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PLURAL FORMS OF ORGANIZATION:
WHERE DO WE STAND?

ABSTRACT:

This paper addresses a puzzling problem: why dbeganften choose to combine
alternative modes of organizations simultaneoushyievdealing with identical or

almost identical transactions? | propose a modedajature these so-called ‘plural
forms’ and to explain the choice of such non-stathidarrangements. Three
determinants are identified as playing the majde:rambiguity surrounding the
fitness of a mode of organization to the transactad stake; complexity of a
transaction or a set of transactions; and strategi@vior. Propositions are derived

that are confronted to empirical data coming ouhefagrifood industry.

1. Introduction

The economic analysis of alternative modes of drgaion is how a significant part
of the research agenda of economics as well asgeeahscience$.In a first step,
attention focused on the now famous trade-off betw&nake’ or ‘buy’, between
markets and hierarchies (Williamson, 1975). Howgeveuite early in the
development of this approach, empirical evidenaggsested that very often actors
operating in the same sector and monitoring sintiimsactions do not converge on
an identical governance structure. We often hatraid at the industry level, with
different organizations using different mechanigewulating basically the same type
of transactiort. This co-existence is puzzling and challenges #t&gans as well as
empiricists:why are different forms of governance often adoptedor organizing

similar transactions?

Another step in the extension of organization thieaiso came out of empirical
evidence. Not long after the publication of thessla book onMarkets and

Hierarchies by Williamson (1975), Rubin (1978) pointed out thignificance of

2 An important signal in that respect was the avedrfihe Sveriges Riksbank Prize in Economic
Sciences in Memory of Alfred Nobel for 2009 to ElirOstrom and Oliver Williamson.

% | define a transaction as the transfer among tolyically separable units of rights to use goods o
services. For a slightly different definition, sé&liamson 1996, p. 379.
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another class of arrangements, illustrated by titeeasing role of franchising but
going beyond that specific form. Further empiriegidence illustrated the variety of
these ‘non standard’ arrangements, tagged ‘nondatdh because they do not
operate through market rules strictly speakingrelyron hierarchical mechanisms of
coordination. Franchising, strategic alliancesntoientures and many other forms
are preferred to the straightforward alternativeMeen ‘make-or-buy’ to organize
transactions, and they seem to do so efficientlgnde, the initial trade-off was
extended to include a third class of arrangemesften identified as ‘hybrids’ as
suggested by RubthThis category intends to capture the non standsodes of
organizations in which parties accept to share s@ften substantial) decision rights
and even some property rights as when they joiddyelop new assets, without
merging together. It raises another puzhtay do we explain the persistence in the
long run of modes of organization in which the alloation of rights is often

blurred?

More recently, theoreticians as well as appliecheaasts have become increasingly
aware of another puzzling element. There are numsesituations in which an
integrated firm may choose a complex arrangementhith, beside its integrated
activities, it develops activities transferred aadgsits perimeter. This can be so
downward, in distribution, the classical exampléngedual systems in franchising
(hence, MacDonald maintains company-owned outlets parallel to thodsaof
franchisees); but also upward, in production, anph&non already observed in the
pioneering econometric study by Monteverde and &ed®82a; 1982b) on the
transaction cost explanation to integration in ¢ae making industry. Indeed, these
authors took note that even in a highly integrdiett (General Motorsin their
sample) the company maintained a subset of extesuppliers. However their
attention was focused on the reason for verticigiration and they paid little
attention to this ‘anomaly’ (if it is advantagedwosintegrate, why maintain a certain
level of outsourcing?), which emerged repeatedlyother studies on vertical
integration. Hence a third challenging issué: a firm finds comparative

advantages in integrating a certain type of transawns, why does it accept or

* The terminology varies significantly, with econaisi referring mostly to hybrids, in the
williamsonian continuity, while sociologists anchet social scientists tend to favor ‘networks’. €@th
terms (“symbiotic arrangements’ and so forth) hailso been used (see Ménard, 2004, pp. 347 sq.).
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even choose to organize a subset of transactionsttwbutside partners for the
same activities? (And vice-versa: if there are comparative advargage
externalizing, why does a firm decide to maintaant f the transactions in-house?).

In this paper and in the underlying research ptpjefocus on this third type of
arrangements, which Bradach and Eccles (1989) stemjdo identify as ‘plural
forms’.> My investigation intends to shed light on theitogf these complex modes
of organization through an extension, and in a \®&asignificant revision, of the
transaction cost model initially developed by Vdithison (1985; 1991/1996). In what
follows, | understand plural forms as those orgati@nal arrangements in which for
a class of transactions dealing with the same iactisnd within the same
institutional and competitive environment a partyes simultaneously different
modes of governance or relies simultaneously orstanbially different types of

contract®

As already mentioned plural forms can prevail daveasn, as with dual distribution;
or upstream, as with inputs procured by alternatimoeles of organization. They tend
to be much more frequent then one would expecthéndistribution sector, beside
the classical example of the co-existence of duathanisms of governance in
franchising, so well illustrated by the fast foadlustry, there is also the example of
major firms using simultaneously different chann@lsmarket products. Hence, in
Brazil Danone distributes its products through supermarkets &l &ws small
independent shops, but also through brokers anal éwer-to-door sellers. However,
there is more to the story than distribution. Oa ginoduction side, there are many
situations of ‘tapered’ integration, as when firomnbine ‘make’ and ‘buy’ (Carlton,

1979; Monteverde and Teece, 1982a,b; Heide, 200®)e are even more complex

® The literature uses different terms to represhase mixed governance structures, identified for
example ascontractual mix'(Bai and Tao, 2000; Silva, 2001; Azevedo et &02); ‘dual distribution’
(Dutta et al., 1995);multi-modal forms’(Grandori and Furnari, 2008); qultral forms’ (Bradach and
Eccles, 1989; Bradach, 1997; and many others!).

