
Alliances: their benefits and their costs
Al l iances are voluntary arrangements where partners share resources and/or
capabi l i t ies to attain,  sustain,  or improve their  competit iveness (Gi ls  & Zwart ,  2004;
Gulat i ,  1998) .  Al l iances may take di f ferent forms,  including long-term contracts ,  jo int
ventures ( i .e . ,  equity a l l iances) ,  l icensing,  franchis ing,  and lending contracts (Hennart
2006) .  They can also be maintained with horizontal ,  upstream, or downstream
partners.  

There is  agreement among researchers and pract i t ioners that a l l iances may make a
f irm vulnerable to knowledge leakage and weaker IP appropriabi l i ty ,  and safeguards
set up to al lev iate the concerns over partner reputat ion and credible commitment
may s ignif icant ly  reduce the value created by al l iances (Hi l l ,  1990;  Oxley,  1997;
Teece,  1986;  Wi l l iamson,  1991) .  So why are f irms wi l l ing to cooperate,  even with their
competitors? The s imple answer is  that ,  as apt ly  expressed by Powel l ,  Koput,  and
Smith-Doerr (1996) ,  no s ingle f i rm has al l  the internal  capabi l i t ies necessary for
success,   especial ly  when  many competitors  are working  toward  the same  targets.    
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The Ruthven Institute has developed 12 rules for business success.  Based on 45 years of analysis
of Australia’s top 1000 companies,    the Ruthven Institute has disti l led the essence of a winning
business strategy.  Research undertaken by the University of Melbourne between 1998 and 2001
supported many of these rules.  In this series,  the RI Hub examines the l iterature to assess the
validity and continuing relevance of these rules.  In each of the following sections,  the l iterature
is summarised, the key issues for implementation highlighted, and the questions for future
research identified.

"We l ive and work in a hypercompetit ive economic landscape.  I t  is  more cr i t ical
than ever to have al l ies;  and this pr inciple appl ies equal ly  to businesses in
both goods- and services-based industr ies.  Al l ies can be local ,  internat ional  or
both;  and they can operate horizontal ly ,  in paral le l ,  upstream or downstream
to one’s  own business (or a l l  of  these) .  [Contracts]  can be short-term al l iances
– annual  or seasonal  – but are increasingly for longer periods.  Overseas
expansion often involves taking ‘minders ’  with the [company] ,  or f inding
al l iance partners in the chosen countr ies.  The minders can be as var ied as the
Austral ian Trade and Investment Commission (Austrade) ,  one’s  bank,  the
business ’s  auditor/chartered accountants or an internat ional  advert is ing
agency,  among others."

Ruthven Inst i tute (2019) Business Success :  In Br ief  the 12 Golden Rules
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This necessitates interf irm col laborat ion to achieve certain goals (e .g . ,  internal
development of  a speci f ic  service or a product)  not attainable or too cost ly  to attain
by a s ingle f i rm. I t  is  true that f i rms can rely  on market transact ions (e.g. ,
outsourcing)  for certain tasks that need not be internal ised or are cost ly  to execute,
but this  a l ternat ive has i ts  own costs as discussed below. Furthermore,  the
acquis i t ion of  some ski l ls  and capabi l i t ies may be possible only through close
observat ion and emulat ion of  the best players (Hamel ,  1991) .

Transact ion cost theory has been one of  the earl iest  and most inf luent ia l  frameworks
used by researchers to examine al l iances.  In general ,  transact ion costs consist  of  the
costs to plan,  adapt ,  and monitor the complet ion of  a task (Wi l l iamson,  1981) .  These
costs affect  the degree to which f irms rely  on market transact ions or internal ise
act iv i t ies (Wi l l iamson,  1991) .  Market transact ions incur search and negotiat ion costs
which vary with the levels of  information in the market ,  the complexity  of  the
intended trade,  and the scope for opportunism by the part ies involved.
Internal isat ion tr iggers manageria l  costs including incentives for performance.  As
alternat ive governance modes,  rel iance on market transact ions and internal isat ion
dif fer in the degree of  control  af forded to the f irm, adaptabi l i ty ,  and the incentive
intensity  ( i .e . ,  the strength of  incent ives offered for achieving performance targets)
within the f irm versus between f irms.  

