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Abstract.  This paper sets out an analytical framework for understanding the nature and significance 
of cooperation and collaboration in beneficial financial institutions like pension funds and sovereign 
wealth funds.  Recognising that these types of institutions rarely face competition for the flow of 
funds, it is also noted that these institutions and other types of financial institutions compete with 
one another to realise target rates of return in global financial markets.  At one level, these 
institutions can be quite parochial, even if there is a premium on institutional innovation.  It is 
argued that in-sourcing and/or outsourcing the production of target rates of return may not provide 
senior managers sufficient flexibility to respond to changing market conditions.  In this respect, 
cooperation and collaboration between financial institutions can be seen as a way of opening-up an 
‘action space’ for innovation otherwise denied by the norms and conventions of the sector.  In the 
penultimate section of the paper, examples of cooperation and collaboration are described noting 
the ways in which they enable senior managers to transcend home bias (the hegemony of local 
practice).  Implications are drawn as to the limits of cooperation and collaboration, especially as 
regards the authority of senior managers. 
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Introduction 
There is a voluminous academic literature on the structure and performance of financial markets 
(see Holmström and Tirole 2013).  In the aftermath of the global financial crisis (GFC), there have 
been many reports and publications on the management of banking and shadow-banking 
institutions, especially as regards their risk-taking and internal control systems (Friedman 2011).  
Financial institutions like endowments, family offices, foundations, insurance companies, pension 
funds, and sovereign wealth funds have rather different forms and functions from banks, being 
beneficial in either intent or effect (Clark et al. 2013).1  These institutions have had to cope with the 
consequences of financial instability where, in some cases, their beneficial mandates have been 
fundamentally compromised.  Financial instability in the core markets of the global financial system 
and systematic shortfalls in expected risk-adjusted rates of return have prompted reconsideration of 
the received theory of finance as well as conventional modes of asset investment (compare Merton 
and Bodie 2005 with Lo 2012). 
 
This paper is part of a larger project aimed at understanding the management and organisation of 
these types of beneficial institutions especially as regards their investment practices and 
performance in space and time (see Clark and Monk 2013a, 2013b).  Previous papers have focused 
upon institutional form and function, the ways in which these institutions organise themselves and 
their service providers, and how they have sought to take advantage of opportunities in emerging 
markets.  Motivating this research has been an interest in rewriting theories of the firm in economic 
geography and cognate disciplines that focus upon commodity-producing companies, favouring 
instead financial institutions that depend upon intangible assets to produce returns in global 
markets that are subject to risk and uncertainty.  Related academic research includes Baker et al. 
(2001, 2002), Coase (1937), Hart and Holmström (2010), and Grossman and Helpman (2005), and the 
literature in economic geography on the modern firm including Amin and Thrift (1992), Dicken 
(2011), Dicken and Malmberg (2001), Maskell (2001) and Wrigley et al. (2005). 
 
Here, we analyse innovation in the organisation of beneficial financial institutions, highlighting the 
‘capabilities and resources’ of these organisations (see Teece et al. 1997; Amin and Cohendet 2004; 
and Helfat et al. 2007).  The problem facing financial institutions is more than that of responding to 
financial instability, the aftermath of the GFC, and the on-going Euro crisis.  Recurrent financial crises 
have masked a significant shift in the underlying properties of financial markets, signalled as early as 
the Asian financial crisis of the late 1990s.  There is little likelihood of returning to ‘normal’.  
Responding to these circumstances requires flexibility in institutional form and function, going 
beyond that which is inherited from the past.  Explaining how and why this is the case is one 
contribution of the paper.  A second contribution is to be found in the importance we attribute to 
new modes of cooperation and collaboration between rather than within institutions (compare 
Pitelis and Teece 2009); we argue that these options offer senior managers an intermediate action 
space between their organisations and financial markets so as to transcend home bias.  These issues 
are illustrated by reference to modes of cooperation and collaboration evident in the industry. 
 
In the next section, we focus upon the ecology of the sector where large and small beneficial 
financial institutions are sheltered from competition for control over assets-under-management.  It 
is noted that there are significant economies of scale in money management, providing a rationale 
for the in-house provision of financial services.  In benign financial conditions, the issue of make-or-

                                                           
1
/.  Some commentators describe these institutions as “shadow banks”.  More precisely, Gennaioli et al. (2013, 

1331) suggest that shadow banks function so as to “originate or acquire both safe and risky loans, and can 
finance these loans from (their) own resources as well as by issuing debt.”  By contrast, the legal form and 
responsibilities of pension funds and the like are often quite different than shadow banks which owe their 
existence to either off-shore jurisdictions or on-shore jurisdictions operating quite literally in the shadow of 
their corporate sponsors.  
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buy was less important than issues of strategic asset allocation and investment management.  
However, financial markets have become rather hostile environments — challenging even the 
largest of institutions to be effective.  In this context, there is a premium on institutional innovation, 
whether internal or external to the institution.  Cooperation and collaboration provide senior 
managers opportunities “to create, extend, or modify … the resource base” of their organisations for 
promoting innovation in response to a changing environment (Helfat et al. 2007, 1-2).  The 
penultimate section of the paper applies our characterisation of cooperation and collaboration to 
the design of investment platforms that bring together financial institutions to invest in 
opportunities that are otherwise beyond their inherited capabilities and resources. 
 