® | specify the fact that plural forms develop wittthe same environment to exclude situations in
which a party would choose different forms in diffiet environment because of different rules, laws,
etc. (as, for example, in Oxley, 1999). For a edadefinition, although limited to franchising, dbe
seminal paper from Bradach and Eccles (1989: lit2)which they defined plural form as an
“arrangement where distinct organizational contrmkechanisms are operated simultaneously for the
same function by the same firm. For example, coimepanften make and buy the same part;
companies frequently franchise units and own uimtgshe same restaurant or hotel chain; and
companies sometimes use a direct sales force anptarty distributors.”
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situations, as when plural forms upward AND dowrdvare endorsed by the same
firm. For example, many chain stores (e@arrefour) buy some products directly
from producers with whom they implement contractd #om wholesalers as well
as from brokers for the provision of exactly thensaproducts; and they similarly
adopt plural forms (company-owned, franchiseesn évdependent sellers), for their
marketing activity.Korin, a major provider of organic chicken, among matheo
products, mixes house-made inputs with similar isfought directly from farmers,
while its retailing activity combines its own sterevith franchised units and
distribution through large retailers. In other terrthere is a wide variety of forms
used by unified entities, typically a firmfo organize transactions supporting
identical activities, horizontally as well as vedily. Notwithstanding their variety, |
shall argue in this paper that these plural forh@se similar structural characteristics
(see also Ménard, 2012).

The paper is organized as follows. Section 2 revielwiefly the existing

explanations, emphasizing that they are both digpand very incomplete, which is
not to say that they are irrelevant. Section 3 bgpgea framework, which intends to
embed the variety of plural forms within a unifiegplanatory model, enriching the
now standard transaction cost model initiated bili&son (1991/1996). Section 4
turns to an extensive sample of ongoing case Sudieorder to confront this
theoretical framework to facts —although at thisnpone cannot speak of a “test’-

and to discuss its relevance. Section 5 concludes.

Existing explanations.

Since it emerged explicitly as a puzzle in therditere on organizations, which goes
back to the seminal paper by Bradach and Eccleg89j19many alternative
explanations have been proposed to the existenderemilience of plural forms.
However, | shall argue that these explanationsatesatisfactory, partially because
they tend to concentrate on a specific facet ofgbm and partially because they

depend so much on ad hoc assumptions. The quickwdrelow of what | consider

"It can also be a cooperative, a joint venture, téendrikse and Jiang (2011) provide a rich sarople
plural forms and show conditions under which thaseingements can be an efficient mode of
organization. See also Ménard (2012) for an aralysthe general characteristics shared by hybrids,
notwithstanding their variety.
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the main explanations does not intend to discaedethviews, but to put them in

perspective in hope of integrating them in a uditieeoretical framework.

2.1: Pieces of the puzzle.

A: Technological diversity.

One possible reason why economic entities mightiéameously address different
modes of governance to organize similar transastmuld be the co-existence of
alternative technologies. For example, a firm orcaperative may engage in
activities using different technologies at somenpon time, either because of a
changing technological environment as with infororat and communication

technologies (the so-called ICT) or because of giEghendence, with investments
spread over time on different technologies thattioae to coexist. However, this
approach is better at explaining the existenceifdérdnt organizational solutions
operating in the same sector, which makes Geneadbd different from Toyota,

then to explain why the same firm, say Ford, usesilsaneously and for identical

technologies both in-house and outsourcing solgtion

B: Innovation-oriented solution.

A variation and extension of the previous explamatfocuses on the need to
motivate partners in an innovative environment. Whesector is facing important
technological changes or a significant evolutioml@mand, one party might have an
incentive to experiment with new technologies owproducts in order to convince
partners, for example franchisees, that there amst stake. This would mitigate
asymmetric information with respect to new processenew products. For example,
a franchisor can introduce new products and test teception by customers in his
own outlets in order to convince franchisees topadbe same strategy (‘I have
tested this technology or this product and it woirks profitable’). The explanation
has its own merits, but it does not cover the nareplural forms that develop in a

stable environment, without significant changegehnology or demand.

C: Financial motivation.
A leading and early explanation provided to theseence of plural forms, and more
specifically to dual distribution in franchising that financial constraints would be

the central motivation. As the story goes on, flasars wishing to expand might
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face scarce financial resources, imposing limitatom their development if they
would rely solely on their own outlets. This coastt could provide a strong
incentive to outsource the brand name to franchjseis expanding without much
investment. However, as already pointed out by R{bD78), if financial markets
are working efficiently a successful franchisor @dobe able to borrow money
needed to expand. So why turn to independent fiaeeb and expose oneself to the
risk of loss of control? This skepticism has beenficmed by empirical evidence
suggesting that finance may play a role but is mbshe time not the leading factor
in the development of franchisees (Lafontaine ahdws 1999). Actually, in many
cases the franchisor supports financially the fngsee to facilitate his development.
Moreover, the financial constraint could hardly kexp the continuation and stability

over time of dual distribution for a mature andassful franchisor.

D: Benchmarking.

A more convincing explanation that has also até@et lot of attention, again mostly
about franchising, is that franchisors use duatrifistion to solve moral hazard

problems through benchmarking (Brickley, 1999; lrafine and Slade, 2007; the
intuition was already in Anderson, 1985). When ¢hir significant asymmetry of

information among parties to an agreement, sayauss the franchisor does not
know very well the local conditions within whichfeanchisee will operate (e.qg.,
MacDonald operating in China), problems of contesld adequate incentives
emerge. Keeping part of the activity in-house wotlldn work as an information

revealing mechanism. An extension of this arguneetitat holding its own facilities

(own plants or own outlets) gives a party a compaaadvantage in negotiating
with partners, increasing his capacity to apprderithe value generated in the
relationship (Matthewson and Winter, 1991; Bai ahab, 2000; Heide, 2003).

