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Introduction

Knowledge has become an important foundation for competitive advantage. However, in many
industries information and knowledge floats more and more free and is thus rapidly spreading
among competing companies. As a consequence, companies are finding it difficult to sustain an
acquired lead over the competition. A contributing factor is that it has become increasingly
important for companies to establish and manage relations with external constituents. Especially
within high technology markets this is a central strategic issue. In these industries, products are
merely components within a larger system and their value, hence, depends on the system in its
entirety (Cusumano & Gawer, 2002). The underlying driver is networks and their effects, which
have come to play an important role in shaping the dynamics that control market and customer
behaviour (Arthur, 1996; Shapiro & Varian, 1999). A consequence of importance is that
technology intensive companies founding their success upon innovation must pay attention to the
game of setting a standard (Hill, 1997). For a company being able to set a standard (e.g.
Matsushita in video recorders or Microsoft in operating systems for personal computers) means,
that it will attain, in terms of competitive advantage, a beneficial position. However, to remain in
that position or for that matter reach it in the first place, every part of the system, as noted, must
be managed and be made to work together. Few companies, if any, have an ability to drive

innovation around a standard defining technology at industry level. They need to find allies.

Where are then allies to be found? One would imagine them to be suppliers of for instance raw
material or established manufacturers of complementary goods. But not only that, companies, in
order to gain access to the resources and capabilities needed, are increasingly seeking support
from customers and independent external developers (cf Thomke & von Hippel, 2002). These
exchanges tend to take place via collaborative arrangements characterised by openness and
uncertain conditions regarding commitment and obligations. This form of collaboration will in
the paper be termed an open collaboration. And although an open collaboration contains
characteristics that make it suitable when developing new technological solutions, its
characteristics make it from a strategic viewpoint troublesome. This means that for the company
who sees its competitive position resting upon proprietary knowledge and innovation, the use of

an open collaboration is challenging.
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The aim of the paper is therefore to discuss how the use of an open collaboration can be
conceptualised from a strategic management perspective’. The findings stem from two case
studies on how Palm and Sun Microsystems have used open collaboration in their efforts to make
PalmOS and Jini standards in their respective fields. PalmOS is the dominating operating system
for handheld computers and Jini is Suns solution for how electronic devices spontaneously are
able to form networks and communicate with each other. Theoretically it is foremost the
literature of the resource-based view, network effects, alliances/collaborative arrangements and

the growing literature on communities, that has been drawn upon.

Standards - what is it?

To follow the argument made in Hiaglund (2002) standards may not be obvious, they may not be
what make the headlines, but they matter. In industries ranging from transportation to high-tech
sectors such as the computer- and telecommunications industry standards play an important role
(Hill, 1997). An issue of great importance is which technology that will become the next standard
since it will affect the future development of the sector and companies unable to compete under
the conditions given by the standard will find themselves in a cumbersome position, i.e. a
company’s ability to compete under a standard is dependent upon the alignment between its
resources and the demands given by the standard (cf. Schilling, 1999). This means that we can
conceptualise a standard as a dominant design that shapes the direction and configuration of all
other products within its product class (Tushman & Anderson, 1990). As society gradually is
becoming more and more technologically interconnected, the importance of standards also
increases. This development comes from that individuals wish to communicate and interact with
others. And in order to do so a number of devices, often electronically, tend to be involved. Not
every one of these is designed to work together and from a consumer perspective this is of course
a drawback. However, from a company perspective it means that if it is able to form a network of
devices compatible with its own technology it will be in a good position. An implication is then
that the value of a device depends on which system it belongs to, since a larger system is of more
value than a smaller one. It then follows that if a company is able to source a large system its

competitive position is strong. A fundamental characteristic of these networks is hence that value

! For further elaboration see Higlund (2002)
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for a user of being part of a specific network increases with the number of other people
participating in it. This phenomenon has been termed network effects or network externalities
(Shapiro & Varian, 1999). No matter what description is used, the message is the same,
everything being equal; it is better to be connected to a large network than a smaller one. An
often-used example on how components from different fields together create utility for the user is
computers. To create a functioning computer, manufacturers of hardware, software and operating
system must integrate their separate products. A computer with an operating system on which no
programs will run is of little use and so is software that does not work with the most common
operating systems (Brynjolfsson & Kemerer, 1996). Schilling (1999) argues that these
interdependencies give rise to a self-perpetuating cycle and the implication is that the larger the
size of the installed base, the higher the availability of complementary goods and vice versa.
Consequently, different players are dependent upon each other and not only that, the customer, as

shown above, also plays an important role.

How can a standard be set?