Our approach is consistent with Bathelt and Glückler (2011) and Storper and Venables (2004) in that 
it is schematic, analytical, and systematic as regards the nature and scope of industry practice.  This 
strategy can be justified by reference to the need for theoretical principles and related propositions 
to guide subsequent empirical analysis.  As noted elsewhere, there is little research on the 
organisation of beneficial financial institutions, and some ignorance about how this sector differs 
from commodity producing sectors.  Because our framework is sensitive to the environment in 
which financial institutions operate, our approach requires a greater degree of specificity than is 
often the case in theory-led models of the modern firm (compare Hart and Moore 2008).  This paper 
and previous contributions are based upon field research, engagement with financial institutions via 
the Stanford research club, and case studies reported, for instance, in Bachher and Monk (2013) and 
Clark and Urwin (2010).  Inevitably, our analytical framework is tentative in nature. 
 
Fundamentals of the Sector 
In this section, we set out the key characteristics of the financial services and institutional 
investment sectors so as to better appreciate the logic underpinning our argument about 
institutional innovation.  The analytical approach of the paper seeks to marry theory and practice 
with due regard to the world in which agents and institutions frame strategy and decision-making.  
At the same time, we refer to organising principles which can be found in standard treatments of the 
firm and industry structure, competition, and financial markets.  Our exposition is sensitive to space 
and time, acknowledging the embedded nature of information and knowledge (Shapin 1998). 
 
Persistence and competition 
At the heart of recent treatments of organisational behaviour and strategic management is a 
concern with the goodness-of-fit between the organisation and the market in which it must operate 
(Barnett 2008).  While the competitive circumstances of markets vary over space and time, market 
competition is believed to be a fundamental mechanism whereby institutions are rewarded (e.g. 
increasing market share) and penalised (e.g. decreasing market share) for their adaptability to 
changing circumstances (Durand and Wrigley 2009).  This logic provides a rationale for predatory 
behaviour and the elimination of rivals through mergers and acquisitions.  While there are other 
explanations for mergers and acquisitions (Coffee et al. 1988), it is assumed that competition 
between firms in relation to market dominance is a key mechanism by which rent-seeking behaviour 
is contained and disciplined. 
 
By contrast, many beneficial asset owners have exclusive control over the accumulation, 
management, and disbursement of funds.  By reason of their relationship to fund sponsors and 
beneficiaries, pension funds and sovereign funds rarely if ever face rivals for control of the flow of 
funds.  In fact, ‘capture’ on both sides of the relationship between sponsor and agent is an ever-
likely possibility.  On the other side of the equation, however, it is apparent that pension and 
sovereign funds are not in competition with other similar institutions for their asset base, they do 
compete with one another on risk-adjusted rates of return on financial assets.  If this premium is 
randomly distributed in time above and below industry benchmarks, customary practice becomes 
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the ruling ethic of management.  Systematic underperformance can lead to significant shifts in 
strategy, changes to in-house and external service provision, and investment in institutions’ 
capabilities and resources.  At the limit, where systematic underperformance relative to peers 
threatens the viability of institutions’ sponsors, poor performance can precipitate the dissembling or 
restructuring of the inherited form and functions of these institutions.2  Given the primacy of peer 
benchmarks and the imputed peer risks, there is a premium on learning from other institutions, 
especially those able to produce a return premium on investments, especially those investments 
that are located at some distance from their home domain (Clark and Monk 2013b). 
 
Economies of scale and scope 
Textbook treatments of firms’ competitive strategies often begin with the size of the firm relative to 
its market, and the advantages that accrue to large firms by virtue of scale.  That is, relatively low 
average per unit costs of production and, at the margin, very low per unit costs of production as the 
volume of production expands.  Theorists recognise that, at some point, the unit costs of production 
begin to increase in the face of increasing complexity, problems of coordination, and inertia (see 
Coase 1937; Williamson 1975).  Economies of scope are also important.  Size allows firms to produce 
more specialised tasks and functions, discounting the cost of overheads attributed to the ‘core’ 
activities of the firm.  This is one reason firms extend the range of products and services offered as 
they grow in size (measured in terms of the volume of production etc.).  Facilitating 
complementarities can also reduce the appeal of the market for existing consumers while attracting 
new consumers interested in a range of options within one commercial relationship (Clark 2002). 
 
Economies of scale and scope are significant in the investment sector.  Funds unwilling or unable to 
incur the costs of being ‘small’ (measured in terms of the volume of assets-under-management); 
outsource the supply of financial services and products.  Senior executives of such funds spend most 
of their time on investment strategy and monitor the performance of external investment managers 
with the help of investment consultants and actuaries.  As assets under management grow in 
volume, funds tend to bring tasks and functions in house that are relatively inexpensive in terms of 
skill and expertise to provide and oversee.  This can include, for example, investment in certain asset 
classes such as bonds and equities where skill and market knowledge is less important than the cost 
advantages of placing assets in generic or the easily-imitated products found in the market.  Large 
funds can provide all the tasks and functions needed to manage assets and liabilities internally.  
However, realising the advantages of complementarity can place a large premium on organisational 
skills and management authority.3   
 
Contingency and response 
Standard treatments of commodity production suggest that learning-by-doing is an important 
element in promoting labour productivity and, ultimately, firm-specific competitiveness within and 
between industries (Gertler 2001).  However, financial theorists doubt whether these conditions 
obtain in financial markets over the long-term (Weitzman 2007).  To the extent there are market 
regimes where expectations are realised, those regimes are moments of stability disrupted by 
unexpected events which discount past practices while raising doubts as to their applicability in the 

                                                           
2
/.  See recent moves in the UK to not only out-source the management of pension funds but to shift fiduciary 

responsibilities to a commercial entity.  In a similar manner, there have been moves to sell-off to insurance 
companies and special-purpose vehicles both the management of assets and the obligation to pay future 
benefits.  These developments are explained in Clark and Urwin (2010). 
  
