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Abstract

The evolution in the business environment of the last thirty years has
brought with it a transformation in business practice and particularly in the
way in which organisations relate with one another. Driven by a revolution
in information technology and a shift in emphasis from manufacturing to
service activities, the UK business environment is increasingly
characterised by collaborative and dynamic interorganisational alliances.
These collaborative interorganisational alliances supersede former
structural divisions between adversarial hierarchical conglomerates.

The greater reliance on collaborative alliances brings with it new problems
in the effective governance of these alliances and so an agenda for
research. The present study reviews extant empirical work in the field and
identifies an anomaly in the underlying assumptions made by many
empirical studies. While the context of the organisational alliance has
shifted from adversarial to collaborative, empirical studies frequently retain
a transaction cost perspective to explain performance in these alliances.
While the transaction costs perspective makes a pertinent contribution it
only provides a partial explanation and its’ over emphasis in empirical
work may limit the validity of findings.

Building on the New Dominant Logic perspective of Vargo and Lusch
(2004) the present research seeks to examine the performance of
interorganisational alliances by aligning the context of the relationship
more closely with the theoretical lens. Interorganisational alliances
between UK architects and building contractors are used as the context
providing a non-hierarchical, non-equity setting and a conceptualisation of
the coordination mechanisms at work is proposed.

This investigation employs a structural equation approach and finds
evidence for a novel alliance coordination mechanism, procedural
dependence, as a type of formal coordination operating at a different level
to the conventional mechanism of contractual coordination. Furthermore
contractual coordination is found to be redundant under these non-
hierarchical, non-equity conditions in respect of alliance performance.
Theoretical and practitioner implications are explored and future research
directions described.
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1.1 Introduction

This chapter sets the scene for the thesis, and guides the reader to the
outline of the contents for each of the subsequent chapters. Divided into
two sections the chapter begins with an overview of the context within
which the present work is based and describes a synopsis of the rationale
for the study. The second section of this chapter describes each chapter and

the contribution made to the thesis.

1.2 Background to the Study

The business environment of the last thirty years has undergone significant
changes. The hierarchical and diverse conglomerates of the 1970s and
1980s have largely disappeared. This evolution has transformed the
business environment into a series of ‘functionally specialised’
organisations (Achrol 1997). The implication of this is that organisations
are inherently more reliant on one another both for ancillary activities and
increasingly for functions central to their core activities. Under these
circumstances organisations operate as functional compliments and a
mutual dependence exists with organisational performance becoming
partially dependent on alliance organisations.

The drivers of this evolution are many and range from social
liberalisation to changes in the focus of economies from manufacturing to
service orientation. However, the scale of the transformation can be largely
attributed to the information technology revolution (Castells 2000).
Service-based activities facilitate a greater level of dexterity among

organisations allowing them to adapt and change according to variation in



demand, or in competitor behaviour. Benefits of the information
technology revolution include faster communication and increased
sophistication of software and hardware essential to an organisation’s core
activities. The result is more frequent and rapid response to environmental
changes, and the more rapid exploitation of new developments and product
offerings. The resulting conditions in terms of interorganisational alliance
activity, is an increased number and frequency of interorganisational
alliance formation.

Marketing research has been prolific over this same time frame and
a broad spectrum of empirical and conceptual literature is evident. The
landscape of this literature is determined by the output of this research and
a review of these findings reveals heterogeneity among findings and
inconsistency in theoretical perspectives. Some commonalities are evident
however and a grouping can be discerned about two areas of theoretical
foundation. These meta-narrative positions are neoclassical economics and
social exchange theory. The grouping occurs because individual studies
tend to draw mainly, but not exclusively, on one or the other of these
approaches. Neoclassical economics represents a platform in the literature
for transaction costs analysis (TCA). TCA is an important perspective
which facilitates the assessment of the relative costs of choosing an alliance
over conducting an activity in-house, the frequently cited make or buy
decision (Williamson 1975). Social exchange theory on the other hand
takes a less pragmatic and more collaborative perspective and assesses an
alliance in terms of social factors including trust and commitment (Morgan

and Hunt 1994).



