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Abstract

Purpose: The study aims to identify the main directions of intragroup cooperation, along with
crucial areas of cooperation in business groups, and develops theoretical models of cooperation in
a business group.

Methodology: The qualitative approach is applied in the study that is based on the cross-case
analysis of four business groups operating in Poland.

Findings: Results indicate that business groups cooperate mainly vertically (cooperation between
the core company and affiliates) in operations. Horizontal (among affiliates) and vertical coopera-
tion in other areas — marketing, R&D, finance, and human resources — are not so intense. The study
enables us to propose a theoretical framework of cooperation models in business groups based on
two dimensions - the direction of cooperation and the number of cooperation areas. It leads to the
identification of four models: two-sided loose cooperation, two-sided tight cooperation, multi-sided
loose cooperation, and multi-sided tight cooperation.

Implications: Identification of main directions of cooperation in business groups, along with areas
of cooperation have implications for both researchers and managers. Findings of the study and the
theoretical framework of cooperation models in business groups can be used as a basis for the further
theoretical exploration of the organization and functioning of business groups in the economy and
a strategic decision guideline for managers.

Originality: The literature focuses mainly on the interorganizational cooperation between dispersedly
owned standalone entities. Studies on intraorganizational cooperation in business groups are limited.
The study aims to provide a better understanding of cooperation between entities in business
groups.
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Introduction

Cooperation is recognized as a crucial success factor of organization growth and its
role will become more and more important in the future (Teixeira and Leite, 2019).
The management literature increasingly refers to the phenomenon of interorganizational
cooperation between dispersedly owned standalone entitles in the form of strategic
alliances (e.g. Todeva and Knoke, 2005; Lowensberg, 2010; Serrat, 2017; Shijaku, Larraza-
-Kintana, and Urtasun-Alonso, 2020), joint-ventures (e.g. Carr, Hawkins, and Westberg,
2017; Luo, 2002; Yeniyurt, and Carnovale, 2017), franchising (e.g. McDonnell, Beatson,
and Huang, 2011; Terry and Di Lernia, 2013; Kremez et al., 2020), clusters (e.g. Najib
and Kiminami, 2011; Schroder, 2014; Scheffi et al., 2019), consortium (e.g. Chan, 2004),
and other, but it rarely focuses on the interfirm cooperation in business groups, espe-
cially on strategic relations between entities (Luo, 2005).

The main reason to create a business group is cooperation between entities (Trocki,
1998; Nogalski and Kreft, 2002), which are defined as networks of entities cooperating
regularly over a long-time period (Powell and Smith-Doerr, 1994). Cooperation in
a business group can reduce risks and costs and allows one to take advantage of the
economics of scope, use a shared pool of skilled employees, and increase R&D activity.
Moreover, it gives easier access to the newest technology and new markets and creates
higher value for clients (Contractor and Lorange, 2002). Some studies indicate that
business groups can improve their competitive advantage by sharing resources among
their entities, including intangible resources and technology (Chang and Hong, 2000).
Moreover, cooperation in a business group allows entities to create a new, synergistic
combination of resources and ideas. Business groups can also innovate to a greater
extent as innovations are capital-intensive and often lack external financing sources.

Cooperation in a business group can occur between the core firm and affiliates (vertical
cooperation) or between subsidiaries on the same or different levels in the hierarchy
(horizontal cooperation). Cooperation between the parent company and affiliates is
relatively well described, especially in the context of multinational corporations (Bartlett
and Ghoshal, 1989; Martinez and Jarillo, 1989; Singh and Salwan, 2015). However, few
studies focus on cooperation in business groups to provide empirical evidence related
to the cooperation in the whole business group and on different levels in hierarchy.
Holmes et al. (2015) and Colpan and Cuervo-Cazurra (2018) state that cooperation in
a business group should be pursued in future research as its understanding would
help to analyze their behaviors and formulate recommendations for managers. The lack
of empirical studies on intraorganizational cooperation in business groups inspired
us to conduct empirical research. Thus, the article aims to identify the main directions
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of intragroup cooperation and crucial areas of cooperation in business groups and
develop theoretical models of cooperation in business groups.

The study contributes to management studies in two key and specific aspects. First,
our study focuses on the cooperation in a whole business group, not only on coopera-
tion between the core company and affiliates as most previous studies do. We identified
the crucial cooperation areas and the direction of cooperation. Moreover, results
inspired us to propose a framework of cooperation models in business groups. Accord-
ing to our knowledge, the framework is unique as it concentrates on cooperation in
a whole business group. Second, our study covers different areas of cooperation and
does not focus on one area of cooperation only.

The article is organized as follows. Section 1 presents the literature review on coope-
ration in business groups, along with the identification of main cooperation areas.
Section 2 provides detailed information on data and the research method. Section 3
shows study results and describes cooperation practices in four business groups oper-
ating in Poland. Section 4 concludes the article with discussion and a theoretical
framework of cooperation models in business groups.

