E. H.A. Total
Actual:
Joint venture 68 8 2 4 82
Vertical agreement 0 39 1 4 44
Equity exchange 8 1 8 2 19
Horiz. agreement i3 it 0 35 59
Total 89 59 il 45 204
% Cases predicted 73.52%

correctly

related to organizational complexity seem to predominate. It is therefore
confirmed that when at least one of the partners aims at expanding
internationally or entering new sectors, there is a higher probability that
a joint venture will be adopted rather than a contractual agreement,
which confirms Hypothesis 4. This result is complementary to the evid-
ence obtained by Gomes-Casseres (1989: 13—15, 18-22) and Hennart
(1991: 491) in their studies on the ownership structure of foreign subsi-
diaries of multinational firms. These authors noted that joint ventures
were preferred to wholly owned subsidiaries when a firm expanded
towards geographical markets or sectors in which they lacked relevant
experience.
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As for equity exchanges being an alternative to the initial establishment
of joint ventures, we observe that variables related to Hypothesis 5 —
LOCMUL and MULFUN — show the predicted sign, with coefficients
statistically significant. In alliances covering several functional areas,
therefore, or whose activities comprise scveral countries, there 1s a
higher probability that an equity exchange will be adopted rather than
a joint venture. It is also observed, as was expected to some extent, that
these variables are not influential within domestic alliances. This shows
that the ‘umbrella’ role played by equity exchanges is more important
in international alliances where, generally speaking, there is lesser
affinity and acquaintance among partners. We have been unable to find
empirical support for the hypothesis about the effect of previous
cooperative relations on the adoption of the contractual form, as the
coefficients associated with PREVREL have never shown statistical sig-
nificance. However, it should be noted that collection of that data would
not be reliable since the existence of previous cooperative relations is
not always made public in the press. As for Hypothesis 6, it is observed
that in alliances whose activities are performed in different countries,
there is a tendency to adopt the contractual agreement form (horizontal)
rather than a joint venture. In fact, if we compare the results in all
categories, our data show that it is unlikely that an alliance performing
activities in different countries will adopt the form of a joint venture,
although it may include joint ventures within its network.

An overall assessment of the results relative to the various hypotheses
would say that all of them refer to variables which have a significant
effect on the probability of a joint venture being adopted, although there
are variables that have a greater effect on domestic alliances — those
relative to the organizational complexity (number of partners, number
of functional areas) — and others having a greater effect on interna-
tional alliances — those relative to strategic complexity (need to learn).
Also, in international alliances, the development of global networks by
means of contractual agreements seems to be important.

As to the R&DACT variable, it shows a positive sign, statistically signi-
ficant, which validates the line of argument by Pisano et al. (1988: 59)
when they state that when technological cooperation is carried out pro-
ject by project, it is not necessary to establish a joint venture, because
of the temporary character of the cooperation. In fact, when estimating
multinomial logit models excluding temporary alliances from the
sample, we come to the conclusion that the coefficient associated to the
R&DACT variable is not more statistically significant (there are no
relevant differences in the estimates for the other variables). This result
leads us to interpret that the impact of the R&DACT variable is due to
the temporary character of R&D activities rather than to their
performance.

With regard to the estimates to check the influence of the sector, we
observe that significant differences exist among sectors with respect to
the contractual form to be adopted. The coefficients in vertical agree-
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ment columns show sectorial tendencies towards horizontal and vertical
cooperation. The influence of the sector is more relevant in international
than in domestic alliances. In this sense, we note those results which
refer to the financial sector. The dummy variables of this sector behave
similarly to the LOCMUL variable, in that they are positive in hori-
zontal agreement and equity exchange columns of international alli-
ances. It indicates that, in this sector, equity exchanges are more likely
to be adopted in international alliances, and that there is a tendency to
develop complementarity relations through contractual agreements (it is
common practice to interchange distribution networks). On the other
hand, in industrial sectors, it is less probable to use contractual agree-
ments than joint ventures.

Conclusions

In this paper, we have studied different factors that explain, at least in
part, why strategic alliances adopt the joint venture form, and not other
options. From our analysis, several conclusions can be drawn.

In the first place, our results, taken as a whole, confirm the main pro-
position of this work that joint ventures are preferred to contractual
agreements when the complexity of the alliance is high. In alliances
with a large number of partners, with an uncertain duration, comprising
several functional areas, and where, at least one of the partners is seek-
ing to learn from the rest, our data confirm a trend towards the creation
of joint ventures. The underlying argument behind these hypotheses,
based on transaction cost analysis, is that in joint ventures the co-
participation of the partners in the equity of the new firm allows a more
explicit definition of residual rights of control and a fairer distribution
of costs and benefits. Therefore, the adoption of a joint venture reduces
the impact of two problems, frequent in strategic alliances — the control
of the activities and the distribution of the residual returns.

The differences found in the adoption of a contractual form between
domestic and international strategic alliances is another conclusion to
be noted. The empirical tests have made evident that some of the previ-
ously mentioned variables have a greater impact on domestic alli-
ances — those relative to organizational complexity (number of part-
ners, number of functional areas) — and others on international
alliances — those relative to strategic complexity (need to learn). These
results confirm the existence of two types of complexity that influence
the adoption of a contractual form. They could also prove that the
motivation of the partners to participate in an alliance determines future
organizational problems.

Third, in international alliances, the development of global networks
also seems important. In these alliances complementary relations are
promoted and joint ventures are adopted to a lesser extent. This result
is consistent with the arguments developed earlier in this paper, since
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joint ventures are a more convenient option for the alliances in which
all partners participate directly in the performance of the activities. It is
under these circumstances where problems related to the control of the
activities and the distribution of the residual returns occur more fre-
quently. On the contrary, when the total task 1s divided between partners
these problems are minimized and there is a lesser need for joint
ventures.

Finally, our results show that the capacity of joint ventures to reduce
problems in relation to coordination and motivation in strategic alli-
ances is not unlimited. Data have confirmed the role of equity
exchanges as a first step in cooperative relationships where a minimum
of trust and acquaintance among partners is not present. They have
shown a greater tendency to adopt equity exchanges rather than joint
ventures in complex international alliances. It i1s well known that the
lack of trust between parties, people or organizations, makes
cooperative relationships difficult. Arrow (1969: 62) has shown how
arduous the solution to this problem was, saying ‘it is difficult to con-
ceive of buying trust in any direct way’. However, equity links between
firms willing to cooperate facilitate the development of cooperative rela-
tionships, since these links are a proof of commitment between partners
that lead them to take the ‘calculated risk’ of cooperation (Williamson
1993), thereby facilitating future negotiations.

Note * T would like to thank Jesis Alfaro, Carlos Arias, Benito Arrufiada, Esteban Fernandez
Sanchez, J. M. Menéndex Estébanez, Gema Pérez, Guillermo Pérez-Bustamante, Juan
Prieto, Ana Valdés, Vicente Salas and the reviewers and editor of this journal for
their valuable comments. Financial support from the Universidad de Oviedo (Project
DF-93-212-29) is gratefully acknowledged.
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