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Mapping collaborative transactions in networks and alliances that yield

business benefits

Abstract

This paper considers the dynamics of participation in business networks from the viewpoint
of an individual SME in an Australian context. The proportion of Australian SMEs actively
involved in networks and alliances appears to be limited and the long-term success rate of
business network alliances seems low. What sustains the successful ones? We have focussed
on transactions, and observe that some transactions provide a percieved business benefit and
some generic competencies are needed to administer and grow the collaboration as an entity.
We have represented the benefits flowing from three particular kinds of transactions:
business, knowledge and social transactions in the form of a “map” which helps collaboration
participants identify what is valuable to them, finding that all three types may emerge,
regardless of the initial purpose of the collaboration. We also observe that successful

collaborations have a blend of similarity and complementarity amongst the participants.
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Mapping collaborative transactions in networks and alliances that yield

business benefits

Introduction

There is a widely held view within the business community that for small businesses to compete
globally, they need to engage in collaborative arrangements with local competitors, suppliers,
customers and other complementary enterprises. Many Australian small to medium enterprises
(SMEs) are involved in limited collaborative activities through trade or business associations and
some have participated in networks that have been stimulated through government support
programmes There has been considerable research into environmental conditions for successfully
establishing networks and other forms of collaboration, but little empirical work neither on what
makes the irresistible business case for an SME to work this way nor on the requirements to sustain
such alliances. In addition the words “network” and ‘“collaboration” cover a very wide range of
circumstances, and it is argued that the arrangements for business success are situation-specific, but
depend on a small number of variables. For example, organizations participating in learning,
innovation or supply-chain collaborations may need to develop different capabilities and collaborative
arrangements, depending on the outcome sought from the collaboration. We suggest that some factors
related to time allocation and level of effort may inhibit the participation of smaller firms in formal
collaborations, and that their ongoing participation will depend on how the benefits of collaboration
compare with benefits from time invested in alternative opportunities, and on the dynamics of their
market and technology environment. Our initial research indicated that firms who did not achieve any
perceived value-adding transactions from participation in collaboration were unlikely to continue to

participate, leading us to focus on value-adding transactions.

The work described in this paper provides some insights that emerge from investigating business

benefits that sustain collaborations. An exploratory investigation used two cases to test a map of the
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different transactions that may support ongoing networks. Extended case studies of these two
different networks plus a third case are presented, and using our mapping approach they are analysed
to illustrate what business benefits may sustain alliances, and what are some key characteristics and
capabilities Australian firms need in order to obtain leverage and value adding benefits from different
kinds of collaborations. The end objective is to improve both the participation rate of SME’s by more
clearly defining business benefits; and to improve the success rate of collaborations by recognising

which influence factors are generic and which ones are situation-specific.

A business network view

Todeva (2001) uses the term business network to describe a variety of collaborations, and to
distinguish them from social networks and physical networks. From this viewpoint, she suggests a
definition: “Business networks are sets of transactions based on structural formations with dynamic
boundaries that comprise of interconnected elements (actors, resources and activities). Networks
accommodate the contradictory aims pursued by each actor, and facilitate joint activities and
repetitive exchanges that have specific directionality and flow of information, commodities,
heterogeneous resources, individual affection, commitment and trust between the partners”. The focus
on actors, resources and activities is attributed to the IMP Group (1997). In considering technology
enabled Virtual Industrial Communities, Zhou (2001) considered interconnected elements in terms of
residents, facilities and protocols. Collaboration may have some particular internal workings that
might be conveniently described in terms of the elemental components considered above, but it does
not exist in isolation, and it is generally formed to more effectively engage with a larger network or
community. We will now consider some Macro environment matters, some issues of appropriate