3
/.  This paper can be read as an analysis of the costs of size in the financial industry, focusing upon the costs of 

inertia for organisational innovation in the absence of a market for ‘institutional’ control.  As such, it resonates 
with related treatments of large organisations, including Jensen (2000), even if our representative institution 
(and sector) is fundamentally different from commodity producing firms.  



Cooperation and collaboration Version 7a Page 5 
 

future.  In Figure 1, the path of the FTSE 100 index is provided from 1984 to 2012 (Office of National 
Statistics 2013).  Over the period 1984 to 1997, the FTSE moved steadily upwards with remarkably 
low volatility.  Thereafter, momentum accelerated, then became subject to booms and busts, and (in 
one instance) brought the global economy to collapse.  In the first phase, holding equities for the 
long term was rewarded; in the second phase, long termism was not rewarded.  Sophisticated time-
variant investment strategies were required simply to hold risk at bay. 
 
[Insert Figure 1 about here] 
 
There are various ways of coping with these circumstances.  Rather than produce planned risk-
adjusted rates of return within an institution, senior executives may outsource asset management 
functions, hopefully containing the possible losses associated with changing market conditions by 
switching mandates between providers on the basis of market performance in a timely manner.  
Alternatively, senior managers may benchmark internal providers against the leading edge found in 
the industry, varying the allocation of assets between internal and external providers so as to keep 
pace with the market.  Yet another option is to leave the market altogether and establish internal 
investment offices that rely less upon public markets and more upon the private placement of 
investments in untraded opportunities such as infrastructure.  These options are three amongst 
many, all of which depend upon the authority of senior managers relative to internal portfolio 
managers and the market for financial services (see generally Teece 2003).   
 
Objectives, Contract, and Authority 
Having established key aspects of the investment sector, the next step is to provide a schematic 
model of our representative financial institution.  Our reference point is an asset owner, or an asset 
owner that also has many of the tasks and functions of an asset manager.  Through the elaboration 
of our model, we explain the nature and scope of the ‘problem’ that may prompt senior managers of 
financial institutions to search for cooperation and collaboration with other entities.  In doing so, a 
theoretical rationale is provided for observed practice (see Bachher and Monk 2013; Guyatt 2013), 
distinguishing between large and small institutions, their functional scope, and the authority of 
senior managers in relation to the inherited form and functions of their organisations. 
 
Objectives and constraints 
It is assumed that our representative institution maximises the risk-adjusted rate of return on assets-
under-management.  It does so while seeking to minimise costs although, as noted above, it is 
recognised that this is a weak constraint in that sponsors of the institution and its ultimate 
beneficiaries may have little effective control over the costs incurred in realising the rate of return.  
Electronic infrastructure costs, transaction costs, switching costs, salaries, and fees and charges are, 
basically, the responsibility of the institution’s board of trustees.  Nonetheless, the institution sets its 
planned rate of return on the basis of forecast liabilities and obligations.  In some cases, forecast 
liabilities and obligations may be ultimately the responsibility of the sponsor and/or beneficiaries, 
although this possibility may be of limited significance over the short to medium terms. 
 
It is also apparent, however, that the institution’s liabilities and obligations are priced in local 
currencies and the home jurisdiction of the institution imposes rules and regulations on funding such 
that the effective operating space-time horizon of the institution combines local circumstances with 
global financial markets.  Furthermore, to the extent that customary practice is rewarded by a better 
than average performance over time local opportunities may come to claim the centre of our 
institution’s investment strategy even if the original conditions producing those returns no longer 
prevail.  Not surprisingly, the institution’s strategic asset allocation (as with other similarly-placed 
institutions) exhibits home bias relative to the global map of market capitalisation. This may 
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reinforce competition between local financial institutions such that if alliances are sought with other 
institutions they tend to come from other jurisdictions. 
 
The employment relation 
The option to make-or-buy is a choice between in-sourcing and outsourcing the production of the 
institution’s target risk-adjusted rate of return.  For financial institutions, this choice translates into a 
choice between directly employing the requisite portfolio managers or entering into service 
contracts with third-party providers on a fee-for-service basis.  In effect, outsourcing bundles 
together desired services and capabilities into a service contract which sets the target rate of return, 
the related costs, and the mechanism for renewing or terminating the contract in the future.  In-
sourcing production of the target rate of return requires the institution to write a set of employment 
contracts, distinguishing between different classes of employees, their significance to the institution, 
and the market premium that certain types of employees may command by reason of their skills and 
talent (Clark and Monk 2013a).  Being close or distant from the market for talent may also affect the 
choice between in-sourcing and outsourcing (Dixon and Monk 2014). 
 
In financial institutions, it has proven difficult to maintain standardised contracts applicable to the 
various investment and non-investment employees essential to producing the target rate of return.  
In part, this is because certain types of services (like accounting, actuarial, and custodial services) 
must be executed, whatever market conditions.  By contrast, portfolio managers are literally ‘in the 
market’ in the sense that their performance is dependent upon their judgement and expertise as to 
the bets to be made for and against other market participants in their asset class or segment of the 
market.  The more transparent a market segment or asset class, the more likely senior managers can 
discriminate between happenstance as opposed to skill and talent.  The more opaque a market 
segment or asset class, the higher the reward successful portfolio managers can extract from the 
host institution.  At the limit, successful portfolio managers at the margin-of-markets can trump the 
authority of senior managers and enterprise-wide employment norms and conventions. 
 