Another possible extension relates to transactastsc holding part of the activities
could diminish the costs of monitoring contractshmexternal parties. This argument
was already in Monteverde and Teece (1982a, b)nwiney referred to the reason
why car makers who develop outsourcing still mamfaart of the production in-

house. The problem with the benchmarking explanai® that it focuses on

problems of control that incentives could hardlem@mome, while many plural forms

develop even in situations in which control is adtey problem.



E: Credibility of termination.

A possible variation on the theme of control raifes issue of credibility among
parties exposed to the risk of opportunistic betvavin keeping part of the activity
in-house and/or in diversifying organizational dmos to procurement or
distribution, the initiator would put pressure as partners or on his own employees,
thus reducing risks of opportunism since it makesabh of the relationship a
credible threat. This strategy could explain theeflgpment of plural forms when a
party faces a weak institutional environment, aigderdeveloped property rights, or
missing devices to implement these rights as wiempetent and efficient courts are
absent. Plural forms could then make credible igleaf termination if some parties
deviate, without relying on external institutionkh a sense, this is similar to
organizing a tournament among alternative solutfohgan also be interpreted as a
buffer strategy, particularly when specificity afsats, typically brand names, is at
stake: the risk for an opportunist party to lose bhand name value when the other
party disposes of alternative solutions might haigciplining partners. However,
risk of opportunism and the adoption of solutionaking threat credible could

hardly cover the variety of situations in which galluiforms develop.

F: Knowledge-based perspective.

A more recent explanation emphasizes the learnimgprdages of diversifying

arrangements. When dealing with different modegafernance simultaneously, a
party might benefit directly from the experience ofitsiders. For example,

franchisors with independent franchisees often rimga periodic meetings or

seminars, participate to professional organizatietts in which franchisees share
their experience, but also in which franchisor igsen internalizing the positive

aspects of these experiences into his own outlegeq et al., 2011; see also
Windsperger et al., 2089 Positive externalities can be expected from ivary

modes of organization for similar transactions. ldeer, one wonders why so many
economic entities (firms, cooperatives) would havgo through these complex and

risky arrangements to learn: if information cirdekarelatively well, why not learn

8 Knoeber (1989) developed a similar argument tdagxghe introduction of incentives based on a
tournament in the poultry industry in the US.

° In their paper, Winsdperger et al. (2009) comhinknowledge perspective with incentive issues,
arguing that joint ownership improves knowledgele/providing superior incentives.
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from others and imitate them, without sharing rightith the associated risk of

losing control over expected benefits?

2.2: Theoretical background.

Notwithstanding their diversity, all these explaoas, with the possible exception of
the technological one, share some underlying reéerecither to agency theory,
focusing on problems of control and incentives tatransaction cost economics,
focusing on choices among alternative organizaticadutions to find the right

alignment with the properties of transactions aketwhile overcoming risks of

opportunism.

This theoretical background emerged only progredgiin the literature on ‘non
standard’ modes of organization, i.e., forms thatrespond neither to market
solutions nor to integrated entities (‘hierarchjedndeed, it took a while for
theoreticians in organization studies to apprecitdie significance of these
arrangements. In his pioneering paper, Rubin (19@ghtly emphasized the
empirical importance of arrangements such as fiamghand how they differ from
standard forms, without proposing a clear theaaétixplanation to their existence
and sustainability. This was about the time whenlligvison published his
influential Markets and Hierarchie$1975), in which he considered such forms as
transitory, with a limited time span when operatinga competitive environment, a

view he abandoned thereafter (Ménard, 2009).

However, it is only in the 1990s that empirical eéstigations as well as theoretical
insights on non standard arrangements took off, aamsiderations on plural forms
developed only at the margin of this literatdit€arly contributions focused on dual
distribution in franchising, with the co-existencecompany-owned outlets and the
development of independent franchisees. A domimew at the time, synthesized
by Bradach (1997) was that this duality respondaeth¢entive problems. However
empirical evidence did not correspond to the pteaficthat contracts should be
tailored to meet the variety of situations at sta@®® the contrary, contracts in
franchise systems tend to be standardized. A difteargument opposed the initial

% For an overview of the development of the literatan non standard modes of organization, see
Ménard (2004; 2012).
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view of Williamson and acknowledged the ‘stabilitgf non standard modes of
organization, including plural forms, explainingethersistence of such ‘sub-optimal’
arrangements bpath dependencé his ad hocargument hardly found convincing
support in empirical evidence since cross-sectovabas cross-country data attest
the resilience of similar plural forms operatingnrany different industries and in
various environments. Another interesting contiitnutinterpreted the adoption of
many different arrangements by the strategic behnaef heterogeneous players
looking for quasi-rents and how to capture them sfiG@nd John, 1999). One
problem with this approach is that it provides teac explanation to why markets or
hierarchies do not offer proper means to captuoéitpy and offers weak predictive
power about why to choose one plural form rathan thanother.

Retrospectively, we can argue that the most sicanifi breakthrough with respect to
organizational choices came out of the williamsonkaypothesis about efficient
governance, understood as the quest for the rigjmmaent between transactions and
modes of organization. Initially focused on the neoilassical trade-off between
‘make’ or ‘buy’ (1985, chap.4), the model was lagtended to include ‘hybrid’
arrangements, which Williamson characterized asdlterm contractual relations
that preserve autonomy but provide added transaspecificsafeguardscompared
with the market (1996, p. 378). The efficient alignment hypotiseded the
predictive power of Transaction Cost Economicsijngjut a comparative advantage
over Agency Theory in the analysis of alternativemdes of organization
(Lafontaine and Slade, 2007). Agency Theory assuatgsrs benefiting from an
extended rationality so that its core predictionthwiespect to the variety and
selection of organizational arrangements (esséntahtracts) refers to information
asymmetry and/or risk aversion of agents, shapiegtiade-off between incentives
and insurance. In a context of asymmetric inforomtiit is the degree of risk
aversion and the opportunity costs involved inipgrdting to a contract that provide
the rationale guiding the choice of 'a well defir@dl unique' optimal contract (ex
ante). The problem of course is that if agentgatienal and an optimal contract can
be reached, it is hard to understand why they waouddhtain parallel contracts or