A company that aims at setting a new standard will experience that the factors deciding which
technology that will become the new standard more are focused on potential customers beliefs
about the size of the installed base than on price and product features. This is to say that
consumers choose which good to buy based on their expectations on how large the network will
be in the future (Katz & Shapiro, 1986). And consequently, if a small network is envisioned it is
likely that they will not buy the product and their expectations thus become self-fulfilling. A
related characteristic is then that consumers decide and act upon a belief about what other
consumers will do. Since consumers normally cannot coordinate their choices there is thus a
presence of uncertainty and from this it follows that the perhaps best technology will not prevail.
Another central aspect to bear in mind is that most consumers value compatibility, which means
that products that are compatible with existing systems tend to be favoured over those who are
not. It is therefore plausible to assume that any company attempting to launch a non-compatible
technology will be up for a hefty task (Besen & Farrell, 1994). A complicating factor is normally

also that consumers experience switching costs when adopting a new technology due to, for
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instance, less available complementary goods or a need to learn how to operate the new

technology.

So, if the presence of network externalities has the effect that if someone gets ahead in the market
it will be difficult for the competition to close the gap (Shapiro & Varian, 1999), a key question
becomes how companies can do this? A central dimension in this game seems to be how
consensus among industry actors can be established? Hill (1997) as well as Schilling (1999) notes
that licensing and strategic alliances have been used as means to stay ahead and control an
industry. Matsushita is an example of a company that successfully used licensing with the aim of
maximising the use of the VHS-format. If properly managed a licensing strategy as well as
strategic alliances have the ability to align the expectations in the market and balance the mutual
dependence that exists between the standard defining technology and complementary goods. The
importance of complements have been touched up on earlier and it is worth considering how
valuable a Nintendo machine would be if there did not exist any games that would play on it or
how many people would be interested in owning a CD-player if the record companies did not
produce music in CD-format. Licensing and strategic alliances share the feature of being about
setting up interaction with other companies. Something that for many firms today almost has
become usual practice (Gulati, Nohria, Zaheer, 2000). Especially companies that compete in
markets where technology and speed play critical roles, depend on their ability to collaborate and
build networks (Das & Teng, 2000). However, the use of collaboration is from a strategic
management perspective not altogether uncomplicated. In fact, it is regarded as the next
important step in advancing our understanding of competitive advantage. What is it then that

needs to be developed?

New challenges for strategic management theory

From a business perspective there has now for quite some time now been an interest in explaining
why certain firms seem to perform better than others do. The dominating paradigms for doing so
are the theory of Industrial Organisation (IO) and the Resource-Based View (RBV) (Eneroth &
Malm, 2001). In Industrial Organisation the primary unit of analysis is industries and the

performance of a single company is considered as a function of the surroundings. Firm



Building Relations through Open Collaboration — a Strategic Perspective on Innovation and Standard Setting

performance can thus be explained by analysing market position and industrial characteristics
(Porter, 1980). For the firm this implies that it should carefully select which industry to compete
within and try to influence industry parameters to its advantage. Porter (1985,1991) argues that a
firm that not deliberately choose which activities to perform and on which direction to follow risk
ending up in a situation with no entry barriers where customers and suppliers enjoy a powerful

position, close substitutes and intense competition among participating companies.

Although 10 has contributed to our ability to explain firm performance it has been criticised for
focusing too hard at the industry as deciding factor. The Resource-Based View (RBV) was
introduced partly as a response to this critic and instead argues that differences in firm
performance best is explained with reference to organisational resources that are heterogeneously
dispersed among firms (Wernerfelt, 1985, Barney, 1991). However, not all resources can
generate above-normal returns. A core tenet of RBV is that only resources that meet the
conditions of being: valuable, rare, inimitable and non-substitutable (Barney, 1991), have this
ability. This is to argue that a company must be in possession of resources not accessible for
competing companies or of limited of use for them. It also means that RBV and 10 share the
importance ascribed to exclusivity and uniqueness but for RBV it is the difference in resource
bases between firms that make up the main difference in performance (Peteraf, 1993). Both
approaches are foremost focused on the firm and in the case of RBV concerned with factors
residing inside the firm as sources of competitive advantage. However, a growing stream of
research, working on improving our understanding of the challenges that face firms in an ever-
increasing complex and turbulent environment, are extending the scope of RBV to also

incorporate interorganisational collaboration (cf. Dyer & Singh, 1998; Foss, 1999).

Competitive advantage and collaboration

During the last few years it has been argued that the field of strategic management must pay more
attention to how networks, alliances, joint ventures and other forms of inter-firm relationships
affect firm performance (cf. Eneroth & Malm, 2001). In a growing number of industries the
interest for forming and participating in various forms of networks and alliances have risen and

this can be seen as a response to a changing and increasingly demanding and dynamic
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competitive environment. In particular, companies competing in network markets, where one
company's success hinges upon the presence and success of other companies, depend on support
from other organisations (Wade, 1995). The insight that there were benefits associated with
joining forces was something that managers in the beginning of the 1980's began to realise
(Gugler, 1992). And the trend with networks and other forms of interorganisational ties being
formed has since then continued. Of all the benefits companies expect to gain from entering into
partnerships, the most important is the one of increased competitive power (Doz & Hamel, 1994).

Das & Teng (2000:51) writes the following:

From a resource-based point of view, the very objective of forming alliances is to join forces with

partners in order to pursue market opportunities that are otherwise beyond reach.

