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Abstract

Consideration of cost and resource benefits
generated from an alliance have prevailed the
theoretical and empirical research about strategic
alliances and value networks/ webs. As research in the
area advances, strategic and financial theories, such
as Game Theory and Real Options Theory, set the
groundwork for investigating the anticipated strategic
value for IT-based alliances. This paper presents the
theoretical consideration of a research stream building
on the premise that strategic value affects not only the
formation of alliances but also their governance,
denoting the level of commitment that partners wish to
have with each other. The paper provides a
theoretically-based conceptualization of the expected
alliance value and discusses a set of research
propositions and hypotheses on the direct and indirect
impact of firms’ value expectations on their preference
for the alliance governance mode. Finally, using
evidence from a case study, it identifies the role of
value expectations in an alliance’s shift from contract-
based agreement to joint venture.

1. Introduction

Whereas factors affecting alliance formation and
governance have received abundant attention, the
dynamic processes that underlie alliances have
received relatively scant interest [21]. Yet, the large
number of alliance failures suggests that there is a gap
between the prospect of alliance formation and the
practice of alliance management [43]. Research
providing a theoretical explanation for interfirm
collaboration failures uses argumentation from two
major theoretical perspectives: the Transaction Cost
Economics theory and the Resource-based View of the
firm. More recent work has adopted a more integrative
stance, based on an understanding that the transaction
costs incurred in the exchange of resources are not
independent of the nature of resources to be transacted
and, similarly, the returns realized from these resources
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are not independent of the transaction-specific
expenditures incurred in effectively combining them
and maintaining their combination [26]. The key
premise of such work is that viability in alliances is
based on the net value of the collaborative transaction.
Rather than efficiency through economizing on
transaction costs, the value perspective approaches the
alliance-related decisions in terms of cost effectiveness
with respect to their value capturing capacity.

The prime motivation firing this research has been
to investigate the value, along with the resource and
cost, aspect of governance in IT-based alliances.
Discussion on alliance governance mostly concerns the
common dichotomy of equity versus non-equity
alliances ([17], [30], [31], [32], [37]). Whereas equity
alliances include joint ventures and minority equity
alliances, non-equity alliances refer to all other
contractual arrangements that do not involve equity
exchange. Equity alliances are conceived as quasi-
hierarchies, since they rely more on hierarchical
governance mechanisms, while non-equity alliances
are conceived as quasi-markets [31], since they rely
more on arm’s-length market transactions.

Figure 1 illustrates the three principal alliance
governance modes, as described above, at a continuum
of increasing hierarchical control and partners’ degree
of interdependence. At the one end we set joint
ventures, which involve partners creating a new entity
in which they share equity, and at the other end we set
contractual agreements, alliances with no sharing of
equity and only a few hierarchical controls built into
them. In between, we can find minority alliances in
which firms agree to cooperate by possessing minority
equity in each other.
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Figure 1. The three principal alliance
governance modes
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We postulate that managers of IT-based firms
decide on the most efficient governance mode based
on their expectations at the time of the alliance
inception for the type and degree of value (net
benefits) to be captured from each alternative alliance
governance mode. The value aspects can be expressed
by theories examining the potential for value capture,
such as Game Theory and Real Options theory under
conditions of either endogenous or exogenous
uncertainty. The prime research intention is to specify
factors sourced from these theories, investigate their
interaction with the governance decision, and finally
build a decision model able to explain how IT-based
firms make up their minds on the governance mode of
an alliance.

2. Background Theories

Several studies of strategic alliances have relied on
Game Theory to explain the individual behavior of
partners in a strategic alliance, especially when this
alliance involves some conflict of interests. A key
assumption underlying Game Theory is that the players
(partners) are rational and their primary objective is to
maximize utility; that is the value gained from the
alliance implementation. Apart from Game Theory,
Real Options Theory has also underlined the influence
of unveiled future opportunities on firms’ expectations
from strategic investments. Following the same
approach, we argue that firms will make investment
decisions based on the expected payoffs that may arise
from the choice of a specific governance mode.

While Game Theory addresses the endogenous
uncertainty deriving from partners’ behavior, Real
Options Theory deals with the exogenous uncertainty,
which results from changes in one or more
environment-related dimensions, such as market
demand, technology status, national or international
regulatory framework. Nevertheless, both types of
uncertainty are necessary in explaining the alliance-
related behavior of firms within  IT-based
environments.

2.1. Game Theory

Game theory is a theory of rational decision in
conflict situations. A key assumption underlying the
structure of game theory is that the players in a game
are rational, and their primary objective is to maximize
utility [39]. Game theory views strategic alliances as
“relatively enduring inter-firm cooperative
arrangements, involving flows and linkages that utilize
resources and/or governance structures from

autonomous organizations, for joint accomplishment of
individual goals linked to the corporate mission of
each sponsoring firm” [33].

Companies enter alliances for a wide variety of
strategic motives, using diverse organizational forms
and legal structures. Game theory adopts a time
dynamic approach for explaining firm behavior in
alliance formation and performance [39]. Dynamic
changes in the internal and external environments of
firms may alter the initially estimated payoffs and
force alteration of the alliance.