different arrangements for similar actions.
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Transaction cost economics differ in that it doed require assumptions about
rationality or attitude towards risk. The alignmehypothesis proposed by
Williamson (1996, chap. 4) relies on the objectdequacy (or inadequacy) between
the attributes of transaction at stake and org#oizal choices available. Let us
assume that a transaction can be characterizeuelsttributes already identified and
tested for the ‘make-or-buy’ model, that is: iteeduency, the specificity of
investments required, and the uncertainty surroyndie transaction. Within rules
that shape their interactions (the institutionatapaeters of the model), parties
operating in a competitive environment have a gfriocentive to select the mode of
organization comparatively more efficient at mitigg transaction costs coming out
of the attributes mentioned above. Following Witison, if we focus on asset
specificity as the key attribute in that it is gahtin exposing parties to contractual
hazards, efficient organizational solutions willm@n on the inferior frontier of
costs, equilibrium varying according to the degoéepecificity of investments and
the associated contractual hazards. Assuming tiseeage of three leading modes of
organization: going through markets (with spot netsk the purest form),
internalizing the transaction within an integratsiducture (typically a firm), or
relying on inter-firm agreements (the so-called igylborms), the decision faced by
parties is to find th@ne form that fits best the characteristics of the transacat

stake. Figure 1 summarizes the main lessons fremtbdel.

Costs of
Governance
1 Market Hybrid Integration
Asset
specificity

Fig. 1: Williamsonian approach to alternative modesrganization
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However, | have introduced in the figure a questimark pointing two underlying

problems with this model. (1) Although numerous @&oal tests have shown the
strong explanatory power of asset specificity a@et@rminant to the choice of one of
the three modes of organization, its predictive @oremains less convincing when it
comes to the various forms that one specific mdderganization, say hybrids, can
take. (2) And what about situations in which ayparganizes simultaneously similar

transactions under two, even the three modes aihazgtion identified in the model?

In sum, both theories in their existing versionsefa dilemma when it comes to
explaining the existence as well as the charatiegisf plural forms. Indeed, both
theories converge on the idea that under competpiressure a single structure
should be the most efficient to govern a partictlansaction or set of transactions.
In Transaction Cost Economics, this is exemplifiwdhe trade-off between “make”,
“buy”, or “go hybrid”. In Agency Theory, it is exepfified by the quest for the ex-
ante design of a single optimal contract solving tilade-off between incentives and

insurance.

. An Extensive Framework.

| do not deny the relevance of the explanationgdisabove. The point | want to
make in this section is that they provide parti@ws that can be integrated in a
coherent and unified framework, so that we can nekese of the existence and
variety of plural forms. The proposed model is &#ssantially revised version of

Williamson’s transaction cost model from 1991/1996ith a change in the

determinants (the independent variable). It is asgeneralization that intends to
answer three questions. (i) Under what circumstudoewe expect the combination
of different governance structures to organizedaations with identical attributes?
(i) When confronted to the dilemma of choosing agpodifferent modes of

organization, what forces determine the choice yp@aakes? (iii) What are the

returns from these plural forms in comparison t@m@gements built on a unified
governance structure? The first question has taittothe existence of plural forms,
the second one with the selection process, thd tne with the comparative value
and therefore the stability of plural forms. Ingtpaper | focus mainly on the first

question, with some insights on the two others.
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Let us assume the existence of an economic etifyr(, a cooperative, etc.) — let
us call it an organization-- with well defined pesty rights as well as decision
rights. Let us also assume that in order to devé®mctivity this entity has to
organize transactions with one or more other estiteither upstream to acquire
needed inputs or downstream to market its productervices efficiently. It means
that there are benefits to be expected for thigyemt finding ways to coordinate
with other entities. According to the standard sastion costs model, illustrated by
figure 1, there are three possible choices for @msty, to which are associated
distinct costs: it can organize the transactiorexlad through the market mechanism,
dealing with a set of competitive firms without shg any substantial rights; it can
do it in acquiring property rights that will put mmol over inputs or outputs in the
hands of a unique Board that usually delegatedstantial part of decision rights to
an integrated management; or it can find that ngldind using some assets jointly
with other entities, e.g., through a joint ventusean important source of benefits. In
other terms, this economic entity can benefit frooordination and can do so in
using markets, in integrating, or in going hybtilus deciding how interdependent
activities with overlapping rights should be gowsnat what level it should be
implemented (upstream or downstream), and with witahsity of control. The core
of Williamson’s argument is that these choices Imedifferent transactions costs
and that in a competitive environment actors arehpd towards the solution
minimizing these costs, which happens when the naiderganization chosen is
“aligned” with the properties of the transactionsstke. It is so when the choice

made keeps costs on the inferior frontier in figlre

Now let us assume that this choice is not obvibesause transaction costs cannot
be identified that easily and/or cannot be meastigedously and/or that there is no
clear answer with respect to their minimization.alrsense we are in a situation in
which the sub-addivity in merging entities involveda transaction, merging only
part of their activity, or keeping them separatmams undetermined. If V is the
value associated to merger or acquisition betweenentities, 1 and 2, we have the
undetermined relation:

V(1,2) < V(1,0)+V(0,2)
>
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With respect to the transaction at stake (how taiaka specific input and/or how to
market a specific output) and the comparative benéfom alternative ways to
coordinate assets required for this transactiosed three possible determinants
pushing towards the diversification of organizasibresponses: (1) ambiguity in the
advantages expected from a more or less intenselinaton/control over key
assets; (2) complexity plaguing the governance h&f &ssets involved in the
transaction, thus creating uncertainties aboutattequate mode of organization; or
(3) strategic behavior with respect to modaliti€saordinating the use of assets in
relation to partners that can also be competitoes.us examine with some details
these possible determinants of plural forms and tlwey can be embedded in a

revised version of the model proposed by William@ayure 1).

