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Abstract

The organization of Electronic Dance Music (EDM) events has become a major
export product in the Netherlands. In order to respond quickly to the new trends and
needs, innovative forms of cooperation between producers are to be set up for the
organization of exciting new events. A case study on how these EDM events are
actually organised in the Netherlands shows that the best way to do it is through
hybrid forms of organisation, which combine horizontal forms of organisation
through the market and vertical forms through the hierarchy. As EDM events are
characterised by much asset specificity, the perspective of transaction cost economics
indicates why this industry relies on hybrid forms of organisation. Trust between the
collaborating partners, intrinsic motivation to be professional in the design and
creation of new, ground-breaking music sensations and an extensive use of social
media play a key role in lowering the transaction costs in the dance industry.
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The industrial organisation of the dance industry in
the Netherlands: a transaction cost perspective on
hybrid forms of organisation.

1. Introduction

The make or buy decision plays a key role in the strategic management of firms on how to
organize production. According to the seminal contribution of Coase (1937) to the theory of
the firm, the relative sizes of transaction costs are determinant for the decision whether to
make part of the product in-house, or to outsource it and buy it on the market. In the supply
chain of a product (or service) a distinction can be made between sheer production costs —
also labelled as transformation costs — and transaction costs. In case the sum of transformation
and transaction costs to organize part of production within the hierarchy of the firm are higher
than the costs to buy it on the market — price to buy plus horizontal transaction costs — it is
more profitable to outsource production. In case it is the other way around, the make decision
is best. According to this theory of transaction cost economics (TCE), transaction costs are all
expenses which indirectly stem from the production and exchange of products and services. A
major contribution to TCE is made by Oliver Williamson, who explicitly discusses the link
between TCE and management and organization theory: the decision to organise production
via the hierarchy or via the market determines the industrial organisation of production
(Williamson, 1975, 1985, 2010).

In today’s world of fragmented trade and innovation a sharp distinction between organizing
via the market or via the hierarchy is no longer viable. Many different kinds of cooperative
organizational forms have emerged. These so-called hybrid organizations, which vary from
cooperatives, partnerships, joint-ventures, alliances, networks and so on, can be considered as
forms of organization in between the market and the hierarchy. Yet again, the selection of the
best form of hybrid organization is governed by minimizing total production costs in the long
run, i.e. the sum of transformation costs and transaction costs. The selection of the most
appropriate form of organization depends on the skills of managing transaction costs in the
specific institutional set up of the industry (Ménard and Shirley, 2005, Den Butter, 2012).
This paper analyses why Electronic Dance Music (EDM) events in the Netherlands are
organised in hybrid forms of organisation, and how transaction costs play, albeit intuitively, a
major role in the selection of the form of organisation. The dance industry, which is part of
the creative industry, operates in a fast-moving market where a high degree of strategic
flexibility and adaptability are key firm capabilities. The EDM industry in the Netherlands is
particularly relevant in this respect as it can be regarded as the world leader in this field. The
Dutch market for large EDM events increased between 2002 and 2012 by almost 70% from
82 to 138 million euros (EVAR, 2012). The EDM industry accounts for more than one in
twenty jobs in the creative industries in the Netherlands. The global market for EDM events is
estimated to amount to 3.6 billion dollars at the end of 2012, while the EDM market
including revenue from music sales and sponsorships results in a turnover of more than $ 5.7
billion (EVAR, 2013). A projection of EVAR (2013) predicts that global sales in 2017 will
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rise to nearly $ 6.7 billion for this industry. While the United States takes the lion’s share in
terms of market share, South America and Asia are increasingly seen as growth opportunities
for EDM entrepreneurs. The leadership of the Netherlands in the global EDM industry is also
witnessed by the fact that Dutch Dance DJ's like Hardwell, Armin van Buuren and DJ Tiésto
score high in the international rankings - six Dutch DJ's appear in the top 10 of the composite
DJ Mag (2013) list.

The Dutch market for EDM events has been dominated for a long time by a few large
producers such as ID&T, UDC and Awakenings. Recently the dance event industry has
witnessed a large inflow of small- and medium-sized firms. In this increasingly saturated and
competitive environment firms are more and more exploring new forms of cooperation,
thereby acting as game changer, also for other industries. Therefore, horizontal cooperation
between EDM event related firms in a hybrid setting is seen as the emerging trend of the past
3-5 years. An example is the 'Valhalla festival of December 2012 in the Amsterdam RAI; an
EDM event with 18,000 visitors that was realized through the combined efforts of eleven
organizing parties and eighteen creative professionals.