These perspectives are representative of opposite ends of a
continuum and yet both contribute to an explanation of interorganisational
alliance coordination. Perhaps in response to this a central tenet of
contemporary empirical work in this area considers the interaction of these
two perspectives. This area of investigation is somewhat limited however,
to the question of whether these alliance coordination approaches behave
as substitutes or complements (Lui and Ngo 2004). The present study
evaluates the literature on interorganisational alliances and finds that the
two approaches are not given a standing consummate to the context of the
study. Rather, the transaction costs perspective is frequently given the
status of default theoretical perspective, and the exchange perspective is
typically regarded in relation to the former. Given the preponderance of
service orientated and collaborative contexts this represents a systematic
bias in the assumptions of extant empirical work. An attempt is made in the
current work to remove this bias and to adopt each perspective on merit.

The context for the study is the relationship between architects and
building contractors in the UK. This alliance context is non-hierarchical
and non-equity. Within this context an opportunity exists to study alliance
coordination mechanisms without constraint to conventional transaction
costs definitions. A further gap in the literature is the explanation of what
takes place between the two conventional coordinating approaches of
contractual and relational coordination. An attempt is made here to explain
the coordination of interorganisational alliances in the absence of either of

the two pure forms of mechanism mentioned.



1.3 Contents of the Chapters

Chapter two is the literature evaluation and tackles this heterogeneous body
of research in four sections. The first section is devoted to neoclassical
economics and its role as a theoretical anchor within the interorganisational
alliance research. The role of neoclassical economics as described here is
as a precursor to institutional economics. Institutional economics represents
a departure from neoclassical economics by advocating human factors
within analysis of economic decision making behaviour (Hodgson 1998).
This in turn gives way to the new institutionalist school and with it
Williamson’s (1975) development of transaction cost economics, where
organisational behaviour is guided by the costs of a transaction. The
transactions themselves incur costs associated with human and
environmental factors which are largely competitive in nature (Heide et al
2007).

Two principal theoretical anchors are identified in the alliance
literature, the second is social exchange theory. This section documents the
principles of social exchange theory from the reward-based exchange
approach regulated through social sanction (Emerson 1976). A greater
contextual analysis is arrived at through the description of the role of
norms, the function of embeddedness and the importance of power within
the alliance (Granovetter 1973; Gulati and Sytch 2007; Macneil 1980).

The third section of chapter two attempts to outline a significant
development in the empirical work on interorganisational alliances through
which strict boundaries become eased, and perspectives drawing on

multiple theoretical standpoints (neoclassical, and exchange theory) merge.



Finally, the chapter ends with an examination of the alliance coordination
mechanisms viewed from the above standpoints.

Chapter three is concerned with the description and
conceptualisation of the research model. Section 3.2 describes the
conceptual constructs of the model with reference to the literature and
establishes the theoretical justification for the ordering of, and relationships
between, constructs. A diagrammatic representation of the research model
is then presented.

Chapter four addresses research design and empirical methodology
and starts with an assessment of epistemological traditions and
methodological antecedents before a selection of method is described with
justification and rationale. The selection of the population and sample is
described in the second section of the chapter. A total of 1200 respondents,
each from an individual architectural practice, or branch of a firm of
architectural practices are randomly selected from the alphabetically
ordered practice membership list of the Royal Institute of British Architects
(RIBA). Item selection and measure development is then described with
the measures for each lower order construct detailed.

The next section in the chapter determines the design of the survey
instrument and concludes that a questionnaire should be designed in such a
way as to elicit as high a response rate as possible, and to draw data with a
minimum of measurement error (Dillman 2007). Attention is given to
several factors including questionnaire wording. It is established that the
questions must be tailored to the respondents and acknowledge their

idiosyncratic predisposition to providing information.



Following a thorough and considered design of the survey
instrument a pre-test is undertaken and the justification and procedure for
this is outlined in the next section of chapter four. Finally the last section in
chapter four addresses the idiosyncratic issue of survey administration. The
sampling process, level of measurement, and communication strategy are
each covered in this final section.

Chapter five reports the preliminary results. Included in this is the
response rate which is 204 usable responses of 600 eligible respondents
giving a response rate of 34.0%. The next section in chapter five is the data
preparation stage which is ‘an important if frequently under attended
function designed to avoid the possible inclusion of skewed data in
subsequent analysis (Hair et al 2006). The more advanced analysis
techniques used in this study (SEM using AMOS 6.0 software) will run
irrespective of whether the underlying assumptions are met so chapter five
is concerned with establishing that the data meet these assumptions at this
stage. This avoids a situation where conclusions are established on the
basis of an invalid statistical solution.

