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ENTREPRENEURIAL ALLIANCES AS CONTRACTUAL FORMS

Abstract

Building upon taxonomical research on interfirm alliances, we investigate the design
of entrepreneurial firms’ alliances in more fine-grained terms by focusing on the specific
contractual provisions that firms put into their alliance contracts. Drawing upon transaction
cost arguments, we examine the determinants of the contractual complexity of collaborative
agreements in the German telecommunications industry. Further, in order to separate
contractual form and governance structure and to compare their antecedents, we also examine
factors influencing the choices firms make between equity and non-equity arrangements.

Keywords: entrepreneurial alliances; alliance contracts; contract negotiations;
telecommunications industry



ENTREPRENEURIAL ALLIANCES AS CONTRACTUAL FORMS

Introduction

In recent years, growing research attention has been given to entrepreneurial firms
and the roles that alliances can play in these firms’ developmental processes and the creation
of wealth (e.g., Park & Kim, 1997; Zahra, Ireland, & Hitt, 2000; Sarkar, Echambadi, &
Harrison, 2001). This new body of research has identified a number of important
determinants of entrepreneurial firms’ decisions to enter into alliances (e.g., Egelhoff &
Haklisch, 1994; Dickson & Weaver, 1997; Steensma, Marino, Weaver, & Dickson, 2000;
Marino, Strandholm, Steensma, & Weaver, 2002). This work has also begun to study the
benefits and potential challenges that entrepreneurs experience when engaging in interfirm
collaboration (e.g., Weaver & Dickson, 1998; Coombs & Deeds, 2000; George, Zahra, &
Wood, 2002). Given the importance of the phenomenon of interfirm collaboration in the
realm of entrepreneurship in recent years as well as the underlying theoretical differences that
exist across entrepreneurial firms and established firms (e.g., Acs & Audretsch, 1987; Covin
& Slevin, 1991; Shane, 1994; Shane & Venkataraman, 2000) that have been the focus of
some of the theorizing about alliances, there are many other important unanswered questions
concerning how entrepreneurial firms might invest in and manage alliances. 

In this paper, we present an empirical analysis of the contractual design of
entrepreneurial alliances, or collaborative agreements entered into by an entrepreneurial firm.
This study builds upon the extensive research that has been conducted on related questions
such as whether a firm should invest in an alliance or when particular types of alliances such
as equity or non-equity arrangements are appropriate in high-tech settings (e.g., Pisano,
1989). Very little research, however, has been devoted to the specifics of alliance negotiation
and the role of contract design in particular (e.g., Parkhe, 1993; Deeds & Hill, 1996; Lerner
& Merges, 1998). Relative to these broader decisions concerning alliance investment and
governance, entrepreneurial firms have considerable latitude in allocating and specifying
obligations, rewards and risks, procedures, and so forth through individual contractual
provisions that they put into their collaborative agreements. 

Investigating the details of firms’ alliance design decisions and the contractual
provisions they adopt in their collaborative agreements is important on both theoretical and
practical levels. Firms’ alliance design alternatives are far more numerous and complex than
portrayed by the equity/non-equity dichotomy or other commonly-used taxonomies of

Note: We gratefully acknowledge the financial support of the Anselmo Rubiralta Center for Research on
Globalization and Strategy at IESE and the Center for International Business Education and Research (CIBER)
at Ohio State University.



alliances. Moreover, alliance control is also more complicated than such distinctions allow
since numerous controls can be built into non-equity alliances, even if the controls stemming
from shared ownership and joint boards found in equity agreements are lacking. It is
therefore not adequate to subsume this contractual heterogeneity under broader governance
categorizations such as equity versus non-equity, assuming a one-to-one relationship between
governance and contract and that control is related to governance in a simple, direct fashion
(James, 2000). From a practical perspective, these contractual terms may help collaborating
firms devise remedies for foreseeable contingencies or design processes for unforeseeable
outcomes. Given the risks encountered by entrepreneurial firms in alliances (e.g., Doz, 1988),
such alliance design choices can take on importance in setting the stage for the subsequent
evolution of the collaborative relationship and the benefits it ultimately brings, or fails to
deliver, to the partners involved.

Our interest therefore lies in digging into the details of alliance design by
investigating the incidence of various contractual provisions in alliances as well as the
antecedents of the provisions used by entrepreneurial firms forming strategic alliances. In our
research, we have collected and examined primary data on entrepreneurial firms’ usage of
eight different types of contractual provisions in collaborative agreements. These provisions
appearing in alliance contracts range from notification and auditing rights to obligations
concerning proprietary information to more stringent clauses concerning dispute resolution
and alliance termination. 

