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ABSTRACT

Emergent interorganizational forms intent on long-term competitive perfor-
mance at the network level are affecting markets and gaining scholarly attention.
Whole networks are an example of such organizations. Managerial paradoxes result
from these informal, non-hierarchical structures when they seek long-term compet-
itive advantage. Applying paradox theory and research on ambidexterity, we con-
clude that, counter intuitively, formalized governance is necessary to sustain infor-
mal competitive entity success. Contrary to traditional network theory, social capital
mechanisms and trust are not solely adequate. We examine challenges facing whole
networks and propose three governance strategies to address them: (1) formalized
governance with adequate authority; (2) centralized leadership with decentralized
decision-making; and (3) provisions for managing membership composition. We
discuss implications for practitioners and scholars and suggest research paths for
validating and extending this theory.

INTRODUCTION

Interfirm networks are altering the competitive landscape (Parkhe, Wasser-
man, & Ralston, 2006). The benefits of networks for rapid technical innovation, for
example, have led to widespread government involvement in creating science parks
and incubators to foster economic development and growth of small, entrepreneur-
ial firms (Phan, Siegel, & Wright, 2005). Networks can offer access to resources,
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capabilities, and markets not easily available to individual firms. Networks can thus
achieve valuable competitive advantage for themselves and their members (Meise-
berg & Ehrmann, 2012). Though interfirm organizations have been a topic of study
for several decades, there is a “growing set of pioneering organizational experi-
ments” intent on leveraging the advantages of networked business models (Miles,
Miles, Snow, Blomqvist, & Rocha, 2009; p 61). Advances in information and com-
munication technology have allowed unique organizational forms such as virtual
organizations to emerge for both short-term and going-concern motivations (Peder-
sen & Nagengast, 2008; Riemer & Klein, 2008). Non-traditional network forms are
becoming pervasive and increased competitive intensity is fueling further network
form innovation (Parkhe et al., 2006). It is thus not surprising that scholars are in-
creasingly studying emergent organizational forms such as virtual organizations -
the V-form - (Riemer & Klein, 2008), innovation networks — the I-form (Miles et al.,
2009), and whole networks (Provan, Fish, & Sydow, 2007).

The modern economy and much of the competition within it is knowl-
edge-based. Customization, flexibility, and the rapid creation, sharing, and value
conversion of knowledge are often key success factors for firm success (Contractor
& Lorange, 2002; Miles et al., 2009. These competitive demands are resulting in
the continued rise of networked organizations. As a secondary result, the increase
in interfirm networks is leading to competition between networks and between net-
works and individual firms (Gimeno, 2004; Guidice, Vasudevan, & Duysters, 2003).
As these emergent network forms flex their competitive muscle, many individual
firms, especially small and medium sized firms (Meiseberg & Ehrmann, 2012), are
likely to feel pressure to create or join rival networks in order to survive and compete
with these new organizations. Thus, the emergence of such competitive networks is
likely to influence the creation of more and more such organizations. Firms in af-
fected markets that are not members of a network may find themselves with strategic
disadvantages that are individually insurmountable. Thus, an increasing number of
managers may find themselves forming, joining, or considering joining such net-
works in order to access the unique advantages (or necessary survival benefits) they
may afford.

Various descriptors distinguish types of networks that involve specific strate-
gic intent. The literature has addressed dynamic networks (Snow, Miles, & Coleman,
1992), strategic networks (Jarillo, 1993; Sydow & Windelar, 1998) and the ‘network
fiir such’ (network for itself) (Raab & Kenis, 2009) to distinguish networks with a
unifying, common purpose from those designed for knowledge sharing, R&D co-de-
velopment, supply-chain efficiencies, or collaborative equity investment in new
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ventures. Recently, researchers have conceptualized whole networks as those inter-
organizational networks involving a unified goal-orientation, substantial individual
member autonomy, and a nonhierarchical structure (Kilduff & Tsai, 2003; Provan
et al., 2007). To help frame our analysis of these emergent forms, we ground this
paper in the work of Provan and colleagues to use whole networks as an example of
an emergent interfirm organization possessing unique operational and competitive
characteristics.

