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Abstract

In collaborating to compete, firms forge different types of
strategic alliances: same-function alliances, parallel devel-
opment of new products, and cross-functional alliances. A
major challenge in the management of these alliances is how
to control the resource commitment of partners to the col-
laboration. In this research we examine both theoretically
and experimentally how the type of an alliance and the pre-
scribed profit-sharing arrangement affect the resource com-
mitments of partners. We model the interaction within an
alliance as a noncooperative variable-sum game, in which
each firm invests part of its resources to increase the utility
of a new product offering. Different types of alliances are
modeled by varying how the resources committed by part-
ners in an alliance determine the utility of the jointly-
developed new product. We then model the interalliance
competition by nesting two independent intra-alliance
games in a supergame in which the groups compete for a
market. The partners of the winning alliance share the profits
in one of two ways: equally or proportionally to their in-
vestments. The Nash equilibrium solutions for the resulting
games are examined.

In the case of same-function alliances, when the market is
large the predicted investment patterns under both profit-
sharing rules are comparable. Partners developing new
products in parallel, unlike the partners in a same-function
alliance, commit fewer resources to their alliance. Further,
the profit-sharing arrangement matters in such alliances—
partners commit more resources when profits are shared
proportionally rather than equally.

We test the predictions of the model in two laboratory
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experiments. We find that the aggregate behavior of the sub-
jects is accounted for remarkably well by the equilibrium so-
lution. As predicted, profit-sharing arrangement did not af-
fect the investment pattern of subjects in same-function
alliances when they were in the high-reward condition. Sub-
jects developing products in parallel invested less than sub-
jects in same-function alliance, irrespective of the reward
condition. We notice that theory seems to underpredict in-
vestments in low-reward conditions. A plausible explanation
for this departure from the normative benchmark is that sub-
jects in the low-reward condition were influenced by altru-
istic regard for their partners. These experiments also clarify
the support for the mixed strategy equilibrium: aggregate
behavior conforms to the equilibrium solution, though the
behavior of individual subjects varies substantially from the
norm. Individual-level analysis suggests that subjects em-
ploy mixed strategies, but not as fully as the theory demands.
This inertia in choice of strategies is consistent with learning
trends observed in the investment pattern.

A new analysis of Robertson and Gatignon’s (1998) field
survey data on the conduct of corporate partners in technol-
ogy alliances is also consistent with our model of same-
function alliances.

We extend the model to consider asymmetric distribution
of endowments among partners in a same-function alliance.
Then we examine the implication of extending the strategy
space to include more levels of investment. Finally, we out-
line an extension of the model to consider cross-functional
alliances.

(Strategic Alliances; Experimental Economics; Competitive Strat-
egy; Game Theory; New Product Development)
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