Literature Review

The most often researched area in cooperation is the one that focuses on dispersedly
owned standalone entities (Gebrekidan and Awuah, 2002; Alves, Segatto, and De-Carli,
2016; Pouwels and Koster, 2017), but the matter was also highlighted in organizations
(Luo, 2007; Campbell, 2016). Cooperation can be also easily traced in business groups,
in which entities are interdependent through ownership and non-ownership ties. Coope-
ration in a business group can occur with a different intensity, and it can be applied
in different areas of operations. According to Li (2005) each entity in a business
group has its own set of relations that link the entity with its external partners, like
customers and suppliers and it is simultaneously embedded in internal business
group network. Due to the high complexity of business groups, at least two types of
cooperative relationships can be distinguished: interorganizational (with business
and public entities outside a business group) and intraorganizational cooperation
(between entities in a business group) (Gammelgaard et al., 2012). Thus, the article
focuses on intraorganizational cooperation between entities in a business group.

Cooperation in a business group means joint activities undertaken by its entities,
which can occur in different areas of operations and directions that engage the parent
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company and entities on different levels in hierarchy. According to Mahmood, Zhu,
and Zaheer (2017), cooperation in a business group is facilitated through complex inter-
firm ties that promote resource and knowledge exchange. Cooperation in a business
group is very often analyzed with reference to the relationship between the parent
company and its subsidiaries (Luo, 2003; Monteneiro, 2008; Gnyawali, 2009). However,
cooperation between affiliates can also occur, which is often described in the context
of resource sharing (Kim, Shin, and Park, 2019). Thus, two directions of cooperation in
a business group can be distinguished: vertical and horizontal (Bartlett and Ghoshal,
1990). The former means cooperation between the parent company and affiliates, while
the latter refers to cooperation among affiliates.

Both horizontal and vertical cooperation can occur in different areas of operations.
Cooperation in a business group most often applies to cross-selling, providing com-
plementary products or services, using common infrastructure, joint purchase and
distribution of final goods, sharing resources, including brands, customer bases, com-
mon investment, and financing policies (Cygler et al., 2012). Diversity of resources and
capabilities among subunits creates opportunities for cooperation (Chang and Hong,
2000) as business groups benefit from tangible and intangible resource sharing (Kim,
Shin, and Park, 2019). Thus, entities in a business group cooperate with each other in
different areas. Luo (2005) finds that subunits in multinational corporations cooperate
in four areas: technological, operational, organizational, and financial. Whereas Trocki
(2004) identifies the following cooperation areas: marketing, human resources, opera-
tions (including technological cooperation), and finance. Cooperation in a business
group can also be portrayed through its internal markets, and scholars most often
identify internal markets for capital, human resources, supplies, and knowledge.
Economics and finance research focuses mainly on internal capital markets, while
the strategy-related field emphasizes internal markets for other resources (Holmes et
al., 2015). Therefore, we claim that areas of cooperation in a business group are the
following: operations and marketing, research and development (R&D; including
technological cooperation), human resources (HR), and finance. Moreover, we identify
cooperation in knowledge transfer, but it occurs in every area of cooperation in a busi-
ness group, between the core company and subsidiaries as well as among affiliates
(Gupta and Govindarajan, 1986; Phelps and Fuller 2000; Schleimer and Riege 2009;
Ho and Wang, 2015; Ishihara and Zolkiewski, 2017; Jeong, Chae, and Park, 2017; Gaur,
Ma, and Ge, 2019; Glodowska, Maciejewski, and Wach 2019).
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Cooperation in Operations and Marketing

Operational cooperation focuses on new products or services development, and it may
occur in every value chain function in a business group, including R&D, purchase of
supplies, production, sales, and distribution of final goods (Trocki, 2004). Internal
cooperation includes a parent company and sister subsidiaries, which concerns the
design of new production facilities, installation and initiation of new production
facilities, mastering of new technologies, or design and launch of new products (Gurkov,
2015). Moreover, entities in a business group cooperate in developing, sharing, and
exploiting operational resources and capabilities (Luo, 2005). Typically, they share
global distribution channels, supply bases, quality control programs, productivity
enhancement experiences, relationships building expertise, advertising and promotion
skills, pricing strategies, customer financing policies, and warranty and service stand-
ards (Govindarajan and Gupta, 2001). Therefore, marketing cooperation results from
operational cooperation that applies to product or service development, distribution,
pricing strategies, and marketing communication. An important element of marketing
cooperation is to create business group identity, which refers to visual (common visual
identification originating from the core firm; brand and reputation), informative, and
cultural identity (shared values) (Trocki, 2004).