Network theory is a continuously expanding area comprising a number of different research
streams. These streams have somewhat different starting points and among them we find:
learning (Anand & Khanna, 2000; Dyer & Nobeoka, 2000); share risk, scale and scope
generating (Katz & Shapiro, 1985); market access and shortened time to market (Haagedorn,
(1993; Kogut, 2000); and gaining access to resources and capabilities (Haagedorn, 1993; Gulati,
1999; Afuah, 2000). They all of course have their place in the literature on networks but for our
purpose it is foremost the market perspective and access to resources and capabilities that are of

importance.

A market and resource perspective

According to the market perspective it is difficult for a single company to monitor and keep pace
with market changes and at the same time develop new products and processes. If instead
companies are working together the chances of a successful market introduction increases and
collaborations also have the ability to create new markets and products. For instance, Yoshino &
Rangan (1995) write about alliances that are formed by companies from a variation of industries
with the purpose of working on technological development. The reason being that the companies
neither has the technological skills nor the market knowledge to be able to succeed on their own.

Yoshino & Rangan (1995) terms these pre-competitive alliances. It is though important to note
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that the companies remain competitors and this makes it important for them to protect their

sources of competitive advantage.

When companies decide to join forces an important implication is that it perhaps no longer is
meaningful to view competition as something taking place between two individual companies or
technologies, instead it is groups of firms and innovations that may provide a more accurate focal
point. This is to argue that the important boundaries are those between rival technology networks
or groups. Gomes & Casseres (1994) argues in the same direction when he states that more and
more companies are linking themselves together in networks with the result that neither
companies nor networks can be considered islands anymore. A web of networks is in the making
and within these the sharing and access to resources and capabilities plays an important role. And
the spinning of the web increased in both speed and complexity with the advent of digital

technologies. What was it then that happened?

The rising of a new power

A popular term during the last years that to some extent is regarded as an ”old buzz-word” is the
new economy. And the critics may be right, but then again, something did change with the advent
of digital technologies. According to Lofgren (2001) who refers to Castells (1998) our radically
new ways for communicating created a new spatial logic in which companies and individuals are
tied together in networks and goods and information are transported through new channels of
communication. People are linked into new contexts and are gradually learning to think and act in
various new ways (Lofgren, 2001). The improved solutions for transmitting and developing our
collective knowledge and experiences has brought with them large gains in terms of efficiency
and speed. It is plausible to assume that information technology will continue to give rise to
changes, not only in the economy, but also in society as a whole. Not surprisingly has it on many
occasions been proclaimed that the increased use of IT and the development of which, will mean
that companies must prepare themselves for a partly new business setting with different
competitive rules. Especially high-tech companies operating on a global market must likely rise
to the task and face the challenges of the (new) economy. A powerful, and for innovative

companies, particularly important change is that IT actively is contributing to the creation of new



Building Relations through Open Collaboration — a Strategic Perspective on Innovation and Standard Setting

organisational identities that span company borders and further breaks up the dualism of the
market and the firm (Kuhn Pedersen, 2002). As will be revealed such new identities have been
able to produce complicated and highly useful solutions. They therefore become of interest for
the innovative firm, but they also pose new challenges for how to manage innovation. An open

collaboration is considered as one such entity.

For the profit-seeking firm a problematic development is that the improved solutions for
communication and transmitting and developing information is not only creating large gains in
terms of efficiency but is also increasingly making knowledge a collective good. As a
consequence it is likely that the business community will see and are seeing a rise of new and
alternative organisation networks, which largely is driven by and thrives upon shared knowledge.
A good example of a network where the interactions and relations grows and expands due to
freely flowing knowledge is the Open Source movement. It illustrates, not only the new
possibilities, but also the power, when individuals as well as companies can come together and
jointly create something. Linux, the operating system that is considered a viable competitor to
Microsoft's Windows (Wayner, 2000), is perhaps the most well known product developed with
an Open Source approach. Other examples are Sendmail and Apache who runs on approximately
50% of the world’s web-servers. A core characteristic of networks as the one forming around the
development of Linux is that they are not controlled networks in the sense that the participants,
for instance are free to contribute for a shorter or longer period, valuable knowledge is freely
transmitted and it is uncertain for how long the collaboration will be functioning. An
understanding of what drives participants to devote time and energy therefore becomes of vital

importance when deciding upon the use of an open collaboration.

Informal in character

When companies engage themselves in relying upon organisational entities residing outside
company borders, a key issue becomes to understand how they function and what drives them. If
the company fails in this area the outcome may very well deviate substantially from the intended.
Networks such as the one forming around Linux are not characterised by being formally bound

together. Instead the linkages between the various participants lie on more informal plan. The act
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of giving seems to be just as important as receiving. This is of course not sensational news since a
collaboration without these ingredients stands a slim chance of being established. What are then
important drivers underlying an open collaboration? From the Linux example we can conclude
that it obviously not is about money, not primarily anyway. Instead the principles of a gift
economy have been used to explain the behaviour-taking place (Kollock, 1997). A gift is seen as
a transaction in which there is a latent assumption that the giver will be reimbursed at a later
point in time. This can then be compared to for instance the purchase of a bottle of soda water in
a convenient store. Such transactions do not imply an obligation for the buyer to return to the
store at a later time. It is interesting to note that the exchange takes place among individuals or
companies that most likely never before have met. The result is an entity formed by participants
that does not know each other but that still is sharing valuable knowledge. And perhaps even
more striking is that the majority avoids choosing, from an individual standpoint, the most logical
path, but that would mean the end for the collective effort. Namely to stop contributing and only
use the network as a source for new and useful information and knowledge (Kollock, 1997).
Hence, a central motive for participation is an expectation to be compensated later on.