To study the development of hybrid organizations in the Dutch EDM industry a total of
nineteen semi-structured interviews with key players in the industry were conducted; fifteen
with managers directly involved in a hybrid organization and the remaining four with industry
experts. This analysis has three aims. First to assess the importance of transaction costs in
shaping the industry. Secondly to highlight the ways in which firms can benefit from
participating in hybrid organizations. The third aim is to explore the role of trust in relation to
other governance mechanism of these hybrids organizational settings.

This case study analysis confirms that the conditions that lead to transaction costs in the
Dutch EDM industry have changed over the years. Supply chain transparency and the
upswing of specialized event production houses have led to lower transaction costs associated
with production of events. Promotional transaction costs have decreased as a result of the use
of social media in finding, establishing and retaining visitor communities. In addition, the
changing competitive environment induced EDM event organizing firms to increasingly
utilize cooperative hybrids for the organization of their business, which enabled them to
benefit from both short-term cost savings as well as long-term strategic advantages. However,
firms in a hybrid setting face interdependencies towards one another which lead to internal
transaction costs. Traditional transaction cost theory asserts the use of either contracts or
hierarchical control to minimize these organizational costs. However, this study suggests that
goodwill- and competence trust are most important in governing hybrid organizations in the
EDM event industry. Trust can be a sufficient condition for controlling hybrid relations, while
contracts and hierarchy generally need to be complemented by some level of trust to function
effectively. In the development of trust between organizations in the EDM event industry
both social factors as well as calculative conditions were found.

The remainder of this paper is organised as follows. Section 2 discusses the relevant theory
underlying our case study on hybrid forms of organisation in the dance industry. This section
reviews the literature on governance of transactional relationships and the role of trust.
Section 3 describes the methodological approach used in this study, which includes the
research design, data gathering and applied data analysis strategies. Section 4 and 5 present
the findings of the interviews and distinguish between the motivation and governance of
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hybrid organizations. These findings teach us about how the theoretical argumentation on the
management of transaction costs translate to practice for these new and innovative forms of
organising production. Finally section 6 concludes and considers the scope for future
research.

2. Theory on hybrid forms of organisation

Hybrid organizations describe business settings in which two or more firms cooperate to
achieve an agreed-upon mutual goal. Examples are among others collaborative alliances
(Langfield-Smith, 2008), strategic alliances (Chen and Chen, 2002; Gulati and Singh, 1998;
Judge and Dooley, 2006), constructive partnerships (Rangan et al., 2006), joint-ventures
(Kogut, 1988), networks (Thorelli, 1986), small firm networks (Hanna and Walsch, 2008),
business networks (Lo Nigro and Abbate, 2011) or cooperatives (Hess et al., 2012). The
common feature of hybrid forms of organisation is that they represent coalitions of
autonomous but interdependent firms that are willing to coordinate or even submit part of
their activities and decision domains to centralized control in order to economize on
transaction costs and achieve benefits that are greater than any single member can create
independently (Méller and Svahn, 2006). Thus, this includes all inter-firm cooperation in
which property rights remain distinct, while a subset of resources and decision making rights
are shared.

The question why firms enter a hybrid form of organization has been looked at from various
different economic perspectives: management control literature (e.g., Covaleski et al., 2003),
network theory (e.g., Foss and Koch, 1996), new institutional economics (e.g. Ménard, 2005,
2010, Kong, 2011), strategic behaviour (e.g., Kogut, 1988), resource-based view (Wernefelt,
1984) and transaction cost economics (e.g., Oxley, 1997). Yet, in this literature on the
arguments on why firms going hybrid, two theories dominate the debate: transaction cost
economics (TCE) and the resource-based view (RBV). Amongst others, Bruce and Jordan
(2007), Ding et al. (2009) and Jolink and Niesten (2012) discuss the benefits and limitations
of both theories, whereas Madhok (2002) aims at synthesizing both theoretical points of view.
As our paper focuses on the TCE perspective of why firms go hybrid, a major goal of our
analysis is to evaluate the motivations of firms in the EDM event industry to participate in
cooperative hybrids using the TCE analogy.