In the next section, we develop a set of hypotheses that identify potential
determinants of entrepreneurial firms’ usage of contractual provisions in alliances. We then
provide an overview of our research design, offering details of a survey of entrepreneurial
firms in the German telecommunications industry. After providing descriptive findings on the
incidence of various contractual provisions in non-equity as well as equity alliances in this
sector, we present the multivariate results on the factors shaping the complexity or simplicity
of alliance contracts. We find that alliance contracts tend to be more complex when the
entrepreneurial firm engaged in an extensive effort to locate an alliance partner and when
the alliance is of strategic relevance to the firm. We also explore whether the factors
hypothesized to influence contractual complexity have a similar impact on the governance
form chosen. The results indicate that the determinants of contractual complexity in alliances
differ from the determinants of governance structure. For instance, the strategic importance
of the alliance influences contractual design but not governance structure, and the opposite
holds true for asset specificity. We conclude with a discussion of the implications of these
findings and potential avenues for future research on entrepreneurial firms’ alliance design
alternatives. 

Theory and hypotheses

Typical economic treatments of alliances have relied upon transaction cost theory to
examine the efficiency of alliances relative to other organizational forms such as acquisitions,
internal development, and so forth. These analyses have examined a variety of contractual
hazards and other conditions that influence a firm’s decision to adopt an alliance over some
other governance structure and therefore represent applications of transaction cost theory
across governance structures. In the theoretical arguments presented below, we also apply
these perspectives within a governance structure –strategic alliances in the case of this study–
as is characteristic of related work on the economics of contracts. For instance, Joskow
(1988) has assessed the effects of asset specificity on the length of supply contracts, and more
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recently Poppo and Zenger (2002) have examined contractual complexity in IT outsourcing
contracts.

Transaction-Specific Investments

Standard applications of transaction cost reasoning to the alliance setting arrays
various forms of alliances and other organizational forms along the governance continuum
and discusses the combined risks of opportunistic behavior and governance costs for a given
level of exchange hazards and a given type of organizational governance. The tradeoff is that
the adoption of more extensive governance mechanisms mitigates the threat of opportunistic
behavior, but at the expense of heightened governance costs. 

This leads to the fundamental discriminating alignment tenet of transaction cost
theory, which states that governance structures need to be aligned with exchange hazards in a
discriminating fashion to balance the risks of opportunistic behavior and governance costs
(Williamson, 1985, 1991). If “too much” governance is put in place, for instance if an equity
arrangement is chosen for a comparatively simple transaction, then the firm unduly bears
governance costs as a result of slowed decision-making and excessive bureaucracy
(Williamson, 1991). If “too little” governance is put in place, for instance if a non-equity
arrangement is chosen when exchange hazards are high, then the firm risks exposure to those
exchange hazards.

While the principle of discriminating alignment is most commonly used across the
discrete governance structures firms employ when expanding overseas or in product markets
(e.g., Zacharakis, 1997), it also holds within governance structures. More specifically,
the theory suggests that to the degree that exchange hazards are low, managers can avoid the
costs of negotiating complicated contracts that detail potential contingencies, parties’
responses to them, and a framework for resolving disputes. Conversely, the theory suggests
that firms will only seek to bear such costs when the consequences of exchange hazards
become significant. The costs of instituting safeguards into alliance contracts become worth
bearing when such safeguards act to reduce the costs and performance losses from exchange
hazards (e.g., Macneil, 1978; Heide, 1994). In the alliance context, for instance, Parkhe
(1993) reports that perceptions of opportunistic behavior lead firms to negotiate more
contractual safeguards into their alliance contracts. Deeds and Hill (1999), however, do not
find evidence that contractual deterrents affect firms’ perceptions of opportunistic behavior in
biotechnology alliances.

Prior research on contracts argues and finds that asset specificity is an important
transactional attribute affecting contract design (e.g., Joskow, 1988). When firms make
transaction-specific investments in an alliance, the partner can threaten to terminate the
alliance, which would result in the firm giving up the value of specialized assets. Faced with
such threats, managers must therefore weigh the value losses they would experience from
hold-up behavior with the costs of negotiating safeguards into their alliance contracts ex ante.
As the potential value loss due to transaction-specific investment increases, managers will
find it beneficial to negotiate more complex contracts to cover the consequences of breach
and termination as well as the processes by which such threats will be handled. For example,
partners can specify rights of first refusal on a joint venture’s shares, ownership of
intellectual property, the means by which an alliance may be terminated, whether a partner
buyout price is set ex ante or determined ex post by third party appraisal, and so forth. Firms
can also spell out in the alliance contract the processes by which disputes will be resolved
internally or adjudicated by third parties. We therefore predict:
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Hypothesis 1: The contractual complexity of an entrepreneurial alliance will be positively
related to asset specificity.