Here, we can see why an open collaboration can play an important role in managing the dynamics
of network markets. This because such markets stability and evolution in essence depends on the
interdependence among the participants. Two examples are the efforts of Palm and Jini in trying

to make PalmOS and Jini standards within their respective fields.

Palm — putting the world in people’s hands

When Palm introduced the model 1000 in April 1996 it was an immediate success and a new
design for handhelds emerged. An alternative to using the old paper-based agendas had finally hit
the market. What differentiated the handhelds from Palm from the earlier attempts was the focus
on simplicity and speed. There is a story that says that when Jeffrey Hawkins designed the Palm
he carved on a piece of wood to make it fit in his pocket. Once he managed to do this he added
the functions and any function that was not absolutely necessary and made the pocket yield to the
weight was removed, even if the function was cool (Smitt, 000517). Jeffrey Hawkins has on
numerous occasions emphasised the importance of good design and functionality as compared to

power and cool applications (Kahney, 991021). Palm was among the first to incorporate desktop
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compatibility and with the use of a docking station the user could connect to and receive data that
was stored in his/her PC (Chabbra, Kaplan, Mathulla, Schanman, 1998). Of course the functions,
the size and the weight of the handheld were important, but so was the price. The Pilot was sold
for less than 400 dollars and this made it a rather cheap handheld when compared to the
competition. It did not take long before Palm captured a large part of the handheld market and
although the competition has come closer Palm is still dominating the market. Palm has over the
years stayed true to its focus on making a handheld that is functional and easy to use, while at the
same time evolving into manufacturing a more complete computer that is fully functional in

terms of multimedia communication (Palm.com).

1996 was also the year when a number of companies abandoned their own proprietary systems
and began licensing other operating systems. A big player in this game was and still is Microsoft.
Microsoft’s version of an operating system for handheld computers is called Windows CE.
Unfortunately the first versions running Windows CE were bulky and difficult to handle and
despite that users were familiar with the programs enclosed (e.g. Word and Excel) the consumers
were sceptical. If Microsoft saw the handheld as an extension of the office PC, Palm did not.
According to the team behind Palm, the handheld should be considered as a device with its own
demands and needs. As an important piece in making this vision come true, Palm developed its
own proprietary software and its own hardware. The product was designed to function smoothly
and Palm was initially the sole provider of handhelds powered by PalmOS. Palm was however
soon about to allow for other manufacturers to make handheld computers running its operating
system. In order to strengthen the use of PalmOS, Palm initially charged moderate licensing fees
and consequently most of its revenues came from hardware (Fried & Shim, 010727). The perhaps

most well known licensee today is Sony.

For developers Palms handheld design meant that they had to learn a new environment for
developing software and applications, i.e. Palm used its own software developer’s kit” (SDK)
(Dahlin, 001221). All the same developers teamed up around the Palm effort and this can be seen

as an effect of Palms open strategy. What Palm did was to make its development environment

? 2 software developers kit is a set of software routines and utilities to help programmers write an
application (Techweb.com)
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and development tools freely available, and this increased the interest among potential developers
to make programs and applications for Palm (Torvalds & Diamond, 2001). The PalmOS
developer program also provides developers with a full range of developer services, which may
include, depending on level of membership, direct technical support, access to selected source
and sample code and documentation and programs to help market developer products. And it
seems as if Palm strategy has worked since today there are well over 260.000 developers working
on making programs and applications for PalmOS (Palmsource.com). The applications relate to
business, communication, databases, religion, travels and so forth. Palm also continues to support
its developers after the initial phase and for instance test applications and give them a trademark
if they pass. All activities that relate to Palms network of developers’ forms what Palm terms the
“Palm Economy”. The goal with this economy is to build a rapidly evolving eco-system of
strategic partners and licensees, developers and users and the plan is to increase the value of
owning and using a handheld from Palm. This is at least what Palm believes and hopes and Alan
Kessler, chief operating officer of Platform and Products in 2000, stated that “Our development
community has been a driving factor in the phenomenal growth of the PalmOS platform (Liu,
000911). And Palm may be right. After all, a number of observers point out that a large part of
Palm’s success can be ascribed to the fact that its has many third-party developers and therefore
can offer potential customers many different applications (Deckmyn, 001123). This approach has
been so fruitful because Palm has been using an open development environment, an environment
that let external innovators contribute to the platform, which has provided good possibilities to

capitalise on these opportunities (Nelson, 010123).