Service contracts 
Smaller financial institutions are unlikely to in-source the various tasks and functions that make-up 
an investment strategy and its target rate of return.  In part, this is because these institutions have 
neither the economies of scale or scope consistent with delivering cost-effective investment 
strategies nor the managerial resources and capabilities required to function effectively in the 
context of market risk and uncertainty.  For these types of organisations, the solution is to hire 
knowledgeable and experienced managers who can hire and fire external portfolio managers in 
accordance with the institution’s investment strategy and asset-specific goals and objectives.  Even 
larger institutions may utilise external portfolio managers on service contracts.  These types of 
agreements can augment existing asset-specific investment strategies, access financial products not 
covered by the institution, and impose discipline on internal portfolio managers who (otherwise) 
may engage in rent-seeking behaviour (see Ambachtsheer et al. 2013 on the costs and consequences 
of intermediation). 
 
These types of service contracts may be bilateral contracts in the sense that they can be terminated-
at-will.  Along the lines suggested by Bolton and Dewatripont (2005), bilateral contracts are assumed 
complete, Pareto optimal, and contestable in the sense that non-performance brings forth claims for 
redress that can be realised (if necessary) in court.  However, these types of contracts are hardly 
ever exclusive in the sense that the tasks and functions provided by the external portfolio manager 
are for the sole interest of the institution.  The larger investment management companies offer 
pooled investment vehicles by asset class, style of investment, and sector and geographical focus 
and are available to a wide variety of clients such that they tend to manage the product rather than 
manage long-term relationships with clients.  Notice, external portfolio managers offer clients a 
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variety of services with and without preferential pricing and conditions depending upon the volume 
of assets placed with the provider.  So, for example, a relatively large placement of assets is likely to 
attract a discount on costs, private briefings, and direct engagement on issues of relevance. 
 
In effect, smaller clients face significant costs including the possible costs associated with knowing 
little about the functional organisation and performance of external portfolio managers.  Not 
surprisingly, smaller institutions are likely to come late to successful portfolio managers and are 
likely to stay longer with a portfolio manager whose luck has run out.  In any event, large and small 
clients face significant search costs in finding appropriate external portfolio managers, judging their 
performance over the short and long terms, and judging their performance against competitors in 
circumstances where market conditions are rarely repeated.  Not surprisingly, there is often a bias in 
favour of known opportunities as well as a bias in favour of the status quo.  Furthermore, senior 
managers rarely directly monitor and observe the relationships between their own employees and 
external portfolio managers.  Staying with a poor performing provider can assume a level of 
significance that goes well beyond the issue at hand.  Notably the respective powers of senior 
managers compared to their own employees. 
 
Authority and convention 
Industry norms and conventions regarding the ways in which target rates of return are produced 
tend to discount the authority of senior managers.  This is apparent when in-sourcing and 
outsourcing production, though for different reasons.  The problem facing senior managers when 
promoting innovation amongst existing in-house portfolio managers is that any attempt to radically 
alter the process of investment management is likely to run-up against conventional norms (asset-
specific and otherwise) in the industry.  The best performing portfolio managers have, at hand, 
attractive opportunities in the market for talent and skill should they be unwilling to compromise 
their interests in favour of the institution’s interests.  On the other hand, external portfolio 
managers resist at every turn attempts by asset owners to rewrite the terms of engagement.  Indeed, 
for the vast majority of institutional clients terms and conditions are offered on a take-it or leave-it 
basis recognising the transaction costs in agreeing to a new kind of contract that concedes significant 
authority to the client (Clark and Monk 2013c). 
 
By our account, senior managers of financial institutions are predisposed to consider joining 
initiatives that break with industry convention; the options of make-or-buy do not necessarily add to 
managers’ authority or flexibility notwithstanding the respective advantages and disadvantages of 
in-sourcing and outsourcing.  In the aftermath of the GFC and the ongoing euro crisis, senior 
managers of many financial institutions (large and small) have actively sought alternatives to the 
make-or-buy logic that hitherto has dominated the investment management industry.  Quantitative 
easing, stock market appreciation, and the rush to and from emerging markets, have separately and 
together raised concerns about the sustainability of past ways of doing business.  In this respect, 
senior managers have looked to cooperation and collaboration with other asset owners and asset 
managers as a means of breaking with convention.4 
 
Modes of Innovation 
Cooperation and collaboration offer participants a level of informality missing in conventional modes 
of contracting, whether with in-house employees or with external service providers.  The parties to 
cooperation and collaboration either do not need or do not require contracts to participate.  It is 
deemed sufficient to operate in the shadow of contract, relying upon social norms and conventions 
to govern participation.  While plausible, in a theoretical sense, we have only encountered a limited 

                                                           
4
/.  In this section we treat collaboration and cooperation as separate strategies, implying a discrete choice of 

action in relation to institutional form.  In fact, these strategies are related, suggesting a continuum rather 
than absolute difference.  This point is illustrated in the following section. 
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number of such instances—this type of informality is rarer than often imagined.  Rather, contracts or 
memorandums of agreement are often invoked to protect the interests of participating institutions, 
focusing upon key issues instead of the panoply of issues typically addressed in investment 
management agreements (Clark and Monk 2013c). 
 