capabilities followed by a discussion of transactions

Structure and environment
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Resources must be made available when entering into any collaboration, and these resources need to
be continually invested in organising and maintaining the relationships. Large enterprises are able to
allocate more resources than small and medium enterprises, because large enterprises can spread the
cost of the resources over a large volume of business. There are views that a certain minimum resource
base is required to establish an effective network, and a survey on innovation networks by Basri,
(2001) suggests a company size of at least ten employees is needed for effective participation. Large
enterprises have the resource base whereas small enterprises may compromise current business
activities if they put too much effort into developing collaborations. This is possibly why larger
enterprises are more successful at collaborations than SMEs. Large enterprises are also more willing
to take a risk in collaboration, whereas SMEs are less willing perhaps because they see serious
consequences if a collaboration fails. In addition, SMEs in general have less organizational
knowledge because of their scale, and size and this makes it difficult to find and develop ways of
cooperating with other parties. The market power of large enterprises is sufficiently strong to
influence the behaviour of collaborating enterprises, and in this way they can direct their suppliers and
possibly some customers. This is not usually an option for the smaller enterprises. However, while
there are many examples of successful networks and regional clusters in other regions such as Europe
and North America, the success rate of collaborations in Australia amongst SMEs is low. Why?

Is it related to a characteristic of the network structure or of the individual companies that form the
network, is it related to outcomes, or to some combination of these internal considerations?
Policymakers have seen the formation of networks as a way of strengthening the international
competitive position of SMEs in Australia. This was the basis of previous government support
programs for companies that wanted to establish an export network. Marceau (1999) observed that of
several hundred network arrangements stimulated with Australian Government support in the mid
1990’s, some worked very well and others had not conducted a common project after several years.
She noted that whilst considerable attention had been paid to business planning and the internal
functioning of these networks, competencies in these areas did not seem to assure the long-term
viability of a network. Marceau (1999, 23) saw that the “success of collaborative ventures lies in the

organisation of the external environment rather than the climate internal to the network”, She
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discussed the external environment in terms of the rate of technology change, market growth

opportunities and opportunities to access markets.

In summary, a number of influence factors in addition to a sound strategic intent and efficient internal
functioning of a collaboration: government stimulation; organization size; market power and access
and the rate of technological change have been identified. The following discussion considers
participation in a collaboration (using networks as a general case) from the viewpoint of an individual

participant.

Collaboration strategy and capability

In principle, active collaboration between firms can enable them to achieve outcomes that they could
not achieve on their own, while allowing each individual partner enterprise to realise its own strategic
goals. This requires a well-developed capacity to collaborate and to learn across differing
organisational cultures, not only at the levels of individuals or companies, but also at the
inter-organisational level. Consistent with the observations of Marceau (1999) it is argued that there
also needs to be business activities that improve thew market positioning for the partners involved in
the alliance if the alliance is to be ongoing, and that a range of collaborative management and learning
competencies and organisational capabilities are needed and must be maintained. Just establishing a
collaboration is not enough, there must be both business and housekeeping activities and benefits for it

to endure.

Considered from an operational perspective, there are many forms of collaboration being practiced
today, albeit by a minority of firms, ranging from one-on-one alliances through to multi-firm industrial
clusters. But they all have to confront a number of common issues, such as:

» Integration. For alliances to be effective, certain unique capabilities need to be developed and

embedded in the partners' organisations. As a result, a very complex mix of intra- and
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inter-firm processes has to be aligned and implemented to really grasp potential business
performance improvements. Collaboration must be a strategic imperative for the firm

» Organisational barriers. Most Firms have developed a repetoire of practices that help make
them unique, so they restrict access to these practices and maintain an independent
management style. But collaboration requires sharing or changing of some established
practices and the acceptance of a degree of interdependency on other Firms, as well as the
development of a common language/jargon.

* Trust. Compared to ‘simple’ inter-firm customer-supplier relationships, knowledge exchange
requires each of the partners to allow the other partners "to look into their kitchen'. In
addition, priorities given to internal work and work associated with the collaborastion must be
equitably balanced. As this cannot be enforced upon any of the partners, an above average
level of trust in and respect for each other's competences and best intentions is required.

* Ongoing learning. As collaboration is not a natural process in a competitive environment, it
will take time and effort to establish and sustain. Companies do not know instinctively how
to proceed in these matters, and may require external assistance.

Once these issues are put into a context, firms appear to apply their new collaboration competencies
to a range of applications, such as sharing best practice, joint product development and joint
purchasing initiatives, potentially providing business benefits beyond the original rationale for

forming the relationship.