Jini — the forming of spontaneous networks

It was on January 25, 1999 that Sun launched the Jini technology. The place was a global event in
San Francisco and at the same time Sun made a number of partner announcements (Higaki &
Venners, 990131). The slogan for Jini was “connect anything at anytime, anywhere”. This catchy
phrase captures the essence of what Jini is about, namely a simple, easy-to-use vital platform
through which various forms of appliances can be connected to networks ranging from home
networks to the Internet (Niccolai, 990127). A prominent feature of Jini is that when a device is

plugged in, may it be a hard drive, camera or perhaps even a toaster, it will automatically alert the
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network of its existence and what it is capable of performing (Jacobsson, 990513). In addition the
system contains a flexible dimension in the sense that when a device leaves the network no files
connected to the device remains on the network. These features are according to Sun examples of
a self-configuring network and Jacobsson (990513) argues that from a theoretical standpoint this
would make Jini every system administrator's dream. When Sun launched Jini it was a large
corporation that had been successful and prosperous, but it still would not be an easy task to
successfully put Jini on the market. For one thing, in order to demonstrate something that was
supposed to exemplify how Jini would work, Sun needed help. For if a technology as Jini is to
succeed it is not enough to work on one unit, there must be a whole functioning infrastructure. An
important aspect for Sun was therefore to convince potential customers about the benefits of Jini,
for even though everybody could see in the visions that it seemed to be a great idea it was more
difficult to understand what the benefits would be in daily use. And not to forget when Microsoft
presented its own technology, Universal Plug and Play (UpnP), as an alternative to Jini things did
not become any easier for Sun. In fact they probably became worse since Microsoft were out to
secure the role of the PC in the future. This was not surprising since Sun, with the new
technologies, obviously saw a chance of fulfilling its old dream about the network as the

computer.

By creating the Jini Community Sun tried to find a way of promoting co-operation between
vendors who otherwise would be fierce competitors. Day (991031) claims that a goal with the use
of the community approach is to create critical mass behind Jini to establish a widespread
presence of Jini and at the same time accelerate the development of innovative Jini services. The
organisation of the community follows a model that is self-organising with a democratic structure
(Burrell, McCarty & Yount, 2000). Among other things this means that the process under which
the development takes place should be jointly defined and decided upon by the members. There
are several areas within the community in which developers and other interested parties can
participate, discuss, review and exchange code and information (Day, 991031). Some areas are
secured and only open to members who have agreed upon terms stipulated in the Sun Community
Source License (SCSL). SCSL is according to Day a mixture of open-source principles and a
traditional for-profit licensing model of the past. As a consequence the Open Source movement

does not accept it. An interesting feature of this is that Sun returned to the environment from
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which it once came, in the sense that it semi-apply the ancient rules of the hacker-community.
The two main principles that separates the SCSL from an Open Source license is first that
compatibility among deployed versions of the software is required and enforced through
compliance testing and second that proprietary enhancements, including performance
improvements, are allowed as long as compatibility is maintained (Jini.org). Under the SCSL the
participating companies receive free access to Jini. This does not only mean that companies have
free access to the source code of Suns implementation of Jini but also that members have access
to a wide range of resources and forms of expertise that are intended to aid in accelerating the
innovation and success of individual companies. Sun feared that, when organising the work in a
community form, stability would be in jeopardy and it was therefore decided that Sun’s
development team would act as shepherds (Day, 991031). The shepherd role meant that the team
would assist the projects run within the community. As an example Day takes the printing group
where Sun assists in questions related to the Jini technology and where the group focuses on
domain-specific questions such as distributed printing. According to Day this organising scheme
utilises competence in that Sun and companies from different areas of specialisation come
together to assure that Jini develops in the best possible way. Sun’s ambition with creating this
form of co-operation has therefore been to form and employ a development model that will
produce good and co-operative designs that will work well with other Jini services and clients
(Day, 991031). A key aspect in making it happen has been to make different interest groups work
together in order to “define and refine standard interfaces for their category of service and

provide useful community source and verification suites” (Jini.org).

Open Collaboration — strategic effects

How can then the use of an open collaboration be conceptualised from a strategic management
perspective? It has been shown and discussed a number of times that a system defining
technology, a standard, brings great value. As with everything else that is valuable this spurs an
interest in figuring out how to best capture as much of it as possible. Companies therefore seek to
establish a favourable position to compete from. An important question then becomes how they
can find ways of improving their chances for success and it is here argued that the choice of an

open collaboration can be seen as an attempt to do so. The importance of collaboration for
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companies that try to position themselves and influence industry parameters to their advantage
was discussed above. But, just as inter-organisational collaborative arrangements can aid in
creating a competitive advantage, they pose challenges to our understanding of the grounds for
appropriation for the single participating firm. After all, the collaborative effort may secure the
survival of the technology, but whether or not all of the contributors will follow the same path is

less certain.