Search Costs

A second and related problem that firms face in managing interfirm collaboration is
the challenge of finding a suitable alliance partner. Searching for potential exchange partners
can be costly given the various expenses associated with the scanning of parties and the
employment of agents in the process (e.g., Arrow, 1974). Prior research has noted that small
businesses in particular are often costly to locate as exchange partners (Deeds, DeCarolis, &
Coombs, 1999), and they also find it more difficult to signal their business prospects to
investors in a credible fashion (e.g., McConnell & Pettit, 1984; Becchetti & Trovato, 2002).
These ex ante transaction costs provide rationales for the benefits of localizing transactions
(e.g., Stigler, 1961) as well as for the drop-off in trade that occurs as distance increases,
above and beyond that which might be accounted for by transportation costs and other factors
(McCallum, 1995).

These inefficiencies in the market for alliance partners suggest that alliance
termination may adversely affect entrepreneurial firms, even if their commitments to a
collaborative arrangement are not entirely partner-specific. Because search costs for an
alliance partner are sunk and these costs would need to be incurred in locating a new partner,
the firm has an incentive to design a more complex contract to allocate duties, design
processes for unforeseeable outcomes, and specify exchanges and remedies in more precise
terms. The greater the search costs involved in locating a partner for a particular transaction,
the greater the firm’s incentive to bear the costs of designing more complex contractual
arrangements. By contrast, if the firm can find an alternative partner with relative ease, the
contract can be comparatively simple since the costs of switching to another exchange
partner are lower, and it is therefore more likely that the relationship will be self-enforcing.
We therefore hypothesize:

Hypothesis 2: The contractual complexity of an entrepreneurial alliance will be positively
related to the costs of searching for a partner.

Strategic Importance of the Alliance

The previous two hypotheses suggest efficiency-based reasons why firms may
design more complex alliance agreements. We suspect that firms will also set up more
complex alliance contracts for strategically important alliances for similar reasons. In contrast
to alliances formed years ago, alliances today are increasingly being entered into by actual or
potential competitors, involve two-way flows of knowledge, and often rely on multiple
partners or are embedded in industry networks (e.g., Larson, 1991, 1992; Hara & Kanai,
1994; Gomes-Casseres, 1997). Such alliances will tend to involve greater downside risks for
collaborators relative to alliances that are more peripheral to the firm. These risks are in part
a result of the greater control and coordination challenges posed by strategically important
alliances. 

In light of these risks, firms may seek a more complex contract for several reasons.
The firm has an incentive to specify clearly the scope of the alliance and to clarify rights and
obligations concerning what falls outside of the immediate scope of the alliance (e.g.,
confidential information) as well as what is produced during the time span of the
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collaboration (e.g., proprietary technology) (e.g., Borys and Jemison, 1989). Given the risk of
creating or shoring up a competitor, parties also have an interest in specifying clearly how the
alliance will end to guard against valuable resources falling into the hands of a competitor or
third party. Process issues such as the mechanisms facilitating the control of the alliance (e.g.,
notification and auditing rights, reporting, etc.), the means by which disputes will be resolved
(e.g., arbitration provisions, lawsuits, etc.), and ways in which the alliance’s development
will be managed (e.g., Ring and Van de Ven, 1994) will also tend to be more salient for such
alliances. We therefore hypothesize:

Hypothesis 3: The contractual complexity of an entrepreneurial alliance will be positively
related to the strategic importance of the alliance.

Methods

Sample

The research sample focused on alliances in the German telecommunications
industry. According to Section 4 of the German telecommunications law, every company that
wants to offer telecommunication services is required to notify the regulatory authority.
Therefore, the register of the German regulatory authority for telecommunication and postal
services was used as the starting data source for this study. This register is updated twice a
year and is publicly available. Targeted respondents in this study were all telecommunication
companies that owned a class 3 license (i.e., a network license allowing the company to build
network infrastructure), or a class 4 license (i.e., a service license allowing the company to
offer voice telephony to the public) according to § 6 of the German telecommunications law. 

In total, 257 companies were identified that owned either a class 3 license, a class 4
license, or both. Of the 257 questionnaires mailed, 83 were returned, representing a 32
percent response rate. The high response rate may be attributed to the follow-up procedure of
sending a reminder letter and of making supplementary phone calls (Dillman, 1978). In
addition, the guarantee of confidentiality and the offer of a report on the main findings of the
study can be regarded as further incentives to answer the questionnaire. Furthermore, the
study was supported by two letters of recommendation from the leading telecommunication
industry federations. To illustrate the level of expertise and appropriateness of key
informants, 65 percent were board members and were involved in setting up the collaborative
agreement. Given the objectives of our study, our analysis focused on alliances involving
small firms (70 of the 83, or 84.3 percent), with a cut-off value of 500 employees (e.g., Roy
& Simpson, 1981). These firms averaged four years in age. Four of the questionnaires were
incomplete for our purposes, leaving a final sample size of 66 alliances. 