Wi l l iamson (1991) proposes that under certain condit ions,  a “hybrid mode” of
transact ions – such as long-term contract ing,  reciprocal  trading,  and franchis ing –
wi l l  have lower costs and hence,  can be used as a more f lexible means of  transact ing
for f i rms.  Transact ion costs for hybrid modes are the costs stemming from
bargaining,  renegotiat ion,  and safeguarding contracts.  A “hybrid mode” of
transact ions is  less cost ly  under some condit ions because i t  largely preserves the
f irm’s autonomy and i ts  abi l i ty  to react independently  ( i .e . ,  without needing to
consult  with other f i rms)  to market demand and supply f luctuat ions,  but dampens
incentive intensity  due to contractual  obl igat ions set in place to safeguard the
contract ing part ies (Wi l l iamson,  1991) .  The hybrid modes of  transact ions are
expected to have lower costs within an intermediate range of  asset speci f ic i ty  and
when the environmental  uncertainty and the uncertainty regarding partner
reputat ion and  knowledge  appropriabi l i ty   is  low.  When  the  transact ion costs that  
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Asset speci f i ty  refers to the extent to which an asset would be valuable i f  deployed for other purposes (mainly in an
interf irm transact ion) .  For example,  plast ic  sheets have negl ig ible asset speci f i ty ,  whereas chip-making machines have
very high asset speci f i ty .  In the context of  asset speci f ic i ty ,  assets can be a physical  or a human asset .  Asset speci f ic i ty
can also be procedural ,  i .e .  when workf lows and processes are customised to the transact ion (Zaheer & Venkatraman,
1994) .  High speci f ic i ty  l imits the abi l i ty  of  part ies to f ind a second best transact ion and thus affects bargaining power.   
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that stem from these factors are high,  partners may f ind i t  benef ic ia l  to develop
relat ional  norms and trust  to reduce them.

Transact ion cost economics,  though very inf luent ia l ,  is  certainly  not the only
framework used by researchers to examine al l iances.  As Kogut (1988) notes,  in
deciding whether to form an al l iance,  a f i rm may act  strategical ly  rather than
according to a cr i ter ion of  minimising the sum of product ion and transact ion costs.  A
f irm that approaches interf irm col laborat ion strategical ly  wi l l  instead choose the
mode that enhances i ts  competit ive posit ion the most v is-à-v is  i ts  r ivals .  For
example,  a l l iances and networks may be establ ished to increase market share and
access new markets (Hagedoorn,  1993;  Hennart ,  1988) ,  or to be able to compete
against  a competing network of  f i rms (Das & Teng,  2002) .  Horizontal  a l l iances can
also be used to reduce the uncertaint ies that ar ise from unpredictable demand
condit ions (Burgers,  Hi l l ,  & Kim, 1993) .

Alternat ively ,  a f i rm may want to form an al l iance as a means of  expanding i ts
knowledge base (Kogut ,  1988) .  Strategic a l l iances may help the f irm to acquire
necessary ski l ls  more eff ic ient ly ,  reduce the innovat ion and product del ivery t ime
span,  expose i t  to new ideas and information,  and enhance organisat ional  learning
(Hagedoorn,  1993;  Hamel ,  1991;  McEvi ly  & Zaheer,  1999;  Powel l  et  a l . ,  1996) .  This
motive for col laborat ion has often been explored in later studies as part  of  the
resource-based v iew of  the f irm (RBV) .  RBV posits that a l l iances provide access to
partner-owned resources and thus have value-creat ion potent ia l  (Das & Teng,  2000;
Stuart ,  2000) .  These resources can be tangible or intangible,  such as human
resources,  R&D investments and technology,  financial  assets ,  and reputat ion.  RBV
considers the al l iances that enable the pool ing of  complementary assets or
capabi l i t ies especial ly  valuable (Dyer & Singh,  1998) .  This appl ies at  both the dyadic
al l iances level  and the al l iance networks level  (Chung,  S ingh,  & Lee,  2000;  Wassmer &
Dussauge,  2012) .

Considering the great number of  motives for col laborat ion,  some researchers have
classi f ied them under two broad categories:  explorat ion or exploitat ion al l iances
(Koza & Lewin,  1998) .  Explorat ion al l iances focus on discovering new opportunit ies
for wealth creat ion through innovat ion,  knowledge sharing,  bui lding new capabi l i t ies ,
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See Noordewier ,  John,  and Nevin (1990) ,  Gulat i  (1995) ,  Uzzi  (1997) ,  Zaheer,  McEvi ly ,  and Perrone (1998) ,  Artz and Brush
(2000) ,  and Robson,  Kats ikeas,  and Bel lo (2008) for related studies.  Relat ional  contracts can also mit igate the inabi l i ty  to
extend long trade credit  terms (Breza & Liberman,  2017) ,  which can help the f irm to better manage i ts  f inances and r isk
(see Rule 9 research note for more) .
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and entering new l ines of  business.  Exploitat ion al l iances aim at improving and
ref ining exist ing capabi l i t ies ,  increasing eff ic iencies,  achieving economies of  scale
through resource pool ing,  gaining access to new markets through partner networks,
or leveraging complementary resources control led by partners.  