Network failure is usually attributable to weaknesses in network manage-
ment (Miles & Snow, 1992) such as unclear procedures, poorly coordinated resource
allocations, and imbalances of power and influence (Meiseberg & Ehrmann, 2012).
Much research has been conducted on governance within traditional network theory
(Jones, Hesterly & Borgatti, 1997). However, we find a deficient amount of research
probing the challenges of management and governance systems in emergent forms
such as whole networks. Our point of departure from prior research is to focus on
how the unique characteristics of whole networks bring about paradoxical challeng-
es and fundamental agency problems. Though whole networks organize to leverage
the benefits of flexibility and informality, we argue that sustaining such an organiza-
tion over time requires both informality in structure and formality in governance. As
one anonymous reviewer commented, there is irony in the prospect that an organi-
zational form of independent firms, dedicated to flexibility, informality, and non-hi-
erarchical relationships may require some formality of centralized governance in
order to sustain performance. Indeed, this is the essential paradox of these emerging
network forms.

We argue that, left unattended, adaptation of the network and its indepen-
dent members over time produces a high probability of fractures to the intuitively
desirable mechanisms of trust and reciprocity. Network theory informs that trust
is a primary mechanism for managing transaction costs and opportunism (Goer-
zen, 2007). Over time, however, trust can become increasingly fragile (Granovetter,
1985). Ironically, the development and management of such informal social capital
assets requires management process and structure in these loosely formed, emergent
organizations (Reimer & Klein, 2008). Further, Meiseberg and Ehrmann (2012) note
that without proper governance, relational network communications may become
biased, sub-group and individual member power positions and resource dependency
effects may emerge, and untimely and inefficient resource coordination may inhibit
the sustainability of competitive advantage. There are numerous paradoxes inherent
in network theory (Parkhe et al., 2006). Addressing all of such challenges in whole
network type organizations is beyond the limitations of one paper. Therefore, we fo-
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cus attention on one core issue: the capabilities-rigidities dilemma (Leonard-Barton,
1992).

To sustain performance, organizations must not only exploit and defend their
current advantages, but they must also explore for new advantages and avoid inertial
forces that can inhibit adaptation when conditions reduce or destroy the value of
their current strengths. Applying prior theory related to balancing exploitation and
exploration and the achievement of ambidexterity in firms (O’Reilly & Tushman,
2008; Raisch & Birkinshaw, 2008), we posit that whole networks have access to sev-
eral of the same coping strategies empirically supported for helping firms face the
capabilities-rigidities dilemma. However, due to unique characteristics of whole net-
works, we emphasize that they face distinctive challenges that require governance
mechanisms not relevant to the management of other organizational forms. Such
unique governance and management challenges involved in emerging network or-
ganizations have been generally overlooked by researchers (Riemer & Klein, 2008),
and thus are important topics to be addressed.

The propositions set forth in this paper not only offer a unique, network-level
view of competitive intent and the implications of developing and exploiting capa-
bilities, they also contribute to expanding network-level applications of firm-level
performance theories. It is our hope that this analysis will aid managers who are
founders or members of these emergent network forms as well as those who may
at some point consider involvement in such a network. Further, this work aims to
provide value to researchers by helping to clarify and distinguish whole networks
from other organizational forms and to spur curiosity toward the investigation of the
unique paradoxical governance mechanism we posit as necessary for the long-term

performance of these emergent organizations.

A REVIEW OF THEORETICAL BACKGROUND

Emergent Network Organizations

Riemer and Klein (2008) characterize virtual organizations (what they term
the V-Form) as those networks of firms connected through communication technol-
ogy that allows them to span spatial and temporal boundaries. These organizations
are composed of independent firms acting as a single entity toward customers and
competitors (Kasper-Fuehrer & Ashkanasy, 2001; Riemer & Klein, 2008). V-forms
have minimal formal structures with hierarchical management being replaced with
more social governance structures such as self-regulation and trust (Kasper-Fuehrer
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& Ashkanasy; Pihkala, Varamaki, & Vesalainen, 1999). V-forms are born of oppor-
tunistic desires to take advantage of a short or medium range market opportunities
and collaborative projects (Kasper-Fuehrer & Ashkanasy; Tuma, 1998). The I-form,
or Innovation-form (Miles et al., 2009), is described as a new, modern form of inter-
firm network characterized by a focus on market exploration. Members benefit by
expansion into complementary product markets. The key assets involved are knowl-
edge and collaborative processes.