Much like Transaction Cost Economics, which
emphasizes on the probability for opportunistic
behavior of a partner, Game Theory analyzes the
behavior of partners and their tendency to cheat in
order to maximize their individual gains at the expense
of others. This incentive creates high instability, which
renders the selection of alliance governance structure
by a firm even more critical. The risk of exposure to
the other party’s possible opportunistic behavior may
be counterbalanced by selecting a governance mode
that forces both partners to invest non-recoverable
resources and promotes goal congruence [34]. Under
the prospective for an iterative cooperation between
partners, firm estimations for the future alliance gains
are affected by their current actions. Thus, the firm
decision over the preferred alliance governance mode
is determined by the future benefits or risks that it
anticipates (‘shadow of the future’ effects) as well as
on their partner’s behavior in previous iterations of the
alliance (‘shadow of the past’ effects) [34].

2.2. Real Options Theory

Real Options Theory concerns the manner in which
investments create value through operating flexibility.
In recent years, real options have emerged as a
compelling approach to modeling and evaluating
strategic  opportunities  created through early
investments in uncertain environments [40]. Using
option-pricing models, it is possible to quantify these
opportunities and indicate when these options should
be optimally exercised [7].

Real options analysis has been extensively used to
value interorganizational partnerships and related
investments in Information and Communication
Technology (ICT). Under such an application, joint
ventures have been modeled as options to acquire the
venture and expand in response to future technological
and market developments [23]. Several other works
([24], [5]) focus on comparing as well as identifying
links between Real Options Theory and other theories
used in explaining alliance-related decisions, such as



Transaction Cost Economics, Resource-based View of
the firm and Organizational Learning.

Two key assumptions underlying the real options
perspective are that: a) managers are able to write
contracts that provide implicit or explicit claim of
partners on future, follow-on opportunities, and b) it is
possible to specify a priori a distribution of expected
returns associated with an alliance [24]. An important
implication of these assumptions is that the value that
an alliance incurs may be divided into two parts: the
present value deriving from current access to the
partner’s resources and skills, and the expected value
derived from discretional future opportunities. As
such, firms may choose governance modes in a
dynamic fashion in anticipation of future opportunities.

The real options logic suggests that the critical
objective of firms making governance choices under
conditions of exogenous uncertainty is the
maintenance of their flexibility. The maintenance of
flexibility under conditions of high exogenous
uncertainty becomes a governance issue, since some
governance modes are less flexible than others. In
particular, it is generally assumed that it is more costly
for firms to alter hierarchical forms of governance in
response to the change of the uncertainty level in an
exchange than it is to alter less hierarchical forms of
governance [23]. Altering hierarchical forms of
governance involves changing numerous explicit and
implicit contracts that constitute this form of
governance [27]. Changing less hierarchical forms of
governance involves altering a smaller number of
usually explicit contracts. This reasoning suggests that,
under conditions of high exogenous uncertainty in an
exchange, firms will opt for less hierarchical forms of
governance [5].

While Real Options Theory argues that there is in
some cases value in flexibility, it also addresses the
trade off between flexibility and its risks, and therefore
it addresses the question whether it is worth to
maintain flexibility or not. Thus, under conditions of
high endogenous uncertainty (i.e. threat from partners’
self-affected activities), Real Options Theory opts for
less-flexible and more protective alliance governance
forms of alliances, such as minority equity alliances
and joint ventures.

3. Research on Value Creation and
Capture

Compared to traditional partnerships, such as
buyer-seller business relationships, strategic alliances
urge managers to take a broader view of value creation
focusing on a wide range of outcomes (not only

economic but also outcomes related to their initial
objectives for entering an alliance). Conventional
wisdom encourages managers to look for value
creation potential in the initial design of the alliance
and in terms of governance [13].

Alliances can create value in different ways
depending on the growth goal that they serve.
Different paths to value creation naturally affect the
firm expectations for value capture, which in turn
affect the ways in which alliances should be designed
and managed. Thus, a first step in designing a strategic
alliance is to identify the value creation logic based on
the firm growth goal and its motives for entering an
alliance.

Prior alliance research has assessed value creation
in alliances in several ways. One way is in terms of the
extent to which the partnering firms’ managers are
satisfied with the outcome of the alliance and are
satisfied by the firms’ ability to meet their strategic
objectives specific to that alliance. Another measure
concerns the abnormal stock market gains for the
partnering firm(s) [1]. This last measure has also been
used by Ethiraj et al. [15] to measure the value creation
of alliances in the e-business environment. The
observed marginal value creation was explained by
two reasons; a) there is great uncertainty about the
exact future and viability of many e-businesses, and b)
alliances may be considered as necessary but not
sufficient condition for competitive advantage in such
hypercompetitive environments. These two reasons
seem to be valid not only in the e-business but also in
other emerging IT-based industries, such as the mobile
and wireless networks industries to which our case
study in Section 6 refers.