An addit ional  domain for explor ing al l iances is  the internat ional  arena.  Each of  the
aforementioned motivat ions and del ineat ions also appl ies to cross-border al l iances.
The predominant al l iance form in terms of  research attent ion has been the
internat ional  jo int  venture ( I JV) .  I JVs are often portrayed as an alternat ive foreign
entry mode,  or organisat ional  form for foreign operat ions,  to whol ly-owned overseas
subsidiar ies (Anderson & Gatignon,  1986) .  As such,  I JVs have been cast  as a means
to faci l i tate knowledge transfer and learning (Ly les & Salk ,  1996;  Nippa & Reuer,
2019) ,  to overcome cultural  barr iers (T ihanyi ,  Gri f f i th ,  & Russel l ,  2005) ,  to mit igate
host government host i l i ty  to foreign ownership (Luo 2004,  2005) ,  as wel l  as reduce
transact ion costs and r isk (Buckley & Casson,  1998;  Hennart ,  2019) .  I JVs form part  of
the broader spectrum of cooperat ive organisat ional  and transact ional  forms which
f irms may adopt to bui ld advantages internat ional ly  (Hennart ,  2006,  2009;  Pitel is  &
Teece,  2018) .  These include non-equity a l l iances (e.g. ,  R&D consort ia ,  strategic
partnerships) ,  franchis ing (Dunning,  Pak,  & Beldona,  2007) ,  and l icensing (Aulakh,
J iang,  & Li ,  2013) .  Among the determinants of  mode choice here are desired speed of
entry ,  r isk appetite ,  and resource gaps (Casi l las & Moreno-Menéndez,  2014;  Chen,
Puig,  & Paul ,  2017) .

Strategic all iances and firm performance
Since col laborat ion among f irms take many forms and are forged for var ious
purposes,  their  impact on f irm performance has been invest igated by a number of
dist inct  but interrelated streams of  l i terature.  The two most populous research
streams invest igat ing interf irm relat ionships are the strategic a l l iances l i terature and
the networks l i terature.  Central  to the networks l i terature is  the concept of
embeddedness.  Bui lding on Marsden’s (1981) work,  Uzzi  (1996) posits that networks
are formed when f irms maintain “embedded t ies”  – ongoing and exclusive
relat ionships among a c losely knit  group of  f i rms cal led “structures”  – with one
another.  Network embeddedness then refers to the extent to which a f irm is
involved in a network of  interconnected interf irm relat ionships (McEvi ly  & Zaheer,
1999) .  The degree of  network embeddedness depends on the number of  direct  and
indirect  t ies maintained by the f irm.
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3 Indirect  t ies are the t ies connect ing the f irm to other organisat ions in the network with whom the f irm does not have
direct  t ies.



Firm performance as measured by innovat ive output
Given the importance attached in pr ior research to the impact of  interf irm
col laborat ion on a f irm’s innovat ive output ,  in this  review we discuss i t  in a separate
subsect ion.  In arguably the f irst  such study,  Shan,  Walker ,  and Kogut (1994) found
that the number of  strategic a l l iances between innovat ive but f inancial ly  constrained
startups and establ ished f irms was posit ively  associated with the number of  patents
issued to the startups in their  sample.  A l ikely  explanat ion for this  f inding is  that
such relat ionships al low the startups to better focus on innovat ive act iv i t ies as the
establ ished f irms provide other resources.  Baum, Calabrese,  and Si lverman (2000)
document s imi lar results in the Canadian sett ing.  More speci f ical ly ,  they provide
evidence that biotechnology startups forming al l iances with pharmaceutical
companies,  universit ies ,  government labs,  and research inst i tutes had higher rates
of patent ing and R&D growth in their  sample.

A common f inding in the l i terature is  that not only dyadic relat ionships between
f irms but a lso interf irm networks s igni f icant ly  af fect  innovat ion performance.  Powel l
et  a l .  (1996) argue and provide evidence that in an industry where the knowledge
base is  complex and the sources of  expert ise widely dispersed,  innovat ion is  more
l ikely  to happen through networks of  learning than in indiv idual  f i rms.  Consistent
with this evidence,  Hagedoorn and Duysters (2002) f ind that in a dynamic
environment,  where technology develops at  a rapid pace and i t  is  unclear which
(group of)  f i rms wi l l  be the main carr iers of  new innovat ions,  explorat ion al l iances
are l ikely  to have a greater impact on f irms’  patent intensity  than do exploitat ion
al l iances.  Furthermore,  Faems,  Van Looy,  and Debackere (2005) document a posit ive
effect  of  explorat ion al l iances on the success of  new products and exploitat ion
al l iances on the success of  improved (rather than new) products.

A potent ia l  impl icat ion of  these early  f indings is  that interf irm networks act  as
information conduits that faci l i tate knowledge exchange (Owen-Smith & Powel l ,
2004) .  Knowledge transfer through al l iances has also been documented to
signif icant ly  contr ibute to the success of  venture capital  f i rms (De Clercq & Dimov,
2008) .  To the extent that a l l iances foster innovat ion,  even indirect  t ies are benef ic ia l
in such networks as the f irm's partners br ing to the al l iance the knowledge and
experience obtained from their  col laborat ion with their  other partners (Ahuja,  2000) .
Consistent with this argument,  Ahuja (2000) f inds both direct  and indirect  t ies
posit ively  af fect  the patent ing rate of  US chemicals f i rms in his sample.  However,  the
relat ionship between indirect  t ies and patent ing rate is  moderated by the number of
direct  t ies.  
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Later studies in this  area have also provided evidence broadly support ive of  the
posit ive impact of  a l l iances on innovat ive output.  The factors found to be posit ively
associated with R&D and other al l iances include the real isat ion of  new products ,  the
presence and the turnover of  new or improved products ,  the probabi l i ty  of  achieving
product innovat ions,  and the degree of  novelty  in those innovat ions (Becker & Dietz ,
2004;  Faems et a l . ,  2005;  Nieto & Santamaría ,  2007) .  Based on an analysis  of
networks in the pharmaceutical ,  chemical ,  and automotive industr ies ,  Gi ls ing et  a l .
(2008) f ind that being at  the centre of  a network improves a f i rm’s innovat ion
performance only i f  the network density  is  suff ic ient ly  high and the f irm’s
technological  distance from its  partners is  low. Being at  the periphery of  networks
can also be benef ic ia l  at  a high level  of  technological  distance.  The authors explain
this result  as the peripheral  f i rms having a higher degree of  freedom to experiment
when they are at  a high technological  distance from partners.  One exception to
these f indings is  documented by Joshi  and Nerkar (2011) ,  who show that patent
pools inhibit  innovat ion in part ic ipat ing f irms.