As originally defined by Provan et al., (2007) a whole network is “...a group
of three or more organizations connected in ways that facilitate achievement of a
common goal...often formally established and governed and goal directed ...rela-
tionships among network members are primarily nonhierarchical and participants of-
ten have substantial operating autonomy” (p. 482). Applying this definition can lead
to classifying several different types of networks as whole networks. Prior literature
provided examples that offered insight into whole network formation and evolution
over time. Whole networks in life sciences (Powell, White, Koput, & Owen-Smith,
2005), community economic development (Safford, 2005), and biotechnology (Ow-
en-Smith & Powell, 2004) shed light on the long-term objectives and challenges of
an evolving field of science, an economically challenged community, and an emerg-
ing field of commercialization, respectively. These accounts of whole networks lend
credence to the distinct challenges of identifying and managing whole networks.
For the purposes of this paper, we explicitly distinguish a unique type of interfirm
organizations to which we apply the label ‘whole network’. Whole networks, as
we conceive them, differ from V-forms because they are going-concern organiza-
tions, not opportunistic project based entities. In many ways, the V-form represents
a potential short-term representation of a whole network. Indeed, Riemer and Klein
(2008) propose that V-form organizations may evolve toward long-term network
structures in order to enhance social capital and overcome some of the weaknesses
inherent in virtual organizations. Unlike I-forms whose focus is innovation, whole
networks seek sustainable competitive advantage where both exploitation of advan-
tages to compete and exploration to expand and develop new growth opportunities
are required. To differentiate whole networks from other network forms we believe
four dimensions highlight this phenomenon most clearly: (1) source of value cre-
ation; (2) level of value appropriation; (3) location of strategic decision-making; and
(4) level of entity identification.

Prior theory (Kilduff & Tsai, 2003; Provan et al., 2007) emphasizes that
whole networks have a singular, common goal. The goal of whole networks aims
to serve the needs of a market segment or client base external to the network. The
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collective resources of network members are transformed through whole network
capabilities to produce a marketable output. Unlike the goals of other networks that
focus on development of either a new source of value that the individual firms can
exploit or on a reduction in supply chain costs to benefit member firms’ operational
efficiencies, whole networks create value through a unified value chain.

Buyer-supplier networks emphasize transaction cost and other supply chain
benefits such as supply stability or inventory management tactics (Parmigiani &
Rivera-Santos, 2011).The benefits from the transaction system are appropriated at
the firm level (Dyer, 1996). R&D networks are generally initiated to apply joint
efforts to the development of a new technology, product, or standard and outcomes
are commercialized by each firm independently. Conversely, in the whole network
value production process, the conversion of value by an exchange with buyers oc-
curs only at the end of the composite value chain. Whole network members do not
individually exchange inputs for payment and profit via intra-network transactions;
they contribute inputs toward an allocation of appropriated profit of the composite
production system when the outputs are sold in the market.

Because the commercialization of outputs is a network-level concern, it fol-
lows that the critical strategic decisions in whole networks are made by a centralized
body representing and holding a degree of authority for the entire group of firms.
This parallels a firm in which the dominant coalition guides the strategic direction
and decision making for the entity.

To summarize, whole networks are formed and managed as going concerns,
competing in existing markets as a singular entity and striving to sustain their exis-
tence. This emergent form operates more akin to a single firm with members contrib-
uting to one, unified result from which all contributors draw their rewards. Further,
these characteristics of whole networks are manifested in the striving for sustainable
competitive advantage and the need to balance the exploitation of advantages at
hand and the exploration and development of new innovations that can contribute
in the future. Just as in individual firms, however, the quest for stability and the
exploitation of key success factors can paradoxically lead to counter-productive
tensions, inertia, and eventual loss of competitiveness. A host of issues can arise
such as inefficient and isolated dyadic communications, resource coordination, and
power asymmetries. A particularly salient issue involves the dilemma in managing
exploitation and exploration activities..
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The Capabilities-Rigidities Dilemma

Teece, Pisano, & Schuen (1997) noted that while developing capabilities
to gain an advantage in the current environment is necessary, it is also important
to consider what will happen to those capabilities when the environment chang-
es. Levinthal and March (1993) highlighted this challenge by explaining how core
competencies of a firm tend to calcify as rigidities that institutionalize and lock in
certain behavior patterns that inhibit adaptability. March (1991) explained that when
knowledge is found to lead to successful outcomes, it is applied repeatedly to exploit
the value it delivers. Exploitation behaviors that have become institutionalized lead
to barriers to change (Hannan & Freeman, 1984; Leonard-Barton, 1992; Lieberman
& Montgomery, 1988). Core rigidities hamper innovation and adaptive behaviors
thus resulting in organizational dysfunction (O’Driscoll, Carson, & Gilmore, 2001).