In order to establish confidence in the outcome of the statistical
solution minimum prerequisites of reliability and validity must be achieved
and the next section in the chapter addresses this. Reliability is defined here
as a measure of how consistently something is measured (Hair et al 2006).
Validity meanwhile is taken to be the degree to which the measures
represent, or capture, the theoretical construct being measured (Hair et al
2006). The chapter ends with a series of descriptive statistics, tabulated for

each construct and accompanied by an interpretation for each table.



Chapter six reports the results of the measurement model. This is
essentially an operationalisation and assessment of the constructs described
in chapter three. The first stage of this process is exploratory factor analysis
in which sets of measures are analysed together to assess the factor
structure and to inform the re-specification process moderated by
theoretical assessment of content validity. Following the theory led re-
specification process confirmatory factor analysis (CFA) the factor
structure is checked to see the ‘degree to which the data meet the expected
structure’ (Hair et al 2006). The overall conceptual model is divided into
two components and the CFA is performed on each. Standardised
regression weight, composite reliability, average variance extracted and
Cronbach’s alpha are each reported for each construct. Assessment of fit
indices ()(2 ; df; CFL, IFI; TFI; RMSEA) are each reported for each
construct and model fit is assessed based on these metrics.

The final section in chapter six reports the results of the reliability
and validity assessment together with assessment of common method bias.
Reliability is assessed using both a test-retest method and measures of
internal consistency. Content and construct validity is assessed with the
latter including results for convergent, discriminant and nomological
validity. A correlation table is included for inter-measure correlations and
average variance extracted values.

Chapter seven starts with an outline of the operationalisation of the
conceptual model. The model is described in terms of the constituent
constructs, their inter-relationships, and the hypothesised relationships

between constructs. This is also presented in diagrammatic form in this



section. The fit of the structural model is assessed in the second section and
the implication of the goodness of fit statistics is discussed. The final
section of chapter seven assesses the hypotheses reports the results and
discusses the interpretation of these results in respect of the model.

Chapter eight is divided into three sections. The first section,
conclusion, revisits the purpose of the thesis. The generic purpose of the
thesis is to further the understanding of the function of interorganisational
alliance coordination mechanisms, and to assess the validity of the
transaction costs premise upon which much interorganisational research is
founded.

The conceptual model and associated hypothesised relationships
between coordinating mechanisms are central to this generic purpose
contained within the thesis. The results from assessment of this model are
discussed in this section and outcomes from the study together with the
implication for the research question investigated here are discussed. The
final part of this first section of chapter eight explores the implications of
these empirical results in respect of the wider empirical landscape outlined
in chapter two.

The next section in chapter eight addresses the limitations of the
study. Three generic sets of limitations are identified and described as
practical limitations, theoretical limitations, and methodological
limitations.

Finally chapter eight addresses the implications of the study.
Contributions are outlined for theory, methodology, and future research.

Theoretical contributions centre on the typological synthesis of the alliance

10



literature, and the establishment and measurement of a novel alliance
coordination construct, that of procedural dependence. Methodological
contributions are modest and centre on the application of structural
equation modelling to alliance coordination mechanisms with successful
conceptualisation of the relationships between constructs. Directions for
future research are described. Managerial implications of the study are
extensive and focus on the correction of a frequent and erroneous
assumption that contractual coordination is central to alliance performance.
The function of the procedural dependence construct is outlined and its role

described.
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2.1 Chapter Overview

The current research is characterised by empirical work which draws on
multiple epistemological standpoints. This chapter begins with an outline
of these standpoints, Institutional Economics and Social Exchange Theory,
describing their origins and characteristic forms. This dichotomous,
description of the theoretical antecedents then gives way to a description of
the literature on alliances generally, and concludes with interorganisational
alliances in particular. The later sections document important developments
in alliance theory. This empirical landscape represents something of an
iterative journey in which the influence of the epistemological origins
overlap and merge. An outline of the key focus of the present research

concludes the penultimate section on alliance performance and governance

types.