There has been mixed evidence regarding how al l iances with competitors (co-
opetit ion)  af fect  innovat ion performance.  Using a sample of  smal l  and medium-sized
biotechnology f irms,  Quintana-Garcia and Benavides-Velasco (2004) provide some
evidence that co-opetit ion is  posit ively  associated with the number of  product l ines
and the number of  di f ferent technologies.  Belderbos,  Carree,  and Lokshin (2004)
f ind R&D col laborat ion with competitors posit ively  af fects the growth of  sales per
employee from products new to the market .  Nieto and Santamaría (2007) ,  however,
f ind no s ignif icant relat ionship between co-opetit ion and incremental  innovat ion and
a negat ive relat ionship between co-opetit ion and more novel  product innovat ion.
The mixed f indings can l ikely  be explained,  at  least  to a certain extent ,  by the
environmental  condit ions affect ing the success rate of  a l l iances with competitors.
For example,  Rita la (2012) f inds that co-opetit ion is  l ikely  to improve the al l ies ’
innovat ion performance under high market uncertainty ,  low competit ion,  and high
network external i t ies (e.g . ,  when the col laborat ion leads to better interoperabi l i ty
and compatibi l i ty  between the competing products) .
   
Firm performance as measured by account ing rat ios
While interf irm col laborat ions appear to posit ively  af fect  f i rms’  innovat ion
performance,   the evidence  on whether  they help  improve f irm prof i tabi l i ty  is  more 
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Patent pools refer to R&D consort ia whereby f irms part ic ipat ing in the consort ium agree to cross- l icense their  patents
to one another.
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mixed.  A survey of  the relevant l i terature suggests that a l l iances do have a
signif icant ly  posit ive effect  on prof i tabi l i ty ,  but the effect  is  usual ly  condit ional  on
some third factor.  Empir ical  evidence points to several  such mediat ing and/or
moderat ing factors,  which can be at  the al l iance level  (e .g . ,  d i f ferent types of
al l iances)  or at  the network level  (e .g . ,  network density ,  f i rm’s posit ion in the
network)  as discussed below. Relatedly ,  a l l iances are establ ished to overcome
dif ferent issues,  and the resolut ion of  some of  these issues may contr ibute to f irm
performance to a greater extent than others.  Hennart  (2006) speci f ies several
addit ional  factors that may affect  the performance of  an al l iance,  such as the
structure of  the al l iance,  strategies of  each al ly ,  industry structure,  interact ions
between managers,  and the resources and attent ion the al l iance receives from each
f irm.

The above conclusions assume l i t t le or no s igni f icant contr ibut ion to mixed results
of  research methodologies and data employed in pr ior research.  However,  i t  is  l ikely
that at  least  some of  the var iat ion across studies regarding the prof i tabi l i ty
impl icat ions of  a l l iances is  dr iven by sample-related issues such as industry-speci f ic
samples,  smal l  sample s izes,  and/or potent ia l ly  biased samples.  These issues may
play a role in shaping empir ical  results in not only prof i tabi l i ty  studies but a lso
market value studies.  Unfortunately ,  in many cases sample-related issues are
unavoidable as researchers need to col lect  the data on al l iances manual ly  or
through interviews,  which s igni f icant ly  l imits the s ize and scope of  samples used in
their  studies.  Moreover,  considering that f i rm character ist ics a lso affect  a l l iance
performance (Zaheer & Bel l ,  2005) ,  di f ferences across the set of  f i rm-speci f ic
controls employed in di f ferent studies may lead to inconsistent results .  F inal ly ,  to
the extent that i t  takes t ime before f irms can reap the benef i ts  from col laborat ions,
the insignif icant results may be driven by the relat ively  short  prof i tabi l i ty  windows
examined in some studies.  In l ight of  these factors,  i t  is  therefore possible that the
al l iance-prof i tabi l i ty  relat ionship is  stronger in the real  world.