Transaction mapping

From the viewpoint of an individual firm participating in collaboration, it can be argued that
the transactions taking place, determine the perceived value of the collaboration. If no
transactions take place, the collaboration is of no value. If only housekeeping transactions
take place, the collaboration may be seen as having a negative value. This focus on

transactions has been combined with observations made earlier about the potential value of
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business activities, social activities and knowledge activities. We have considered the
potential current or future business benefits that might arise in connection with each kind of
transaction. Direct business transactions might enhance revenue, reduce costs, optimize the
use of assets, reduce lead-time, enhance reliability or reduce risk. Biggiero and Sammarra
(2001) point out that sustainable inter-organisation networks are not only driven by current
economic motivations, but by some socio-psychological factors that may lead to future
cooperative relationships. Social transactions might enhance an organisation’s power base,
expand personal networks, reduce perceived inter-organisational risk by better understanding
the motives of participants, enhance business environment understanding, or provide an
opportunity to test ideas in a friendly environment. Wiendahl, Engelbrecht and Hamacher
(2001) see cooperation to meet production demands and learning relationships that support
market demands as increasingly important as production paradigms move through mass
customisation towards customer-specific production. Knowledge transactions might provide
market intelligence, technology intelligence, and operational intelligence, reduce decision-
making risk by seeing where new concept have been successful, and exercise organisational
learning competencies that help sustain change capacity in a dynamic environment. Some
transactions may provide benefits now, and at some time in the future. These three classes of
transactions and the characteristic sub-tier transaction classes mentioned above have been

combined in a form of map, illustrated in Figure 1

Take FIGURE 1 in here

We suggest that the way transactions associated with a particular collaboration and a particular

participant cluster on such a map provides a rapid insight into what is happening. For example, we
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would expect that a pre-competitive research collaboration would map predominantly in the
knowledge transaction area; that a trade association would map predominantly in the social
transaction area; and that a capacity sharing collaboration would map predominantly in the business

transaction area.

Generic actor roles

The transactions discussed so far are those providing business benefits. There are also a variety of
housekeeping transactions needed to sustain collaboration, along with some assignment of
responsibility for managing these transactions. There will be communication system and data
management needs, but someone needs to be responsible for the efficient day-to-day functioning of
the collaboration and for facilitating its decision-making processes. In a recent research project
considering the needs of a global network (GLOBEMEN, 2001) it was found that decision processes
had to be formally enunciated, and a structured GRAI Grid approach was used to map decisions, their
linkages, and information needed to support them (Doumeingts et al, 1998). The long distances
between partners required formalization of many of the processes at work, leading to an increased
volume of explicit transactions. Even so, someone needed to be responsible for their management.
Who might be responsible for transactions seems to depend on the nature of the collaboration
structure. In a hub and spoke type arrangement with a large company at the hub, that company
assumes this responsibility. A peer network seems to require an independent person or entity to
assume this role. Management in this circumstance can be a difficult role, as the manager has no
direct control over the resources he or she is using, and is employed by the clients being managed.
Tuck and Earle (1996) (one a venture capitalist, and the other an anthropologist) considered the
relationship between a CEO and the Board of a company in this context of interdependence,
suggesting that prior management experience may not be a good indicator of success, but that
understanding tribal behaviour (as a politically organised community) would be helpful because they

believe similarities across many cultures come from people confronting the same generic issues.
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Biggiero and Sammarra (2001) maintain that there are other forces at work in inter-organisational
networks that will influence the nature of transactions: issues of identity and identification. They
argue that the extent to which the network is seen as a discrete identifiable entity and the extent to
which the participants identify with that entity influences the behaviour of the participants. This helps
to establish boundaries, determines who is in and who is out, and aids in sense-making, all of which
improves the efficiency of operation and decision-making. Further Biggiero and Sammarra (2001)
argue that these factors will influence operational matters differently, depending on the extent of
similarity or complementarity in the participants. In networks based on similarity, similar tasks can
share common resources to increase efficiency through scale and technical specialisation. We see that
housekeeping transactions will mainly relate to task coordination in this case. In networks based on
complementarity, the participant’s tasks are different, but interdependencies help gain reduced
coordination costs and increased returns. We see that housekeeping transactions here will mainly
relate to interface coordination. There may be elements of both similarity and complementarity at
work. In some cases firms collaborating within a particular economic zone may see that as an aspect
of similarity. An example is Business Network International (BNI, 2002); a world-wide group that
organises complementary (excludes competitors) small businesses in a local geographic region into
mutual support and marketing networks where the primary transaction is the referral of a client of one
business to the services of another to increase returns. Similar firms within a particular industry
collaborating across economic zones may see that as complementarity. An example of this is the
collaboration of smaller firms in the Australian wine industry to access export markets (Marsh and

Shaw, 2001).