4. Conceptualization of VValue Expectations

This research conceptualizes the firm’s expectations
on alliance value capture under the Expected Alliance
Value (EAV) construct. This is defined as a multi-
dimensional construct used to measure the expected
benefits incurred for an organization from its
participation in a strategic alliance. EAV items can
also be considered as strategic motives towards
alliance formation. The conceptualization of EAV
includes a list of cost-economizing and strategic
positioning motives, derived from the literature ([18],
[19], [47], [48]). In order to set a structure in the
extended list of motives met in the strategic alliance
literature, we have used Contractor and Lorange’s [10]
framework for strategic contributions of cooperative
arrangements. As result, we identified the following
seven principal sources of strategic benefits; 1) risk



reduction, 2) economies of scale, 3) complementary
resources, 4) co-option, 5) social expansion, 6)
vertical integration, and 7) learning. The only
significant change from the original classification is on
the replacement of the ‘trade barriers’ group of
benefits by the more commonly met strategic
motivation of ‘learning’ partners’ exceptional
capabilities through allying ([8], [16], [44]). The
learning motivation for engaging in alliances has been
a growing theme in recent literature, particularly in
technology-based alliances (e.g., [22], [9]).

Table 1. Dimensions and Iltems of the
Expected Alliance Value (EAV) measure

Risk Reduction

1. Share market risk (i.e. production of new or
differentiated products/services)

2. Share technological risk (i.e. development of
technologically advanced products/ services)

3. Increase flexibility to rapid market and
technological changes

Vertical Integration

4. Enable provision of products/ services in lower
prices

5. Improve quality of after sales support

6. Expand service delivery in new channels

7. Benefit from partner’s strong brand name

8. Reduce time-to-market

Complementarity

9. Exploit complementary resources

10. Extend products/services range (new
products/services)

Learning

11. Gain access to the partner’s resources

12. Internalize partners’ capabilities (e.g.
technological, production, marketing)

13. Deploy new skills and knowledge

17. Improve quality of products/ services

Co-option

15. Differentiate existing product/services (new
features)

16. Deter entry of competitors

Economics

17. Economize on the sum of production and
transaction costs

18. Increase Return On Asset (ROA)

19. Increase market share

Expansion

20. Increase knowledge about the partner and its
social network (e.g. suppliers, complementors) for

formation of new alliances in the future

5. Research Model

According to Real Options theory, the first and
simplest means through which organizational
governance decisions may create value is through the
option to defer investment. In this research, investment
is used to denote partners’ contribution of both capital
and resources/skills to their strategic alliances. The
required investment grows as partners’ governance
preference scales from non-equity to equity alliances,
and more specifically from contractual agreements
(either relational or recurrent) to joint ventures.

When investments in alliance structures are
irreversible, that is they cannot be fully recovered
without incurring some considerable costs, and the
future value of these investments is uncertain, Real
Options theory indicates that committing prematurely
may impose considerable risks. In these situations,
there is value associated with the option of waiting for
new information that might affect the desirability or
timing of the investment. The ability to delay or defer
an irreversible investment can thus be an important
source of flexibility ([28], [36]) and the economic
value associated with this flexibility may suggest
deferring investment even if the net present value
associated with the project is positive. Real Options
theory recognizes the expected value associated with
this latter flexibility and indicates that, under
uncertainty, it may be optimal to utilize market-like
mechanisms that provide greater flexibility. As already
argued in Section 2.2, this flexibility is desired only
under conditions of low uncertainty that derives from
prospective opportunistic behavior of any of the
involved partners.

Proposition 1: Managers’ expectations for the
alliance value affect the firm preference for an
alliance governance mode.

H1: Under conditions of high exogenous
uncertainty and low endogenous uncertainty, the
expected alliance value is positively related to
preference for flexibility, and thus for quasi-
market alliances.

This research adopts a value approach towards
providing an integrative model of preferred alliance
governance mode. Such an approach has been
proposed by Zajac and Olsen [49] as an opportunity
for future research towards providing a more efficient
framework to explain the wvariety of inter-
organizational strategies as a function of their expected
value. The theoretical proposition of this research does
not discard the impact of key antecedent factors



(organizational,  environmental,  alliance-specific)
identified from prior research [35]. Instead, it
considers them as independent variables of both the
Expected Alliance Value (EAV) and the governance
mode. Moreover, the Expected Alliance Value is
considered as independent variable of the governance
mode. Thus, EAV is considered as mediator of the
impact of several antecedent factors on the governance
mode (Figure 2).

More specifically, we argue that organizational,
environmental and alliance-specific factors can - not
only directly but also indirectly - affect an alliance-
related decision through managers’ expectations for
the alliance value at the initiation phase. Specifically,
we contend that strategic managers’ value expectations
are formulated based on their organization’s current
status and vision, the conditions of the environment
(industry, market) to which they operate, as well as
their organization’s relationship (compatibility and
history) with the candidate partner. The following
proposition summarizes the above arguments.

Proposition 2: The relationship between
environmental factors (environment uncertainty,
competition intensity) and preferred alliance
governance mode is mediated by the expected
alliance value.

Proposition 3: The relationship  between
organizational factors (firm size, competitive
position, strategic orientation) and preferred
alliance governance mode is mediated by the
expected alliance value.

Proposition 4: The relationship between alliance-
specific factors (partner compatibility, competitive
relationship, alliance history) and preferred
alliance governance mode is mediated by the
expected alliance value.