Hagedoorn and Schakenraad (1994) is  arguably the earl iest  study to systematical ly
examine the prof i tabi l i ty  impl icat ions of  a l l iances.  Using a sample of  346 companies
in the electronics ,  mechanical  engineering,  and process industr ies ,  they f ind the
associat ion between the number of  strategic a l l iances and prof i t  margin to be
signif icant ly  posit ive only in the process industr ies.  Powel l  et  a l .  (1996) show that
col laborat ive R&D experience and the degree of  network central i ty  posit ively  af fect  a
f irm’s growth and chances of  going publ ic .  Based on data obtained from interviews
with managers,  Uzzi  (1996) f inds that embeddedness improves f irm performance but
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only up to a certain threshold,  beyond which performance is  negat ively  af fected.
Firms that connect to their  networks through embedded t ies tend to have higher
chances of  survival  than those that organise their  t ies through arm’s- length
contract ing.  However,  opt imal  networks are not composed solely  of  e i ther type of  t ie
but rather integrate the two.

Whether i t  is  the strength of  interf irm t ies ( i .e . ,  re lat ional  embeddedness)  or the
number of  such t ies/density  of  the network ( i .e . ,  structural  embeddedness)  that
matters for improving f irm performance is  examined in greater detai l  by Rowley,
Behrens,  and Krackhardt (2000) .  Their  results indicate relat ional  and structural
embeddedness are alternat ive ways of  reaping benef i ts  from al l iances,  and the two
provide l i t t le benef i t  for f i rm performance in combinat ion.  Addit ional ly ,  strong t ies
are found to be more benef ic ia l  in environments that demand a high degree of
exploitat ion,  whi le weak t ies are more benef ic ia l  in environments that demand a
relat ively  high degree of  explorat ion.  These f indings suggest that developing strong
t ies in networks with dense interconnect ions can be redundant and negat ively  af fect
f irm performance as the resources spent on maintaining such relat ionships can be
better ut i l ised elsewhere.  Bae and Gargiulo ’s  (2004) results provide further nuance
to these f indings.  They show that network density  is  benef ic ia l  to the f irm’s
prof i tabi l i ty  when i t  has partners with high power and extensive control  over key
resources,  but detr imental  otherwise.  

Several  studies have examined whether there are di f ferences in the impact of
interf irm col laborat ion on prof i tabi l i ty  across the di f ferent types of  a l l iances.  Stuart
(2000) argues that a l l iances are access relat ionships,  and hence,  their  ef fect iveness
depends on the partners ’  resource prof i le .  Consistent with this rat ionale,  he
provides evidence that f i rms with large or highly innovat ive al l ies are l ikely  to have
higher sales growth and innovat ion rates.  Baum et a l .  (2000) f ind that a l l iances with
pharmaceutical  companies,  universit ies ,  and research inst i tutes – but not those with
government labs – increased the revenue growth of  Canadian biotechnology startups
in their  sample.  Al l iances were l ikely  to y ie ld the highest benef i ts  when they were
arranged in a way that a l lowed access to more diverse information and capabi l i t ies.
The latter result  is  consistent with Goerzen’s  (2007) f inding that enter ing into
repeated partnerships – possibly  due to trust  – may be detr imental  to prof i tabi l i ty
(especial ly  in environments with great technological  uncertainty) ,  l ikely  because
repeated partnerships may lead to a lack of  non-redundant t ies that are important
for  accessing  a  diverse  set  of   knowledge  necessary  for  maintaining  competit ive   
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advantage.  Col lect ively ,  the results from these three studies may also indicate the
value of  the complementarity  of  partners ’  resources.  

Belderbos et  a l .  (2004) invest igate the impact of  R&D al l iances with competitors ,
suppl iers ,  customers,  and universit ies/research inst i tutes on the performance of  a
large sample of  Dutch companies.  Their  results indicate R&D col laborat ions with
suppl iers and competitors have a posit ive impact on the growth of  value added per
employee,  whi le col laborat ions with universit ies/research inst i tutes and competitors
posit ively  af fect  the growth of  sales per employee from products new to the market .
L in,  Yang,  and Demirkan (2007) dist inguish between explorat ion and exploitat ion
al l iances,  and examine whether i t  is  benef ic ia l  for a f i rm to focus on one type of
al l iances or pursue both (cal led the ambidextrous approach in the study) .  They show
that an ambidextrous approach is  l ikely  to improve f irm performance in uncertain
environments,  but so is  a focused approach in stable environments.  Moreover,  whi le
large f irms benef i t  from ambidexter ity ,  smal l  f i rms are better off  focusing on one
type of  a l l iance.  İnterest ingly ,  survey evidence from Gi ls  and Zwart  (2004) suggests
smal l  and medium-sized enterprises are more reluctant to form strategic a l l iances
out of  the fear of  losing competit ive edge due to sharing their  know-how. This is
despite the f inding that young and smal l  f i rms are l ikely  to benef i t  more from
partnerships with large and innovat ive f irms than do large and old f irms (Stuart ,
2000) .