2.2 Institutional Economics and the Supplanting of Neoclassical
Economics

Institutional economics marks a paradigmatic departure from the
neoclassical economics which precedes it. The neoclassical agenda
includes a principal focus on issues of supply and demand and assumes
relative equilibrium among factors of influence. Institutional economics
meanwhile is concerned with social agenda, with ‘habits, rules and their
evolution’ (Hodgson 1998). As such, and as implied in the name,
institutional economics may be said to be concerned with the institution

rather than the market.
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This social agenda referred to above manifests as ‘working rules’
derived from collective action and enforced through collective sanction
(Commons 1931). Collective sanctions represent a mechanism through
which institutional norms are maintained, and may be considered
somewhat analogous to the neoclassical economic sanctions of profit or
loss. Collectivism is a key theme in Common’s seminal (1934) treatise
‘Institutional Economics’. The first volume takes a wide sweep of
antecedent economic and social theory while volume two draws the
narrative to the principle thesis of political economy and collective action,
and the operation of this in the institutional context.

It is not the case that institutional economics succeeds neoclassical
economics even though it follows it chronologically. Rather, institutional
economics represents a contextual departure in economic analysis from the
market to the hierarchy. So the lens through which the institution is viewed
is changed and in this sense institutional economics has been said to have
‘supplanted traditional neoclassical economics’ with something more
pertinent to its context (Rindfleisch and Heide 1997). The purpose of the
organisation (or institution) is the ‘supersession of the market mechanism’
(Coase 1937). In other words the organisation coordinates transactions. In
doing so individual actions occur giving rise to ‘economic behaviour’, or
the coordination of ‘units of economic activity’ including managing,
bargaining and rationing transactions (Commons 1931). Thus institutional
economics seeks to develop the description of the firm beyond the ‘patently
unrealistic’ version favoured by neoclassical economists in which

maximisation of monetary returns is given to be the unitary function of the
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firm (Blaug 1980). A key contribution of Commons’ work was the focus

on ‘legal control and the efficacy of contracting’ (Williamson 1975).

‘Transactions determine legal control, while the classical and
hedonic economics was concerned with physical control. Legal
control is future physical control.’

Commons (1931) p.648

Commons and fellow institutional economics protagonists
Thorstein Veblen and Wesley Mitchell receive criticism on the grounds
that their approach is purely descriptive and even ‘anti-theoretical’ (Coase
1998). Coase (1998) claims that his seminal 1937 paper The Nature of the
Firm is different, going further in developing institutional economics with
its explicit treatment of transaction costs. Commons’ work has become
termed old institutional economics to differentiate from the subsequent new
institutional economics school with which Coase and Williamson in
particular are associated. However in defence of the old school the
influence of their work generally, and that of Veblen and Commons in
particular, on new school academics including Friedrich Hayek (1988),
Richard Nelson and Sidney Winter (1982), Herbert Simon (1979) and
Oliver Williamson (1975), is evident and demonstrates that they addressed
‘crucial theoretical issues’ which inform more contemporary work
(Hodgson 1998).

Most of the work of the new institutionalist school came much later

than Coase’s 1937 work. This substantial temporal divide between the old
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institutional economics and the new (‘some forty years’ Williamson 1975)
may in itself go some way to explain differences in perspective. To
summarise the position for present purposes, the substantive differentiating
factors between the two perspectives is the greater eclecticism of the latter
over the former along with its unambiguous treatment of transaction costs
(Williamson 1975). Further, new institutional economics is characterised in
particular by the interdisciplinary contributions which inform the
perspective.

Against a backdrop of progressive liberalisation among market
economies from the second half of the twentieth century the opportunities
for firms to create and coordinate interorganisational relationships,
including alliances, increased. This naturally led to an increasing focus on
transaction costs and associated make or buy decisions. Williamson’s
seminal Markets and Hierarchies (1975) text may be regarded as a
watershed for this focus. The subsequent literature on transaction costs
economics frequently draws on Williamson’s work as its foundation or

simply as a seminal reference.