Managers’ strategic decisions are often challenged
by high levels of uncertainty, usually regarding either
the market demand or the technology evolution. To
address the challenges of uncertain environments,
firms are more liable to form strategic alliances as a
strategy towards sharing and thus decreasing risk for
the concerned firm [47]. Real option analysis suggests
that, under conditions of uncertainty, current
investments, including commitment of resources in
strategic alliances, create many valuable follow-on
opportunities or growth options, which can be more or
less specified a priori [24].

H2a: Perceived environment uncertainty is
positively associated with managers’ expectations
for the alliance value.

Strategic alliances constitute a response to the
perceived threat of hyper-competition [6] enabling
firms to gain competitive capabilities through co-
option or/and leveraging co-specialized resources
or/and gaining competence through internalized
learning. These options denote the three value creation
logics, co-option, co-specialization and learning,
discussed by Doz and Hamel [13]. Thus, as the
competition intensifies, managers think of strategic
alliances as value-promising vehicles towards attaining
their competitive strategies.

H2b: Perceived competition intensity is positively
associated with managers’ expectations for the
alliance value.

There is both theoretical and empirical evidence
provided by Dalziel [11] on the type of benefits that
large and small firms seek to capture through alliance
formation. On the one hand, large firms are motivated
to enter an alliance by expecting to decrease speed to
market, and thus accelerate innovation, and increase
their scope by extending either their product portfolio
or their target markets. On the other hand, small firms
are incited to partner with other firms under the
prospect of gaining access to complementary resources
and capabilities, as well as increasing their credibility.
In the case of asymmetric alliance, large firms are
mostly concerned on protecting their core competence
and brand name from their small-sized partners’
opportunistic behavior, even under the threat of
possibly losing benefits provided by open exchange.
However, small firms are more interested in increasing
the follow-on opportunities, provided by their
investment in a strategic alliance. We hence have the
following hypothesis:

H3a: Firm size is negatively associated with
managers’ expectations for the alliance value.

Eisenhardt and Schoonhoven [14] have found that
alliances are more likely to be formed when both firms
are in vulnerable strategic positions (i.e. in high need
for resources) or when they are in strong social
positions (i.e. possess valuable resources to share).
Given that this research defines strategic position in
terms of the competitive advantage that a firm
possesses over its rivals, competitive advantage may
incur from possessing a scarce resource and capability
profile, holding a superior marker share, or even
having an outstanding performance. The greater the
firm’s current competitive position, the narrower the



margins of reinforcing it significantly through the
alliance, and thus the lower their expectations for the
alliance value.

H3b: Firm competitive position is negatively
associated with managers’ expectations for the
alliance value.

The underlying motivation to enter interfirm
cooperation of any form is that companies can achieve
together such targets that they would not be able to
achieve alone [26]. Cooperation is believed to combine
the advantages of wvertical integration and scale
economies in merging resources but keeping individual
companies focused on their core competence [48].
Alliances are increasingly made not just to achieve
vertical but also horizontal integration [29]. While
vertical or horizontal integration may create value by
exploiting any complementary or excess valuable
resource (e.g., [45], [46]), recent conceptual ([38], [4])
and case study research [3] describes situations where
alliance decisions seem to be driven by a firm’s ability
to leverage its core competence into adjacent value
chain activities, thus implementing a diversification
strategy.

H3c: Firm strategic orientation towards
diversification and integration is positively
associated with managers’ expectations for the
alliance value.

Value generated from alliances is enhanced when
partners have different resource and capability profiles,
yet share similarities in their social institutions [41].
Social incompatibility may lead to an inability on the
part of the partners to develop a harmonious
relationship, and thus negatively influence their
expectations for value generated from the alliance.
Higher levels of stress, and thus lower expectations for
value, result for managers when the partnering entities
attempt to blend incompatible values, norms, and
capabilities in an alliance [12]. Moreover,
organizational differences hinder role socialization
[42], thus making it more difficult for interfacing
managers to work together, which also has a negative
impact on their expectations from the alliance.

H4a: Partner compatibility (resource
complementarity,  operational and  social
compatibility) is positively associated with

managers’ expectations for the alliance value.

Anderson and Narus [2] argue that *“compatible
partners working together in pursuit of mutually
agreed strategic goals develop a strong feeling of
‘chemistry’, which results in satisfaction with the
alliance”. Instead, the existence of a competitive

relationship may hinder the pursuit of a common goal
and raise the perceived threat of partners’ opportunistic
behavior. Doz and Hamel [13] suggest that the more
compatible the long-term strategic interests of the
partners, the less likely they are to embrace unrealistic
value expectations.

H4b: Partner competitive relationship s
negatively associated with managers’ expectations
for the alliance value.

The existence of long cooperative history between
the allying firms is one of the most commonly referred
sources of inter-firm trust. Mutual trust develops as
partners get involved in more partnerships, being either
direct or indirect through common third-parties, and
increase their level of commitment in them (i.e. share
equity to each other or develop a joint equity) [17].
Mutual trust deters opportunistic behavior and has
efficiency implications, which involve potential
reduction of transaction cost and emergence of value
enhancing opportunities [25].

H4c: Alliance history is positively associated with
managers’ expectations for the alliance value.