The scope of operational cooperation in business groups depends on internal markets.
On the one hand, entities in business groups cooperate and use the same infrastruc-
ture, resource base, brand, distribution channels, and supplies. On the other hand,
the entities compete for suppliers, business partners, capital, and skilled managers.
The literature confirms that business groups create and utilize internal markets with
various benefits (Aluchna 2010; Park and Yuhn, 2012; Romanowska and Mierzejewska,
2015) such as the cost reduction of intragroup trade compared to arm’s-length transac-
tions — especially in markets that lack reliable information, weak rules of law, and
with limited contract enforcement (Holmes et al., 2015), the ease of contract enforcement
and coordination of joint activities, synergy effect and possibilities to share skilled
employees (Khanna and Palepu, 1997; Khanna, 2000; Almeida, Chang, and Hwanki,
2015). Moreover, a study on Japanese keiretsu shows that intragroup trade provides
vertical integration benefits without an increase in hierarchies that typically reduce
flexibility (Dyer, 1996), which enables keiretsu to innovate and penetrate new markets
(Bolton, Malmrose, and Ouchi, 1994). However, despite the many benefits of internal
markets and intrafirm cooperation, they do not utilize them to a large extent due to
geographical dispersion and the high efficiency of external markets (Mierzejewska
and Romanowska, 2015).
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Cooperation in Research and Development

Research and development cooperation is important in business groups, which is very
often seen as a component of operational cooperation. However, this study describes
separately as it is very important in many industries and organizations (Dyduch 2019;
Karbowski and Prokop 2019; Ferraris, Bogers, and Bresciani, 2020). Cooperation in
R&D in a business group refers to knowledge sharing on product and process innovation,
and it aims to improve each other’s competitive advantage in markets and benefit from
economies of scope for their operations (Luo, 2005). Some research proves that
cross-border R&D cooperation in business groups leads to better performance by facili-
tating the integration of diverse knowledge (Seo, Kang, and Song, 2020). Li (2014)
shows different R&D models in multinational business groups: a satellite network, an
upgraded satellite network, a loosely coupled network, and an integrated network. The
former two models do not portray strong research and development cooperation, while
the latter two emphasize joint R&D operations. In the loosely coupled network model,
R&D activities are collocated in independent business entities in different regions.
The last model is characterized by a great number of R&D relations in a business group,
which should flourish from organizational learning and increase the efficiency of
operations worldwide. It can be the optimal pattern for configuring global R&D activa-
tes but not for all business groups — as we should consider the economic situation of
a country (Kaszowska-Mojsa, 2020) and regional context when analyzing R&D coopera-
tion in a business group (Giroud, Ha, and Yamin, 2014).

Cooperation in Finance

Another cooperation area in business groups is finance. In multinational business
groups, financial cooperation means intra-corporate financing, including intragroup
loans (Gopalan, Nanda, and Seru, 2007), dividend payouts (Gopalan, Nanda, and Seru,
2014), related-party transactions with the aim to transfer financial resources among
affiliates (Jia, Shi, and Wang, 2013), transfer pricing, currency swaps, internal financial
initiatives, sharing experience in managing cash flows, alleviating foreign exchange
risks, hedging operating exposure, and formulating viable policies toward working
capital management (Luo, 2005). Moreover, affiliates can share creditworthiness. For
instance, financially stronger affiliates can guarantee loans for weaker subsidiaries,
which enables the latter to take loans despite insufficient creditworthiness. Some
business groups include banks so as to facilitate their internal flow of financial capital
(Gerlach, 1992; Morck, Yavuz, and Yeung, 2011). Financial cooperation occurs mostly
between a parent company and its affiliates, although cooperation among subsidiaries
is also possible and depends on the support provided by the core company (Gurkov,
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2015). Similar to operational cooperation, cooperation in finance depends on the
internal capital market, which is a common rationale for the formation and advantage-
-seeking of a business group (Holmes et al., 2015). Internal capital market enables
affiliates to share financial resources (Perotti and Gelfer, 2001), funnel profits away from
subsidiaries with few cash flow rights to those with greater cash flow rights (Chang,
2003), and support poorly performing subsidiaries (Kim, Hoskisson and Wan, 2004).

Cooperation in Human Resources

Cooperation in HR can bring synergy effects to the business group. Cooperation in
HR allows a business group to effectively utilize its human capital, and it can occur
at every stage in the human resource management process: human resources planning,
training, career development, motivating, and transfers. Moreover, it may happen not
only in entities but also among them. Cooperation in HR helps business groups to reduce
exposure to a skilled labor shortage and provide flexibility to deploy employees to
subsidiaries with the most promising prospects (Khanna and Palepu, 1997). Luo (2005)
states that HR cooperation may be especially important in multinational business groups
because it means sharing experience among managers from different affiliates. More-
over, local superior knowledge can be utilized worldwide (Gtodowska, Maciejewski,
and Wach, 2019). Thus, it seems that superior experience and experience in transferring
strategic organizational practices is particularly important to multinational business
groups (Kostova, 1999). However, not all business groups take the advantage of HR
cooperation among subsidiaries. Gurkov (2016) proves that Russian subsidiaries only
occasionally engage in cooperation with subsidiaries, and they are exposed to greater
local embeddedness for HRM issues.

Data and Methods

Our study focused on cooperation in business groups in Poland. To meet the stated
aims, we applied a qualitative approach to better examine cooperation in business
groups, which agrees with the recommendation of Colpan and Cuervo-Cazurra (2018),
who suggest using not only quantitative but also qualitative research methods. We
used the case study method as it is a suitable means for studying new topics, along
with developing and extending subject literature (Welch et al., 2013; Yin, 2018). The
case study method enables researchers to retain the richness of results and the context
of a business group (Hassett and Paavilainen-Mantymaki, 2013). We used the multiple-
-case study to illustrate the cooperation in business groups in Poland, which is appro-
priate when the subject is complex and requires an in-depth analysis. Moreover, the
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multiple-case study opened the possibility for us to implement a cross-case compari-
son (Yin, 2018).