2.2.1 Transaction Cost Analysis

2.2.1.1 The principal logic of Transaction Cost Analysis

The somewhat simplified view of the institution (organisation) having the
choice between making or buying a process input based on transaction
costs becomes more complex when the costs of coordinating the
transaction with the supplier are factored in. This context of action under

uncertainty forms the setting for Williamson’s treatment of transaction cost
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analysis (TCA). Further, this also places the emphasis on the transaction
rather than technology as the key driver of efficacy in exchange.
Technological considerations while important, are ‘rarely decisive’

(Williamson 1975).

2.2.1.2 The Organisational Failures Framework

Under certain conditions the coordination of activities through the market
may be complex and the contract governing this coordination difficult to
operationalise. This represents the logic underpinning the decision to move
to hierarchies, that is, to internalise the same activities. Where the cost of
writing, executing and enforcing this contract becomes prohibitive the case
is made for this internalisation of activities (Williamson 1975).. The
prevailing conditions under which this might occur are illustrated in Figure
2.1 Organisational Failures Framework. The purpose of the framework is
to illustrate how certain of these conditions operate in combination to
frustrate transactions, specifically ‘the joining of human with
environmental factors’ to bring about a confounding effect (Williamson

1975).
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Fig 2.1 The Organisational Failures Framework, Williamson 1975 p.40

One could go further and state that the two critical factors, bounded
rationality and opportunism, and must occur to a sufficient extent and
simultaneously in order to render the market contract dysfunctional (Kay,

1992; Thompsom 2003).

2.2.1.3 Bounded Rationality

Bounded rationality refers to the natural limits of the decision maker to
make sense of and act on all available information. It combines both
‘neurophysiological’ limits on the one hand, and linguistic limits on the
other (Williamson 1975). The classic definition popularised by Williamson
(1975) defines bounded rationality as ‘intendedly rational, but only
limitedly so’ (Simon 1961; 1972). While it is an eloquent summary of the
condition it should be noted that it is used in transaction cost analysis

outside of its intended context. Nonetheless it is an insightful definition

20



from a TCA perspective which neatly identifies the dual elements of
intendedly and limitedly in determining a level of rationality. This duality

increases the variability in the economic analysis of transaction costs.

‘An economizing orientation is elicited by the intended rationality
part of the definition, while the study of institutions is encouraged
by conceding that cognitive competence is limited.’

Williamson (1985) p.45

A key point illustrated by the concept of bounded rationality is the
nature of the decision making process in an organisation which is not
deterministic, and instead involves ‘decision-making under uncertainty’
(Williamson 1975). The likely response by the decision maker where limits
to cognitive competence are acknowledged is to try to limit the effects of
these limits. This may be done heuristically, or as is principally the case in
TCA, by discriminating among governance types on the grounds of the

anticipated efficacy of the transaction execution (Williamson 1985).

2.2.1.4 Opportunism

‘Men are so simple, and so much creatures of circumstance, that

the deceiver will always find someone ready to be deceived.’

Machiavelli (1514) p.55
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Opportunism represents the strongest of three forms of self interest
orientation, and is defined as ‘self interest seeking with guile’ (Williamson
1975, 198S). 1t is this strong form of self interest orientation to which
transaction costs analysis (TCA) appeals. The semi-strong form, simple
self interest seeking, and the weak or null form of obedience may be
addressed through contingent claims contracting. Opportunism may not be
effectively countered by contingent claims contracting and is frequently
made more complex to combat since it involves subtle as well as blatant
forms. Williamson (1985) is clear to include ‘active and passive, and both
ex ante and ex post’ forms of opportunism in transaction cost
considerations. Consistency is also ruled out by Williamson (1985) who
considers that levels of opportunism vary ‘among members of the
contracting population’. Opportunism brings advantage to the opportunist
in addition to any existing fully disclosed advantages. This is the case both
for active and passive opportunism, in other words advantage may be
derived from opportunism whether or not the protagonist intended this to

be the case.

2.2.1.5 Uncertainty

Williamson’s (1975) comments on uncertainty are not expansive and are
largely restricted to a discussion on how the confounding effects of
uncertainty on bounded rationality may be constrained. For example he
explains that ‘in implementing internal organisation the hazards of
uncertainty and complexity can be dealt with sequentially and adaptively.

Such a procedural, rather than prescriptive approach is therefore said to
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‘economize greatly on bounded rationality’ (Williamson 1975). Within this
context it also represents a pertinent justification for moving from market
to hierarchy.