As interfirm organizations develop to accentuate rapid innovation, flexibility,
efficiency, and low barriers to relationship collaboration, contradictions arise that
undermine and challenge those very advantages (Miles et al., 2009). For instance,
the typical actions of V-form organizations toward such idealized benefits actually
impede the development of the social capital and complex relationships required to
sustain the level of open collaboration necessary for success (Riemer & Klein, 2008).
The consequences of organizational structures striving for these benefits often lead
to fragmentation, failure, and dissolution (Riemer & Klein, 2008; Ring & Van de
Ven, 1994). Yet the very structural characteristics that enable the achievement of
these benefits can lead, if unchecked, to inabilities to react to shifts in value or com-
petition in the market. The attention to key success factors of flexibility and speed
and the exploitation of advantages gained in those areas can paradoxically result in
rigidities and competency traps that lead to whole network decline and failure.

Whole networks, as we have argued, engage in competition in much the same
manner as firms. Thus, the challenge of effectively balancing exploration and ex-
ploitation is clearly an issue for whole networks as well. Yet there is little if anything
that is known about how whole networks can avoid the pitfalls of the capabilities-ri-
gidities paradox and effectively balance exploitation and exploration.

IMPLICATIONS OF THE CAPABILITIES-RIGIDITIES DILEMMA
FOR WHOLE NETWORKS

We expand on three important implications of the dilemma and discuss the
appropriateness, or lack thereof, of firm-level theory for handling them. These im-
plications involve challenges in: (1) allocating network assets with little or no direct
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control over those assets; (2) avoiding relational imbalances; and (3) maintaining
operational stability while acknowledging the reality that member composition will
evolve. In addition, we address the topic of trust as it is a critical component of
effective network operations that weaves through all considerations of structure,
governance, and relationship management.

The Challenge of Limited Authority and Control

In the single firm, the integration and coordination of tensions such as mar-
keting and production, efficiency and growth, exploitation and exploration can be
achieved to some degree through the formal control and authority aspects of hi-
erarchical structures (Scott & Davis, 2007). However, the governance and leader-
ship mechanisms available to whole networks do not have such direct authority.
The resources and capabilities of the whole network lay within the boundaries of
each component firm. There is no network owner to confer legitimate authority onto
agents. Member autonomy, network interdependence and the importance of trust
inhibit (or prohibit) the development of hierarchical authority. Yet network-level de-
cisions must be made to effectively allocate activities toward exploitation and explo-
ration. If coordination processes are too weak, the effective integration of member
firm activities toward the production of competitive value may be inadequately effi-
cient or may decline over time. Capabilities may degrade into rigidities and strengths
may drift toward weaknesses. Even if efforts for both exploitation and exploration
are simultaneously active, without strong central leadership, the opposing tensions
between the two may disrupt trust, unity, and network identification.

The Challenge of Relational Imbalances

The successful efforts to strengthen ties and build trust among whole net-
work member organizations can lead to instability through asymmetries of power
and influence. When certain dyadic relationships in a network grow tightly coupled
and influential in the value-production system, proximately linked and more loosely
coupled firms may begin to feel inferior, more excluded, or less powerful (Ander-
son, Hakansson, & Johanson, 1994). The network may become highly influenced
by the members who contribute the most valued resources and skills. Depending
on the network’s strategic orientation, these value imbalances may favor exploiters
over explorers or vice versa. Under conditions in which certain members achieve
higher status and value than others, lower esteemed firms may experience declining
network identification stemming from their sense of alienation, frustration, or lack of
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network attention (Huemer, 2004). Hierarchies of power may develop and lead firms
to withdraw from or seek alternatives to the existing relationships (Emerson, 1962).
Granovetter (1985) remarked on this paradoxical situation by noting that conditions
for opportunistic behavior are most ripe when trust is high.