3.1: Dealing with Ambiguity

First, there can bembiguity plaguing the choice among alternative means of
coordination, typically because the degree of $pégi of assets involved cannot be
assessed precisely so that the expected benefits doordinating these assets and
controlling their usage through one or the othearagement can hardly be evaluated
at the time the mode of organization is chosennFthis, | derive the following

proposition:

Proposition 1: Ambiguity about the fittest mode of organization to obtain
the expected benefits from coordinating specific assets pushes towards

plural forms.

We are at the intersection of the curves in figurevithin ranges (€or C) in which
there is a blurred connection between benefits @rpgefrom the coordination of the
specific investments required and the adequate nudderganization, with the
marginal advantages of one mode of organizatiom thveother almost impossible to
asses$! This situation can be illustrated by the casecnfperatives, e.g. consumers’

cooperatives confronted downstream to positionmegriselves on markets or making

! Note that on the horizontal axis | substitute s of coordination // control’ over assets te th
direct measurement of asset specificity suggesyed/itliamson. | suggest this cost/benefit analysis
helps overcoming measurement problems that theamiflonian approach has faced.
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hybrid agreements with other entities (see the ethadea corresponding to @
figure 2); or producers’ cooperatives mixing upatnequasi-integration by imposing
strict standards to their partners with full int#gwn on other segments of the same
activity, thus getting entire control over decisinghts (see shaded area @ the

same figure).

Costs of
Governance

1 Market Hybrid Integration

/
—
11 11 Benefits of
ci1 c2 coordination
/I control

Figure 2: Ambiguities in benefits/costs among alégive modes of

coordinating/controlling specific assets.

3.2: Monitoring Complexity:

There are also situations in which a transactiomd,(zeven more so, a set of
interdependent transactions) becomescemplex that it generates uncertainties
about the most efficient mode of organization. T$itsiation is different from the
previous one in that the problem here is not pripassessing the exact degree of
specificity of assets involved, but rather a prableegarding the adequate way to
monitor the transaction(s) at stake, with the tiskt reversing the course of action if
a single form was chosen might involve high tratisaccosts. This might push an
entity to endorse simultaneously two different agements for transactions sharing

quite similar characteristics. Hence the followprgposition:

Proposition 2: Complexity coming out of uncertainty about the adequate

monitoring of transaction(s) at stake pushes towards plural forms.
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One can identify different sources to this compglexivhich comes out of the nature
of transaction(s). To illustrate, think about thesgibility that two quite distinct
technologies are available, one that requires tghtral coordination, the other that
do better when operated in a decentralized fashiehus assume that the level of
investments required is quite similar and it is dleiar at the time the investment is
made which technology will be the most beneficaihough both require a similar
intensity of control. An organization might thenvkaan incentive, for the same level
of expected benefits, to maintain two modes of guaece simultaneously. Another
example is when the adoption of a single technolwag/ complex effects difficult to
evaluate at the time of the adoption. An illustratis provided by the impact of the
introduction of Information and Communication Teology in the trucking
industry: on the one hand it facilitates centralizeontrol over truckers, which
motivates integration; on the other hand it famies decentralized coordination
among independent units operating as a networkieTikeno obvious answer to what
the optimal solution would be, and an organizatioight have an incentive to go
both ways. One last example is that of a firm stamdously engaged in the
production of relatively similar goods using thengatechnology, but with output of
different quality justifying different organizatiaharrangements? The point Gin

figure 3 represents such situations.

Costs of
Governance
Market Hybrid Integration

C3 Benefits of
coordination
/I control

2 Ménard and Raynaud (2011) analyzed a group ofymerd (millers) who market the highest
quality of their production through franchiseestlyg controlled while they sell the rest of their
production through standard market mechanisms.
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Figure 3: Complexity making the choice of the meféitient mode of
coordination//control highly uncertain.

3.3: Strategizing.

Strategic behavior might also push towards the twolopf plural forms. Here we are
not concerned by strategies generally speakingwbilt strategies about how to
organize specific transactions. Typically such h&radevelops when a party (often
the ‘initiator of an agreement) intends to takee tead of the relationship by
determining the governance structure of the arnawege but faces problems of
coordination or control that could challenge higpamty to ripe the benefits. A

solution can be to overcome these difficulties legalipling modes of governance,
using different organizational forms simultaneouslyrder to facilitate monitoring

and control and, in last resort, to capture a nsigeificant part of the rent. From

this, | derive the following proposition:

Proposition 3: Strategic behavior oriented towards ripping benefits while
confronted to problems of control over parties to a transaction pushes

towards plural forms.

This is typically the case with benchmarking stgas, so well illustrated by dual
distribution in franchising. If A is the ‘driver’fahe relationship (the franchisor) and
B = {B1, By, ....B;} the outlets, A might combine company-owned oustletith

independent franchisees in order to minimize thesiality of ex-ante as well as ex-
post opportunism of agents involved and to fadditeontrol over the rent. Benefits
captured might slightly differ among these two ferrand may correspond to
apparently sub-optimal combinations in the shant as suggested by the domain C

in figure 4, but might carry gain in the long rdircontrol is facilitated.
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1 Market Hybrid Integration
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# Centralized
with ‘driver’ assuming
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N\, »
Benefits of
c4 coordination
/I control

Figure 4: Plural forms resulting from strategic &eilor facing problems of

coordination / control

3.4: Multiple equilibrium.