Several steps were taken to ensure the validity of the data. Preliminary versions of
the questionnaire were reviewed by four business scholars and nine practitioners from the
telecommunications industry to ensure face validity. Variables that were previously used in
US empirical studies were translated into German and reviewed by two German-speaking
researchers. After the data were collected, in order to assess potential nonresponse bias, we
tested for possible differences between early and late respondents, under the assumption that
late respondents are more similar to non-respondents than early respondents are to non-
respondents (Armstrong and Overton, 1977). We tested for differences in firm size based on
number of employees and sales. A one-way analysis of variance (ANOVA) for firm size
across early and late respondents yielded an insignificant F-value of 0.02 for number of
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employees and 0.12 for sales. Additional tests examining early and late respondents for
differences in alliance experience based on the number of current alliances and experiences
with alliances in the past were similarly insignificant. Thus, we found no evidence of
response bias.

Although our primary dependent variable is an objective measure of contractual
complexity, we also sought to address the possibility of consistency artifacts and common
methods bias. Specifically, we used Harman’s (1967) single-factor test to examine whether a
significant amount of common method variance exists in the data. If so, a factor analysis of
all of the variables will generate a single factor or a general factor that accounts for most of
the variance in the data (e.g., Podsakoff & Organ, 1986). Unrotated factor analysis using the
eigenvalue-greater-than-one criterion revealed four factors, and the first factor explained only
24.1 percent of the variance in the data. Thus, we concluded that the analysis was not subject
to common methods bias.

Measures and Model Specification 

Contractual complexity

In prior research in economics, contracts have tended to be modeled following one of
two approaches. Some research has relied on very broad measures of contractual
completeness, including proxies such as the mere length of the contract (Joskow, 1988) or a
subjective rating of the degree to which parties instituted provisions to deal with future
contingencies that might arise in an exchange relationship (e.g., Macneil, 1978). At the
opposite extreme, other studies have examined very specific provisions appearing in contracts,
in effect separating particular provisions from other aspects of a contractual arrangement in
order to study them more closely. Examples of studies falling into this latter category include
work on territorial restrictions in licensing agreements (e.g., Mueller and Geithman, 1991),
payment structures in franchising agreements (e.g., Lafontaine, 1992), and specific pricing
provisions in supply contracts (e.g., Crocker and Reynolds, 1993), among others.

In this study, we rely upon a series of indicators of contractual provisions in
alliances that have been used in prior work by Parkhe (1993) in the domain of strategic
alliances. Specifically, he conducted a computer-assisted search of the legal literature and
arrived at the following eight provisions, which appear in increasing order of stringency: 1)
periodic written reports of all relevant transactions, 2) prompt written notice of any
departures from the agreement, 3) the right to examine and audit all relevant records through
a firm of CPAs, 4) designation of certain information as proprietary and subject to
confidentiality provisions of the contract, 5) non-use of proprietary information even after
termination of agreement, 6) termination of agreement, 7) arbitration clauses, and 8) lawsuit
provisions. Based on these eight provisions, we adopted his stringency-weighted measure of
contractual completeness, which is constructed as follows:

(1) Contractual complexity (weighted)  

where Di equals i if the ith provision was employed, and zero otherwise. In other words, Di
equals one if the first provision was employed, zero otherwise; two if the second provision
was employed, zero otherwise; and so on. The summation term therefore ranges from 0 to 36,
and the division by 36 yields a measure ranging from zero to one. When the variable takes on
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a value of zero, none of the eight provisions listed above is in place. When the variable
assumes its maximum value of one, all of the eight provisions appear in the alliance
agreement. 

In order to test the sensitivity of the results to the weighting scheme employed, we
also constructed multivariate models using an unweighted measure of contractual complexity
as the dependent variable. This measure was defined as follows:

(2) Contractual complexity (unweighted)

where Xi equals 1 if the ith provision was employed, and zero otherwise. The summation
therefore is an integer variable ranging from zero to eight, and specifications reliant on this
dependent variable were estimated using ordered logit models.

Explanatory variables

The first variable that we included in the multivariate models to test H1 is Asset
specificity. This measure was constructed as an unweighted index based on three indicators,
each of which was measured on a five-point scale ranging from ‘negligible’ to ‘substantial:’
“Our investment in dedicated personnel specific to this venture is ...,” “Our investment in
dedicated facilities specific to this venture is...,” and “If we decided to stop this venture, the
difficulty we would have in redeploying our people and facilities presently serving the
venture to other uses would be...” (e.g., Anderson & Weitz, 1992). The Cronbach alpha for
this index is 0.75, indicating that it demonstrates satisfactory reliability (Nunnally, 1978).
When we performed an unrestricted factor analysis for these indicators, they all loaded on a
single factor with an eigenvalue of 1.68 based on the eigenvalue-greater-than one criterion,
and the factor loadings for the items were 0.78, 0.78, and 0.67, respectively.

The search costs variable (Search costs) used to test H2 captures the efforts
expended by management to search for the alliance partner. Respondents were asked to
indicate on a five-point scale the effort it took for the firm to search for its alliance partner.
The measure ranged from a value of one for ‘very low’ to five for ‘very high.’ Strategic
importance, the variable used to test our third hypothesis, was measured in a similar fashion.
Respondents were asked to indicate the strategic importance of the alliance to the firm. The
measure relied on a five-point Likert scale ranging from ‘strongly disagree’ to ‘strongly
agree.’