Uncertainty however is a significant theme in the literature on
transaction cost analysis and also in contemporary alliance literature more
generally (Rindfleisch and Heide 1997). Williamson (1985) deals with
uncertainty explicitly within the context of transaction costs outlining the
contingent costs of asset specificity. Where a transaction is nonspecific,
continuity he argues ‘has little value’ Williamson (1985). Conversely asset
specificity increases the likelihood of adopting hierarchical governance
structures through which disagreements may more readily be negotiated ex
post.

Uncertainty is treated by Williamson (1975 & 1985) less as a
concept and more as a context. For example while the above comments
apply to environmental uncertainty this is not made explicit by Williamson.
Behavioural uncertainty is taken to have been addressed in the commentary
on opportunism. Such conceptual clarification is important however for the

present study and is detailed later in this chapter.

2.2.1.6 Small Numbers Bargaining

Small numbers bargaining occurs where idiosyncratic, or asset specific
investments are made within a bilateral governance context (Kogut 1988).
The resulting high switching costs typically justify costly bargaining as an
alternative such that under these conditions transaction costs may be

generally high. Where such conditions are anticipated the decision may be
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taken to internalise the transaction even where the production cost is higher
than with an external party since the production cost represents one
component of the overall transaction costs. A small number of bargaining
partners is necessary for ex post difficulties to arise in the form of
opportunism since a larger number of partners would facilitate switching
(Williamson 1975). Asset specific investment is therefore an implicit
safeguard in effectively reducing the number of eligible bargaining
partners. Ex post difficulties may arise where the initial interpretation of a
large-numbers scenario proves ‘illusory’, and the ‘implicit homogeneity
assumptions’ (that many potential partners are available) prove incorrect

(Williamson 1975).

2.2.1.7 Systems of Monitoring and Control
Having established that Machiavelli’s (1995) ‘deceiver’ is at work under
contingent conditions, and outlined the consequences of this, the logical
next step is the monitoring and control of transaction partners where
internalising is not the preferred option. Monitoring and control may be
regarded essentially as an ex post activity (Rindfleisch and Heide 1997).
While the notion of threats as a control mechanism is well
established, the idea that commitments might be used as a control
mechanism is less intuitive. The oversight may in part be the result of
assumptions that the law will enforce promises. However a system of
‘private ordering’ through the use of ‘credible commitments’ is described
by Williamson (1983). The use of credible commitments as ‘the economic

equivalent[ ] of hostages’ is a system of control ‘widely used’ in the
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support of exchange (Williamson 1983). The prospect of pecuniary loss
operates as a deterrent in what becomes a largely self-regulating system.
Monitoring represents a transaction cost (Williamson 1975), and
acts as a control mechanism through which partner opportunism may be
suppressed (Heide et al 2007). It is conceivable that as recently as 1985
monitoring was more complex and costly than it is following the advent of
the information technology revolution. This may explain in part why
monitoring seems implicitly to be a thing to avoid in Williamson’s earlier
work (1975; 1985), and by the same token receives particular attention in
the contemporary empirical literature as a tool for effective management of
interorganisational relationships (Heide et al 2007; Wathne and Heide

2004).

2.2.2 Section Summary

The theoretical developments that represent the journey from neoclassical
economics to transaction cost considerations of the organisation have been
outlined above. The supplanting of neoclassical economics with a new
wave of economic theory, where the focus shifts from the market to the
institution, lays the foundation for transaction cost theory and the work of
the new institutionalists. It can be postulated therefore that augmenting
production costs with transaction costs provides a more realistic account of
the overall cost of transacting. Transaction cost analysis develops the
theoretical position much further and outlines the contingent conditions

under which transaction costs may be incurred. Thus the transaction cost
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lens facilitates a judgement on the relative pecuniary and policy merits of
internalising transactions.

New institutional economic theory claims a multidisciplinary
pedigree (Coase 1998) and although it is clear that the inclusion of
behavioural theory forms a substantive part of transaction cost analysis it
remains nevertheless broadly positivist, something which may represent a
limitation. A further limitation is the assumption of transaction frequency
(Williamson 1975) which is further addressed in Williamson (1985) where
occasional and recurrent transactions are described in the efficient
governance framework.