The Challenge of Managing Membership Composition

Powell (1990) argued that enduring patterns of repeated trading build barriers
to network entry and thus restrict access to newcomers. Building and reinforcing ex-
isting relationships often becomes the focus of networks (Levinthal & March, 1993;
Ireland, Hitt, & Vaidyanath, 2002) and this can lead to poorer performance (Goer-
zen, 2007). Without being open to new exogenous parties and their potentially addi-
tive inputs and knowledge, whole networks accentuate exploitation and further build
barriers to adaptation. Granovetter (1973) addressed this paradox as the strength of
weak ties, explaining that strong network ties repeat the same knowledge and ties
beyond the primary relationships are the ones that allow valuable new information
into the network.

Accepting that change is inevitable, that existing competitive advantages will
erode, and that new configurations of resources and capabilities will be required to
sustain the whole network, it must be accepted that the composition of member firms
is likely to require adjustment. Theory on dynamic capabilities (Teece et al., 1997)
emphasizes that to maintain competitive advantage and congruence with a changing
environment, organizations must be able to reconfigure their existing resources to
develop new capabilities. Whole networks, too, must be cognizant that the strate-
gic assets available from the current roster of member firms may not be adequate
to compete in a changed environment. Members may need to contribute different
resources and capabilities to the value chain, new assets may need to be brought
into the system, and some current assets or component firms may no longer have
competitive value. Due to factors such as changing strategic priorities, deficiencies
in member performance, or voluntary network exit, firms will need to be removed
from the network, others will voluntarily drop out, and new firms will need to be
added to replace them and maintain the value chain. In summary, an element of risk
in the interdependencies of the whole network is that a vital link of the production
chain (i.e. an important member) may leave or not perform, thereby disrupting the
network’s production system until a replacement link can be activated. With each
such change, the relationships and social capital built up in the network are disrupted
and made, at least temporarily, less certain and stable.
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Trust: A Contextual Foundation of Whole Network Operations

In order to survive, interfirm networks must create and maintain stable rela-
tionships among member firms (Madhavan, Koka & Prescott, 1998; Simsek, Lubat-
kin, & Floyd, 2003). It is critical to recognize the importance of trust within the
relations of the whole network. Theory provides us a strong foundation here, and
on that foundation rests every consideration of whole network operations. But as a
review of research will show, establishing high levels of trust can paradoxically lead
to weaknesses and failure for the whole network.

Trust between members is critical to the success of the network because it
facilitates governance and fosters the cooperative nature of the network (Inkpen,
2001; Krishnan & Martin, 2006; Tiwana, 2008). Trust builds a ‘band of tolerance’
within which firms can endure periods of partial goal conflict or inequities (Madhok,
1995). Trust is a key element in whole networks due to their lack of hierarchical or
equity-based authority mechanisms and because the risks of goal conflict are likely
high over the life of the network. Ironically, the very work to build network iden-
tification, trust, and strong ties also lays the groundwork for network rigidity and
the fragility of trust. Dyer & Nobeoka (2000) and Granovetter (1973) showed how
strong tie networks emphasizing trust and integration are at risk of developing an
increasingly inward focus which can make them less able to respond to change. In
sum, network success in building strong bonds of trust creates fertile ground for in-
ertia and rigidity to grow. Trust alone may be a sufficient governance mechanism for
interfirm networks that do not aspire to long-term network competitive advantage.
However, prior theory and research informs that over the long term, it is unlikely that
trust alone can sustain a commercial enterprise’s competitive effectiveness. This is
the essential challenge in whole network leadership and design: how to emphasize
trust in the member relationships while also legitimizing a governance structure that
protects long-term viability of the entire network.

COPING WITH THE CAPABILITIES-RIGIDITIES DILEMMA

One stream of research on how firms effectively deal with the dilemma inher-
ent in capabilities exploitation is the stream addressing how firms can be ambidex-
trous. Tushman and O’Reilly (1996) described ambidexterity as the ability of a firm
to simultaneously exploit and explore. This concept was refined as organization-
al ambidexterity by Gibson and Birkinshaw (2004). They distinguished structural
mechanisms separating business units for exploitation and exploration from contex-
tual mechanisms (e.g. overarching and compelling visions, decentralized planning,
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and cross-unit communications) that integrate the tensions into a coherent organiza-
tional strategy that fosters ambidexterity at the individual level.