Dyer & Singh (1998) and Foss (1999) state that for a collaborative agreement to give rise to
competitive advantages it must be idiosyncratic, i.e. it should not be possible to easily replicate
the resources generated elsewhere. Varadarajan & Cunningham (1995) also highlight the
importance of an idiosyncratic setting and that exchanges of resources and knowledge should be
specific to the collaboration at hand. If this condition holds and the pool of resources generated
meets the criteria's postulated by RBV (Barney, 1991) then a collaborative arrangement,
according to the logic of RBV, can generate competitive advantages (Varadarajan &
Cunningham, 1995). When discussing the question of who will appropriate value, Gulati & Singh
(1998) argue that if a collaboration is set up among a few well-trusted partners with contracts
governing the dispersion of value, it is probable that all participants will find a ground for
appropriation. As discussed, the problem with an open collaboration is that these conditions do

not appear to be present.

Be generous — but not too generous

A prominent characteristic of an open collaboration is that anybody can join and leave and at the
same time participate in similar arrangements set up by the competition. Thus, an open
collaboration does not meet the condition of idiosyncrasy. Neither is it made up of a few, trusted
partners and contracts that ensure that the one who adds most to the collaboration should be the
one to gain the most are seldom established. In the case of Sun, it stood a lot to gain if Jini would
make a breakthrough as a new standard for creating networks. If so, the use of Internet and thus
traffic over a number of networks would rise. A rise in network traffic with an increased demand
for information and services over the Internet would affect Sun's opportunities of selling servers,

storage and software favourably. Therefore, Sun's act of submitting Jini to open collaboration,
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can be seen as an attempt to win something else. A related reason was a desire to avoid that
somebody else would define the new network standard. The obvious threat came from Microsoft
who, in order to further promote the Windows concept, always has aimed at ensuring that the PC
remains central. Such an aim has Sun never shared nor supported. On the contrary Sun's visions
has always been quite different from those of Microsoft and Sun therefore had a lot to lose if a

technology favoured by Microsoft would be the new standard.

When considering Palm it can be observed that an initial idea was to make money from both
hardware and software sales. The first version of PalmOS was tailor made for the Palm Pilots
hardware configuration. This meant that if customers became interested in the features of
PalmOS they would have to buy a handheld computer from Palm. However, we can also observe
how Palm has licensed its operating system to a number of other vendors for very modest fees.
An explanation for this is that Palm became aware that the competitors gained ground and
threatened the position of PalmOS. Obviously, this was an unfavourable development for Palm
and to hinder the progression the company decided to enlarge the number of manufacturers
selling handheld computers running PalmOS. Their action can be explained by the same reason
that was behind their decision to give away development kits to developers in order to create
applications that would boost the value of owning a handheld computer from Palm: it can be
more profitable to own a small part of something big than a large part of something small. This
seems to be especially true for a company operating within network markets. In Palm's case this
would manifest itself in that an initial loss of hardware sales would be made up by both increased
hardware and software sales later on, due to an overall enlarged market for handheld computers

using PalmOS.

Hence, the use of an open collaboration can be interpreted as an act of contributing to the
progress of something else like a good or a service that is kept within the company's control.
Following the logic of RBV an implication of this is then, that it is unlikely, that an open
collaboration in itself will give rise to competitive advantages. How can then an open

collaboration in relation to competitive advantage be understood?
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A dependent industry

When a standard is set, it will affect the future technological development within the industry,
meaning that a company, badly equipped in terms of resources and capabilities, will find it
difficult to remain competitive, and is in danger of being locked-out (Schilling, 1998). In an
opposite case a company endowed with suitable resources for the technological paradigm will
stand a good chance to grow stronger and gain in wealth. In fact, Bowen, Clark, Holloway &
Wheelwright (1994) argue that when a company develops a new technology or product the
growth and extension of the firm's capabilities is an even more important result of the
development process than the technology itself. In addition, firms often learn in a cumulative and
self-reinforcing way (Schilling, 1998). A firm that is allowed to operate under a technological
paradigm of its choice will therefore be competitively strong due to well-adapted competencies
and capabilities. Because of the self-reinforcing effects in network markets it will grow stronger
and stronger. Since companies competing under a standard have few alternatives but to conform
to the conditions given by it, it can be argued that being able to set a standard is the equivalent of
attaining a favourable and profitable position. A standard can therefore be considered as a unique
and valuable resource that allows for exploiting opportunities and neutralising threats, which
according to Barney (1991) gives rise to a competitive advantage. But, due to its influence on the
technological development as discussed above, the company behind the standard will not only
benefit from the fact that other companies depend on it, it will also benefit from its own
dependence on it. Consequently, a company that establishes a standard can be considered to have
to two main sources of competitive advantage, the standard in itself and the resources within the
company, which due to their connection to the standard, become resources that strategically can

differentiate the firm within the paradigm.

Open collaboration — a catalyst

As was shown in the cases of Palm and Sun it sometimes is difficult for a single company to set a
standard and in such a situation an open collaboration can be an alternative. It has been discussed
that a problem when submitting a potential standard defining technology to open collaboration, is

that it promises to be difficult to appropriate rents from the technology itself. Any rents must
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therefore come from somewhere else and we now know that the resources and capabilities within
the firm sponsoring the technology have the ability to be that source due to their adaptation to the
standard. The logic behind an open collaboration can therefore be conceptualised as catalytic. An
open collaboration is used in order to ensure that the company gains a competitive advantage
through its internal resources and capabilities if not through the standard. Consequently, as seen
in the cases of Sun and Palm, companies should not try to protect everything, but concentrate on
protecting something. Companies must protect the areas at firm level that, according to the logic

of RBV, is a source of competitive advantage.