A final limitation of the transaction cost approach is the implicit
assumption of vertical hierarchy. This suggests an organisational structure
which is exclusively linear and vertical. The present study is concerned
with such interorganisational structure but not exclusively so. Included in
the activity of internalisation are horizontal, or co-marketing relationships,
and a plethora of non-core activities which may variously be conducted in
house or using an external agent. This is partly a theoretical position since
the present work seeks to address interorganisational relationship
performance without specific regard to hierarchy. It is also an issue of
context since the contemporary business environment is no longer
dominated by vertically integrated, centralised structures, but is
characterised instead by functionally specialised organisations operating on
a basis of cooperation rather than coercion (Katsikeas et al 2000;

Rindfleisch and Heide 1997).
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2.3 Social Exchange Theory

Social exchange theory draws on economics and social psychology to
provide a framework through which social exchange may be interpreted. In
this context social exchange theory may be taken less as a theory, and more
as a frame of reference concerned with the ‘movement of valued things [ ]
through social process’ (Emerson 1976). Social exchange theory seeks to
explain the mechanics behind the movement of these valued things.

The theory, or frame of reference, owes its early morphology to a
handful of academics whose work dates from the 1950s and 1960s.
Homans (1958), Thibaut and Kelley (1959), and Blau (1964) each
represent seminal works in social exchange theory. Individually these
works differ in their approaches. However, and crucially, this heterogeneity
in ‘morphological detail’ is brought together through the key analytical
concepts which include ‘reward, reinforcement, cost, utility’ (Emerson
1976).

Homans (1958) and Thibaut and Kelley (1959) each emphasise
forms of reward-based exchange albeit from differing approaches, while
Blau (1964) focuses on rational choice in exchange. Bringing together
economic anthropology on the one hand, with economic decision theory on
the other, may be justified by the commonality of the analytical concepts,
but must also be reconciled practically. Thus the social exchange theory
explicitly adopts the social relation as the unit of analysis thus providing a
resolution both in terms of commonality and measurement (Emerson
1976). Greater insight of social exchange theory may therefore be gained

from a brief exploration of each of the social exchange components.
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2.3.1 Homans and Social Operant Format

George Homans (1958) puts forward the principle of reinforcement
psychology in which an exchange takes place without the expectation of
reward and yet, paradoxically, where the continuation of the exchange is
limited by satiation (excessive reward) on the one hand and a continued
failure to reward the exchange on the other. Thus Homans (1958)
postulates that reciprocal reward is in fact necessary for the continuation
(or repetition) of an act since the actor may ‘incur a cost, and [in any case]
has more than one course of behaviour open to him’ (Emerson 1976). The
two limiting factors, satiation and failure to reward, each represent an
imbalance between reward and cost and may be likened to the concept of
diminishing marginal utility familiar in economics.

This state of affairs would tend to suggest that individual
psychology is not greatly removed from rational economic choice favoured
by economists. However Homans (1958) outlines key contingencies before
describing the nature of exchange more fully. Individuals rarely act without
a sphere of influence and it may be expected that the behaviour of an
individual will be influenced by this sphere, or group. The degree to which
the group has influence over the individual is termed ‘cohesiveness’
(Homans 1958). The influence, or social approval, works alongside, but not
necessarily complementary to the desire to act according to self interest
(Homans 1958). From this one might assume that the two major
characteristics determining individual action have been identified and a
reckoning of their relative magnitude will determine the probable action

taken. There is a further consideration however which distinguishes social
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exchange theory from what would otherwise be economic rationale and

that is the innate sense of equity typically exercised by human actors.

In short, the propositions of behavioral psychology imply a
tendency toward a certain proportionality between the value to
others of the behavior a man gives them and the value to him of the
behaviour they give him.

Homans (1958) p.600

This creates a tension on the part of the actor where the social
approval guides the actor contrary to self interest. Homans’ (1958)
definition of self interest is not to be confused with selfishness, rather it is
acting in accordance with one’s best judgement and so as a form of
‘personal integrity’ (Homans 1958). The tension is high when the self
interest agenda is at odds with the group agenda since the potential cost is
high. Under these circumstances the propensity for behavioural change is

highest (Homans 1958).