In summary, we see issues associated with managing relationships, issues associated with managing
tasks and issues associated with maintaining communication at work. In making broadly similar
observations, some researchers see that generic roles need to be enacted. Zhou (2001) describes three
roles: a coordinator function to manage the enterprise identity, capabilities, capacity and performance;
a collaborator function that facilitates knowledge and information exchange; and a communicator

function that facilitates face-to-face or virtual meetings and keeps all participants aware of the status

10
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of the collaboration. Lipnack and Stamps (2000) have noted five leadership roles that address
interfacing needs in technology enabled virtual teams: coordinator, designer, disseminator, Tech-net

manager, Socio-net manager and executive champion.

Some case studies

A short study of Business Network International was carried out by participating in the
meetings of a local chapter and by reference to published material (BNI, 2002). This was
followed up later by direct interviews with participants a second, larger chapter. BNI was first
established in the USA more than 10 years ago, and operates in a number of countries. The
network helps small (generally service sector) firms help each other to expand their markets
by in effect, using all of the members of a chapter to identify new client opportunities for each
other. There are strict codes of behaviour, and protocols about meetings and their agenda’s.
Short breakfast meetings are held at a set time and place each week to exchange referrals,
discuss the business climate in the region, and to help improve each member’s sales approach.
Identification with the network is encouraged through a sense of brotherhood rather than as a
market entity. The interaction mechanisms are formalised (the weekly meetings with a
specific protocol) and the referral transactions are formally documented. At the meetings,
inter-personal transactions take place, testing ideas and providing some coaching. In addition,
there are knowledge transactions: sharing technology intelligence, eg regarding software
tools, and operational intelligence, eg approaches to organisation. But the primary aim of the
network is increased revenue for the members. The management and coordination function is
provided by some voluntary roles within each chapter, and by a regional director who is
funded by member contributions. Membership of a particular chapter may rise and fall, but
its health is judged by transaction dynamics such as the number of referrals, meeting

attendance statistics and the extent to which contact spheres of a particular membership might

11
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overlap. One regional director observed that healthy businesses, ready for growth provided
the most dynamic membership, but given that environment, less capable businesses might be

assisted and subsequently provides a contribution to the chapter.

A study of Australian Toolmaking Pty Ltd (ATI) was carried out using both a questionnaire and
interviews. Both the questionnaire and the interview structure built on previous work by Fulop and
Kelly (1997). ATI is a virtual enterprise acting as a shopfront for a network of toolmakers, and it has
been in existence about six years. The primary goal of the ATI network is acquiring production orders
from overseas. As the individual companies could not do this successfully due to their limited size,
they formed a network to enter the export market as a larger entity. A secondary goal is to make the
members stronger in the domestic market. The member firms in this network are all SMEs with
between 22 and 52 employees. The driving force in the network is one of the two larger firms in the
network. The latter is larger than the average firm because of activities other than toolmaking that are
undertaken in the firm. As the age of the firms in the network varies from 19 to 35 years this can be
regarded as a network of well-established firms. The managers interviewed described the domestic
market growth potential of their toolmaking businesses as limited. Only the lead firm was expanding
its factory floor for toolmaking. Some of the other network members have been downsizing their
toolmaking businesses and have been looking for growth in other divisions. There are presently 5
firms in the network, all located in the southern Sydney region. Members find the area where the
network members are located important mainly due to the ease of communication, and secondly for
inter-firm transportation of products. There is a full time manager who operates independently, but is
funded by the network partners. A Board of partners provides general direction and strategy. There

have been three different managers to date.

The network members describe similarities regarding the following characteristics:
* Product or service: All members do the same type of tooling (specifically plastic tooling) of high

quality. Within that sector each has a speciality in their own field.

12
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* Clientele or customers: The type of customer is similar for all members the majority are
automotive companies. Members have their own customer base and rarely have the same
company as customer. Customers all are demanding and want a wide range of services.