The following figure illustrates the direct and
indirect effects that are postulated within this research.
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Figure 2. Direct and Indirect Effects of EAV

6. Evidence from a Joint Venture in the
Wireless Networks Industry

Case study has traditionally been applied to
exploratory studies, which aim at building rather than
testing hypotheses [20]. In this research, we apply the
case study method in order to confirm the applicability
and usefulness of the EAV concept, as well as its



related dimensions, in explaining the preference of a
firm first for a quasi-market and then for a quasi-
hierarchy mode of an alliance.

Case study research requires data collected from
multiple sources, so that the goal of data triangulation
is achieved. One way to collect data from multiple
sources is to use more than one data collection
methods [20]. In this research, we applied three data
collection methods; a) documentary evidence, b)
interviews, c) questionnaire. The first method involved
collecting and scrutinizing electronic material collected
via the company or third-party (e.g. press or portal)
sites. Such material included press releases on the
examined alliance, company profiles, company
announcements, and other information regarding the
company’s collaboration activities. Following the
collection of documentary evidence, we conducted
interviews with key managers of the two investigated
companies.

On the 13™ of July 2005, Unisystems and Nortel
announced their collaboration agreement for the
establishment of a new company called UNINORTEL,
providing marketing and support services for the
Nortel telecommunication and networking solutions in
Greece and Cyprus. Nortel Networks and Unisystems
have been partners since 2002, when they signed a
contract-based agreement aiming at joining forces to
compete dominant players in the Greek and Cypriot
telecommunications industry. This alliance provided
an opportunity for the two companies to assess their
compatibility, in terms of strategic goals, social norms
and resource complementarity, as well as develop trust
for proceeding to a closer relationship involving the
establishment of a joint venture.

Unisystems is one of the largest Greek Information
Technology providers and holds the dominant position
in the Greek market of Systems Integrators. A sample
of integrated IT solutions that Unisystems provides
includes ERP and CRM systems, e-Learning,
Document and Workflow Management systems,
billing systems, and mobile transactions systems. It
also sells hardware, such as enterprise servers, VolP
telephony, optical networks infrastructure, and
Interactive Voice Response (IVR) systems.

In the official announcement of the joint venture,
Mr. Pierfransesco Di Giuseppe, the president of Nortel
South Europe said that “through its collaboration with
Unisystems, a leading provider of high technology
solutions in the Greek market, Nortel targets the
market of telecommunication providers of both wired
and wireless networks, and aims at increasing its
market share in the area of enterprise solutions. The
long-lasting and close relationships that Unisystems
holds with great telecommunication providers in the

Greek market will give Nortel the opportunity to
reinforce and consolidate its current position in
Greece.”

Nortel owns a broad alliance portfolio. The majority
of its alliances are contract-based, while three of them
have taken the form of joint ventures. Nortel treats
strategic alliances as implementation means for serving
its strategic vision of expanding and consolidating its
position in existing and new markets. In fact, Nortel’s
strategic orientation involves three primary objectives:
a) entering large markets worldwide, such as China, b)
entering smaller but emerging and profit-promising
markets, such as Poland, and ¢) saving implementation
and operation costs, derived from its expansion in new
markets, by creating joint ventures, through its
cooperation with great local players, instead of
establishing its own branch.

In general terms, the Greek wireless market is
considered of low competitiveness for the time being.
Nevertheless, Nortel is highly interested in improving
the quality of its after-sales support, which includes
one of its primary motivations for forming the alliance
with Unisystems, in order to gain an early competitive
advantage in the networking industry. Moreover,
Nortel wishes to decrease market risk, incurred by the
lack of adequate after-sales support, by joining forces
with a local player having the resources and know-how
required to support Nortel’s enterprise customers in the
Greek and Cypriot markets.

In this alliance, Nortel Networks has the negotiation
power, since it provides the technological know-how
and global brand name, while Unisystems has the
management and marketing power in the Greek
market. Also, Unisystems is the one that contributes to
the joint venture with financial, human, and physical
resources, while Nortel contributes with its networking
equipment, as well as the knowledge for producing and
installing it.

Through the alliance with Unisystems, Nortel
mainly aimed at getting the following groups of
benefits:

0 Complementarity of Resources. Unisystems
provides the financial, human, and physical
resources required for the operation of the joint
venture. Instead, Nortel is the prime contributor of
technological knowledge embedded in the
promoted products/ services. Nortel considers
Unisystems to be a leader in the Greek market of
system integrators, and thus expects to gain
access to its valuable resources.

o Co-option. Although the competition in the Greek
wireless market is not high enough to motivate
co-option activities, Nortel wishes to gain early



competitive advantage by improving its after-
sales support services and thus reinforcing its
position over rivals in the Greek networking
industry.
More specifically, Nortel’s decision to evolve its
previous contract-based alliance to a joint venture was
driven by the following value expectations;

0 Economies of Scale. As explained earlier, Nortel
applies the strategy of joint venture creation in
new or saturated markets to save costs from own-
funded expansion. Thus, the joint venture solution
means saving internal development costs incurred
in case of developing a subsidiary, and decreasing
transactions costs incurred in contract-based
collaborations.