Ambidexterity theory emphasizes the particular skills, knowledge, and pro-
cesses that enable leaders to stand above the forces driving exploitation on one hand
and exploration on the other. Ambidextrous leaders foster an integrating, ‘both/
and’ culture rather than an ‘either/or’ investment-analysis approach. Top manage-
ment that is cognizant of this duality and is capable of leading in such a manner
is central to contending with the capabilities dilemma (Lubatkin, Simsek, Ling, &
Veiga, 2006; Jansen, Tempelaar, Van den Bosch, & Volberda, 2009). Further, for
ambidexterity to be effective, the internal context of the firm needs an appropriate
mixing of centralization with decentralization (Tushman, Smith, Wood, Westerman,
& O’Reilly, 2010), top management control with empowered initiative (Gibson &
Birkinshaw, 2004), and reliable standardization with autonomous experimentation
(Tushman & O’Reilly, 1996). Leadership must guide and control the course of the
overall organization while simultaneously allowing it to function in a decentralized,
segmented manner (Tushman et al., 2010). It is clear that organizational leadership
and governance mechanisms play vital roles in how firms cope with the capabili-
ties-rigidities dilemma. For whole network organizations, however, these mecha-
nisms must address the unique challenges stemming from the capabilities-rigidities
dilemma that we have previously noted. The primary challenges we have described
thus far, and the intuitive and necessary counter-intuitive mechanisms for addressing
them, are summarized in Figure 1. The following sections expand on the means of
coping with these challenges.

Figure 1
Challenges and Management Mechanisms for Whole Network Governance
Intuitive, logically Counter-intutitive mechanisms
Challenge appropriate mechanisms for sustained performance
Limited authority and control Trust and reciprocity Authorized and legitmate rules

of behavior

Relational imbalances Transparency and open Legitimate leadership for managing
involvement power and politics
Managing membership Flexibility and structural Standards and requirements agreed to

performance and composition inf ormality by all members
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Coping with Low Authority

Compared to the formal authority of hierarchical structures, whole network
leadership has little authority over the resources of network members. Conflicts of
agendas and debates about issues such as value production, rent appropriations, and
network composition necessitate a strong governance structure and formal process
for clear, decisive, and necessarily endorsed leadership roles. Saz-Carranza and Os-
pina (2010) discuss the unique “unity-diversity tension’ (p.327) as an integral issue
in whole network governance. Tensions not only exist between the forces of ex-
ploitation and exploration, but also between the unified agenda of the network as a
whole and the independent strategies and agendas of each individual member firm.

To enable sustainable performance through change, organizational context
and processes must simultaneously promote and manage the integration of exploit-
ative and exploratory assets (Lubtakin, et al., 2006; Smith, Binns, & Tushman, 2010).
As benefits of exploitation accrue to network members, leadership must have ade-
quate authority to insure that appropriate investments pursue exploration. Network
leaders do not have the advantage of agency or hierarchical sources of authority
like their firm-level counterparts Nevertheless, critical decisions for whole network
success, often involving issues that are ambiguous, uncertain, and contentious, must
be made and acted upon. Member participation and relational harmony is important,
but authority mechanisms are as well. Power, as Pfeffer (1992) pointed out, is neces-
sary to get things done in any organization. An appropriate leadership and authority
structure, formal or informal, must be established, clearly communicated, and con-
sensually agreed to at the onset of whole network operations.

Proposition 1: To cope with the capabilities-rigidities dilemma,
whole networks require explicit and formalized governance pro-
cesses imbued with enough authority and legitimacy to negotiate

the tensions between exploitation and exploration.

Coping with Risks of Relational Imbalances

Openness and transparency are critical in governance to avoid perceptions of
power grabs, coalition building, or other political moves that could harm network
trust. Mechanisms that ensure decision-making transparency and provide for open
flows of information among members support the development and maintenance of
trust. When such systems are performed around consistent values and principles,
the cycle of trust is enhanced (Colquitt & Rodell, 2011). Transparent processes for
decision authority and control must be balanced with involvement and shared pur-
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poses in order for trust and network identification to be supported. Decentralized in-
volvement and cross-unit integration (Jensen et al., 2009; Smith & Tushman, 2005;
Tushman & O’Reilly, 2006) supports that while maintaining centralized control,
leaders of ambidextrous organizations involve their disparate component functions
in planning activities to both draw knowledge from and diffuse knowledge to sub-
units. In the whole network context, involvement of the component firms in strate-
gic planning likewise aids in knowledge transfer, improved coordination and deci-
sion-making, and overall network identification (Kale, Singh, & Perlmutter, 2000).