Based on purposeful sampling, we selected four information-rich illuminative case
studies (Yin, 2018) from Poland that run operations in different industries, which allowed
us to compare business groups from different business environments. We selected
four case studies as recommended by Eisenhardt (1989) who indicates that a smaller
number of cases can make theory generation more difficult.

Multiple data sources were used for the study, including interviews, annual firm reports,
official websites, and business press. First, the approach allowed us to cross-check
information and discover aspects that we could not have found through but one source
of information.

Thus, we carried out four in-depth interviews with top managers employed in four
different business groups. Respondents answered questions about the cooperation in
their business group, including areas and directions of cooperation. Along with inter-
views, we selected appropriate documents, including annual reports and articles in the
press, which were analyzed with a broader aim of increasing knowledge on the coope-
ration in selected business groups. From those readings, we derived further questions
regarding cooperation in business groups for a follow-up data analysis. After gathering
all materials and organizing them case by case, we studied and ordered the whole
mass of text so as to provide an understanding of the intraorganizational cooperation
in each business group. Then, we developed theoretical models.

Four different cases were deliberately chosen to illustrate different approaches to coope-
ration in business groups, which allowed us to investigate differences between cases
in relation to theory. Below, we give an overview of the four business groups selected
for the analysis.

Business Group 1 (BG1) operates in various industries, including cinema and film
(cinema chains, film production and distribution), news articles (daily news articles
and magazines), publishing (books, music albums, and DVDs), outdoor advertisement
(out-of-home advertisings), the Internet (websites, video, mobile, and programmatic
advertising), and radio (radio stations and music websites). BG1 operates mainly in the
Polish market, and it consists of the core company and 24 affiliates.

Business Group 2 (BG2) operates in the construction industry that provides the rental
and sale of construction scaffoldings and formworks, custom-made designs for form-
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work and scaffolding applications, construction materials and resources, along with
concrete accessories, transport, equipment, and repair activities, including the sale and
rental of construction equipment. BG2 operates mainly in Poland, Lithuania, Latvia,
Kazakhstan, Romania, and Ukraine; it consists of the core company and four affiliates.

Business Group 3 (BG3) is the largest Polish IT company and one of the largest in Europe;
in 2015, BG3 generated 80% of the total revenue from state-of-the-art IT solutions. It
runs operations in more than 50 countries worldwide, including most countries in
Europe, Israel, the USA, Japan, Canada, Russia, and African countries. BG3 consists
of more than 200 entities.

Business Group (BG4) is the leader on the Polish chemical market and one of the
leading companies in Central Europe. It consists of manufacturing sites, along with
trade and service businesses. The group operates in Poland and the European Union
and consists of 36 entities, including the parent company, 24 operating in Poland and
11 operating abroad.

Results

This section provides a detailed description of the case study method inquiry into the
cooperation of the four business groups in Poland. Cooperation in each business group
is presented in parts, including a description of the cooperation in operations and
marketing, R&D, HR, and finance. Four case studies are presented as separate narra-
tives. We will analyze the studies later, in the discussion section, through a cross-case
comparison with theoretical implications.

Case Study of Business Group 1

Cooperation in Operations and Marketing

Operations of affiliates in the business group are complementary as they create the
media group that operates in different parts of media industries. Operational coopera-
tion occurs among publishing entities, printing companies, and advertising firms. In
2015, intragroup trade amounted to 3.53% of total sales.

The area with the most intense cooperation lies in advertisement services offered to
media houses. There is a centralized sales department for corporate clients, which is
responsible for advertising sales on different media to media houses. Every project
requires the involvement of different entities from the business group, depending on
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the content of the advertisement and the medium in which advertisements will appear.
Moreover, cooperation among affiliates occurs on new projects, e.g. new television
content.

Purchasing and aftersales operations are decentralized and performed by each subsi-
diary separately; marketing and promotional operations are also partly decentralized.
BG1 has a vast variety of different brands, which is a result of its diversified operations.
Each entity has its own brand and marketing strategy, yet the strategies must be approved
by the core company. Nevertheless, the great autonomy of affiliates allows them to
adjust marketing strategies to the needs of customers and best utilize employees’
competences. The identity of the business group is dispersed.

Cooperation in Research and Development

Cooperation in R&D - including technology transfer — does not occur in BG1 because
of the nature of the business group. The business group does not run R&D operations.

Cooperation in Finance

Business Group 1 has a centralized investment and financing policy. Investments are
made by the executive board of the core company or with its approval. The parent
company gives loans and financial guarantees to affiliates to support their operations.
Subsidiaries do not give loans to other entities in the business group. There is also no
internal financial institution that gives loans to affiliates.