To sum up, this model hypothesizes that modes wém@ance and their capacity to
fit properties of the transactions they intend t@amize can be submitted to
ambiguities due to difficulties in assessing prelgishe specificity of assets at stake
and/or the costs of alternative solutions for dwplwith these transactions; to
complexity in the characteristics of the transactioat generates uncertainties about
the adequate mode of organization; or to stratégicavior from some partners
committed to the arrangement, pushing them to esedearious means of control. |
went a step further in suggesting that these thdegerminants: ambiguity,
complexity, and strategic behavior, posit themselddferently along the axis of
benefits according to their role in the benefitpanted from varying degrees of

coordination and control in the transaction(s)takes.

In doing so, | was able to embed these determinaviisch subsume the different
explanations reviewed in 2.1, into an extendediorrsf the williamsonian model

summarizing the trade-offs among alternative maafesrganization. At the same
time, | showed that the model differs from Willianms(1996, chap. 4) in that it deals
with a problem that can hardly be grasped in tlaaddrd version of this model,

namely the possibility that an organization selettsultaneously different ways to
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organize similar transactions. On the one handn dke trade-off among the three
broad families of organizations studied in the ratisonian tradition, | maintained
the fruitful assumption that agents tend to endoss-minimizing solutions when
they operate in a competitive environment. On ttieerohand | have exhibited the
possibility that an organization might face differsolutions without the capacity to
clearly discriminate among them, so that this oigtion might have an incentive to
operate different arrangements simultaneously, allgtumplementing a multiple

equilibrium identified as ‘plural forms’ in the ditature.

Empirical test.*®

The empirical strategy associated to the model elsond its related propositions
relies on an in-depth exploration of first-hand ecatudies that, in my view, go
further than casual evidence. Although they almadlstome out of the agro-food
industry, and almost entirely from Brazil, they eovmany different subsectors,
along the entire supply chain, and they involve yndifferent technologies and
various actors. As such, | suggest that they chlsgons going far beyond the

specific agro-food industry.

However, at this stage data in relation to our mhade still being collected and data
already available are still being processed. Tloeeefpreliminary elements reported
here remain incomplete and do not allow to “teb€ propositions derived from the
model above and summarized in figures 2, 3 and HatWe have, on which | am
building the insights below, is a set of detailetbimation on 22 case studiéshat
cover fresh products (tomatoes, eggs, corn, graged, sugar cane), processed
products (corn, wine, yoghourt, flour, sugar, aetlutose), and distribution of food
products. Data are both qualitative, about thegygfeexisting arrangements and how
they connect to our model; and quantitative, priogidrich information about the
performance of these arrangements. In what follbessentially focus on the first
aspect, which is about the determinants of thecehof plural forms, putting aside

the issue of their performance. Although our samigleitoo narrow to deliver

13 This section is a very preliminary report basedamnongoing extensive study of several plural
forms, mainly in Brazil. | am deeply indebted t@ tleaders of this project, Sylvia Saes, Vivian Lara
and Roberta Souza for their insights and for hasimgred the data with me.

% In what follows for sake of simplification | regasn 17 cases since the 6 cases of franchising have
been put together because with respect to our,tty belong to the same family
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confirmation of our propositions, not to speak altesting them, it already carries a

non negligible set of data that strongly suppagtdpproach developed in section 3.

4.1: Case Studies: Supportive to the Propositions.

As mentioned above, almost all the empirical matdahat | rely upon so far comes
out of detailed case studies developed by my Beazpartners in this project. It is
also partially inspired and controlled by anothet ef empirical studies on the
organization of several sectors of the agri-foadusiry in Europe (Raynaud et al.,
2009; Ménard and Raynaud, 2011). For the purposkeiotontribution, let me stick
to a very simplified table (Table ¥)summarizing the main lessons learned from the
case studies completed so far, about the diffetgms of plural forms we can

observe and how they relate to the propositiongldged above.

For sake of clarity, and maybe also with the implgoal of trying to identify if

certain activities are more prone to specific typeplural forms, | have arranged the
sample according to the determinants, with casesirdded by ambiguity at the top
of the table, those dominated by complexity in th&ldle, and those in which

strategic purposes prevail listed at the bottortheftable.

Arrangements Activity Ambiguity |Complexity |Strategy
(types of plural forms)
KORIN: \ Purchasing ++ + +
Tomatoes (10 %; target 30 %)
(Upstream) and
Variety of contracts
KORIN: VI Selling 0 ++ +
Tomatoes and
(Downstream) Variety of Contracts
KORIN: VI Selling 0 ++ +
Eggs (50 %)
(Downstream) and
Variety of contracts
KORIN: VI Purchasing 0 ++ +
Corn (60-70 %)
(Upstream) and
Variety of contracts
KORIN: VI Selling 0 ++ +
Corn And
(Downstream) Variety of contracts

!5 A more detailed version with motivation for théfelient values is provided in ANNEX 1.
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CORDELIER: VI Purchasing ++ +
(60 % in-house) grapes
Wine and
(upstream) Variety of contracts with
outside suppliers
DON LARINDO: VI Purchasing ++ +
(60 % in-house) grapes
Wine and
(upstream) Variety of contracts with
outside suppliers
DANONE: Variety of contracts: Selling ++ +
Yogourt - with major supermarkets;
(downstream) - with retailers;
- with independent door-tg-
door sellers
NESTLE: Variety of contracts: Selling ++ +
-with major supermarkets
Yogourt -with retailers
(downstream) -with independent door-to-
door sellers
COSAN/ESSO/ VI Buying ++ +
SHELL and cane
Spot market
Sugar Cane and
(upstream) contracts
COSAN/ESSO/ VI Selling ++ +
SHELL and ethanol
Sugar Cane Franchising
(downstream)
KLABIN VI Buying ++ +
(+/- 65 %) Input
Wood supply and (wood)
(upstream) extensive set of contracts
(with 18,000 producers)
(+/- 35 %)
KORIN: VI Purchasing + ++
(50 %) inputs (eggs)
Eggs and
(Upstream ) Hybrid
(with same contract)
BANETTE: Hybrid (franchise) Selling + ++
and flour
Millers -> Bakers market
(downstream) (they sell directly)
MOEMA VI Buying cane + ++
(in-house)
Sugar Cane and
(Upstream) Spot market
and
Variety of contracts
and
partnerships
MONTE Spot market Buying cane + ++
ALEGRE And
Sugar cane Contracts
(Upstream)
SET OF VI Selling + ++
FRANCHISORS products
(McDonad’s, Grill And
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Courtepaille, La
Boucherie, Franchising
Comtesse du (with portfolio of contracts)
Barry, Jeff de
Bruges, Segafredo
Zanetti)
(Downstream)