Cooperation 
Perhaps the simplest way in which senior managers of a financial institution can extend their 
knowledge and understanding of strategic options is through cooperation with other institutions.  As 
we understand it, cooperation involves shared projects, agreed expected outcomes, and well-
defined mechanisms governing entry and exit from such arrangements.  More often than not, 
cooperation brings together institutions with shared interests such that joining a project provides an 
immediate gain in knowledge and understanding, if not an immediate gain in terms of the capacity 
of the organisations to realise target risk-adjusted rates of return.  In this respect, cooperation is 
likely driven by a specific issue recognised as important by senior managers that see other financial 
institutions as peers rather than as rivals.  For cooperation to be effective there must be symmetry 
such that one party does not expropriate the benefits of cooperation which are shared equitably if 
not equally by the parties to an agreement (see Olsen and Zeckhauser 1966, 269).5  
 
Given the contingent nature of cooperation, the mechanisms governing cooperation, and the 
tangential nature of shared projects relative to the ongoing operations of institutions, it can be 
difficult for senior managers to devote new resources to cooperative arrangements.  This may be 
especially the case when senior managers seek to circumvent standard ways of contracting with 
internal and/or external portfolio managers.  It is apparent that cooperation is most effective when 
the parties to such agreements bring something different to the project.  Learning is enhanced by 
difference (within limits).  At the same time, institutions’ resources and capabilities must, in some 
sense, be complementary such that lessons learned through shared projects are useful for those 
who have joined the agreement (Cohen and Levinthal 1990).  Complementarity also enables 
institutions to bring together resources and capabilities that, when combined, provide options and 
insight not otherwise available in whole or in part to the participating institutions. 
 
More formally, cooperation provides senior managers a variety of related benefits.  First, it is a 
means of mobilising and sharing knowledge of options relevant to the formation of strategic 
planning.  Second, it is a means of empowering senior managers relative to their own employees, 
thereby avoiding the compromises involved when relying upon existing providers to provide services 
and information on alternatives.  Third, it is a means of identifying and evaluating the ‘fit’ of a party 
or parties to a cooperative venture in relation to other possible ventures which require much deeper 
commitment in the context of market risk and uncertainty.  In these ways, cooperation is a means of 
discounting institutional myopia, while providing senior managers the expertise needed to drive 
innovation in their own institution (compare Barnett 2008, 65-66). 
 
Collaboration 
Collaboration involves commitment to a project or projects both in terms of the specification of 
shared objectives and the means of realising those objectives.  Commitment involves allocating 

                                                           
5
/.  Cooperation is sometimes interpreted as an agreement of ‘equals’ with comparable payoffs.  It is apparent, 

though, that cooperation can be effective amongst institutions that vary by size and inherited capabilities.  In 
theory, it is assumed that institutions enter into cooperative agreements to realise some benefit even if 
marginal to the status quo (that is, such agreements are assumed Pareto optimal; see Olson 1965).  However, 
any cost-benefit analysis of cooperation needs to be mindful of the differing time horizons of participating 
parties, the variable nature of expected benefits, and the trade in costs and benefits within and between 
cooperative arrangements by parties, who may seek longer-term relationships which promote common 
benefit rather than immediate payoffs that are claimed by each party (see Fehr and Schmidt 1999).     
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institutional resources and capabilities, monitoring and oversight of the project with respect to its 
objectives, and the support of senior managers who sponsor such commitments.  Collaboration is 
likely to require a stronger legal framework than is the case with cooperation, specifying the 
respective shares of the benefits of collaboration, limits on actual and potential liabilities, and the 
boundaries of the collaborative agreement with respect to the operations of project partners.  
Furthermore, collaboration is likely to require a stronger governance framework than is the case 
with cooperation, specifying the mechanisms of objective-setting, decision-making, and conflict 
resolution.  Where collaboration involves setting up a separate entity, the powers of that entity and 
its officers with respect to the collaborating institutions need to be well defined (as in contract). 
 
Like cooperation, the parties to a collaborative agreement are likely to pool their existing resources 
and capabilities.  However, this may involve more than a marginal call on existing resources and 
capabilities, prompting investment in new resources and capabilities consistent with the needs of 
the shared project.  Like cooperation, complementarity between institutions’ committed resources 
and capabilities may be required so as to facilitate effective collaboration.  However, as 
collaboration evolves in relation to the shared objectives of the parties, the ‘fit’ between institutions’ 
resources and capabilities and the needs of the project may become a source of tension between 
parties.  So, for example, where additional resources are needed to achieve the objectives of a 
collaborative project, the character and scope of those resources may be such that should the 
project be wound-up, those resources may not be useful if returned to the participating institutions 
(see Williamson 1975 on the costs of asset specificity).  Like cooperation, senior managers have a 
stake in the success of collaboration.   As such, they face the ever-present danger of escalating 
commitment: realising the planned outcomes of collaboration may require repeated calls on the 
resources of participating institutions leading to questions about senior managers’ authority within 
their own institutions. 
 
Most importantly, the success of collaboration depends upon the choice of partner or partners.  Not 
surprisingly, the screening and evaluation of potential partners is a vital ingredient in ensuring 
success.  As noted above, this can be achieved in a variety of ways, including trial-runs through 
cooperative ventures as well as the purchase of independent advice on the virtue or otherwise of 
potential partners.  But, given the constraints on innovation associated with existing in-house and 
outsourcing arrangements, there are obvious incentives to take calculated risks on joining 
partnerships with other institutions less familiar and or not subject to the same types of constraints 
that bind senior managers in their own organisations.  Not surprisingly, given the risks associated 
with departing from convention, collaborative deals are likely to start with rather modest 
commitments and goals and objectives.  In stages, commitment may increase as milestones are 
realised.  Equally, senior managers have an interest in maintaining their authority in these 
arrangements such that exit remains a viable option. 
 