There are common accounting standards in the business group: BG1 applies the Inter-
national Financial Reporting Standards (IFRS). The group offers accounting and
financial reporting services to affiliates, but not all affiliates use those services. Moreover,
there is a cash pooling agreement that allows the business group to net off balances
of various bank accounts.

Cooperation in Human Resources

Business Group 1 does not have common personnel policies as affiliates differ from
each other, especially in terms of business activities and HR needs. The main differ-
ence lies in compensation systems, which are adjusted to job positions and departments.
Moreover, each affiliate is responsible for recruiting and selecting employees, so they
have their own HR departments. However, the recruitment and selection processes
are centralized to an extent for the core company and affiliates located in Warsaw (the
home of the parent company): the core company runs recruitment and selection processes
for itself and key positions in subsidiaries located in Warsaw. Training is centralized
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to a relatively low extent: the core company offers soft skills training, which is deli-
vered by the HR department, while job-related training is organized by managers of
respective businesses with own budgets for training. Training is centralized to a small
extent due to the great diversity of the business group. Business Group 1 believes that
training decentralization enables it to meet employee needs better, favoring efficient
employee induction.

Business Group 1 has a partial personal union, which means that members of the
executive board from the core company are members of supervisory boards of its
affiliates. This construct allows BG1 for better information flow and governance.

Summary

The key area of cooperation in the BG1 is operational cooperation, which focuses on
providing advertisement services to media houses and can be characterized by the
high intensity of vertical and horizontal cooperation, while cooperation between the
core company and affiliates is more intense than among affiliates. In BG1, there also
occurs cooperation in finance and HR. However, affiliates have relatively great autonomy
due to huge product differentiation. Performance evaluation and the partial personal
union between the parent company and affiliates are the main governance mechanisms
in BG1. Some operations are centralized but they are limited to accounting, financial
reporting, and training. The core company makes strategic decisions concerning the
investment policy and growth of the whole business group; affiliates contribute to
those decisions to a small extent.

Case Study of Business Group 2

Cooperation in Operations and Marketing

All entities in BG2 rent or sell construction scaffoldings and formworks, thus coopera-
tion in the business group applies to construction projects and asset management.
The core company coordinates and intermediates cooperation among entities in the
business group; the parent company combines demands for assets from affiliates.
There is also a shared services center (SSC) responsible for providing repair services
available to all entities in the business group. Intragroup trade accounted for 7.45%
of total sales at the time of the study.

Purchasing in BG2 is centralized, while sales and distribution are decentralized; it is
the responsibility of respective subsidiaries as they operate in diverse geographical
markets with different environmental conditions.
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Marketing operations are homogeneous in the business group. Entities in the business
group use the same brand and there is a single visual identity dictated by the parent
company due to low product differentiation (entities in the group offer similar products).
The single brand enables easy identification of BG2 and increases its brand awareness.
Moreover, homogeneous procedures and processes allow entities to build an informa-
tive identity.

Cooperation in Research and Development

Research and development operations in the business group are run by the core com-
pany as affiliates are relatively small-sized entities with limited resources. The parent
company has a special team responsible for R&D operations, including employees
from affiliates, when needed. The Group operates in Poland but is part of a bigger
business group that originated from Spain, which runs the main R&D center, thus the
R&D team located in Poland cooperates intensively with the main team.

Cooperation in Finance

Business Group 2 has a centralized investment policy. All investments are planned
by the core company based on assets and stocks analyses, which leads to more effec-
tive resource use and asset management. Moreover, financial cooperation includes
loans and financial guarantees from the core company to affiliates, along with loans
from subsidiaries to the parent company.

Cooperation in Human Resources

Business Group 2 has common personnel policies, including similar recruitment and
selection policies, compensation systems, forms of employment, and employment
structure. Business Group 2 introduces compensation regulations and pay scales with
consideration of geographical differences among labor markets. The Group analyzes
local labor markets and utilizes results to create compensation systems. Training in
the business group is partially centralized, including training on new products and
technologies. Centralized training is adjusted to job positions and geographical job
markets. Moreover, every new employee partakes in induction training, which allows
them to learn the organization. Entities in BG2 offer training as well. Cooperation in
HR includes also employee transfers, but it mainly includes the delegation of employees
from the core company to affiliates when they have problems or when there are impor-
tant projects.

The core company manages and coordinates the business group by a partial personal
union. Supervisory boards of affiliates consist of up to three members of the executive
board from the core company.
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Summary

The main direction of cooperation in BG2 is vertical cooperation between the core
company and affiliates, but there also occurs horizontal cooperation. However, horizon-
tal cooperation is coordinated by the core company and it applies to asset management.

The crucial area of cooperation in BG2 is operations, which focuses on assets manage-
ment. The nature of the business group leads to a homogeneous approach to operations
both in the core company and subsidiaries. The business group has many common
procedures and systems, the most important ones being personnel policies, marketing
operations, including brand management, a centralized investment policy, and R&D
operations. Nevertheless, there functions a relatively flexible, semi-formal communi-
cation system. Moreover, employees from the affiliates are engaged in the strategy
planning process for the whole business group. All these elements make BG2 appear
as a homogenous and consistent system, which results from a high specialization of
the group.