Concluding discussion and managerial implications

The rapidly increasing possibilities for transferring information has been shown to constitute an
important force in competitive environments that to an increasing degree is driven by technology
and know-how. An aspect that has been discussed in this paper is that new collaborative forms
resting upon the abilities of IT have revealed themselves as able to create advanced technological
and innovative solutions that are able to compete with large and global companies. But they
function differently than the traditional forms of collaboration. Their existence hinges upon
interaction and communication among such disparate entities as customers and developers
external to the firm. The are informal, hard to control and driven by motives not usually
associated with this kind of activity. Also, an open collaboration is more similar to a market than
a hierarchy since it does not necessarily consist of long-term relationships and governance
mechanisms such as contracts or that partners are few and well-trusted are seldom if ever present.
The company wishing to compete and thrive in this dynamic and challenging environment will
likely be forced to focus on partly new things concerning handling knowledge and control. A key
issue following from that everything in a sense are more free flowing and that organisational
entities residing outside company borders are gaining in importance, will be to decide upon what
knowledge to share and which not to. In all its simplicity a difficult task. From a research
perspective the effort of applying RBV to the network level can be seen as a clear indication that
there is something of interest and importance residing at inter-firm level, but it does not yet aid in

understanding what happens when an open collaboration is applied, in terms of competitive
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advantage. In this paper it has been argued the strategic effect of an open collaboration is to be

viewed as catalytic.

19



Building Relations through Open Collaboration — a Strategic Perspective on Innovation and Standard Setting

References

Afuah, A. 2000. Do your Co-opetitors Capabilities Matter in the Face of a Technological
Change? Strategic Management Journal, 21: 387-404

Anand, B. and Khanna, T. 2000. Do Firms Learn to Create Value? The Case of Alliances,
Strategic Management Journal, 21: 295-315

Arthur, W.B., 1996. Increasing Returns and the New World of Business, Harvard Business
Review, 74(July-Aug): 100-109

Barney J. B. 1991. Firm resources and sustained competitive advantage”, Journal of
Management, 17(1): 99-120

Besen, S. M. & Farrell, J. 1994. Choosing How to Compete: Strategies and Tactics in
Standardization, Journal of Economic Perspectives, 8: 117-131

Bowen, H. K. & Clark, K. B. & Holloway, C. A. & Wheelright, S. C. 1994. Development
projects: The Engine of Renewal, Harvard Business Review, 72(Sept-Oct): 109-120

Brynjolfsson, E. & Kemerer, C. F. 1996. Network Externalities in Microcomputer Software: An
Econometric Analysis of the Spreadsheet Market, Management Science, 42(Dec):
1627-1647

Burrell, B. McCarty, B. & Yount, A. 2000. Jini technology, Report from the Department of
Business Administration, Emory University

Castells, M. 1998. Informationsdldern. Ekonomi, Samhdlle och kultur, 1-111, Stockholm: Daidalos

Chhabra, S., Kaplan, A., Mathulla, P. & Schanman, Gary 1998. Case 18: Owning the Pocket,
Case Study, University of Michigan School

Cusumano, M. A. & Gawer, A. 2002. The Elements of Platform Leadership, MITSloan
Management Review, 43(Spring): 51-58

Dahlin, N. 001221. Palm &r inte ensamt pa toppen, Datateknik30

Das, T. K. & Teng, B-S. 2000. A Resource-Based Theory of Strategic Alliances, Journal of
Management, 26(1): 31-61

Day, B. 991031. Join the Jini technology development community, Sun.com
Deckmyn, D. 001123. Palm winning the handheld war, Computer World

Doz, Y. L. & Hamel, G 1998. Alliance Advantage. The Act of Creating Value Through
Partnering, Harvard Business Press

Dyer, J. H. & Nobeoka, K. 2000. Creating and Managing a High-Performance Knowledge-
Sharing Network: The Toyota Case, Strategic Management Journal, 21(3): 203-212

Dyer, J. H. & Singh, H. 1998. The Relational View: Cooperative Strategy and Sources of
Interorganizational Competitive Advantage, Academy of Management Review, 23(4):
660-679

20



Building Relations through Open Collaboration — a Strategic Perspective on Innovation and Standard Setting

Eneroth, K. & Malm, A. 2001. Knowledge Webs and Generative Relations: A Network
Approach to Developing Competencies, European Management Journal, 19(2): 174-
182

Foss, N. 1999. Networks, Capabilities and Competitive Advantage, Scandinavian Journal of
Management, 15(1): 1-15

Fried, I. & Shim, R. 010727. Palm to create OS Subsidiary, Cnet.om

Gomes-Casseres, B. 1994. Group Versus Group: How Alliance Networks Compete, Harvard
Business Review, 72(July-Aug): 62-74