0 Risk Reduction. Due to its long presence in the
Greek market, Unisystems has obtained good
knowledge of the Greek firms, and most
specifically of their requirements for enterprise
telecommunications solutions. Thus, it can save
Nortel from the risk of producing or promoting
useless  products/services.  Moreover, by
improving its support services via the
UNINORTEL venture, Nortel expects to reduce
the market risk of dissatisfying, and thus losing,
its enterprise customers due to poor service
quality.

0 Learning. One of Nortel’s primary motives for
evolving its previous contract-based collaboration
to a joint venture was to transfer know-how to
Unisystems’ human resources, which contribute
to the UNINORTEL venture, so that they can
provide support for Nortel’s products. Such a goal
could only be supported by an alliance
governance mode involving high degree of
partner commitment and interdependence.

Apart from the initial motivations, which can also
be considered as expected benefits, the primary value
that Nortel wished to capture through this joint venture
is to develop a staffed venture with strong brand name
and large market share in the Greek networking
market. It is part of their agreement that, given that the
venture will successfully operate in the Greek market
for a predefined time span (e.g. 5 years), the venture
will be finally sold to Nortel, thus operating as owned
subsidiary. Until that time, Unisystems will have
gained value from UNINORTEL’s profits, as well as
from its final sale to Nortel Networks.

As stated by an executive of Nortel’s Greek branch,
the motivations of complementary resources and co-
option affected highly Nortel’s initial decision to
collaborate with Unisystems (in 2002), while the
motives of risk reduction and learning drove to the

option of a joint venture over any other governance
mode. Thus, in this case study, these two categories of
benefits seem to affect the decision towards a quasi-
hierarchy type of alliance. Since these two groups of
benefits were rated with a ‘high’ value, one can
hypothesize that the greater the expectations of
managers for risk reduction and learning, the more
quasi-hierarchy alliance types are preferred.

The need for protection, in order to achieve the
benefits of risk reduction and learning, led Nortel to
the option of a quasi-hierarchy alliance. Thus, this case
study has indicated the need for more hierarchical
alliances, when the expected alliance value — for risk
reduction and learning — is high. While from a first
sight, this conclusion seems to contradict Hypothesis
1, a more careful analysis can reveal that it is in
alignment with the theoretical propositions of this
research. Hypothesis 1 assumes a highly uncertain and
competitive environment, which necessitates options
assuring flexibility rather than protection, and thus
requires looser alliance governance modes. In this case
study, the manager’s perceptions for the uncertainty
and the competition intensity of the Greek
mobile/wireless market is rather low, due to the early
phase of its development, and thus the need for
protection overcomes the need for flexibility.

7. Conclusions and Further Research

This research stream has been motivated by the
challenge of investigating the role of value
expectations in the governance decision of 1T-based
alliances. Towards this aim, we developed a
conceptual measure of value expectations, named
Expected Alliance Value, referring to a list of strategic
motives for which firms usually enter alliances.
Following the premises of Game Theory and Real
Options Theory, which have recently applied to
emphasize on the value aspect of alliances, we
developed several assumptions on both the direct and
indirect impact of Expected Alliance Value on the
governance mode. Some preliminary evidence on the
existence of some sort of relationship between value
expectations and governance decision was provided to
identify, rather than validate, the impact of several
value dimensions on the governance mode of an
alliance.

Regarding the direct value effects, the case study
has indicated the need for formulating hypotheses on
the individual impact of each of the seven value
dimensions on the preference for the governance
mode. More specifically, complementarity of resources
and co-option seem to drive firms to a non-equity



alliance, while risk reduction and learning seem to
affect positively the formation of equity alliances.
However, the difficulty to assign a single value to the
EAV measure has rendered the examination of indirect
effects practically impossible.

To enable testing of the indirect effects as well as
validation of the general direct impact of EAV on the
governance mode of alliances, we have planned a
survey. For the time being, data on approximately 50
technology alliances in the Greek wireless industry
have been collected and analyzed. Nevertheless, to
assure validity and generalizability of our statistical
results, we currently work on increasing and enhancing
the sample firms in other I1T-based environments (i.e.
mobile, Internet, micro-chips).

Our theoretical contribution has been restricted by
the assumption that the Expected Alliance Value
includes a number of expected benefits, which can be
theoretically met as strategic contributions of alliances
[10]. Thus, the structure provided on organizing these
benefits has been adopted from literature on strategic
contributions and motives of alliances. A challenging
future research stream would involve initiating an
exploratory research aiming at developing a
measurement scale for the Expected Alliance Value.
This could be either a generic scale applicable to any
business environment, or a customized scale including
dimensions of the alliance value in IT-based
environments. As soon as the dimensions of the value
are defined, one could assign weights to these
dimensions. Towards this direction, one could initiate
empirical research using a mixed methodology, which
would include qualitative techniques (e.g. interviews
with managers) for capturing insight from strategic
managers on possible items of the construct, as well as
quantitative techniques (e.g. factor analysis) for
defining the construct structure and weights for its
dimensions. This research would further encourage a
new cycle of our planned empirical study to re-test the
proposed research model of Section 5 using a more
reliable and customized indicator of value capture
expectations.

8. References

[1] B.N. Anand, T. Khanna, “Do firms learn to create
value? The case of alliances”, Strategic Management
Journal, 21, 2000, pp. 295-315.