This study presumes that these resources can be used to enhance a strategy of competitive
advantage due to lower intra- and interfirm transaction costs, in other words the heterogeneity
of strategic resources may yield long-term transaction cost savings. Ciborra and Olsen (1988)
have among others theorized this process. Managers indirectly economize on transaction costs
by engaging in hybrid organizations, but possibly not consciously. However, engaging in
horizontal cooperation with a former competitor means increased interdependencies, which
due to bounded rationality and opportunistic behaviour will lead to higher organizational
transaction costs. Hence, in the pluralism of governance settings all kinds of hybrid
organizations emerge

The TCE perspective

Now that hybrid organizations have emerged in nearly all sectors worldwide (Ding et.al.,
2009), organizational management practices are no longer focused on operating
independently, but strategies are increasingly focused on flexibility and interdependency with
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other firms; either to obtain long-term competitive advantage, to minimize transaction costs,
or both. However, increased interdependency with one or more other firms can in itself be a
source of transaction costs, especially in the case of horizontal cooperation

TCE distinguishes three main transaction attributes which influence transaction costs, namely
asset specificity, uncertainties, and frequency. When each of these transaction attributes is
high, managers will perceive risk to the transaction to be high. Two types of transaction risks
can be distinguished, namely; relational and environmental risk (Langfield-Smith, 2008).
Relational risk is the probability and consequences of having to deal with a partner that does
not cooperate. Performance risk is the probability and hazard of not achieving the agreed
upon objectives, even when all partners fully cooperate.

First, asset specificity can be defined as the extent to which an investment in a contractual
relation has more value in that specific transaction than in any other sense. Asset specific
investments makes participants vulnerable to opportunistic behaviour in a business
relationship, so increases relational risk. Secondly, uncertainties may mainly come from two
sources; environmental variability and behavioural uncertainty (Rindfleisch & Heide, 1997).
Environmental variability, such as technological change, deals with bounded rationality and
the problem of foreseeing relevant changes in the environment. Such changes may cause
contractual gaps and require amendments of the agreement and will thus increase both
relational and performance risk. Behavioural uncertainty is based on the assumption of
opportunism and the fact that transactional partners can’t fully monitor and evaluate the
behavior of their counterpart, increasing relational risk.

Third, higher transaction frequency may by due to a higher number of transactions between
partners within a certain time frame, as well as a longer overall time horizon of repeated
transactions between partners. All time spend on negotiating, communicating, dispute solving
and coordination to control relational and environmental risks resulting from these three
transaction attributes give rise to transaction costs. Hybrid organizational success is
determined by the way hybrid participants are able to reduce these transaction costs in order
to fully exploit the advantages of cooperation.

The efficient alignment hypothesis states that transactions, which differ in attributes and
corresponding risk, are aligned with governance mechanisms, which differ in cost and
effectiveness, in order to lower total transaction costs. A governance structure is the ordering
which emerges under circumstances of risk and associated transaction costs in a business
relationship. A spectrum of governance structures can be drawn, of which contractual
agreements in a full market transaction and managerial control within the hierarchy of a
complete merger are the two ends. Hybrids are compromise modes which entail hierarchy
control and decision-making as well as the use of a contract law regime (Yang et al.,
2011).Good management of transaction costs requires knowledge on the sources of
transaction costs in business relationships and on the way formal governance structure and
trust work together to minimize organizational transaction costs.

The role of trust

The role of trust as control mechanism in hybrid organizations, versus the more formal
control-based workings of contracts or management, is the centre of an ongoing debate in the
field of TCE (Jolink and Niesten, 2012). Most economic theories, including traditional TCE,
have for years focused on the assumption of natural untrustworthiness between business
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partners. However, Williamson’s (1975) assumption that business partners can only protect
themselves with legal and contractual means, which make trust a rational and calculative
process, has been challenged recently. While the assumption may be party valid in particular
business environments, such as in the Anglo-Saxon model, evidence shows otherwise for
regions such as East Asia and Rhineland model West (Ding et al., 2009).

Trustworthiness of a partner refers to the extent to which the trustor perceives the trustee’s
behaviour to be positive and reliable in the partnership (Judge and Dooley, 2006). From that
perspective Nooteboom (1996), Das and Teng (2001) and Langfield-Smith (2008) distinguish
between the goodwill- and competence dimensions of trust. Goodwill trust can be seen as the
partner’s intention to perform according to the agreement. Competence trust relates to the
confidence in a partners ability to perform according to the agreement.

Despite the growing agreement on the importance of trust in the governance of business
relations, there is still considerable debate on the question which processes enhance the
expectations about goodwill- and competence trust. Generally, two points of view can be
distinguished; a social notion of trust mostly used by sociologists and psychologists - also
referred to as relational or personal trust - and a calculative notion of trust mostly used by
economists (McAllister, 1995; Williamson, 1993).