Because members of a network-linked value chain are diverse operations and
likely have different biases and backgrounds, social uncertainty exists (Riemer &
Klein, 2008). McEvily and Marcus (2005) showed that joint problem solving was
the most important mechanism for building trust and increasing the strength of net-
work relationships. Prusak and Cohen (2001) stated that social capital is best devel-
oped when members work face-to-face frequently, and Simsek et al. (2003) inform
that network member interaction builds cognitive similarity.

While disproportionate input values from specific member assets likely
emerge through exploitation and maximization of network value, balance of rela-
tional powers must also be maintained. Unchecked, imbalances of power and influ-
ence on decisions may skew relationships away from a harmonized, network-sus-
taining direction. Dhanaraj and Parke (2006) described how real or perceived power
and value imbalances can lead to member isolation, migration, or attrition. Such
outcomes can cause network instability. Explicitly providing systems for all mem-
bers to be involved in the decisions of the whole network is a productive mechanism
for both limiting the formation of power imbalances and for establishing a climate
that fosters trust, understanding, and network identification. Such transparent and
inclusive processes also assist in keeping tensions between members out in the open
where they can be recognized and addressed.

Proposition 2: To cope with the capabilities-rigidities dilemma,
whole network leadership must employ centralized guidance while
promoting open, decentralized decision-making and problem solv-

ing involvement.

Coping with Changes in Membership Composition

The coordination of details such as work flows and resource commitments
magnify the complexity of the whole network value chain. Each member firm is es-
sentially a component asset. When changes in the environment occur and the nature
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of network outputs must evolve to maintain congruence, one or more member firms
may no longer be relevant toward network value creation. To adapt the production
system may require dropping, replacing, or adding new component firms.

Such reconfigurations in membership composition may negatively impact
stability, trust, and relationship capital. To avoid system shocks, whole network
members should be aware of and acknowledge that such changes to composition
are inevitable. Clearly defined roles and performance standards must be set for each
segment of the system and thus for each member. Procedures for removing and
replacing members who are unable or unwilling to perform as needed are critical
to maintain network outputs. And because continuous production is generally a re-
quirement for competitive success, the whole network must also have mechanisms
for identifying and quickly integrating new or replacement members who can pick
up when prior members leave or fail to perform. In some critical operations, it may
be advisable that the whole network engage in contingent relationships that may or
may not come to be required. Critical elements for the ongoing survival of complex,
whole network operations are managing the accumulation and aggregation of re-
source stocks within the whole network, ensuring that members perform as needed,
and allowing for necessary reconfigurations of existing and new resources to adapt
to change.

Proposition 3: To cope with the capabilities-rigidities dilemma,
whole network governance systems must include provisions for
managing membership composition and performance. Specifically;
3a: Whole network governance systems should include clear, ex-
plicit standards of performance for each member in order to main-
tain network membership.

3b: Whole network governance systems should include explic-
it, clear, and transparent procedures for expelling and admitting
firms.

3c: Whole network governance systems should include clear, ex-
plicit, and transparent policies related to engaging alternative
firms as members or sources of contingent supply for critical input

components.

DISCUSSION

As organizational environments become more complex and dynamic, con-

tradictory tensions within organizations become much more salient (Smith & Lewis,
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2011). Many managers are likely to apply traditional ‘either/or’ decision approaches
in leading emergent network organizations. They may abandon a principal-agent
notion of leaders and followers believing that the informal, trust-based nature of the
network must be matched with an equally informal and parallel style of governance.
Paradox theory, however, counters that such ‘either/or’ thinking can be a recipe for
failure (Lewis, 2000; Smith & Lewis, 2011). Understanding how paradoxical ten-
sions arise, how they are manifested in behaviors, and how they can be managed
is an increasingly important and timely field. By examining the paradox of how
capabilities of social governance (e.g. trust) can become rigidities hindering whole
network adaptation and change, we have brought attention to the paradoxical nature
of emergent organizations such as whole networks. While these organizations have
admirable ambitions of flexibility, informality, and social bonds, in the course of
pursuing long-term sustainable performance, forces of environmental change can
convert such positive qualities into survival-limiting anchors.

Organizational innovations such as whole networks are increasingly com-
peting with established firms and other networks. They create new sources of value
while simultaneously reducing the value of others through this creative destruction
(Schumpeter, 1950). It is therefore quite relevant for managers and scholars to begin
to give attention to the how these organizations achieve and sustain competitive
advantage. Our examination of paradox and governance of whole networks makes
several contributions to practice and theory.