* Mode of operation: The members are the biggest toolmakers in the region and all very
progressive in toolmaking. The mode of operation of the members is very much the same in the
way that they all quote for orders, have similar methods, for example they all use CAD/CAM, and
operate the same types of tools and machines. All members are privately owned companies.

* Territory or market: For the ATI network two types of market can be distinguished. These are the
domestic market and the export market. All members operate in the same domestic market
(Sydney, New South Wales and Victoria). They have acquired their own overseas markets,
although these are of a minor scale. The firms aim to expand into the international market in
collaboration using the network’s capacity to win large orders.

* Relationships that developed between participants resulted in joint purchasing, sharing resources
and capacity to meet peak demands of long-term domestic customers, and information sharing on
new technologies.

The members have complementary capacity and machines. Every member has some specialization in

a market sector. Members can share work with each other in confidence of quality and reliability.

This gives the network a wide range of services to offer in tooling. Whilst the network has reduced its

internal costs, and increased revenue by sharing some domestic market projects, the level of revenue

hoped for from export work has not been achieved. But the partners still see better access to overseas

markets as an achievable objective.

A third network was studied using a questionnaire to adopt a consistent approach to individual
interviews. It is an informal innovation network of industrial designers, engineers, tool
designers and tool manufacturers tending to specialise in the development of unique plastic
product designs that might also require the development of unique production processes.

Participants are distributed across five States in Australia, and the main criteria for

13
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participation seem to be demonstrated excellence in a specialisation, ease of collaboration and
demonstrated contractually compliant performance. New business opportunities may be
identified by any member who may then take the lead position for that project, or an
opportunity may be referred to a more appropriately specialised partner for follow-up and
leadership. The network arrangement enables members to offer turn-key packages to clients
rather than just part of a package. The maintenance of a reputation for innovation and
reliability is an important consideration for each individual participant, as in taking a lead
position; they become interdependent on the others to maintain that reputation. The network
itself is not a visible entity. Membership has changed over time as more specialisations have
been added, and as difficulties have arisen with either ease of collaboration or contract
compliance with past members. One of the members who has a strong orientation towards
collaborative arrangements arising from prior experience in Europe appears to be the network
champion, and he sets standards and protocols (eg everyone uses Microsoft Project software
for project management). Although the network structure is informal, projects are formally
operated with clearly defined roles and tasks. This network is based on accessing and sharing
intellectual assets rather than physical assets, but it is in place to expand the market access of
the participants rather than to share knowledge. Participants have noted some expansion of
personal networks as a benefit. Technology intelligence and operational intelligence are seen
as the main beneficial knowledge transactions. Some members of the network are considering

establishing a more formal arrangement to develop their own products and brand.

Discussion

14
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We have postulated that there a three generic kinds of transaction that deliver current or future benefits
to an individual firm in a collaboration, and we have drafted a map of possibilities based on our past
experience. Table 1 indicates areas of that map accessed by our case study groups. It is noted that:

e The three kinds of generic transactions are accessed in all cases

* Inall cases, there is still significant scope for access to other beneficial transactions.

Take in Table 1 here

In the BNI network there is some turnover of members, and the Regional Director plays a facilitation
role in providing education services and seeking to continuously expand the membership of each
chapter. In the ATI case, the Manager directly pursues business on behalf of the members, and the
membership is stable. The management role in each case is different, as implied by the work of
Biggiero and Sammarra, (2001) comparing networks based on similarity with those based on
complementarity. In some of our broader industry discussions with people who had stimulated the
establishment of a number of networks, it was suggested to us that successful network collaborations
need to have an independent manager. This is certainly the position in the first two cases here, and we
suggest that without this independent resource, these networks would not function as well. In the BNI
case, the cost of the Regional Director is shared by a number of Chapters, and he contributes business
process and education services to the network. In the ATI case, we consider that the alternative of
having the network lead by one participant may place an unreasonable burden on that participant, and
potentially influence the manager’s priorities. On the other hand, the third case, the innovation
network, has no such independent manager until a specific project is identified. As suggested in earlier
discussion relating to networks based primarily on complementary competencies, the innovation
network coherence is maintained by relationship management, in this case founded on mutual respect

for the participant’s level of competency in their specialisation.