S imi lar to the studies discussed above,  many of  the later studies also document
condit ional  results .  Using a sample of  30 internat ional  a ir l ines as their  sample,  Oum
et al .  (2004) f ind al l iances have a s igni f icant ly  posit ive impact on prof i tabi l i ty  only
when f irms have high- level  cooperat ion.  Arend and Amit  (2005) fa i l  to provide
signif icant evidence on the posit ive effect  of  a l l iances on return on assets (ROA) and
return on equity (ROE) .  On the contrary ,  their  results suggest a negat ive associat ion
between accounting returns and al l iance act iv i ty  when they control  for sel f -select ion
bias.  However,  they also document a posit ive associat ion between al l iance act iv i ty
and market valuat ion,  suggest ing that the negat ive effect  documented for accounting
returns might be short-term. Luo (2008) invest igates how economic integrat ion ( the
degree to which al l iance members interact  to determine an outcome joint ly )  af fects
al l iance prof i tabi l i ty  and f inds an inverted-U shaped effect ,  which is  consistent with
Uzzi  (1996) .  Furthermore,  as economic integrat ion increases,  trust  and procedural
just ice ( the extent to which managers consider the al l iance procedures that affect
their  f i rms’  gains and interests fa ir )  contr ibutes to prof i tabi l i ty  more strongly .
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With respect to the performance impl icat ions of  co-opetit ion,  Luo,  Rindf le isch,  and
Tse (2007) f ind that whi le a l ly ing with competitors can be benef ic ia l  for prof i tabi l i ty ,
the effect  becomes negat ive i f  such act iv i ty  is  too high.  A potent ia l  explanat ion for
this f inding is  that high- intensity  cooperat ion with competitors r isks transferr ing to
them valuable expert ise and proprietory information and leaves the f irm vulnerable
to opportunist ic  exploitat ion.  Later work by Rita la (2012) documents some of  the
condit ions under which co-opetit ion is  l ikely  to improve f irm performance.  His
results indicate that col laborat ing with competitors is  l ikely  to improve sales growth
and prof i tabi l i ty  under high market uncertainty or low competit ion or when there are
strong network external i t ies.  

Firm performance as measured by the market  value of  the f i rm
In the earl iest  study to explore the market value impl icat ions of  a l l iances,  McConnel l
and Nantel l  (1985) invest igate joint  ventures ( JV)  as an alternat ive to mergers.  Upon
examining the valuat ion impact of  136 JVs formed by 210 US companies,  they
document s igni f icant valuat ion gains fol lowing JV announcements by parent f i rms.
The study also f inds that the dol lar  value of  gains is  general ly  equal ly  div ided
between partners,  suggest ing more s igni f icant valuat ion gains for smal ler f i rms
(percentage-wise) .  Koh and Venkatraman (1991) corroborate these f indings,  and
further show that parents with partners operat ing in related business l ines and
parents with a high proport ion of  business operat ions related to a JV ’s  operat ions
tend to experience higher valuat ion gains.  These results are consistent with the
market value impl icat ions of  related versus unrelated diversi f icat ion in the context
of  mergers (see Rule 1 research note) .  Chan,  Kensinger,  Keown, and Mart in (1997)
document a s imi lar ly  posit ive market response to non-equity strategic a l l iances
(both horizontal  and non-horizontal  a l l iances) .  Market value gains from establ ishing
al l iances appear to be greater for f i rms with greater a l l iance experience and a
dedicated al l iance funct ion (Anand & Khanna,  2000;  Kale,  Dyer,  & Singh,  2002) .

Two studies have examined whether the market react ion to the announcements of
strategic a l l iances di f fers across di f ferent types of  a l l iances.  Park and Kim (1999)
posit  that s ince industr ies become more competit ive as a result  of  g lobal isat ion,
more f lexible forms of  a l l iances become more valuable in g lobal  industr ies.
Consistent with this argument,  they f ind that in g lobal  industr ies abnormal stock
returns to partners forming non-JV al l iances are higher than those to partners
forming JVs.  However,  the authors fa i l  to f ind s igni f icant evidence that JVs are
signif icant ly  more valued than non-JVs in mult i -domest ic  industr ies.  
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Das,  Sen,  and Sengupta (1998) focus on market ing versus technological  a l l iances.
Market ing al l iances help f irms to st imulate demand,  whi le technological  a l l iances
help to reduce (transact ion and f ixed)  costs ,  faci l i tate knowledge transfer ,  and
protect against  knowledge appropriat ion by competitors.  The results indicate a
signif icant ly  posit ive market response to technological ,  but not to market ing,
al l iances.  This result  is  consistent with those from Chan et a l .  (1997) that horizontal
al l iances involv ing the transfer or pool ing of  technical  knowledge appear to produce
larger market value gains than market ing al l iances.  These f indings can be explained
by technological  a l l iances s ignal l ing a search for complementary resources to
improve competit iveness (Das et  a l . ,  1998) .  Das et  a l .  (1998) further f ind that the
documented effect  is  more pronounced for smal l  f i rms,  which is  consistent with the
earl ier  market valuat ion studies discussed above and with Stuart ’s  (2000) f indings
that smal ler f i rms experience greater innovat ion and sales growth benef i ts  from
strategic a l l iances than do large f irms.
 