Case Study of Business Group 3

Cooperation in Operations and Marketing

All entities in the business group operate in the IT industry, including the core com-
pany. Business Group 3 offers various state-of-the-art IT products and services that
enable them to benefit from the marketing and sales synergy as well as the cost synergy,
which allows reducing costs due to economies of scale.

Cooperation in Business Group 3 is both vertical and horizontal, cooperation among
affiliates often occurs without the participation of the core company. Operational
cooperation mainly applies to resources, including subsidiaries’ software and know-
how. Transactions between the parent company and subunits focus on selling products
and services, but also office subletting. In 2015, intragroup trade accounted for 0.56%
of total sales.

There is no cooperation in the area of procurement as each entity in the business
group runs its own purchasing operations. Cooperation in sales and distribution
occurs to some extent. On the one hand, affiliates can sell and distribute goods, but
on the other hand, they can receive support from the core company.

Affiliates have great autonomy in marketing operations as they create marketing strate-
gies independently, including decisions about products and pricing strategies. The visual
identity of the business group is partially homogeneous, which means that the identity
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of some subsidiaries coincides with the identity of the core company. Business Group 3
engages in mergers and acquisitions, and the acquired entities very often keep their
brands as they are well-known in their geographical markets. The Group also creates
an informative identity through a brand book (a guide to new visualizations, colors,
logos, etc.). However, affiliates do not need to follow the brand book. Moreover, there are
attempts to build a cultural identity by communicating to subsidiaries values crucial
for the core company.

Cooperation in Research and Development

Research and development operations in the Group focus on new product development
and improving existing ones. Group entities very often create state-of-the-art IT solu-
tions based on special orders, so specific departments are responsible for specific
products. Research and development operations are mostly run by the core company,
but some affiliates also conduct own research. Due to the great individualization of
projects, R&D operations are strongly decentralized. It is beneficial for both the Group
and clients as the core company itself may be unable to develop state-of-the-art IT
solutions based on the specific needs of clients; very often products are used locally.
There is no main R&D center for the whole Business Group.

Cooperation in Finance

The executive board of the core company sets strategic plans and aims for key invest-
ments, but there is no common investment policy. Affiliates have great autonomy in
finance and investment. Investment decisions are made by both the executive board
of the parent company and executive boards of subsidiaries, depending on the invest-
ment value.

If it agrees with the long-term strategy of the Business Group, well-performing affiliates
support poorly performing subunits with loans, financial guarantees, or by increasing
share equity.

Financial reporting is homogenous on the Business Group level. However, affiliates
often use various accounting standards, including IFRS and US GAAP, which may
differ from those used by the core company.

Cooperation in Human Resources

The core company tries to promote such values as engagement, professionalism,
respect, and credibility, but personnel policies are decentralized as each affiliate has
its own HR policies and procedures, including recruitment and selection processes,
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compensation systems, and training. There is no training center for the whole business
group. The strong decentralization in HR cooperation results from the high geographical
market diversification, which involves affiliates in diverse legal regulations they must
follow.

Business Group 3 has a partial personal union. Members of the executive board and the
supervisory board of the core company are members of executive boards and super-
visory boards of its affiliates, but it does not apply to all subsidiaries, only to those
crucial for the whole Group.

Summary

The key area of cooperation in Business Group 3 is operational cooperation, but coopera-
tion among its entities is rare. Cooperation in the Group occurs when IT projects
require know-how from other affiliates, and the cooperation can be both vertical and
horizontal. Cooperation in other areas does not occur due to structural solutions. The
Group operates as a federation with a great autonomy of its affiliates. The Group enables
the use of local competences by affiliates and simultaneously generates a synergy effect
on group level. The core company coordinates subsidiaries by setting strategic goals
and controlling their achievement.

Case Study of Business Group 4

Cooperation in Operations and Marketing

The main area of BG4’s operations is the soda segment. The core company sells soda,
which is produced by affiliates, thus cooperation is mainly between the parent com-
pany and subsidiaries. Although horizontal cooperation among entities in the business
group does occur, it is rare and applies to minor projects. Transactions between the core
company and subsidiaries regard sales of products and services, including transport
services. In 2015, intragroup trade amounted to 5.57% of total sales.

Procurement (negotiations and purchases) of key resources is centralized in BG4. Sales
and distributions of products in the soda segment are also centralized as they are run
by the core company, while other affiliates sell their goods themselves.

Marketing operations are centralized in the business group and marketing cooperation
is intense, e.g. when there are changes in products, producing affiliates it is engaged
in the whole process. Moreover, BG4 has a homogenous visual identity, which origi-
nates from the core company: it helps to increase brand awareness and build a sense
of unity in the Group.
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Cooperation in Research and Development

Research and development operations are centralized in BG4: there is an affiliate
responsible for research conducted for all entities in the business group who runs the
operation with the support of other entities. The affiliate not only runs R&D operations
but also licensing trademarks to other entities. The centralization of R&D operations
allows BG4 to manage research more effectively.