Social trust can be considered as a process determined by social factors such as rules, beliefs,
norms and institutions. Rules are like a code of conduct which guides behaviour, while beliefs
and norms motivate actors to follow them. Institutions, formal such as political organizations
or informal such as culture and routines, on the other hand can produce and influence rules
and beliefs regarding a specific transaction. Barney and Clark (2007) denote this as the
exogenous factors which facilitate trustworthiness in business relationships. From this point
of view goodwill trust is derived from shared norms, values and beliefs. Competence trust is
build through better information about each other’s abilities, routines and management. On
the other hand, economists have taken a more calculative approach to contiguous social
phenomena such as trust. From this perspective trust is the outcome of a calculative process
which is based on the idea that people (un)consciously assess if the probability that the other
person will perform in a way that is not detrimental to them is high enough to consider
engaging in some form of cooperation with that person. Managers understand their
contractual relationship and manage them in a calculative way.

Game theoretic treatments of economic organization have used the notion of calculative trust
as solution to the problem of exchange (Greif, 2000). The fundamental problem of exchange
states that one will not enter into an objectively profitable exchange relationship unless the
other party can ex-ante commit to fulfil his contractual obligations ex-post. This game can be
solved by drafting contractual agreements and the use of legal sanctioning in the case of
opportunistic behaviour. However, legal sanctioning in practice is time-consuming and costly,
contracts are incomplete and the difficulty of verifying (past) behaviour reflects the limited
effectiveness of legal institutions.

Control on the basis of calculative trust can be another solution (Greif, 2000; Kong, 2011;
Barney and Clark, 2007). Calculative trust refers to beliefs in social sanctions and the loss of
future business because of bad conduct. Crucial here is the assumption of repeated interaction.
The game is set up in a way that sustainability of the cooperative equilibrium is guaranteed by
the high costs of loss of reputation with the short-term gains of cheating. The threat of
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reputation damage creates an ex-ante linkage between past conduct and future income stream,
by which each party can commit itself ex-ante to not behave opportunistically ex-post.
Reputation in this sense works as a collective measure of trustworthiness constructed by the
believes of a subset of people. Reputation can also provide information about the partners’
levels of goodwill and competence trust which further reduces uncertainty (Den Butter et al.,
2012).

The different effects of social- and calculative drivers of trust on mitigating transaction costs
can be linked to the concepts of internal- and external motivation (or intrinsic versus extrinsic
motivation). Internal motivation is driven by the joy of a certain activity and does not depend
on external pressure. External motivation on the other hand refers to the performance of an
activity to attain a certain outcome (Ryan and Deci, 2000). Common external motivations are
rewards or the threat of punishment in case of misbehaving. In this respect social trust drivers
are more in line with internal motivation and calculative trust drivers with external motivation
to not behaving opportunistically to secure long-term beneficial transactions. Tirole and
Bénabou (2003) show that external motivation (rewarding) by an informed principal can
adversely impact an agent’s perception of a certain task. Such incentives are only weak
enforcers in the short-run, but do negatively affect an agent’s commitment in the long-run.

The RBV perspective

For twenty years the resource-based view (RBV) has inspired the development of economic
and managerial theory and practices. It’s widely believed that acquisitions or mergers with
related firms can increase the total economic value with more than the sum of their separate
values through long-term strategic advantages (Barney and Clark, 2007). A similar
argumentation holds for firms participating in hybrid forms of organization.

Resource-based theory premises that distinctive competences enable a firm to pursue a
strategy of persistent outperformance of the market (Ding et al., 2009). This idea of a bundle
of resources which produces heterogeneity among firms in the market was pioneered by
Penrose (1959). Barney and Clark (2007) further developed this idea in a framework which
identifies the resources of a firm that are able to generate sustainable competitive advantage.
It is assumed that heterogeneity exists between strategic resources across firms, as well as a
level of imperfect mobility of those resources. Whenever a firm does not hold the needed
strategic resources or capabilities to be competitive in the market, it may try to develop these
in-house or buy them from related firms. However, heterogeneity and immobility make
strategic resources difficult if not impossible to buy or duplicate. Therefore firms should
cooperate if cooperation provides access to certain strategic resources in a shorter time and/or
at lower costs compared to developing the resources all by themselves (Ding et al., 2009).

Firms may use hybrids to gain access to so-called property resources such as raw materials,
capital, human resources or technology (Boschma and Lambooy, 2002). Hybrid organizations
also play a vital role in facilitating the transfer of knowledge resources such as organizational
learning (Tallman and Chacar, 2011). Knowledge-based theory, an extension of the resource-
based theory, states that in a service-orientated and globalized world information and ways of
doing business are increasingly becoming the main sources of competitive advantage
(Barringer and Harrison, 2000; Trkman and Desouza, 2012). An effective way of transferring
knowledge can be the integration with other firms in a hybrid organizational setting. Informal
ties, repeated interaction and trust between agents are micro-level mechanisms which
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stimulate the absorptive capacity of firms in a hybrid organization. The shared equity
arrangements are believed to be more effective vehicles to transfer (tacit) know-how than
non-equity arrangements and contracts. Furthermore, partner firms may have specific
information about their local market which can strengthen the strategic decision to form a
hybrid organization (Pavlovich and Akoorie, 2003). Therefore, while partners in a hybrid
organization frequently will contribute similar advantages to the hybrid organization, such as
sharing of risks of assets’ investments, it appears that partners mostly contribute
complementary property and knowledge resources (Ding et al., 2009).