Gugler, P. 1992. Building Transnational Alliances to Create Competitive Advantage, Long Range
Planning, 25: 90-99

Gulati, R. 1999. “Network Location and Learning — The influence of network resources and firm
capabilities on...” Strategic Management Journal, 20: 397-421

Gulati, R., Nohria, N., & Zaheer, A. 2000. Strategic Networks, Strategic Management Journal,
21:203-212

Gulati, R., Singh, H. 1998. The Architecture of Cooperation: Managing Coordination Costs and
Appropriation Concerns in Strategic Alliances, Administrative Science Quarterly, 43:
781-814

Haagedorn, J. 1993. Understanding the Rationale of Strategic Technology Partnering:
Interorganisational Modes of Co-operation and Sectoral Differences, Strategic
Management Journal, 14: 371-385

Héglund, F. 2002. Competition in Network Markets — A Strategic View on Standard Setting and
New Collaborative Forms, Lund Business Press

Higaki, C. & Venners, B. 990131. The network revolution, Sun.com

Hill, C. W. L. 1997. Establishing a Standard: Competitive Strategy and Technological Standards
in Winner-take-all Industries, Academy of Management Review, 11(2): 7-25

Jacobsson, H. 990513. Jini skapar ny marknad, ComputerSweden
Kahney, L. 991021. The philosophy of the handheld, Wired News

Katz, M. L. & Shapiro, C. 1985. Network Externalities, Competition and Compatibility”,
American Economics Review, 75(6): 424-440

Katz, M. L. & Shapiro, C. 1986. Technology Adoption in the Presence of Network Externalities,
Journal of Political Economy, 94(4): 822-841

Kogut, B. 2000. The Network as Knowledge: Generative Rules and the Emergence of Structure,
Strategic Management Journal, 21: 405-425

Kollock, P. 1997. The Economies of Online Cooperation: Gifts and Public Goods in Cyberspace,
in ed. Kollock, Peter & Smith, Marc ed. “Communities in Cyberspace” University of
California Press Los Angeles

Kuhn Pedersen, M. K. 2002. Requisite Foresight in Knowledge Enhanced E-business. Paper
presented at the international conference ‘“Probing the future: Developing
Organisational Foresight in the Knowledge Economy”, Copenhagen

21



Building Relations through Open Collaboration — a Strategic Perspective on Innovation and Standard Setting

Liu, B. 000911. Palm Partners with SpeechWorks, Lends Developers a Hand, Internetnews.com
Lofgren, O. 2001. Den nya ekonomin — en kulturhistoria, Kulturella perspektiv, 10:3-13
Nelson, M. G. 010123. On the Verge of a PDA Explosion, Planetit.com

Niccolai, J. .990127. Who dreams of Jini, Cnn.com

Peteraf, M. A. 1993. The Cornerstones of Competitive Advantage: A Resource-Based View,
Strategic Management Journal, 14: 179- 191

Porter, M. E. 1980. Competitive Strategy, Free Press, New York
Porter, M. E. 1985. Competitive Advantage, Free Press, New York

Porter, M. E. 1991. Towards a Dynamic Theory of Strategy, Strategic Management Journal, 12:
95-117

Schilling, M. A. 1998. Technological Lockout: An Integrative Model of the Economic and

Strategic Factors Driving Technology Success and Failure, Academy of Management
Review, 23(2): 267-284

Schilling, M. A. 1999. Winning the Standards Race: Building Installed Base and the availability
of Complementary Goods”, European Management Journal, 17(3): 265-274

Shapiro, C. & Varian, H. 1999. Information Rules — a Strategic Guide to the Network Economy,
Harvard Business School Press, Cambridge

Smitt, J. 000517. Triklossen tog hela marknaden, Dagens Nyheter

Thomke, S. & von Hippel, E. 2002. Customers as Innovators: A New Way to Create Value,
Harvard Business Review, April:74-81

Torvalds, L. & Diamond, D. 2001. Just for Fun., AlfaBeta Forlag

Tushman, M. L. & Anderson, P. 1990. Technological Discontinuities and Dominant Designs: A
Cyclical Model of Technological Change, Administrative Science Quarterly, 35(1):
604-633

Varadarajan, P. R. & Cunningham, M. H. 1995. Strategic Alliances: A Synthesis of Conceptual
Foundations, Journal of the Academy of Marketing Sciences, 23(4): 282-297

Wade, J. 1995. Dynamics of Organisational Communities and Technological Bandwagons: An
Empirical Investigation of Community Evolution in the Microprocessor Market,
Strategic Management Journal, 16: 111-133

Wayner, P. 2000. Free for all: How Linux and the Free Software Movement Undercut the High-
tech Titans, Harperbusiness, New York

Wernerfelt, B. 1984. A Resource-based View of the Firm, Strategic Management Journal, 5:
171-180

Yoshino, M. Y. & Rangan, U. S. 1995. Strategic Alliances, Harvard Business School Press,
Cambridge

22