Cooperation in Finance

The Group has a common investment policy set by the core company and based on
the financial plan for Business Group 4. The investment policy includes affiliates’
needs. Some investment projects are run by subsidiaries, but they are financed by the
parent company. The centralization of investments enables the Group to raise external
financing cheaper than if it was decentralized.

Cash flow management is centralized in the business group. There are special affiliates
that run financial operations, including intragroup loans and leasing, money brokerage,
issuing bonds and other financial instruments to private and corporate holders, along
with the financial support of entities in the Group.

Cooperation in Human Resources

Business Group 4 implements common personnel policies in its entities, but it is hin-
dered due to the high geographical market diversification of entities and different legal
regulations on the markets. However, the core company encourages transparency in
recruitment and selection processes to build employee engagement and implement job
appraisal methods. There is a common compensation policy for members of executive
boards of all affiliates in the Group, while compensation systems for lower-level job
positions are decentralized, adjusting the compensation to local circumstances of
subsidiaries. Training is centralized in BG4.

Interestingly, there is no personal union in BG4 as members of the executive board
and the supervisory board of the core company are not members of executive boards
and supervisory boards of affiliates.

Summary

The crucial area of cooperation in BG4 is operational cooperation, but it applies mainly
to the soda segment. Cooperation also occurs in the area of marketing, HR, investment
and financing policy, and R&D. Thus, cooperation in the Group is relatively intense,
especially between the core company and affiliates, due to the strong centralization
of operations. Moreover, vertical cooperation results from the matrix structure of the
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Group. Managers in the core company are responsible for each area of operation of BG4
and supervise each investment directly. Thus, managers responsible for each invest-
ment are supervised by a manager from the core company and one from the affiliate
company. All these procedures are settled in agreements. The Group is a system, in
which respective affiliates work for the core company but at the same time receive
support from the parent company and benefit from large-scale projects, the experience
of other entities, and other synergy effects, which allows them to reduce costs.

Discussion and Conclusion

This section of the article presents a summary of case studies, a cross-case comparison,
and a discussion. Business groups in the study differ from each other in areas and direc-
tions of cooperation. Table 1 presents the cross-case comparison of cooperation in busi-
ness groups based on interviews and document analyses.

Table 1. Cross-case comparison of cooperation within business groups

Area of cooperation within the business group Diraction of cooparation

Business within the business group
erotp an?z:)lt(:g;liins R&D finance HR vertical horizontal
BG1 high low medium medium high medium
BG2 high high medium high high low
BG3 medium medium low low medium low
BG4 high high high medium high low

Source: own elaboration.

The study shows that different patterns of cooperation can be found in the scrutinized
business groups as they are organized differently and run businesses in different
industries. However, the crucial area of cooperation in each business group is opera-
tional cooperation, which is a consequence of their organizational models. Core com-
panies run operational activities (production and sales) and subsidiaries typically
deliver support activities, thus fundamentally inclining toward operational coopera-
tion. Cooperation in other areas (R&D, finance, and HR) appears in different confi-
gurations depending on the organization model and the type of business activity. In
two BG2 and BG4, all areas of cooperation showed medium to high intensity. However,

Vol. 29, No. 2/2021 DOI: 10.7206/cem|.2658-0845.46



80 CEMJ Wioletta Mierzejewska, Patryk Dziurski

in BG1 R&D cooperation was non-existent, due to its type of business activity, while
in BG3 this was the case of finance and HR cooperation, whose absence resulted from
its organizational model.

Strong operational cooperation in other areas allows us to conclude that cooperation
in business groups is a fundamental relation linking their entities. However, the inten-
sity of cooperation differs, so we may assume that it is closely related to the business
profile and organizational model of each business group. However, this should be
verified in quantitative studies.

Our conclusion of the key role of cooperation between entities in a business group
agrees with the network and resource approaches. According to the resource approach,
business groups are perceived as a set of entities with different competences and
resource profiles (Cerrato, 2006), but also as a platform for resource sharing (Chang
and Hong, 2000; Hsieh, Yeh, and Chen, 2010). The main reason to create and run
a business group is the desire to pursue a more effective allocation and use of resources,
which is why cooperation is the main feature of business groups. In the network
approach, business groups are considered to be a specific type of interorganizational
network (Cuervo-Cazurra, 2006; Khanna and Rivkin, 2006), in which all units are
bound together via various ties, i.e. common ownership, executives, products, financial,
or interpersonal ties (Yiu et al., 2007). In such a network, the parent company acts as
a central actor (broker) that controls resource flows and information exchange (Cwik,
2013; Dmowska and Mikulska-Kowalczyk, 2019) by offering common administrative,
financial, and managerial control and coordination (Yiu et al., 2007). Moreover, the
network perspective implies the importance of cooperation between units, although
due to the different organizations of each network, cooperation may vary from low to
high intensity.