Control variables

While our primary objective was to develop a parsimonious model that can explain
entrepreneurial firms’ decisions concerning the number and stringency of provisions they
institute into their alliance contracts, we also sought to control for other factors that might be
related to these decisions as well as the independent variables noted above. First, we
incorporated a control for the scope of the alliance (Alliance scope). Broader alliances are
more complicated to monitor and coordinate and such alliances may be of greater strategic
importance to entrepreneurial firms. By contrast, alliances with a narrower scope are likely to
be simpler to manage, may be less central to the firm’s strategy, and may be more reversible
(Borys & Jemison, 1989). In order to measure this variable, we developed a list of seven
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functions that an alliance in the telecom sector might cover, ranging from procurement and
the operation of basic infrastructure to billing and customer relations. Alliance scope
indicated how many of these seven functions fell under the operational responsibility of the
alliance. 

Second, the complexity of an alliance could reflect not only the number of
functional activities performed by the alliance, but also the number of partners seeking to
coordinate their activities. We therefore used an indicator variable (Multiple partners)
to control for whether the alliance was between multiple partners or was purely dyadic in
nature. Alliances bringing together multiple partners with different interests will be more
difficult to manage, whereas dyadic alliances will tend to be more straightforward, holding
everything else constant. Results similar to those presented below were obtained when this
control was measured instead as a continuous variable defined to be the number of partners in
the alliance.

For similar reasons, we included a control to indicate whether or not the
collaboration was a cross-border alliance or a domestic collaborative agreement. There also
may be enforceability concerns or legal barriers to developing more complex alliance
contracts for cross-border collaborative agreements. However, less information tends to be
available about foreign firms than about domestic firms, and so character-based trust tends to
emerge more readily between firms that are socially similar (Zucker, 1986). This also
suggests that behavioral uncertainty and perceptions of opportunistic behavior are more
likely to arise in cross-border alliances. The indicator variable Foreign takes on a value of 1
for international alliances and 0 for alliances between German firms. 

Finally, we controlled for the age of the firm in years (i.e., Firm age). This variable
helps to account for other sources of heterogeneity at the parent firm level. For example,
younger firms may lack the experience, slack resources, or staff to create more sophisticated
alliance agreements, whereas these resources and administrative skills are more apt to be
present in firms that are somewhat older (e.g., Niederkofler, 1991).

Model specification

The basic structure of the different models, which test the factors associated with the
degree of contractual complexity in entrepreneurial alliances, is as follows: 

(3) Contractual complexity = β0 + β1Asset specificity + β2Search costs + β3Strategic 
importance + β4Alliance scope + β5Multiple partners 
+ β6Foreign + β7Firm age + ε.

In order to examine how these antecedents of contractual provisions in alliances
compare with those shaping firms’ governance decisions, the following logit model was also
estimated to differentiate equity and non-equity alliances:

(4) Equity = β0 + β1Asset specificity + β2Search costs + β3Strategic 
importance + β4Alliance scope + β5Multiple partners 
+ β6Foreign + β7Firm age + ε.
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Results

Figure 1 graphically depicts the distribution of contractual provisions for the final
sample. The average number of provisions appearing in alliance contracts is 5.1, and the
modal number is 6. These indicators of central tendency, combined with the relatively peaked
distribution of contractual provisions, indicate that the contracts are relatively complex in
general. At the same time, just as very few alliances have only one or two provisions, very
few contracts involve all eight provisions.

Figure 1. Distribution of Contractual Provisions1

1N=66.

Table 1 expands upon these overall patterns in two ways by reporting the incidence
of particular contractual provisions in alliances as well as by separating non-equity and
equity governance structures. This table reveals that nearly all alliance contracts involve
termination provisions (i.e., 92 percent), confidentiality provisions (i.e., 91 percent), and
restrictions on proprietary information (i.e., 88 percent). This finding is consistent with the
selection of alliances in a high-tech domain such as telecommunications. At the opposite end
of the spectrum, comparatively few alliances involve auditing rights (i.e., 15 percent), which
can be attributed to the fact that auditing rights tend to be used more routinely in equity
alliances involving a separate business entity requiring monitoring and control (p<0.01), and
the lion’s share of sampled alliances are non-equity alliances (i.e., 86 percent) rather than
equity alliances (i.e., 14 percent). It is also plausible that equity alliances tend to rely more on
provisions for notification rights for relevant transactions since such collaborative
arrangements tend to involve a separate business entity. It is also striking, however, that no
differences exist across non-equity and equity for the other individual provisions. This
contractual heterogeneity contrasts prior treatments of alliances that assume that equity
structures necessarily involve greater control over alliances than non-equity arrangements.
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Table 1. Incidence of Specific Contractual Provisions 
across Non-equity and Equity Alliances1