This research can assist executives who are leading, involved in, or consid-
ering joining such network organizations. Even for those firms not organizing or
joining a network, such emergent competitive entities will likely influence markets
directly or indirectly. Especially for small and medium sized firms constrained in
their access to resources, capabilities, and markets, whole network type organiza-
tions may offer paths toward long-term success. Managers leading whole networks,
or those considering founding such organizations, will benefit by understanding the
paradoxical and counter-intuitive steps that likely benefit long-term network per-
formance. By understanding how network governance structures play a role in the
long-term viability of a network, managers considering joining such a network can
benefit in an enhanced ability to assess such opportunities. A trust-based, socially
integrated, and “no rules; no structure; no contracts” type of alliance network may
work for certain goals or for certain period of time, but environmental forces and the
“dark side of close relationships” (Anderson & Jap, 2005; p. 75) can transform these
informal governance mechanisms into inertial barriers that prohibit market-required
change. Managers will do well to recognize that the way they operate their own
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firms, however successful, is unlikely to work as a leadership and management style
for the unique nature of a whole network structure. For leaders of member firms, too,
an understanding of the realities of environmental change and its consequences for
whole network governance can be beneficial in decisions about network relation-
ships, including decisions to join or remain in a network. Alternatives to a traditional
principal-agent control system are available (Granovetter, 2005). Leveraging social
capital to enable formal governance rules and standards is quite achievable. With an
awareness of the paradoxical challenges we have noted, leaders who can apply their
innovativeness toward governance practices that not only manage inherent tensions,
but also leverage social assets toward creating strong governance are likely to create
enduring organizational performance.

For scholars, understanding that whole networks are subject to firm-type chal-
lenges such as the capabilities-rigidities dilemma highlights that other firm-based
theory may also have relevant extensions to emergent network organizations. Our
research additionally sheds light on a boundary condition for social mechanisms.
That is, how and when they may not operate as effective governance tools for all
networks. Reliance on trust and reciprocity has its place in network theory; however,
it must be recognized that these positive factors can also fracture or become inhibi-
tors to change (Anderson et al., 1994; Granovetter, 1973; 1985). We do not dispute
or attack the role of such mechanisms in network governance (Jones et al., 1997).
We agree that building trust and social cohesion should remain an objective in all
networks. However, dependence on social mechanisms to sustain the organization
through the forces of time and change is risky. The emergent network forms we have
addressed in this paper operate with a unique combination of motive and structure.
That is, they are informally and non-hierarchically networked firms that have come
together to produce a singular value-chain and compete as a singular entity as a go-
ing concern. To achieve this, considerations of firm-level theory on competition and
sustainable competitive advantage (e.g. Barney, 1991; Leonard-Barton, 1992; Teece
et al.,, 1997; Tushman & O’Reilly, 1996) become relevant. Thus, more firm-like
governance, we argue, becomes necessary and relevant as well.

While the present study better informs the literature on network-level com-
petitive theory, there are significant challenges going forward to validate and ex-
tend our conclusions. In particular, one challenge will be gaining access to whole
networks to test the propositions put forth in this manuscript. Since the subject in-
volves a loosely formalized emerging form of an interorganizational relationship,
it could prove difficult for researchers to identify, observe, and assess the early for-
mations and ongoing management of a whole network. To address this challenge, a
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mixed-method approach could be used to historically examine the formation aspects
of the whole network, utilizing event history analysis. A longitudinal case study ap-
proach to study the ongoing management of the whole network could then be used
to examine leadership and management. In such a new area, where existing theory
may not hold and where the relative importance of elements and relationships are
not clearly understood, a case study approach is a very appropriate methodology (Ei-
senhardt, 1989). Once researchers have better organized and refined the vital compo-
nents, more targeted empirical research can follow. This path can extend this stream
toward statistical validation, predictions of contingent conditions, and identification
of configurations of governance mechanisms that will further help managers make
appropriate choices to lead network-structured competitive entities.

Emergent organizational forms are, by definition, still evolving and thus sub-
ject to continued radical change. Any conclusions and implications at this juncture
must be viewed in that light. However, we are confident that based on prior theory
and empirical research, network governance is, and will continue to be, a critical
answer for how whole network organizations manage the implications of inherent

challenges such as the capabilities-rigidities dilemma.
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