[2] J.C. Anderson, J.A. Narus, “A Model of Distributor
Firm and Manufacturer Firm Working Partnerships”,
Journal of Marketing, 54(1), 1990, pp. 42-58.

[3] N.S. Argyres, “Evidence on the role of firm capabilities
in  vertical integration  decisions”,  Strategic
Management Journal, 17(2), 1996, pp. 129-151.

[4] J.B. Barney, “How a firm’s capabilities affect boundary
decisions”, Sloan Management Review, 40(3), 1999,
pp. 137-175.

[5] J.B. Barney, W. Lee, “Governance Under Uncertainty:
Transactions Costs, Real Options, Learning, and
Property Rights”, In: Proceedings of Annual Meeting of
the Academy of Management, San Diego, California,
August 9-12, 1998.

[6] W.C. Bogner, P.S. Barr, “Making Sense in
Hypercompetitive ~ Environments: A Cognitive
Explanation for the Persistence of High Velocity
Competition”, Organization Science, 11(2), 2000, pp.
212-226.

[7] P. Botteron, “On the Practical Applications of Real
Options Theory”, Thunderbird International Business
Review, 43(3), 2001, pp. 469-479.

[8] P.J. Buckley, K.W. Glaister, “What do we Know about
International Joint Ventures?”, In Contractor, F.J.,
Lorange, P. (eds.): Cooperative Strategies and
Alliances, Elsevier Science, Oxford, 2002, pp. 49-70.

[9] F.J. Contractor, C-S. Kim, S. Beldona, “Interfirm
Learning in Alliance and Technology Networks: An
Empirical Study in the Global Pharmaceutical and
Chemical Industries”, In Contractor, F.J., Lorange, P.
(eds.): Cooperative Strategies and Alliances, Elsevier
Science, Oxford, 2002, pp. 493-516.

[10] FJ. Contractor, P. Lorange, “Why Should Firms
Cooperate? The Strategy and Economics Basis for
Cooperative Ventures”, In Contractor, F.J., P. Lorange
(eds.): Cooperative Strategies in International Business
Joint Ventures and Technology Partnerships between
Firms, Elsevier Science, Oxford, 2002, pp. 3-30.

[11] M. Dalziel, “Partnerships for Innovation Between Large
and Small Firms”, Unpublished doctoral dissertation,
Universite du Quebec a Montreal, Canada, 2001.

[12] T.K. Das, B-S. Teng, “A Resource-Based Theory of
Strategic Alliances”, Journal of Management, 26(1),
2000, pp. 31-61.

[13] Doz, Y.L., G. Hamel, Alliance Advantage -The Art of
Creating Value through Partnering, Harvard Business
School Press, Boston - Massachusetts, 1998.

[14] K.M. Eisenhardt, C.B. Schoonhoven, “Resource-based
View of Strategic Alliance Formation: Strategic and
Social Effects in Enterpreneurial Firms”, Organization
Science, 7(2), 1996, pp. 136-150.

[15] S.K. Ethiraj, P. Kale, H. Singh, “Alliance Value
Creation in E-businesses: An Empirical Analysis”, In
Contractor, F.J., Lorange, P. (eds.): Cooperative
Strategies and Alliances, Elsevier Science, Oxford,
2002, pp. 595-622.

[16] R.M. Grant, C. Baden-Fuller, “A Knowledge Accessing
Theory of Strategic Alliances”, Journal of Management
Studies, 41(1), 2004, pp. 61-84.

[17] R. Gulati, “Social structure and alliance formation
patterns: A longitudinal analysis”, Administrative
Science Quarterly, 40(4), 1995, pp. 619-652.

[18] R. Gulati, H. Singh, “The Architecture of Cooperation:
Managing Coordination Costs and Appropriation
Concerns in Strategic Alliances”, Administrative
Science Quarterly, 43(4), 1998, pp. 781-817.



[19] T.A. Hemphill, N. Vonortas, “Strategic Research
Partnerships: A Managerial Perspective”, Technology
Analysis and Strategic Management, 15(2), 2003, pp.
255-271.

[20] W.J. Johnston, M.P. Leach, A.H. Liu, “Theory Testing
Using Case Studies in Business-to-Business Research”,
Industrial Marketing Management, 28, 1999, pp. 201-
213.

[21] T. Keil, “Strategic Alliances — A Review of the State of
the Art”, Working Paper Series 2000/10, Institute of
Strategy and International Business, Department of
Industrial Engineering and Management, Helsinki
University of Technology, Finland, 2000.

[22] T. Khanna, R. Gulati, N. Nohria, “The dynamics of
learning alliances: Competition, cooperation, and
relative scope”, Strategic Management Journal, 19,
1998, pp. 193-210.

[23] B. Kogut, “Joint Ventures and the Option to Expand and
Acquire”, Management Science, 37(1), 1991, pp. 19-33.

[24] M.J. Leiblein, “The choice of organizational governance
form and firm performance: Predictions from
transaction cost, resource-based, and real option
theories”, Journal of Management, 29(6), 2003, pp.
937-962.

[25] A. Madhok, “Revisiting Multinational Firms’ Tolerance
for Joint Ventures: A Trust-Based Approach”, Journal
of International Business Studies, 26(1), 1995, pp. 117-
138.

