TOWARD A MODEL
OF
INTER-ORGANISATIONAL COOPERATION

Carlos Brito
Associate Professor
University of Porto
Faculty of Economics

Rua Roberto Frias

4200-464 Porto

Portugal
cbrito@fep.up.pt

Susana Costa e Silva

Lecturer
Faculty of Economics and Management
Portuguese Catholic University
Rua Diogo Botelho, 1327
4169-005Porto
Portugal
ssilva@porto.ucp.pt

TRACK: Inter-organizacional Relations

Word count: 2720

" The author is indebted to Fundag&o para a Ciéndiacnologia (Ministério da Ciéncia e Tecnologiar) the
financial support conceded.



TOWARD A MODEL OF INTER-ORGANISATIONAL COOPERATION

SUMMARY:

The technological development along with the fdllnmost political barriers has made the

world a smaller place. Firms, even those that fadbes operations in the domestic market,
face an increasing competition. These phenomena imiroduced an important shift in the

way the competitiveness issue must be regardefdctnin a growing number of cases it is a
matter of being competitive in webs of relationshighere the particular position assumed by
one firm is likely to affect not only its own perfoance but also the evolution of other

players. The objective of this paper is to shecew hght on competitiveness supported by
collaborative arrangements. The authors develomdehof inter-organizational cooperation

based on four attributes: interests, resourcewjtées and trust.



TOWARD A MODEL OF INTER-ORGANISATIONAL COOPERATION

INTRODUCTION

Firms are not independent entities acting on thein in the market. To develop their activity
they have to interact with other firms and orgahares such as governmental departments,
associations or regulatory commissions. This padsnteraction may give rise to lasting
and stable relations through which firms adjustdpats, production and routines. Such
relations are often built over a long period sirtbeir development requires time and
resources, and may involve commitments for the réutlrirms' behaviour can thus be
described as a cumulative process where relatipasire created and developed to guarantee
firms' control over the resources they need, thiengeof their output, and the pursuit of their
objectives. This system of interdependent orgamiaat engaged in the production,
distribution and utilization of goods and servicésms a network where the particular
position assumed by one firm affects not only gsf@rmance but also the evolution of other
actors.

This paper is the outcome of a research projecselpairpose is to understand the process of
development of cooperative arrangements createdoroher to increase the overall
competitiveness of small and medium sized firm®ived. It is divided in four sections. The
first section briefly addresses the conceptual gemknd. After the indication of the research
method, the next section presents a model of organizational cooperation. The paper ends
with a number of implications for both researcherd managers.

1. THE CONCEPTUAL BACKGROUND

The theoretical background is mainly based on the&kwonducted by the researchers of the
IMP (International Marketing and Purchasing) Grotipe seminal studies were carried out at
the University of Uppsala and Stockholm School obfomics in early 80s (cf. Hakansson,
1982; Johansson and Mattsson, 1985). The work wdbkef developed by other research
centres both in Europe and the United States (g&lgson and Easton, 1992; Naudé and
Turnbull, 1998; Méller and Halinen, 1999; Smith-Biand Van de Ven, 1999; Ford, 2002;
Ritter, Wilkinson and Johnston, 2002).

This stream of research, adopting a network approaitempts to describe and understand
industrial systems in terms of three basic vargblactors, activities and resources
(Hakansson and Johansson, 1992). Actors are ingilddfirms, groups of individuals, groups
of firms, or even parts of firms. They are goaleated and perform activities by using,
consuming and creating resources. These may hawmnlanited number of dimensions,
which allow for their utilization in a number offfirent ways. Nevertheless, for the sake of
simplicity, it is usual to subdivide them in fouram categories: physical resources (e.g.
materials, equipment or buildings), financial reses, human resources, and intangible
resources such as knowledge and brand image. Witers &ombine, develop, exchange or
create resources they perform activities.



Within the three basic variables (actors, actigitend resources), connections established
among their elements tend to give rise to strusttiiat can be conceived as networks. Actors,
for instance, can be bound together not only bgn&drarrangements but also by product and
process adjustments, logistical coordination angqral ties. In the same way, activities are
related to each other in accordance with, for examfechnological patterns or power-
dependence relationships between actors. This ntbahshe three networks are connected
with each other forming an overall network of relas.