Provision Total Non-equity Equity χχ2 t value

1. Rights to reports of relevant transactions 0.41 0.35 0.78 5.86*

2. Notification rights for departures from 

the agreement 0.82 0.82 0.78 0.11

3. Auditing rights 0.15 0.11 0.44 6.96**

4. Confidentiality provisions 0.91 0.89 1.00 1.04

5. Restrictions on proprietary information 0.88 0.88 0.89 0.01

6. Termination provisions 0.92 0.93 0.89 0.19

7. Arbitration clauses 0.41 0.42 0.33 0.25

8. Lawsuit provisions 0.55 0.51 0.78 2.27

Contractual completeness (weighted) 0.65 0.64 0.72 –1.14

Contractual completeness (unweighted) 5.05 4.91 5.89 –1.79†

N 66 57 9

1† p<0.10, * p<0.05, ** p<0.01, *** p<0.001.

Table 2 explores the extent to which the eight different provisions bundle together.
Column values in the middle of the table indicate the likelihood that provision i will be in
place, conditional upon the provision listed in the left-most portion of the row appearing in
the alliance contract. In the vast majority of cases, these conditional relative frequencies are
larger than the unconditional relative frequencies for individual provisions, which is
suggestive of complementary usage of the different contractual clauses. The variance in the
values within a column also indicates the provisions which are more or less likely to be used
in concert with one another. For example, notification rights for departures from the
agreement (i.e., provision 2) appear in only half of the alliance contracts that have auditing
rights specified, whereas these notification rights are negotiated in as many as 96 percent of
the contracts that rely on arbitration provisions. By contrast, the usage of termination clauses
(i.e., provision 6) is relatively insensitive to the usage of other contractual provisions in
alliances. In a similar fashion, while the usage of auditing rights does vary across equity and
non-equity alliances and is relatively low overall, the incidence of provisions for auditing
rights is fairly insensitive to the presence or absence of most of the other contractual
provisions.
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Table 2. Bundling of Contractual Provisions in Entrepreneurial Alliances 

Descriptive statistics and a correlation matrix appear in Table 3. Roughly 42 percent
of the sampled alliances involved more than two partners. Sixteen percent involved three
partners, 12.9 four partners, and 14.5 five or more partners. Only fifteen percent of the
collaborative agreements were cross-border alliances, however. Thirty-two percent of
respondents strongly agreed that the alliance was strategically important to the firm. For such
alliances, firms tended to engage in more extensive search processes for partners (p<0.05)
and make greater transaction-specific investments in the collaboration (p<0.001). Alliances
with greater asset specificity also tended to involve a broader range of functional activities
falling under the operational responsibility of the alliance (p<0.05). Finally, the average age
of the firms comprising the sample was four years, and there is modest evidence that the
youngest firms in the sample had to devote greater effort to the search for an alliance partner
and had to make less redeployable commitments to their collaborative agreements (both
p<0.10).
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Conditional Relative Frequencies of other Provisions

# in Effect 

Provision (%) (1) (2) (3) (4) (5) (6) (7) (8)

1. Rights to reports of relevant 

transactions 27 (40.9) –– 0.85 0.22 1.00 0.93 0.93 0.44 0.70

2. Notification rights for 

departures from the agreement 54 (81.8) 0.43 –– 0.09 0.91 0.91 0.98 0.48 0.57

3. Auditing rights 10 (15.2) 0.60 0.50 –– 1.00 0.90 0.90 0.40 0.70

4. Confidentiality provisions 60 (90.9) 0.45 0.82 0.17 –– 0.95 0.93 0.42 0.57

5. Restrictions on proprietary 

information 58 (87.9) 0.43 0.84 0.16 0.98 –– 0.97 0.43 0.55

6. Termination provisions 61 (92.4) 0.41 0.87 0.15 0.92 0.92 –– 0.43 0.56

7. Arbitration clauses 27 (40.9) 0.44 0.96 0.15 0.93 0.93 0.96 –– 0.63

8. Lawsuit provisions 36 (54.5) 0.53 0.86 0.19 0.94 0.89 0.94 0.47 ––

Average 41.6 (0.63)



Table 3. Descriptive Statistics and Correlation Matrix1

Table 4 presents the results of the multivariate analyses. Models 1 and 2 rely on the
unweighted, or count-based, measure of contractual complexity. Because this dependent
variable is discrete rather than continuous, these two models are estimated using ordered
logit. Models 3 and 4 use the stringency-weighted measure of contractual completeness (i.e.,
see equation 3) and therefore are estimated using standard OLS. For comparison purposes,
Models 5 and 6 represent governance structure models that differentiate non-equity and
equity alliances rather than examine the number or stringency of provisions that firms put
into their alliance contracts. These two equations were estimated using logit models. Models
1, 3, and 5 serve as baseline specifications in which the controls alone appear. Models 2, 4,
and 6 are the full models that add the effects of the theoretical covariates, and all three of
these models are significant on an overall basis (all p<0.01). A likelihood ratio test for the
models using the unweighted measure of contractual complexity suggests that the theoretical
variables are jointly significant (p<0.01). In a similar fashion, a hierarchical F-test indicates
that these variables are jointly significant when the stringency-weighted contractual
complexity variable is used instead (p<0.01). Finally, a likelihood ratio test reveals that the
theoretical variables are significant as a group in explaining firms’ governance decisions in
the form of their choices to adopt non-equity versus equity structures for their alliances
(p<0.001).
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Variable Mean S.D. (1) (2) (3) (4) (5) (6) (7) (8) (9)