The impact of  network resources on market valuat ion has been examined by two
studies.  Upon analysing the al l iance portfol ios of  367 US software companies,  Lavie
(2007) f inds that the network ’s  market ing and f inancial  resources posit ively  af fect  a
f irm’s market value.  Partners ’  technology resources and employee count,  however,
do not appear to have a s igni f icant impact on a f irm’s market value.  Although the
latter result  is  seemingly inconsistent with Stuart ’s  (2000) f inding that large and
innovat ive f irms make better a l l iance partners,  Lavie (2007) argues that in Stuart ’s
sample (semiconductor industry)  di f ferent types of  partner resources can be
considered complementary ,  and in both studies results suggest the gains derived
from network resources increase in the complementarity  of  shared resources.  Lavie
(2007) a lso f inds that a f i rm’s market value suffers when i ts  partners have a greater
number of  a l ternat ives to al ly  with,  which is  consistent with Bae and Gargiulo ’s
(2004) arguments that non-subst i tutable partners can exploit  their  power on their
al l ies to extract  addit ional  benef i ts .

The interpretat ion emphasiz ing the value-enhancing role of  resource
complementarity  in a l l iances is  consistent with that provided by earl ier  studies such
as Chan et a l .  (1997) and Das et  a l .  (1998) as wel l  as the f indings from Wassmer and
Dussauge (2012) .  Wassmer and Dussauge (2012) provide evidence that investors
reward al l iances with partners whose resources can be synergist ical ly  combined with
the f irm’s own resources and the resources accessible through the network.
Simi lar ly ,  investors penal ise f irms for enter ing into al l iances that lead to
subst i tutable resource combinat ions.   
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Internat ional  Performance
The extensive l i terature explor ing the al l iance choices of  f i rms as they
internat ional ise has wrest led with the l ikely  performance effects.  F irst ,  there is  a
range of  possible performance measures.  Zhao,  Ma,  and Yang (2017) ,  in their  meta-
analysis  of  30 years of  studies of  the entry mode-performance relat ionship,
dist inguish three groups of  performance measures:  ( i )  manageria l  (e .g . ,  perceptions
of a subsidiary ’s  performance relat ive to expectat ion,  reputat ion,  survival  rate) ;  ( i i )
f inancial  (e .g . ,  prof i tabi l i ty ,  return on assets ,  return on sales) ;  and ( i i i )  operat ional
(e.g. ,  market share,  qual i ty ,  product iv i ty ) .  This diversity  of  measures ref lects the
complexity  of  try ing to establ ish the effects of  a choice at  a business unit  level ,  and
where the strategic expectat ions are not c lear.  Second,  the choice to use an al l iance,
and the subsequent select ion between al l iance types,  are highly cont ingent.  Among
the contingencies are both internal  considerat ions,  such as the f irm’s broader
strategic intent ,  knowledge,  resources and connect ions,  and external  factors,  such
as the host country ’s  inst i tut ions,  competit ive environment,  and resource bases.

Not surpris ingly ,  the performance f indings are thus mixed.  Giachett i ,  Manzi ,  and
Colapinto ’s  (2019) meta-analysis  of  133 studies shows support for c la ims that
greater control  of  the foreign operat ions ( i .e . ,  whol ly-owned subsidiar ies or I JVs with
higher ownership stakes)  outperformed lower control  a l l iances.  They also found a
range of  cont ingencies (or boundary condit ions) ,  the most substant ia l  being that
these effects are stronger when entering developing,  as opposed to developed,
economies.  The theoret ical  argument here is  that there is  a greater r isk of
deleter ious opportunist ic  behaviours by al l iance partners in such environments,  or
fewer protect ions i f  such problems ar ise,  and that greater control  can protect the
f irm. A meta-analyt ical  study by Zhao et a l .  (2017) draws a more nuanced conclusion.
They f ind no overal l ,  consistent entry mode-performance relat ionship.  Rather,  they
f ind support for the arguments made by Brouthers (2002,  2013) and Shaver (1998)
that performance effects are hidden by an endogeneity issue.  Put s imply ,  we only
see posit ive performance outcomes from choosing an al l iance (or not)  when that
choice is  consistent with the matching contingencies at  the f irm, strategy,  and
locat ion level .
 
Conclusions and future research opportunities
No single organisat ion has al l  the internal  capabi l i t ies required for sustainable
success.  Interf irm col laborat ions are a f lexible means of  transact ing that a l lows the
f irm to work towards goals that are di f f icult  or too cost ly  to achieve internal ly ,  whi le
affording  i t   a   higher  degree  of   control   than  outsourcing.    A l l iances can  reduce 
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transact ion and product ion costs and al low the partnering f irms to take advantage of
complementary resources,  thus expanding their  resource pool  and knowledge base.
Due to their  f lexibi l i ty  and benef i ts ,  a l l iances are increasingly used by f irms for a
great var iety of  tasks that were predominantly  performed internal ly  unt i l  recently .
Often they are also an eff ic ient entry mode into foreign markets ,  making al l iances an
important tool  in internat ional isat ion.  However,  a l l iances br ing with them certain
r isks,  which may have s igni f icant negat ive effects on f irms’  chances of  survival .  These
risks include weaker IP appropriabi l i ty  and the increased l ikel ihood of  knowledge
leakage,  especial ly  in col laborat ions with competitors.
 