In all cases, if there were no transactions providing a business benefit, then the collaboration would

not persist. In the BNI case, the number of members in a particular chapter may fluctuate from a

15
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handful of stalwarts to twenty or thirty. From our observation of the dynamics of such collaborations,
there are a number of factors that influence participation by small businesses;

* Can I afford to invest time (and any funds) in establishing myself in this network, or will that
investment distract too much from my present business? The BNI approach seeks to limit this
investment to short but frequent meetings outside business hours by adopting and reinforcing
some strict operations protocols.

* How long will it take before I see some benefits from my participation? The ATI group did
not achieve the export market benefits originally hoped for, but gained some benefits from
inter-firm trading in the domestic market, and from joint purchasing cost savings. The
innovation network is based on minimal initial investment, but significant investment in
specific projects

* Will the level of benefits eventually achieved compare favourably with an alternative
investment of my time? We suggest that the perceived value of the total package of business,
knowledge, and social transactions will influence this assessment. For example, one
participant may value knowledge transactions and another may not.

» Is this particular collaboration supporting my long-term growth needs, and does it have a finite
life? Whilst some collaborations are formed to carry out a specific project, we suggest that the
external market and technology drivers observed by Marceau (1999) will influence the answer

to this question more than the internal dynamics of the network

The three case studies presented here considered collaboration arrangements that have endured, but it
is possible that some collaborations do not endure because there is not a critical mass of market-
competitive participants (poor individual players are unlikely to result in an excellent team). We
suspect there may also be issues of complementarity. In the BNI case, Chapters of non-competitive
businesses are formed, but that does not necessarily mean they will be complementary. In one
particular Chapter observed, the most referrals flowed between a group concerned with personal
business affairs and finances. In the ATI group there was complementarity in terms of unique

equipment and customer base. This suggests that whilst a particular collaboration may be initially

16
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based on say, complementarity, that some aspect of similarity is beneficial, and vice-versa. In the
innovation network case, there was a complementarity of competencies, but a common focus on

plastics products and technologies.

Some survey work referred to earlier in this paper suggested that firms smaller than about ten
employees collaborated less. But the BNI and the innovation network firms were generally smaller
than this. It is our view that competency in the generic roles of coordinator, collaborator and

communicator makes more difference than firm size

Concluding remarks

We see that the benefits transaction map presented here is generic, even though a particular
collaboration may not access all potential areas of benefit, and that there is scope for the development
of another transaction map relating to housekeeping functions like coordination, collaboration and
communication, but this may be conditional on the similarity and complementarity attributes of a
particular collaboration. The irresistible business case for collaboration is the potential for growth
with minimal financial investment. We suggest that some factors related to time allocation and level of
effort may inhibit the participation of smaller firms in formal collaborations, and that their ongoing
participation will depend on how the benefits of collaboration compare with benefits from time
invested in other ways, and on the dynamics of their market and technology environment. We suspect
that the success of a network is not independent of the excellence of the participants. The
questionnaire and interview structure used initially in our research was based on previous work that
identified matters of structural importance in the operation of a network collaboration. From this
study, we see that many of these significant factors (e.g. business plan and trust) as involving
housekeeping transactions that are necessary but not sufficient to sustain a collaboration. We also see
that some blend of participant complementarity and similarity is necessary to sustain a network, as is

perceived past and ongoing beneficial transactions.
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TABLE 1 Business benefits in Case study Networks

BNI Case

ATI Case

Innovation Network
Case

Business Increased sales Increased domestic sales Increased domestic
transactions through extended through partner contacts sales through partner
sales force Reduced costs through contacts
Growth in Chapter joint purchasing
membership to Anticipated growth in
expand sphere of export sales through ATI
influence manager
Knowledge Technology Technology intelligence Technology
transactions intelligence intelligence
Market intelligence Operational
Operations intelligence
intelligence
Social Testing management Reduced inter- Expanded personal
transactions and operational ideas organisational risk networks

Enhanced skills facilitate
further collaboration
outside of ATI

Reduced inter-
organisational risk by
sharing and
accommodating
different views
Testing technical
ideas

Potential for
additional
collaborative
relationships
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