The RBV and TCE debate

Both the RBV and TCE provide theoretical considerations for firms to arrange their business
in a hybrid organizational setting. The RBV emphasizes the strategic relationship between
partners with different core competences who share resources in order to create a long-term
competitive advantage. Williamson’s notion of TCE on the other hand predominantly focuses
on the efficiency of hybrid organizations in minimizing transaction costs which stem from
uncertainty and opportunistic behaviour. These theories take a fundamentally different
perspective in explaining the motivations to form a hybrid (Ding et al., 2009); TCE looks at
individual transaction characteristics and costs- benefits, while the RBV focuses on long-term
strategic advantage of the firm as a whole. The strength of TCE lies with the ability of a firm
to achieve efficiency by having a certain amount of hierarchical control over transactions. The
RBV on the other hand is more applicable in describing the importance of unique
competencies such as patents, knowledge, brands and technologies which firms can exchange
in a hybrid organization.

While TCE is highly useful in analyzing outsourcing and vertical integration decisions, its
applicability to firms’ motivation to integrate horizontally in hybrid settings is more disputed.
Its critics argue that horizontal hybrid formation is not driven by transaction cost-
minimization, but that sharing strategic resources and learning represents a short-run costly
but long-term more profitable opportunity (Kogut, 1988). Hybrids are formed when critical
inputs required for value adding opportunities are inseparable from other assets of the owner
firms and cannot efficiently be transferred through the market. Eisenhardt and Schoonhoven
(1996) also conclude that not transaction characteristics and static efficiency but strategic and
social factors drive firms to form strategic alliances.

Obviously, in our modern society any theoretical view alone is insufficient in capturing the
total complexity of hybrid organizations. Therefore, in this paper the RBV and TCE will not
be considered as substitutes but rather complementary theoretical perspectives in studying the
rationale behind going hybrid. As Das and Teng (2000) argue, transaction cost economic
theory is specialized in minimizing the costs involved in inter-firm transactions, hence in
transaction cost management. In this view, the long term perspective and the weighing of
short term transaction costs against long term costs and benefits is key to the strategic
management of a firm (see e.g. Den Butter and Linse, 2008). In this respect, the resource-
based view proposes that firms put significant emphasis on the resources of potential partners
in deciding on going hybrid. Motivations stem from the intend to access and exploit the
combined set of resources to enhance competitive advantage.

Here a parallel between TCE and RBV can be drawn. Some resources and capabilities are
denoted as strategic given that they actually lower intra- en interfirm transaction costs. For
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instance human capital, such as great management skills, can be seen as a strategic firm
resource because it increases productivity by reducing transaction costs between departments
and among employees (Ciborra and Olsen, 1988). Another example is a good reputation
which facilitates cooperation with other firms and thus reduces transaction costs to find and
work with suppliers and business partners. A high-quality reputation will also reduce
customer search costs, in which the time and money invested in obtaining loyal customers can
be seen as transactions costs (Blokland, 2014).

Hence, Trkman and Desouza (2012) combine both theories to develop a framework for risk
management in knowledge sharing. Knowledge is treated as a firm resource which is
transferred across organizations to enable its combination, synthesis, and utilization for joint
value creation. The authors define knowledge sharing as the exchange of experiences,
expertise, know-how and learning of the partner firm(s). TCE provides the theoretical
argumentation for the perceived risk of knowledge-sharing and the ways in which these can
be managed by implementing governance structures. Firms may mostly motivate their
decision to integrate on the basis of strategic resource accessibility, but subsequently
mechanisms are needed to manage the increased transaction costs induced by closer
cooperation.

EDM as part of the experience economy

EDM event organizations are no traditional providers of goods and services: they deliver
immaterial economic value in the form of experiences. Pine and Gilmore (1998) were among
the first to coin the term ‘experience economy’ to describe a new trend in creating economic
value. The experience economy differs from the service industry in that services and products
merely facilitate the building of experiences. Services work as the stage and products as the
attributes which support the creation of a memorial feeling with the customer. The literature
on the experience economy takes different views and perspective (Candi et.al, 2013). The first
view sees experiences as the total of delivered services which generate a certain memorable
feeling with the consumer. Zomerdijk and Voss (2011) for instance employ this view,
sketching the customer experience innovation as the way in which firms systematically design
and manage services which focus on customer experience rather than just on the functional
benefits following from the products and services delivered. The second view links
experiences directly to a brand name and customer’s perception on a company. Take as an
example the “Heineken Experience’, a venue in Amsterdam where costumers pay a fee to
‘experience’ the Heineken brand. This goes way beyond a simple guided tour of the old
brewery: by means of image, sound and all sorts of existing games and rides the visitor
experiences something unique. Clearly, the Heineken experience does not focus on the
experience as it core product, but as a way of promoting its global brand name.