In this table, 0 means that the relevant variableschot seem to play a significant role in the chaif
the arrangement, + signals that the related variaht a moderate influence, ++ indicates a major
determinant.
(VI is for ‘vertical integration’)

Table 1: Sample of plural forms according to tredlag determinant.

4.2: Preliminary observations and discussion.

The main propositions derived from the model introed in section 3 were that
plural forms develop when parties are confrontedrtabiguities in the degree of
coordination and/or control required at certainelsvof specific investments; to
complexity with respect to the characteristics lé transaction(s) a party has to
monitor; or to strategic behavior developed by #ypmtending to capture as much
rent as possible but confronted to monitoring/a@nproblems. In all cases the
economic entities at the origin of the plural agament face measurement problems
that make incentives a non-trivial issue. In ottesms, transactions at stake have
characteristics that make the choice among altematrangements an open issue;
and the problems of coordination and control frofmol benefits are expected are

such that the ‘driving’ party has an incentive teedsify its organizational portfolio.

A first striking fact coming out of our sample st plural forms by far exceed the
case of franchising. It concerns upstream relatipss as well as downstream
transactions. In their search to secure their spatd/or to coordinate their suppliers
in order to avoid disruption (in quantities) or abatinuity (in quality), economic

actors often diversify the arrangements on whiay ttely. They do so upstream in
forms comparable to those downstream, the latembaveen more systematically

explored in the literature, particularly througle ttase of dual franchising.

A second noticeable element suggested by our ittt for different activities, the

same economic entity might choose different orgational solutions. For example,
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KORIN, on which we have relatively dense informatiwith respect to different

products, chooses different types of plural formsoading to the type of constraints
the product at stake imposes on coordination (arggng a large set of suppliers)
and control (e.g., over quality, freshness etc.)him transaction. In this case, as in
several others still under investigation (e.g., r€faur), it goes even further: the
same company might even adopt different arrangesnfemtthe same product at
different stages along the supply chain, which rsehat there are transactions with
distinctive characteristics at these stages. Thisngly supports the central

williamsonian proposition that it is the adequaeyvieen the organizational solution
and the type of transaction in relation to thewatgtiat stake that really matters when

it comes to explaining organizational choices.

A third observation coming out of our sample, arain fully aware that this sample
remains limited, is that it is the complexity adisactions, when it is an issue, that is
the predominant factor pushing towards the adoptibplural forms. In my view
there are two possible explanations to this prexaeof complexity. One is that
confronted to complex transactions, either becafigbe type of investment needed
or because of uncertainties surrounding the traiosagupstream: supply is a
problem with respect to quantity or with qualitypvehstream: marketing is a
problem, whether competition creates uncertaindied potential volatility and/or
because there is a variety of different nichesdmupy), actors use plural forms as a
way to keep these factors under control. Anothessiimbe explanation is that using
plural forms opens room for a learning process thety concern different
dimensions of governance, that is: learning abbetlktiehavior of partners so as to
check more efficiently risks of opportunism; leaugi about the technological
alternatives when they exist; and/or learning alwaumtractual hazards associated to

different organizational solutions.

Last but not the least a main lesson from the dali®@cted so far, which partially

sums up all of the above, is that governance pnoblare really at the core of the
explanation to the existence of plural forms. Irjaee our detailed surveys, and this
shows through their absence in table 1, traditiéactiors that have been considered
as key explanations to the existence of plural fordo not seem to be that

significant. For example, technology is quite welbwn for most of the sectors we
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have explored and does not provide a discriminatifigrion among the possible
organizational solutions. Similarly, financial ctrasnts do not appear as a leading
factor in the decision to go plural. Actually theyere rarely mentioned in our

interviews and they did not show up in our surverysase studies.

This significance of governance is closed to whanhdtikse (2007; also Hendrikse
and Jiang, 2011) has exhibited repeatedly as tlgeidszie for understanding the
characteristics and performance of cooperativesdifg ways to control risks of
opportunistic behavior among partners and to dgvalmore efficient coordination,
which may require forms of cooperation notwithsiagd the competitive

environment, while keeping the powerful incentiviest full integration could hardly
provides are issues at the core of the governarmd®gms that the adoption of plural

forms intend to solve.

. Conclusion

Providing models that include modes of governamed are neither of the market
form nor integrated organizations has been a msiep in the development of
organization theory over the last two decadedldived the enrichment of the basic
‘make-or-buy’ approach, which in itself was alreaayreakthrough in the field of
industrial organization, particularly because iint@duced issues of organization
theory that have been forgotten or put aside with telative decline of the

marshallian perspective.

However, a more complex picture is now emerginghwespect to the variety of
arrangements once captured under the three geoems of ‘market’, ‘hierarchy’

or, more recently, ‘hybrids’. We have known for &il@ that market arrangements
are diversified (with different structures and drfnt properties). Similarly, there has
been a growing literature, particularly in the veinChandler, about the variety of
integrated organizations. We are now becoming awsatthere is also a puzzling

diversity of hybrid arrangements.