There are a variety of risks associated with collaboration (see Archetti et al. 2011).  Where 
knowledge and understanding of the motives of other institutions’ managers are imperfect, 
collaboration can provide a venue for some institutions and their senior managers to exploit the 
resources and capabilities of willing partners.  Collaboration can prompt shifting alliances and 
dependencies amongst partners, especially where partners cannot honour, or are not willing to 
honour, initial commitments of their own resources and capabilities to shared projects.  Just as 
importantly, some parties to a collaborative agreement may misrepresent the significance of the 
project to their own constituents and to the parties to the agreement.  This can lead to ‘free-riding’ if 
the establishment of a collaborative partnership is based on trust. Given these possibilities, and 
given the premium on collaboration for promoting strategic innovation, senior managers may well 
consider whether, in establishing collaborative agreements, they might begin as one of the 
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dominant partners and thereby hold other parties to account in terms of meeting their 
commitments and obligations. 
 
Agency and governance 
Considering cooperation and collaboration, it is assumed that senior managers have sufficient 
authority to initiate and oversee projects in these two related domains.  The scope of authority of 
senior managers is a policy issue of considerable importance, especially in the light of recurrent and 
competing claims for special treatment by skilled and talented portfolio managers.  As markets 
evolve, and as investors become more or less sensitive to market volatility, realising an institution’s 
target rate of return may become increasingly difficult.  Senior managers may persist with existing 
in-house and out-of-house providers, change the mix, even fire out-of-house providers and bring in-
house those activities (Clark and Monk 2013a).  In these situations, senior managers may have 
strong incentives to initiate cooperative and collaborative projects.  Exercising in-house/out-of-
house options involve significant transaction costs; cooperation and collaboration can be seen to 
sustain discretion in situations where it may be difficult to assess the advantages and disadvantages 
of other options.  
 
It was suggested that cooperation and collaboration can flourish in an action space which is less 
formal and certainly less bound by in-house employment relationships and the legal apparatus that 
regulates outsourcing agreements.  This is only possible, however, if the institution provides senior 
managers sufficient authority to carry through on these ventures in ways that allow for 
experimentation, learning-by-doing, and alliance formation and deformation.  Nonetheless, it is 
likely that successful cooperative and collaborative ventures will be absorbed into the organisation, 
whether on an in-house or outsourced basis.  This is especially the case if and when these types of 
ventures claim a significant share of an institution’s assets and liabilities and their risk exposures 
begin to affect the risk exposure of the entire institution.  But there is a price to be paid when 
incorporating these ventures into an organisation: the favoured status of such ventures may 
challenge the privileges of existing portfolio managers and add such a level of complexity to the 
organisation that discounts its benefits. 
 
In any event, institutions may prefer to spin-off these ventures, recognising that success during one 
phase of the market is no guarantee of future success as markets evolve and market agents adapt to 
changing circumstances (Lo 2012).  Indeed, senior managers may wish to initiate new kinds of 
cooperation and collaboration in response to changing market conditions – jettisoning previous 
ventures that proved to be not as resilient as expected in the face of unanticipated circumstances.  
Larger institutions may contemplate implementing a sourcing strategy that combines in-sourcing 
and outsourcing with a series of ventures that seek to solve apparent problems found in the existing 
arrangement of the investment programme, without committing to those ventures over the long 
term (either internal to the organisation or as privileged external suppliers).  This type of strategy 
presupposes a robust governance framework that simultaneously empowers senior managers while 
protecting against unjustified escalation in commitment and the costs that come with added 
functional complexity. 
 
Transforming Home Bias 
Here, we move from the formal logic of cooperation and collaboration to the various ways these 
strategies might be realised in practice.  We begin with the simplest ways in which to facilitate senior 
managers’ knowledge and understanding of the options available and move on to more complex 
strategies which require the mobilisation and application of institutional resources and capabilities.  
These instances are meant to represent the various possibilities on offer rather than being an 
exhaustive list of what is currently available to industry. 
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Conferences and research clubs 
One of the simplest ways of scoping the available options is through attendance at international 
conferences and invited briefings.  If commonplace, and an industry in its own right, it is apparent 
that conferences with specific agendas—tailored to the needs and interests of senior managers in 
different types of financial institutions—can make a difference to the choices made about how to 
proceed.  Who is and who is not on the agenda, the topics presented, what can be gleaned from side 
conversations, and who has something fresh to say (beyond customary practice) are grist for the 
mill.6  This type of event provides senior managers information with which to challenge their internal 
and external advisers, placing proffered advice in the context of the ‘home’ market for ideas and 
strategies.  Importantly, these types of events also allow senior managers to discriminate between 
that which is widely accepted and conventional from that which is unconventional and innovative. 
 
Recognising both the costs and benefits from attending these events, research clubs have been 
formed so as to explore together the interests of closely related institutions at a price that does not 
automatically engage the procurement procedures of participating institutions.  These clubs tend to 
be relatively small (up to a dozen members), thereby allowing for the realisation of benefits 
otherwise lost when clubs become too large (Buchanan 1965, 8).  Crucially, these clubs are 
comprised of members who can learn from one another, often providing first-joiners the 
opportunity to invite other institutions with resources and capabilities that are consistent with, but 
different from, the initial participants.  As Grabher et al. (2008, 262) observed when discussing 
communities of learning, these types of organisations include those that are “deeply involved and 
widely focused at the same time,” switching the focus from the relationship between senior 
managers and internal and external suppliers to what can be learnt between senior managers about 
those relationships in different jurisdictions.  These organisations tend to have a limited life, and 
depend upon the extent to which fresh ideas are offered to participants consistent with their 
interests. 
 