1. Contractual complexity 

(unweighted) 5.05 1.54 ––

2. Contractual complexity 

(weighted) 0.65 0.21 0.94*** ––

3. Equity 0.14 0.35 0.22† 0.14 ––

4. Asset specificity 7.62 2.67 0.15 0.07 0.37** ––

5. Search costs 3.20 1.13 0.38** 0.35** 0.25* 0.22† ––

6. Strategic importance 3.79 1.13 0.40*** 0.37** 0.11 0.44*** 0.25* ––

7. Alliance scope 2.58 1.48 0.06 0.08 0.21† 0.29* –0.04 0.20 ––

8. Multiple partners 0.42 0.50 –0.13 –0.09 0.02 –0.12 –0.23† –0.14 0.23† ––

9. Foreign 0.15 0.36 –0.07 –0.08 0.08 0.08 0.08 0.04 –0.11 –0.11 ––

10. Firm age 4.03 1.81 –0.26* –0.23† 0.02 –0.22† –0.23† –0.03 0.11 0.17 0.09

1N=66. † p<0.10, * p<0.05, ** p<0.01, *** p<0.001.



Table 4. Estimation Results for Contractual Form 
and Governance Structure Models1
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Governance

Contractual  Form Models Structure Models

Contractual Contractual Equity

complexity complexity vs. 

(unweighted) (weighted) Non-equity

Independent Variable (1) (2) (3) (4) (5) (6)

Intercept(s) Incl. Incl. 0.70*** 0.38* –2.60† –22.38*

(0.10) (0.15) (1.35) (9.19)

Alliance scope 0.16 0.08 0.02 0.01 0.46 0.48

(0.16) (0.17) (0.02) (0.02) (0.28) (0.53)

Multiple partners –0.55 –0.08 –0.04 0.00 0.11 2.15

(0.47) (0.48) (0.06) (0.05) (0.81) (1.36)

Foreign –0.29 –0.39 –0.03 –0.04 0.98 0.83

(0.62) (0.63) (0.07) (0.07) (0.97) (1.36)

Firm age –0.23† –0.25† –0.03† –0.02† 0.00 0.42

(0.13) (0.14) (0.01) (0.01) (0.22) (0.36)

Asset specificity –0.11 –0.02 0.96*

(0.10) (0.01) (0.43)

Search costs 0.54* 0.05* 3.05*

(0.22) (0.02) (1.50)

Strategic importance 0.67** 0.07** –0.89

(0.24) (0.02) (0.68)

5.08 20.52** 3.62 23.80**

15.44** 20.18***

1.17 3.11**

5.36**

1N=66. Standard errors appear in parentheses. Models 1 and 2 are estimated with ordered logit models, models 3 and 4 are estimated
with ordinary least squares regression, and models 5 and 6 are estimated with logit models. † p<0.10, * p<0.05, ** p<0.01,
*** p<0.001.

χ2

–2[L(βred.) – L(βfull)] ~ χ2

F value

∆F



Our first hypothesis suggested that firms will tend to negotiate more complex
contracts when making transaction-specific investments in an alliance. In Models 2 and 4,
there is no support for this prediction, however. The results from the governance choice
models do suggest that asset specificity relates instead to the decision to adopt an equity
alliance over a non-equity alliance (p<0.05). In the presence of exchange hazards such as
hold-up surrounding transaction-specific investments, equity alliances are preferable to non-
equity structures since the former provide incentive alignment through joint ownership and
greater coordination through a joint board (Hennart, 1988). This result is consistent with prior
research on the antecedents of governance choices in alliances (Pisano, 1989; Oxley, 1997).
However, the finding that firms tend to rely on this discrete structural alternative and not on
building in greater contractual complexity differs from prior evidence on contract design and
the role of transaction-specific investments (e.g., Joskow, 1988; Poppo & Zenger, 2002). In
order to examine whether asset specificity leads to greater contractual complexity in alliances
without additional governance mechanisms in place, the contractual provisions models were
re-estimated for non-equity alliances alone, and similar insignificant results were obtained for
both the weighted and unweighted measures of contractual completeness.