As a result, our representation of the ‘real’ wasfdorganizations is becoming more
diversified, at the risk of becoming messy if werti develop a general theory to

structure and explain this rich material. We neebdtter understand this diversity of
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modes of organization and the determinants of tleletoffs among them.

Transaction cost economics and, to a lesser deggescy theories have helped us
making major steps in this direction. On the nomeaside, developing adequate
models can shed light on those factors that maieators to prefer one type of

arrangement to another one, or to prefer a combmaf various forms.

This paper, and the underlying dataset we are hegnto explore, goes a step
further in the effort to propose a unifying thearat framework to explain this

variety of forms. In exploring the possible logiehind plural forms, my main

concern was not to contribute to the already aboinbf@rature about why a party
chooses vertical integration, market solutionsa twybrid arrangement in organizing
a transaction. What | did was to focus on this Bgeand puzzling problem: why do

actors often choose taddress and combine alternative modes of organizatns

simultaneously?

| have argued that understanding this puzzling thmts not fit well with most
explanations developed to explain the trade-off mgnthe three main families of
organization that dominate the literature so fars hecessary to push further and to
propose a more adequate analytical framework ierai@ explain solutions that are
not trivial and by far exceed the case of dualdhasing. The model sketched above
and the empirical observations and data alreadieatedl for substantiating the
propositions it suggests can be viewed as a stépsmlirection. However, | am fully
aware that it remains at a very preliminary stagette theoretical side, since the
model remains relatively crude, as well as on tmpigcal side, since our sample

remains limited and too narrow to allow systemedsis.
One can expect that further exploration in thigchion will contribute significantly

to this puzzling and important fact in organizatitreory, the existence of plural

forms.
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ANNEX 11¢

Arrangements Activity Ambiguity Complexity Strategy
(types of plural
forms)
KORIN: VI| Purchasing ++ + +
(10 %; target 30 %)
Tomatoes (because
And farmers are not
(Upstream) familiar with
Variety of contracts greenhouse
Same
investment
required, but
variety of
arrangements
possible —e.qg.
VI, contracts-
with uncertain
comparative
costs of
governance
KORIN: VI Selling 0 ++ +
Tomatoes And (because of
fragility of
(Downstream) | Variety of Contracts product and
difficulty to
coordinate/control
this variable)
KORIN: \ Selling 0 ++ +
(50 %)
Eggs (because of
And difficulties in
(Downstream) controlling
Variety of Contracts freshness at
market level)
KORIN: VI Purchasing 0 ++ +
(60-70 %)
Corn (because of
And uncertainties in
supply for the 30
(Upstream) Variety of contracts % that is not
produced ‘in-
house’)
KORIN: Vi Selling 0 ++ +
Corn And (because corn is a
seasonal product
(downstream) | Variety of contracts and feeding
organic chicken,
an important
activity at Korin,
depends on this
source -60 % with
corn)

' The content of this table owes much to interastioith Vivian Lara, Emmanuel Raynaud, Sylvia
Saes and Roberta Souza. | am most grateful to fhewhat is really a joint venture.
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CORDELIER: VI Purchasing ++
(60 % in-house) grapes
Wine and (because volatility,
(upstream) Variety of contracts in quantity and
with outside suppliers important
variations in
quality require the
flexibility of
contracts as
complement to in-
house production
DON VI Purchasing ++
LARINDO: (60 % in-house) grapes
and (Same problem as
Wine Variety of contracts above)
(upstream) with outside suppliers
DANONE: Variety of contracts: Selling ++
Yogourt with major (because
supermarkets; problems in
(downstream) | - with retailers; penetrating new
with independent markets, targeting
door-to-door sellers specialized
niches, thus
increasing
demand while
keeping quality
under control)
NESTLE: ariety of contract: Selling ++
Yogourt with major (because
supermarkets problems in
(downstream) | -with retailers penetrating new
-with independent markets, targeting
door-to-door sellers specialized
niches, thus
increasing
demand while
keeping quality
under control)
COSAN/ESSO VI Buying ++
/SHELL And Cane
Spot market (because of
Sugar Cane And necessity to have
contracts product available
(upstream) at exact dates,
places, with exact
volume)
COSAN/ESSO \ Selling ++
/SHELL And ethanol
Franchising (because necessit
Sugar Cane to market
extensively to
(downstream) many different

collations and to
deliver on time
the right quantity)
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KLABIN VI Buying ++ +
(+/- 65 %) Input (wood)
Wood supply And (because of need
extensive set of to have regular
(upstream) contracts supply while
(~18,000 producers) keeping into
(+/- 35 %) account local
specificities)
KORIN: VI Purchasing + ++
(50 %) inputs (eggs)
Eggs and (because key
(Upstream) Hybrid problems are
(with same contract) incentives and
quality control)
BANETTE: Hybrid (franchise) Selling + ++
and flour
Millers -> market (because of dual
Bakers (they sell directly) circuit:
(D)Millers
(downstream) (Banette) and
their franchised
bakers
(2)Millers (direct)
and other
customers
(restaurants,
industrial bakerieg
etc.)
With problems of
control over
quality
MOEMA: \ Buying + ++
And cane
Sugar cane spot market (because of
and competition
(upstream) variety of contracts among plants, due
and to local
partnerships specificities)
MONTE Spot market Buying + ++
ALEGRE: cane
And (because of
Sugar cane competition
Contracts among plants, due
(upstream) to local
specificities)
SET OF \ Selling + ++
FRANCHISORS And products
Franchisees (because of well-
(McDonald’s, And known problems
Grill Master franchisees in franchising of
Courtepaille, monitoring

La Boucherie,

Comptesse du

Barry, Jeff de
Bruges,
Segrado
Zanetti)

(Downstream)

(with portfolio of
contracts)

franchisees and
keeping control
over brand name
value)
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