Both views on experiences take the perspective of service management. A third way to look
at the supply of experiences is to see it as a separate branch of products / services with
innovates in its own way. This perspective implicitly differentiates between experiential and
non-experiential services. Firms in the entertainment branch have already for decades focused
on experiences as their distinctive product. Concepts like World Disney or the Hard Rock
Café use the ensemble of artists, lights and sound, locations and drinks as the stage and
attributes to create a unique experience with the customer. Candi et al. (2013) argue that the
potential benefit of experiences can apply to all business. Experiential staging from this point
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of view is an innovation strategy in which product differentiation is reached by developing
experiences. That is the viewpoint our paper takes in studying the EDM event industry.

3. Methodology for case study

Research design and data collection

In order to shed light on the various motives for going hybrid, and on governance
mechanisms and the role of trust in managing these, this study uses a cross-sectional research
design. Cross-section research in which several cases at a single point in time are studied is
suitable for looking at patterns of association among participants (Bryman, 2012). This study
uses the semi-structured interview because it allows for collecting data on some key factors,
but leaves room to let new topics or insights emerge during the interview.

The research population of this study consists of all hybrid organizations of EDM event
organizers in the Netherlands. EDM events in this definition include both indoor and outdoor
Should be common knowledge? to realize a specific event. A non-random purposive method
of sampling has been used. The advantage of this type of sampling is that participants can be
identified on the basis of their presumed contribution to the research question, which in the
case of an explorative study is particularly beneficial.

The strategy of non-representative purposive sampling in this study builds on a number of
steps. First, a list of all outdoor EDM festivals in the Netherlands in 2013 is used to identify
possible hybrid organizations. Unfortunately, no such complete list for indoor EDM events
exists. However, the larger part of EDM festivals are organized by firms which are also active
in hosting indoor EDM events. Moreover, substantial investments have to be made to realize
an outdoor EDM festival, so firms which undertake this risky business generally are large
firms with event planning experience. From the perspective of purposive sampling these firms
are highly valuable as participants.

In order to identify which EDM festivals are organized by a hybrid organization, the website
of each event was looked at to see if more than one firm is mentioned as either direct
organizers or as stage ‘hosting’ partner. Such “hosting’ partner is responsible for managing
the acts and decoration of a specific stage during the event. Most often part of the agreement
will be that this host partner’s name will be linked to this stage. The level of involvement and
responsibility with the overall event organization vary between different hybrid EDM event
organizations. The result of the website analysis is a list of a subset of hybrid organizations in
the Dutch EDM event industry. It is possible that some EDM festivals which do not list
multiple firms on their website are in fact undertaken by a hybrid organization. These hybrids
are left out in this step of the sampling process.

The second step is to contact the identified hybrid organizations. In total 27 hybrid
organizations were identified, consisting of 110 unique organizing or hosting firms. A subset
of 28 organizations of 24 listed hybrids was contacted either by mail or Facebook in case of
missing contact information. Three hybrid organizations of this list were contacted in a later
stage of sampling. Non-response of this round of sampling is 68%, as only 9 out of 28 firms
were willing to participate. Contacting was done in the first and second week of July 2013.
These weeks fall in the middle of the Dutch festival season which starts at the end of May and
ends halfway September. Although most EDM event organizations were enthusiastic about
the study, the high non-response must be attributed to the timing of this stage of sampling.
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A third round of sampling was undertaken to enrich the sample of participants with some key
players in the industry. The Dutch EDM event industry is characterized by strong social ties,
so snowball sampling has been used to come into contact with managers and sector specialists
with lot of experience in the EDM sector. Snowball sampling is a way of purposive sampling
in which each participant is asked to suggest someone else who might be willing to
appropriate for the study. From halfway July to the end of September 2013 another 11
participants were added by this method. All contacted potential participants received a brief
description of this study and of the research goals. This ensured participants to match the
study population and prepares them for the interview. During the interview more in-depth
explanation of the research purpose and context was provided. Each participant was asked if
he or she approves that a transcript of the interview is made and used anonymously in the
analysis of this study. Afterwards the participants were asked if they would like to receive a
copy of the research-summary.