2.3.2 Thibaut and Kelley and Social Psychology in Exchange

Broadly speaking the work of Thibaut and Kelley (1959) is closely aligned
with that of Homans (1958) outlined above, ‘strengthening’ the social
exchange approach (Emerson 1976). In particular Thibaut and Kelley
(1959) comment that the tension in the exchange relation will be lower
where the behaviour of each party is mutually rewarding, and where this

behaviour generates lower costs. This is not a great revelation and
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represents an area of social exchange theory where accusations of
tautology have been levelled (Emerson 1976). Homans (1961; 1974)
mounts a clear defence against this accusation. Emerson (1976) considers
these defences and concludes that Homans’ (1958) propositions are
‘logically useful’ albeit ‘untestable’ but importantly at the ‘heart’ of
exchange theory.

Tautology to one side, the notion of the exchange process working
more effectively where behaviour is mutually rewarding, leads to a number
of empirical avenues in contemporary alliance literature. Compatibility
(Sarkar et al 2001), ‘fit’ among alliance attributes (Murray and Kotabe
2005), relational embeddedness (Moran 2005; Uzzi 1996), and relationship
characteristics (Saxton 1997) each represent factors leading to successful
social exchange within an alliance context.

The process of harmonising the agenda of the actor with that of the
counterpart becomes somewhat more complex where the counterpart is a
group. Thibaut and Kelley (1959) offer particular attention to the function
of the exchange process in groups. A key contribution is to outline that
aspect of social exchange theory that deals with consensus making. These
‘norms’ occur where agreement exists about how members of the group
should behave and where ‘social processes’ exist to achieve compliance
among members (Thibaut and Kelley 1959). In organisation theory this
represents a definition of the institution (Giddens 1979) however in social
exchange theory it represents the mechanism by which conformity is

established in the absence of perfect consensus in the social relationship.
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2.3.3 Blau on Exchange

Blau’s (1964) treatment of exchange closely follows Homans’ (1958) work
in particular with the conceptualisation of exchange, and additionally with
the description of declining marginal utility over repeated exchange. The
work is also an advance in respect of the use of exchange to establish
power asymmetry. One-sided giving at an excessive level or
‘overwhelming benefactions’ in addition to creating bonds will act to
‘produce and fortify status differences between superiors and inferiors’
(Blau 1964). This notion that over-giving creates a debt of obligation, or
subjugation, on the part of the recipient, enriches the one-sided perspective
which hitherto focused on more superficial, social transgression of
excessive taking in the social exchange situation. It also illustrates a further
level of sophistication which may occur in social exchange and which may
be disingenuously employed to furnish ulterior agendas, that is to act
opportunistically.

The subtleties in distinction make Blau’s (1964) work vulnerable to
ambiguity of interpretation. For example, Emerson (1976) claims that the
work shares commonality with neoclassical economics, giving ‘more
emphasis to technical economic analysis’. However, close examination of
Blau (1964) reveals consistency with the positions of Homans (1958) and
Thibaut and Kelley (1959). This can be seen in particular in the notion that
social sanction mechanisms guide the social exchange behaviour ensuring
repayment ensues. In this respect Blau’s (1964) work is closely aligned
with the social exchange theory concept outlined at this point in time, and

does not err towards economic decision theory. Where the economic
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position is outlined it is done in order to accurately describe a position from
which social exchange theory deviates.

Blau (1964) positions social exchange theory along a continuum
representing an inter-relationship between polar opposites. At one end is
the neoclassical economics in which decision makers have complete
information, constant preferences and no social commitments, while at the

other exists only social commitment and benevolence.

‘Social exchange, then, is an intermediate case between pure
calculation of advantage and pure expression of love.’

Blau (1964) p.112

The position of social exchange theory along the above continuum
is thus better understood through an examination of both the subjugation of
agenda according to social sanction and, further, the level of symmetry in
giving. Similarly Blau (1964) clarifies what social exchange theory is not
and so, along with his consistency with the positions of Homans (1958) and
Thibaut and Kelley (1959), may be said to promote the ossification of the

social exchange theory framework.

2.3.4 Norms

The subjugation of the individual agenda is thus achieved by the effective
application of norms governing the conduct of members of the dyad or
group. Norms are the mechanism by which the purpose of the dyad or

group is furthered and represent ‘expectations about behaviour’ which are
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