Of the performance metr ics we examined in this  review,  the success rate of  entr ies
into foreign markets ( i .e . ,  internat ional isat ion)  had the weakest l ink to al l iance
act iv i ty ,  whi le innovat ion had the most consistent ly  posit ive associat ion with al l iance
act iv i ty .  The latter f inding is  l ikely  dr iven by the role of  dyadic relat ionships in
expanding the partners ’  knowledge base and the interf irm networks act ing as
information conduits that faci l i tate knowledge exchange.  An advantage of  networks
over dyadic relat ionships is  that even indirect  t ies add value.  However,
environmental  factors may interact  with the al l iance type to produce outcomes that
are not a lways consistent with this overal l  conclusion.  Network character ist ics (e .g . ,
network density ,  the f irm’s posit ion in the network)  can also inf luence the strength
of this  relat ionship.  

Results regarding the posit ive impact of  a l l iances on f inancial  performance and
market value are more mixed and general ly  cont ingent on factors such as f irm size,
a l l iance type,  network character ist ics ,  the strength of  the relat ionship,  and
environmental  condit ions.  Nevertheless,  some common themes are ident i f iable
based on the evidence from this dense l i terature.  F irst  and foremost ,  an al l iance is
l ikely  to be more benef ic ia l ,  and is  v iewed as such by investors,  when i t  faci l i tates
access to more diverse information and capabi l i t ies and when the ski l ls  and
resources of  partners are complementary in nature ( i .e . ,  when they can be
synergist ical ly  combined) .  Consistent with this reasoning,  jo int  ventures are valued
more highly by the market when the partners operate in related l ines of  business.
This f inding is  a lso support ive of  the c la ims posited by RI  Rule 1.  Second,  smal l  f i rms
are l ikely  to benef i t  from al l iances to a greater extent than larger f i rms.  Third,  there
appears to be a threshold level  of  a l l iance density  and col laborat ion strength beyond
which al l iances are detr imental  to f i rm performance,  especial ly  when forming
al l iances with competitors.  L ikely  causes include the di f f iculty  of  effect ively
managing  relat ionships  as  they increase in number and the greater l ikel ihood of  IP     
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leakage.  Trust in interf irm col laborat ions can help mit igate some of  these r isks.
F inal ly ,  the greater the number of  a l ternat ives a partner has,  the lower the gains
from the al l iance for the focal  f i rm. Put di f ferent ly ,  i t  helps to be a non-subst i tutable
partner.  

Clear ly ,  there is  a wide range of  a l l iance opportunit ies for f i rms,  domest ical ly  and
when venturing offshore.  Intuit ively ,  some of  these are l ikely  to be value-enhancing,
albeit  subject  to certain cont ingencies.  As each prior study focuses on a l imited set
of  moderators and mediators,  i t  is  not immediately  c lear i f  control l ing for mult iple
contingencies would have a s igni f icant impact on some of  the inferences.  A meta-
analyt ical  study in this  space can shed more l ight on this issue.  Our summary has
also highl ighted the strong posit ive l ink to innovat ion,  which Rule 4 tel ls  us has a
performance effect .  L ikewise,  i t  appears al l iances can serve as a form of outsourcing
(consistent with Rule 7)  and as a complement to focus (Rule 1) .  We thus recommend
including measures of  a l l iance act iv i ty  (e .g . ,  network embeddedness)  in studies of
the performance effects of  outsourcing,  focus,  and/or innovat ion.  Alternat ively ,  the
mixed results we report  on al l iance effects could wel l  ref lect  the fa i lure of  many
studies in this  l i terature to recognise the l ikely  interact ions with the three rules
above.  In this  context ,  i t  would also be interest ing to see whether the al l iance type
and the success rate of  di f ferent a l l iance types change as the industry goes through
stages (e.g. ,  are explorat ion al l iances more fruit ful  in the growth stage,  whi le
exploitat ion al l iances more benef ic ia l  in the maturity  stage) .

One area that has received surpris ingly l i t t le attent ion in the strategic a l l iances
l i terature is  how al l iances affect  f i rms’  borrowing costs and abi l i t ies.  I f  maintaining
al l iances posit ively  af fects the partners ’  survival  chances and performance,  then i t  is
l ikely  to affect  their  abi l i ty  to raise funds,  cost  of  borrowing,  and/or the structure of
their  debt contracts as wel l .  In fact ,  anecdotal  evidence and credit  rat ing
methodologies suggest the potent ia l ly  posit ive impact of  a l l iances on credit  rat ings
(F itch Rat ings,  2020;  S&P,  2019) .  Another potent ia l ly  fruit ful  research opportunity
l ies in the comparison of  a l l iance performance between publ ic  and private f irms,
because as agents,  managers may have di f ferent object ives and incentives from
private owners.  They may also join unprof i table al l iances or leave good ones under
market pressure.  F inal ly ,  future research may invest igate whether and how the
al l iance structure and outcomes have changed in the new age economy as the rapid
developments in information technologies al lev iate communicat ion chal lenges.  
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