As Araujo, Dubois and Gadde (2003) stress, thispmtive contrasts with the conventional
view about organizational boundaries that adopksesarchical (proprietary or contractual)
perspective. As a consequence, the conventional g@es not capture all the resources and
activities that may actually affect the performamdéeirms. For example, the conventional
view may consider as 'external’ to a firm, resositeat are actually under its influence and
control. This is the case of most intangible resesir(e.g. knowledge, reputation and skills)
which, playing often a key role in firms' effecthness, are frequently created through
relationships with other organizations.

2. RESEARCH METHOD

On the basis of this conceptual framework, theareteproject gave rise to a model of inter-
organizational cooperation. Given the main reseapebstion — “How does a cooperative
arrangement develop in order to increase the dveoahpetitiveness of small and medium
sized firms involved?” — the methodology relied @mualitative analysis inasmuch as the
investigation aimed to be simultaneously explaneséod exploratory (Yin, 1994).

The analysis of the case was mainly based on pyirdata collected through personal
interviews where informants were induced to talkwltheir perceptions of the issues being
studied. The reasons for the concentration on iddal perceptions were twofold. The first
reason flowed directly from the research questis.stated before, such a question was
mainly exploratory and explanatory in nature. Itsvexploratory mostly because of the lack
of knowledge about the kind of phenomena under ystuthe research question was
explanatory because, given that it was formulateteims of 'how’, it reflected the declared
purpose of explaining the importance of the proagsdevelopment. Within this context,
perceptual data were useful for both understanttiegationale underlying such phenomena
and suggesting directly theoretical constructs Wwiuculd be strengthened by replication and
extension.

The second reason for the concentration on indaligerceptions had to do with the partly
constructivist position assumed in the researcheptaEaston, 1995). According to this
perspective, social reality is the product of battdividual and social construction which
results from the interaction amongst individualoast This means that the major object of
concern was the way actors perceived and intexpréfteir individual and collective
experiences within the systems - e.g. economigakand political - to which they belonged.
Accordingly, instead of treating accounts as oljectescriptions, individual perceptions
were considered as ways through which respondantsiwed the systems they were in.

To complement primary data, secondary data wascaalected. The justification for its use
was also twofold. Firstly, it stemmed from the casgearch approach adopted, inasmuch as



secondary data provided additional sources of eelevhich, allowing for triangulation,
were on the basis of a stronger substantiationewaf theoretical insights resulting from the
analysis of the three cases. Secondly, secondaaypdaved to be especially relevant to the
comprehensive understanding of the industrial cante

3. THE MODEL

In general, inter-organizational cooperation idtbawer time through a process of interaction
that tends to encompass both social exchange amirlg (Hakansson and Henders, 1992).
Social exchange has two major features. Firstlgllaws for a gradual build up of a level of

trust and mutuality that is likely to improve thenclitions for handling complex transactions
between the parties. Secondly, social exchangestenthobilize parties towards (or against,
if desired) a specific action such as a technoldgievelopment.

On the other hand, learning brings the partieseclagduces the possibility of conflict and
increases the prospects of cooperation. For instghe joint activity of two firms may give
rise to common knowledge, patterns of product aycess adaptations, and operational
coordination allowing for mutual adjustments andré@ased efficiency. In some cases,
learning may also allow firms to increase theirligbito innovate or to differentiate and
specialize in certain products and/or markets. Um,s since cooperative exchange
relationships are supported by a minimum levelarfiad exchange and mutual learning, its
outcome may be an increased adaptation and comntitpetween the parties, as well as an
improved ability to innovate or differentiate.

In most cases the process of creation and develupaiecooperative relationships do not
require a high degree of formalization. Nonetheldsspite the non-existence of any contract,
such informal cooperative relationships tend taiass a stable and lasting nature since they
are likely to rely on trust rather than on writf@md frequently unwelcome or misunderstood)
contracts. According to Brito (1999), the distioctibetween formal and informal cooperation
Is important for several reasons. Firstly, formaberation tends to be more visible than
informal cooperation. Secondly, trust is likelygtay a much more central role in informal
cooperative activities than in formal cooperatidhis means that often formal collaborative
arrangements are not in fact supported by realematipe relationships. Finally, cooperation
may involve several people with different functiom®d responsibilities within their
organizations, but usually the key people suppgriiformal cooperative relationships are
those directly involved in the exchange procesdeddl, although top management in some
cases might have an important role in fosteringorimal cooperation, it is more often
concerned with the establishment of formal collative agreements. In contrast to formal
collaborative arrangements, informal cooperatiomigeneral more random, unplanned and
reliant on individual actions. It may involve thansfer of people and information, as well as
the sharing of social norms.