Our second hypothesis suggested that firms will negotiate more, and more stringent,
provisions into their alliance contracts when it is costly to search for an alliance partner. The
results in Models 2 and 4 support this prediction. The greater the search costs for an alliance
partner, the greater the complexity of the alliance contract (both p<0.05). Firms that have
undertaken a significant search process for a partner also tend to choose an equity-based
alliance for the exchange relationship rather than a non-equity arrangement (p<0.05). 

Finally, our third prediction suggested that firms will negotiate more complex
alliance contracts for alliances that are viewed as strategically important. The results provide
support for this hypothesis. In Models 2 and 4, it is evident that more strategically important
alliances tend to involve more complex contracts, while alliances that are less strategically
central to the firm are likely to be governed by comparatively simple contractual
arrangements (both p<0.01). In contrast, the results from the governance choice models
provide no evidence that strategically important alliances are any more likely to be structured
as equity rather than non-equity alliances. Interestingly, the results for the control variables
indicate that neither the contractual complexity of alliance agreements nor their governance
structures are shaped by considerations such as how broad or narrow the alliance’s scope is,
or whether or not the alliance involves a foreign parent or multiple partners. The multivariate
results provide modest evidence in line with the bivariate finding that young firms tend to
negotiate more complex contracts (p<0.10).

Discussion

The results of this study show that contractual complexity is driven by the costs of
searching for a new partner, and by the strategic importance attached to the alliance.
However, contrary to what we had expected, we did not find evidence that asset specificity
influences contractual complexity. Interestingly, we found that firms’ decisions concerning
contractual complexity and governance structure have distinct antecedents. In particular, the
latter is driven by asset specificity and partner search costs, but not by the alliance’s strategic
importance. The results on asset specificity pose an intriguing puzzle, as one would expect
partners would try to protect themselves from hold-up risk by including more stringent
clauses in the contract. Given that asset specificity has been linked to contractual complexity
in contracts in other domains (e.g., Joskow, 1988), this result may reflect our sampling of
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telecommunications companies. Given the high technological uncertainty present in this
environment, the likelihood of contractual renegotiation is very likely, so complex contracts
are also likely to require costly renegotiations. Faced with the risk of hold-up under these
circumstances, managers may prefer to protect themselves by turning to a governance
solution instead of a contractual solution (e.g., Poppo & Zenger, 2002).

Our results also show that alliance contracts are fairly heterogeneous. While roughly
half of the alliances in our sample have 5 or 6 contractual clauses, the other half is broadly
distributed. In addition, there are few significant differences in the use of particular
contractual clauses in equity and non-equity alliances. These differences appear in the use of
two of the least stringent clauses (rights to reports of relevant transactions, and auditing
rights). These findings are consistent with the fact that contractual complexity has different
antecedents than governance form, and there appears not to be a simple mapping between
contractual complexity and governance form. Based on this evidence, the assumption that
control tends to increase in a simple fashion when moving from non-equity to equity
alliances may be questioned.

One implication of our study for researchers investigating alliance contracts is that it
does not matter whether measures of contractual complexity use stringency weights or not. In
fact, both measures are highly correlated (r=0.94, p<.001), and the results hold the same in
the models using weighted or unweighted measures of contractual complexity. Future studies
might consider whether or not weighting schemes are required for different types of
contractual provisions or for alliances in different sectors. Because we have focused on
classes of contractual provisions, extensions that probe further the specific clauses firms use
and the alternative ways of negotiating these elements would also be valuable and provide
guidance to entrepreneurs seeking to design their collaborative agreements.

Entrepreneurs will also need to consider the tradeoffs between contractual complexity
and flexibility when designing their alliances. On the one hand, entrepreneurial firms tend to
have less resources to design more complex contracts than established firms, and prolonged
efforts to craft alliance agreements may divert attention from other important activities (Inkpen
and Ross, 2001). In fact, flexibility is often a key objective for entering into alliances in the
first place. On the other hand, established firms may be in a better position to manage
subsequent stages of an alliance’s evolution to their advantage (Reuer and Ariño, 2002).

Several of the limitations of this study open up opportunities for further research on
the contractual design of collaborative agreements. First, the study is based on a sample of
firms operating in one country and one industry. Extensions could therefore take up the issue
of whether our results generalize broadly to other alliances or whether there are bounds on
such generalizability. Given that many national cultures tolerate higher levels of uncertainty
than Germany (Hofstede, 1980) and that the telecommunications industry involves particular
business and technological risks, we suspect that alliance contracts in other industries or
countries may be more open and may even be shaped in different ways by various exchange
hazards. Second, although our study has focused on entrepreneurial firms, and this is one of
its strengths, extensions that explicitly compare entrepreneurial firms and established firms
engaged in alliances would be valuable. Finally, we have examined here but one particular
aspect of alliance design. Investigating other alliance formation issues such as partner
selection, negotiation processes, the intervention of outside professionals such as lawyers,
etc. may add to our understanding of how entrepreneurial firms may use and manage
alliances to advance their objectives and overcome some of the fundamental challenges of
interfirm cooperation.
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