In total nineteen semi-structured interviews were conducted during the course of this research.
Fifteen participants are managers of EDM event firms which at the moment of interviewing
all were engaged in at least one hybrid organization. The remaining four participants (firm
#12, #16, #18 and #19) are industry experts with extensive knowledge of the EDM event
business (see table 1 for a summary of the set up of the interviews).

Table 1Participating organisations to the interviews.

Organisations

Group of 9 first round Meubelstukken (JV/ Amsterdam ), Sekoia (Alliance / Utrecht),
participants (Utrecht: 5, Deep Dish Chase (Expert / Utrecht), BandjeBandje (From
Amsterdam: 2:, Alliance to JV / Amsterdam), Paradigm (Alliance / Groningen),
Groningen: 1, Delft: 1) Kranck (JV / Utrecht), Elevation Events (JV / Utrecht), ZeeZout
(JV / Delft), Toffe Peren (JV / Utrecht)

Second round Next Monday’s Hangover (JV / Amsterdam), GirlsloveDJs (JV /
participants according to | Amsterdam), Apenkooi (JV / Amsterdam), Studio80 (Expert /
snowball method Amsterdam), ID&T’s X-Lab (Expert / Amsterdam), Morgen.am
(Amsterdam: 8, Utrecht: | (Alliance & JV / Amsterdam), Give Soul (JV / Rotterdam),

1, Rotterdam: 1) Stekker (From Alliance to JV / Utrecht), FeestjesMetKorting (JV

/ Amsterdam), Shoeless / Nachtlab (Expert / Amsterdam)

Note: JV means joint venture

Interview duration ranges from 32 minutes to 89 minutes, with an average of 59 minutes.
About one third (7/19) of the interviews were conducted by Skype, all other interviews were
face-to-face. More than half of the interviewed participants operate in Amsterdam, which is
not surprising since the Dutch EDM industry is highly clustered in this area. Other operating
cities of EDM event organizations are Utrecht, Delft, Rotterdam and Groningen. In
accordance with the high speed in which the Dutch EDM industry is growing, the majority of
firms (11/15) are not older than five years. The oldest participating firm in this study was
founded in 1997 and has since continuously hosted innovative EDM events. The semi-
structured in-depth interviews in this study uses an interview guide which covers four general
topics: (1) motivations for going hybrid, (2) the use of contracts and management as
governance mechanisms in lowering transactions costs, (3) the role of trust as governance
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mechanism. In order to contribute to the Dutch government’s goal of stimulating innovation
in the EDM industry, a fourth topic was added, namely: (4) the role of government policy.
These topics and associated questions functioned as a guide line and lay out for the interview.

Methodology for data analysis

The data analysis in this study reflects the qualitative nature of the research strategy. First, the
recordings of each interview are transcribed. The interview transcripts are subsequently coded
with MAXQDA. A codebook of relevant labels is developed in an iterative and inductive
process. In this way key themes, patterns, ideas and concepts are developed during the
analysis of the data. The codebook which has been the result of continuous redefining of
categories during the coding process is available on request. After selective coding a content
analysis is done in which frequencies are counted and sequences of words are looked for. All
clustered and categorized data are used for conclusions-drawing. Moreover, conceptually
coherent explanations of findings are used to alter or complement the lessons from our
reading of the theory from the literature and of the empirical studies of others.

All interviews were in Dutch, the vernacular of the interviewer and interviewees. All quotes
in the following sections are translated from Dutch to English. In order to enhance reliability -
the extent to which research can be replicated - all procedures for selecting respondents,
conducting interviews, and analyzing data are documented as transparent as possible. It
includes the interview guide which has been used during the interviews and the MAXQDA
codebook which has played the most important role in drawing conclusions.

4. Analysis of interviews: why going hybrid

This section provides an assessment of the importance of transaction costs and transaction
cost management in the formation of hybrid organizations in the EDM event industry. In total
14 out of 19 interviewed participants in this study were engaged in one or more hybrid
organizations. These interviewees were specifically asked about their motivations to team-up
with competitors to jointly organize EDM indoor- and/or outdoor events.

Transaction costs management in the EDM industry

Event producing firms in the EDM industry act as orchestrators of a supply chain of elements
that combined produce an event experience. Many organizations might host only a dozen or
so events a year, especially during holidays, which make demand for inputs fluctuate. .
Because of these peaks and lows in demands, in-house development of most activities is not
feasible and EDM event inputs are outsourced to key suppliers and stakeholders. ‘Some
suppliers may be even bigger than we are in terms of turnover. We focus on the basis, which
is delivering an experience’ (firm #19).