Both people and information exchanged between cttapeprovide an important source for
cooperative relationships. In fact, when people enftom one firm to another, this may give
rise to the transmission of information (e.g. tembgical, commercial or financial) as well as
to the creation of personal links. Such ties begamenost cases, the basis for stable and
lasting relations between organizations. Howeueis not just through people transfer that
information is exchanged. Inter-competitor commatan is also likely to play an active role



in diffusing knowledge. This may be concerned nolyavith major radical innovation but
also with incremental innovation both in produsisvices and processes.

The cornerstones of this model of cooperation ateg Cs (Figure 1)Common interests,
Conjoint resourcegzoordination of activities an@onfidence (trust).

Figure 1 — The Model of Inter-Organisational Coopeation
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Common Interests

Firstly, it is fundamental that the parties asdbgsexistence of common interests. This is a
sine qua non condition for the development of cooperation. Tkiés necessary to see if there
are complementarities, or better yet, areas that Ioemefit from synergies, where working
together allows greater profits to be gained tlieacting alone. Finally, it is important to see
if compatibility exists in the development of adties carried out by the different parties.
Although the former conditions have been fulfillsdmetimes the networking is missing, as
the parties are not able to work in tune togetidis may be caused by, for example, a
culture shock between them. It is important to dasg these aspects before advancing to
more advanced forms of cooperation.

Conjoint Resources

The second condition for business cooperation ishare resources. Actors involved in

alliances perform activities by using, consumingl areating heterogeneous bundles of
resources that can be controlled either directlyndirectly. The difference between these two
types of control is that while the former is basedownership, the latter is achieved through
relationships. The importance of indirect contrténss from the fact that when an actor

establishes exchange relationships with other siclorks of dependence are created and,
consequently, their resources come, at least partlyer the control of the focal actor.



Coordination of Activities

The existence of an alliance requires coordinabibtihe activities performed by the different
partners. There are two basic kinds of activittemnsformation and transfer activities. The
former comprises those that, being directly coidrblby one actor, change or improve
resources in some way. Transfer activities areethafich link transformation activities and
transfer the direct control over a resource frora actor to another.

Confidence (Trust)
Finally, trust is essential to the establishmermt development of cooperative relationships. It
demands mutual understanding, time and common iexger Some rules may be suggested:
= Avoid being the first to behave opportunistically.
= Respond reciprocally to cooperation — or lack of it
= Do not be too ambitious when setting goals, espgdiahey may harm the partners
or are impossible to be reached by them.
= Maintain solidarity with partners, even in diffit@nd uncertain situations.

4. IMPLICATIONS

This model of cooperation sheds a new light ontesia management with implications for
both researchers and managers. The technologivalagenent along with the fall of most
political barriers has made the world a smallercglaFirms, even those that focus their
operations in the domestic market, face an incngasompetition. These phenomena have
introduced an important shift in the way the contpeiness issue must be regarded. In fact,
in a growing number of cases it is a matter of gatompetitive in webs of relationships
where the particular position assumed by one figmikely to affect not only its own
performance but also the evolution of other players

The model developed in this paper attempts to semte a step further in strategic

management: firms are not only concerned with ntarlead products; they are not even
confined to the competence issue. Rather, a sukeggactor is knowing who can bring new

capabilities into the network in order to fostee thwerall competitiveness. In other words, the
evolution is:

Know What = Know How = Know Who

Traditionally, strategic positioning was conceivasl “being in the right place and acting in
the right way”. From a network perspective, thgkitiplace” is the net because it is there that
the power tends to be greater. And “being competitis replaced by “having power”, which
means having the ability to relate to the rightamigations at the right time, and to have
access to their resources and processes (or emétolcihem). The challenge seems to be to
identify the sectors where cooperation is possibieugh the analysis of structures resulting
from the application of a model of this type, whérerarchical, functional and competitive
relations exist simultaneously, throughout the gattain. Thus this model groups aspects
that refer to market governance through companiebs tarough hierarchies, adding new
dimensions.
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