Seeding related ventures 
Having identified issues to be resolved, one way forward for senior managers is to provide start-ups 
the capital needed to carry forward investment programmes in ways consistent with their interests.  
Seeding start-up ventures is an investment in the skills and talent of those who claim a different 
perspective on problems that affect much larger investment institutions (contra Barnett’s 2008 
discounting of the benefits of alliances).  Typically, these ventures begin within an established 
institution whether an asset owner or an asset manager, and then seek independence from the ‘host’ 
institution and its priorities and decision-making mechanisms.  Seeding provides the new entity with 
assets, services, and sponsorship which, over the longer term, can attract other institutions.  For the 
sponsoring institution, the new entity can be a site for testing-out ideas and solutions without 
disturbing the existing arrangement of roles and responsibilities.  In some instances, geography is 
the key to success: for example, seeding a new hedge fund in London, a database manager in Silicon 
Valley, and an emerging markets manager in Hong Kong. 
 
This mode of innovation supposes that the apparent imbalance of power between the sponsor and 
the new entity is mediated by the needs of the sponsor and the skills and talent embedded in the 
new entity.  Nonetheless, there are obvious dangers in such relationships; the sponsor could simply 
walk away with the ideas of the new entity while the principals of the new entity could exploit the 
commitment of senior managers.  If successful, new entities are likely to cast aside the shackles of 
the sponsor sooner, rather than later.  An alternative approach is to set-up a jointly-owned entity 

                                                           
6
/.  So, for example, some events mix together asset owners and managers whereas other events discriminate 

against asset managers in the hope of building coalitions or alliances amongst clients.  See Bathelt and Glückler 
(2011, Ch.9) for an extensive treatment of the benefits and orchestration of what they term ‘temporary 
clusters’.  At the limit, these are networks rather than places in the manner suggested by Benkler (2006). 



Cooperation and collaboration Version 7a Page 12 
 

whose tasks and functions and investment responsibilities fall outside the scope of existing in-house 
and out-of-house portfolio managers.  This type of entity could be domiciled in another jurisdiction 
and be the site for experimenting with new forms of compensation, a style or mode of investing 
which runs counter to portfolio managers in the home jurisdiction of the sponsor, and a system of 
decision-making which is less hierarchical and reliant upon a de-centred team-based approach.  
Inevitably, there types of ventures run the risks (costs) of being ‘out-of-sight’ and ‘out-of-mind’. 
 
Partnerships, informal and formal 
In many jurisdictions, financial institutions with similar mandates and sponsors coexist with one 
another and operate with many of the same functions even if, in the final instance, they are 
competitors with one another in realising target rates of return.  As noted above, scale economies 
are such, that larger institutions can be more cost efficient than smaller institutions in terms of 
providing the services associated with investment management.  Equally, larger institutions can 
claim significant discounts from external service providers.  In these circumstances, senior managers 
of small institutions may seek cost-sharing and service-sharing agreements with larger institutions, 
piggybacking on the functional scope of these institutions so as to maintain their cost-effectiveness.  
These types of agreements are ‘informal’ in the sense that the larger institution is willing to do so 
because sharing services does not conflict with existing priorities.   
 
These types of arrangements can be the basis for establishing formal partnerships between local 
institutions that have an interest in compensating for their peripheral location relative to the global 
market for financial services (Dixon and Monk 2014).  In these circumstances, large and small 
institutions often face the prospect of making deals with external providers that, because of the size 
of the local market, effectively control the terms and conditions for financial services.  As well, the 
nature and scope of proffered services may be rather limited when compared to other financial 
centres which are at the core of the global financial industry.  Enhancing the size and scope of the 
client side of the local market may be necessary if beneficial institutions are to bypass local providers 
in favour of the bulge-bracket global providers and the myriad of smaller institutions that offer 
boutique services from London and New York (for example).  Whether these types of partnerships 
are possible depends, in part, on the home jurisdiction’s competition policies and practices, the 
balance of power between the buy-side and the sell-side of the market, and the rivalries between 
senior managers representing local institutions. 
 
For larger institutions, concerned about the organisational complexity that comes with providing the 
full range of services needed for effective investment management, being a partner in a ‘captive’ 
supplier can be a way of externalising the supply of services while remaining in control of the costs 
and quality of those services.  For smaller institutions, unable to produce their own services and 
subject to the market for financial services, these partnerships provide for an equitable relationship 
with other institutions oftentimes missing in fee-for-service agreements.  Notice, however, the 
inherent tensions between partners that are larger and those that are smaller; the former are always 
likely to consider the opportunity costs of remaining in such partnerships whereas the latter may 
have no real alternative.  How these entities are governed, the allocation of voting rights, and the 
degree to which proffered services are innovative are key elements in any long-term partnership.7 
 
Investment clubs and shared equity 

                                                           
7
/.  In a related vein, Hachigian (2013) argues that public-private partnerships (PPPs) joining together financial 

institutions, governments, and construction companies in the provision of urban infrastructure and other 
similar large-scale projects have often failed to realise the promised benefits for all parties because of 
fundamental mis-alignments of interest and very poor governance procedures and processes.  Whether to join 
a partnership can be seen as a different problem to that of realising the benefits of a partnership over time 
(where the parties to partnerships may have very different time horizons and constituencies to serve).  
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Going beyond partnerships, investment clubs have been formed by asset owners so as to accomplish 
three separate but related objectives.  The first instance, these clubs have sought to join together 
members whose interests are aligned, and whose goals and objectives are consistent over a 
sequence of deals extending into the future.  The second instance, these types of clubs often depend 
upon relationships with investment managers whose own incentives are demonstrably consistent 
with members of investment clubs.  In the third instance, the size and scope of the deals involved 
are such that they can justify the commitment of the time and effort of senior managers of 
investment institutions in realising shared goals.  Here, the make-or-buy option is subsumed by a 
third option which is a form of collaboration underwritten by transparency and accountability within 
institutions, between institutions, and between institutions and their partners.  These types of 
entities can be found, for example, in the private provision of urban infrastructure. 
 