It was interesting for us to also examine the direction of cooperation in corporate
groups. In most case studies, cooperation occurs mainly between the parent company
and affiliates (vertical cooperation), which supports the view that business groups in the
study are at the initial stage in the business group life cycle (Trocki, 2004), which agrees
with other studies, thus proving that strong relations between the parent company and
subsidiaries coincide with intensive support from the core company (Gurkov, 2015). Only
BG3 can be portrayed differently as it rather is a federation of autonomous entities, in
which affiliates cooperate with each other on IT projects without the involvement of
the core company. However, the intensity of horizontal cooperation is low, and the inten-
sity of vertical cooperation is medium. Business Group 1 has a different approach to
cooperation altogether: it supports strong decentralization and autonomy of affiliates,
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which often initiates cooperation but with intense vertical cooperation. Vertical coope-
ration is profound for BG2 and BG4, in which horizontal cooperation is rare.

We expected the dominance of vertical over horizontal cooperation as business groups
themselves can be characterized by the strong cooperation and governance by the core
company. On the one hand, the structure of a business group can be compared to
a dominated network (Child, Faulkner, and Tallman, 2005), in which the core company
can be presented as the leader (Jasiniski, 2012). Thus, according to the network approach,
the role of the parent company as the central actor in a business group implies the
domination of vertical cooperation (Yiu et al., 2007). Our study highlights that in the
case of three business groups - BG1, BG2, and BG4 - the structure can be pursued in
the form of the federative model (Andersson, Forsgren, and Holm, 2015) with different
intensity of both horizontal and vertical cooperation. On the other hand, the BG3 case
shows that both vertical and horizontal cooperation is relatively less intense due to
the assumed business model.

As the conclusion of the study, we developed theoretical models of cooperation in a busi-
ness group. The subject literature provides an insufficient number of frameworks of
generic models of cooperation in a business group (Bartlett and Goshal, 1990). There
are some frameworks that concern cooperation among dispersedly owned standalone
entitles or cooperation only between the core company and affiliates. We propose such
a framework that combines two dimensions: the number of cooperation areas in a busi-
ness group and the direction of cooperation in a business group. Entities in a business
group can cooperate in different areas such as operations, marketing, research and
development, human resources, and finance. Thus, each dimension can be divided into
low and high in the number of cooperation areas. The other dimension is the direction
of cooperation, divided into bilateral and network cooperation. Bilateral cooperation
means relations with selected entities in a business group — mostly only with the parent
company — while network cooperation refers to simultaneous cooperation between
the core company and affiliates and among subsidiaries. Table 2 presents the compre-
hensive framework of generic models of cooperation in a business group.

In the framework, we distinguish four generic models of cooperation in a business
group. Considering the direction of cooperation, we have two-sided or multi-sided
cooperation, which can be loose or tight depending on the number of cooperation
areas. In the two-sided model, cooperation occurs mainly between the parent company
and affiliates (vertical cooperation), but there may also appear horizontal cooperation
(cooperation among affiliates). In the two-sided loose cooperation, affiliates are rela-
tively autonomous and the parent company uses financial performance evaluation as
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the main governance mechanism. In the two-sided tight model, cooperation is intense
and occurs in a great number of areas, mainly between the core company and subsidia-
ries. In turn, the multi-sided models refer to business groups that pursue both vertical
and horizontal collaboration among all their entities. In the multi-sided loose model,
cooperation occurs between different entities in a business group, but it only applies
to a few areas. Business groups that can be named as loose multi-sided networks
cooperate mainly in operations. In tight multi-sided cooperation, entities in a business
group cooperate in many areas. Subsidiaries very often initiate cooperation that happens
without the intermediation of the parent company. Our study allows us to conclude
that business groups in Poland mostly apply the tight two-sided cooperation model
characterized by a high number of cooperation areas and bilateral cooperation: mostly
between the core company and affiliates. However, we may also identify another model.
Our study shows that BG3 applies the loose two-sided cooperation model. In this
model, cooperation is bilateral in few areas.

Table 2. Generic models of cooperation within a business group

Network

. Multi-sided loose cooperation Multi-sided tight cooperation
cooperation

Bilateral

. Two-sided loose cooperation Two-sided tight cooperation
cooperation

Direction of cooperation
within a business group

Low number High number

Number of cooperation areas within a business group

Source: own elaboration.

Although our research has reached its aims, it shows unavoidable limitations. There
are limitations of the case study itself, which undermines the generalizability of results.
However, our study is exploratory in nature and it should be empirically verified in
different countries, industries, and business groups, including longitudinal analyses.
Our data are subjective in nature as we asked one representative per firm about indivi-
dual opinion. Further studies on intraorganizational cooperation in a business group
are necessary to empirically verify the framework of generic models of cooperation in
a business group. First, the framework should be verified with the case study method,
showing different cooperation models in business groups and, second, with quantita-
tive research methods. Future research should identify the factors that affect the
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implementation of different cooperation models in business groups. It seems that
a diversification strategy may influence the choice of cooperation model as diversified
business groups may not cooperate intensively and limit cooperation to respective
areas of cooperation, such as finance and accounting. Other important factors may
include business groups’ origin, industry, age, and size. It would be interesting to
answer the question which one of the cooperation models leads to the better financial
performance of business groups and their affiliates.
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