[26] A. Madhok, S.B. Tallman, “Resources, Transactions
and Rents: Managing Value Through Interfirm
Collaborative Relationships”, Organization Science,
9(3), 1998, pp. 326-339.

[27] J.T. Mahoney, “The Choice of Organizational Form:
Vertical Financial Ownership versus Other Methods of
Vertical Integration”, Strategic Management Journal,
13, 1992, pp. 559-584.

[28] R. McDonald, D. Siegel, “The value of waiting to
invest”, Quarterly Journal of Economics, 101(4), 1986,
pp. 707-727.

[29] R. Narula, “Globalisation and trends in international
R&D alliances”, Working Paper Series WP1- 2003,
Copenhagen Business School & MERIT, Denmark,
2003.

[30] R. Narula, J. Hagedoorn, “Innovating through strategic
alliances: moving towards international partnerships
and contractual agreements”, Technovation, 19(5),
1999, pp. 283-294.

[31] R.N.  Osborn, C.C. Baughn,  “Forms  of
interorganizational governance for multinational
alliances”, Academy of Management Journal, 33, 1990,
pp. 503-519.

[32] N. Pangarkar, S. Klein, “The Impacts of Alliance
Purpose and Partner Similarity on Alliance
Governance”, British Journal of Management, 12,
2001, pp. 341-353.

[33] A. Parkhe, “Interfirm Diversity, Organizational
Learning and Longevity in Global Strategic Alliances”,
Journal of International Business Studies, 22(4), 1991,
pp. 579-601.

[34] A. Parkhe, “Strategic Alliance Structuring: A Game
Theoretic and Transaction Cost Examination of
Interfirm Cooperation”, The Academy of Management
Journal, 36(4), 1993, pp. 794-829.

[35] A. Pateli, G. Giaglis, “Governance Options for Strategic
Technology Alliances in Value Webs”, In: Proceedings
of the Hawaii International Conference on System
Sciences (HICSS-39), Hyatt Regency Kauai, USA (CD-
ROM Proceedings), January 4-7, 2006.

[36] R.S. Pindyck, “lrreversibility, uncertainty, and
investment”, Journal of Economic Literature, 29(3),
1991, pp. 1110-1179.

[37] G. Pisano, “Using equity participation to support
exchange: evidence from the biotechnology industry”,
Journal of Law, Economics and Organization, 5(1),
1989, pp. 109-126.

[38] J.B Quinn, F. Hilmer, “Strategic outsourcing”, Sloan
Management Review, 35(4), 1994, pp. 43-55.

[39] B.P Rao, S.K. Reddy, “A Dynamic Approach to the
Analysis of Strategic Alliances”, International Business
Review, 4(4), 1995, pp. 499-518.

[40] R. Sanchez, “Integrating Transaction Costs Theory and
Real Options Theory”, Managerial and Decision
Economics, 24, 2003, pp. 267-282.

[41] M.B. Sarkar, R. Echambadi, C.T. Cavusgil, P.S.
Aulakh, “The Influence of Complementarity,
Compatibility, and Relationship Capital on Alliance
Performance”, Journal of the Academy of Marketing
Science, 29(4), 2001, pp. 358-373.

[42]1J.B. Smith, D.W. Barclay, “The Effect of
Organizational  Differences and trust on the
Effectiveness of Selling Partner Relationship”, Journal
of Marketing, 61(1), 1997, pp. 3-21.

[43] R.E. Spekman, T.M. Forbes, L.A. Isabella, T.C.
MacAvoy, “Alliance Management: A view from the
Past and Look to the Future”, Journal of Management
Studies, 35(6), 1998, pp. 747-772.

[44] Steensma, H.K. (1996) “Acquiring technological
competencies through inter-organizational
collaboration: An organizational learning perspective”,
Journal of Engineering and Technology Management,
12, pp. 267-286.

[45] D.J. Teece, “Economies of scope and the scope of the
enterprise”, Journal of Economic Behavior and
Organization, 1(3), 1980, pp. 223-247.

[46] D.J.Teece, “Towards an economic theory of the multi-
product firm”, Journal of Economic Behavior and
Organization, 3, 1982, pp. 39-63.

[471 EW.K. Tsang, “Motives for Strategic Alliance: A
Resource-Based Perspective”, Scandinavian Journal of
Management, 17(3), 1998, pp. 207-221.

[48] T. Vilkamo, T. Keil, “Strategic technology partnering in
high-velocity environments - lessons from a case
study”, Technovation, 23(3), 2003, pp. 193-204.

[49] EJ. Zajac, C.P. Olsen, “From Transaction Cost to
Transaction Value Analysis: Implications for the Study
of Interorganizational  Strategies”, Journal of
Management Studies, 30(1), 1993, pp. 131-175.

10



	1. Introduction
	2. Background Theories 
	2.1. Game Theory 
	2.2. Real Options Theory

	3. Research on Value Creation and Capture
	4. Conceptualization of Value Expectations
	5. Research Model
	6. Evidence from a Joint Venture in the Wireless Networks Industry 
	7. Conclusions and Further Research 
	8. References 