This mode of promoting organisational innovation in the investment process is closely related to the 
private equity industry where general partners (GPs) organise a stream of investment opportunities 
orchestrated through a fund or funds which they control and in which asset owners or limited 
partners (LPs) invest.  In some cases, these types of funds bring together LPs who have previous 
knowledge and experience with one another and with the sponsoring GP.  Even so, the relationship 
between the GP sponsor and participating LPs can be highly differentiated according to the volume 
of assets committed, shared expertise and knowledge, and past relationships with one another.  
Indeed, notwithstanding common contracts and letters of commitment, side-deals are often struck 
between the sponsoring GP and privileged LPs excluding not-so-privileged LPs.  It is arguable that 
these types of deals are less about cooperation and collaboration and more about fees and the 
disbursement of benefits.  Nonetheless, to the extent that senior managers control entry and exit 
from these deals, these arrangements can provide opportunities for remaking or realigning the 
make-or-buy option spread. 
 
Conclusions 
The premise underpinning this paper is that there has been a surprising lack of institutional 
innovation amongst asset owners, including endowments and foundations, pension funds, insurance 
companies, and sovereign wealth funds.  The current organisation and management of these 
institutions typically reflects their establishment, in many cases looking back over 50 to 70 years.  
This is remarkable given the transformation of the investment management industry over the past 
twenty-five years, and the rate of product innovation found in global financial markets.  The stasis of 
the sector has been such that these types of financial institutions have, on the margin, taken higher 
levels of risk in the hope of realising returns that could compensate for low rates of institutional 
adaptation and development (see Clark and Monk 2013b with Lo 2012).  At the limit, the crisis facing 
the US state and local public pension fund sector is illustrative of the costs and consequences of 
institutional stasis (Clark and Monk 2013c). 
 
The focus of the paper was on the senior managers of a representative financial institution.  Drawing 
upon research which has identified these agents as the key to realising the objectives of strategic 
asset allocation through portfolio managers, it was suggested that the option to make-or-buy (in-
house management or outsourcing) has not provided an adequate action space for innovation.  
Reliance upon the employment relation has often resulted in manager entrenchment, while reliance 
upon external providers has often been accompanied by an inability of clients to systematically 
discriminate between luck and skill and the informal alliances between asset managers, consultants, 
and advisors.  In any event, senior managers’ authority and control over portfolio managers has 
been compromised by industry-wide norms and conventions that favour continuity over innovation.  
We have emphasised the benefits for senior managers of cooperation and collaboration which, in 
effect, bypass the make-or-buy option and provide an action space for experimentation and learning 
which can then be applied to their own operations or to their relationships with external providers. 
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Assessment of the nature and scope of cooperation and collaboration was based on field work, 
sponsored research, and case studies (see Clark and Urwin 2010).  It was noted that cooperation 
facilitates the learning of institutional innovation, even if inherent limits on longer-term 
commitment can discount the implementation of these lessons internally and externally to the 
organisation.  It was also noted that collaboration requires commitment, as well as the application of 
scarce institutional resources and capabilities.  As has been widely observed, it is commonplace for 
institutions in the sector to economise on governance and management, assuming that professional 
standards are sufficient to carry these organisations in a rather benign financial environment.  
Recurrent crises in the core markets of the global financial system have challenged that assumption; 
indeed, recent research suggests that crises are endemic to developed economies’ financial markets 
(see Haldane and May 2011).  Ultimately, the value of collaboration is to be found in institutional 
investment in related capabilities (see Helfat et al. 2007). 
 
Much of the research on innovation in the social sciences is on product innovation.  Here, we are 
less concerned with what prompts the transformation of products, the ways in which the flow of 
product innovation is channelled and communicated, and the status of communities or networks of 
innovation (von Hippel 2005).  Rather, we were concerned with the emergence of new forms of 
cooperation and collaboration in the context of institutional continuity (Padgett and Powell 2012, 1-
2).  Perhaps surprisingly, it was suggested that current practices (make-or-buy) are a constraint on 
the nature and scope of organisational innovation.  Whether reliant upon employment contracts (in-
sourcing) or service contracts (out-sourcing), senior managers face significant constraints on 
institutional innovation associated with the entrenchment of past practices (discounting the option 
value of make-or-buy; compare Coase 1937).  On the other hand, we also showed that senior 
managers can create for themselves and for their institution action spaces that facilitate innovation 
which, if not particularly revolutionary, may well be transformative over the longer term. 
 
In any event, financial institutions are, more often than not, reactive to events.  Even if senior 
managers are able to anticipate changing market conditions and the realignment of internal and 
external relationships, there is sufficient noise in financial markets such that doubts can always be 
raised about the urgency of ‘agendas for change’.  On the other hand, the impact of big events such 
as the GFC and the on-going euro crisis can fundamentally alter perceptions about the desirability of 
the status quo.  In these circumstances, senior managers may be empowered to rewrite the terms of 
employment contracts and service agreements with external providers.  Indeed, entirely new 
initiatives may claim centre-stage.  Here, innovation in organisational form and functions are 
perceived to be solutions to the apparent disconnect between that which is inherited and the new 
realities of global markets.  If entirely obvious, it is also consistent with organisation psychology 
(March 1981; March et al. 1991). 
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