Two types of transaction costs in the EDM industry can be distinguished, namely: production
and promotional transaction costs. Production transaction costs stem from asset specificity
and uncertainty which lead to high financial risk. Most of an event’s inputs are only useful on
the event date, thus time specificity is very high (Malone et al., 1987). The riskiness of
producing an EDM event is increased by the unpredictability of visitor behaviour and bad
weather. Firms also face considerable promotional transaction costs versus the consumer or
visitor of the EDM event. Search costs to find and target potentially interested consumers
with promotional material have to be made. In converting the potential visitor to an actual
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visitor, transactions costs follow from the information gap between the firm and the visitor.
Transaction cost management therefore is at the core of organizations in the EDM event
industry (firm #19)

Three main competences which lower production induced transaction costs are mentioned by
interviewees: (i) developing production experience, (ii) building a good reputation, and (iii)
working towards a network of (trusted) suppliers and colleagues. First of all, most start-ups in
the EDM industry are formed by young enthusiasts with a love for house music, but not
necessarily with the skills and knowledge to manage a large-scale event. During the
production of an EDM event all stakeholders need to know exactly what, where, when and
how to deliver their goods and services. It is reported that inexperienced firms often take bad
decisions, trying to bargain for cheap inputs and services which eventually lead to higher
transaction costs and thus higher overall production costs.

Firm #12 sketches two examples which highlight the importance of experience. ‘I often see
inexperienced firms trying to economize on essential parts of an EDM event, for instance by
hiring power supplies specialized for construction, which are cheaper. However, these power
supplies are not as reliable as you want them to be; if the music stops on the day of your
festival then at that moment you lose your core business. After two years you see these firms
switch to professional suppliers with more secure and stable material’ (firm #12). In other
words, specialized technological knowledge is crucial in managing transaction cost. Logistics
can also be a major bottleneck. Non-specialized suppliers are often not familiar with the
importance of the very tight time schedule which are important to the EDM event. A supply
delay can jeopardize the whole preparation process, leading to drastically increased
transaction costs. These technical and logistical know-how are developed in a learning-by-
doing way, therefore building production experience is crucial in reducing transaction costs.

Secondly, building a strong reputation lowers production transaction costs. Eight interviewed
participants point out that it often entails considerable transaction costs to receive a permit by
the municipality. ‘You need to talk to so many different authorities; first the district, then the
emergency services, then the municipality. Speaking for Amsterdam, | would like some sort of
a municipal nightlife service, with someone who knows what he’s talking about. Not some old
guy who’s never been to a party and judges whether it will work or not’ (firm #18). Clearly,
considerable search-, information- and communication costs stem from the process of permit
application. Organizations with an established strong reputation will be more easily granted a
permit by the municipality; ‘we know the police, we know the municipality, we know the fire
department and they know us. They know that if we host an event that they can expect a
certain quality’ (firm #17). In addition, a strong reputation males a firm credible to bookings
agencies and locations, making it possible to program bigger names in more exclusive venues
(firm #11, #12).

Lastly, working towards an extensive and trusted network of suppliers and colleagues will
reduce production transaction costs. ‘Our network is our most important asset, that’s inherent
to the creative industry” (firm #18). Working with a trusted network of suppliers decreases the
risk of opportunistic behaviour, uncertainty about delivered quality, and chance of
miscommunication or mismatch in ways of doing business (firm #12). In addition,
networking with suppliers and colleagues yields goodwill which lowers transaction costs, for
example by making it easier to obtain specific market information or a preferred location
(Firm #1, #2, #13, #14).
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Besides management competences interviewees hame two market trends which have lowered
overall transaction costs in the EDM event industry over the years; (i) supply chain
transparency and (ii) the upswing of event production houses. Gradually a vast amount of
small and large suppliers specialized in EDM events have entered the market, which has
decreased search- and information costs in the supply chain (firm #3, #9, #16, #18). ‘Five or
ten years ago it was much harder to just host set-up a festival. You really had to be ID-T or
had to do it all by yourself. Today all sorts of small firms exist who can handle this for you,
the whole festival landscape is just much more evolved in recent years’(firm #3). Also, the
clustering of EDM organizations and events in Amsterdam foster knowledge spillovers
among event organizations (firm #16). “You visit ten festivals and if you pay attention to how
the fences and bars are placed, than it seems quite simple to organize a festival’ (firm #9).

Although the supply chain has become more transparent, the success of an event still depends
on linking all parts together against minimal transaction costs. Firms can hire specialized
event production houses to lower costs (firm #12, #13, #18). These production houses are
experienced in hosting small- and large-scale EDM events and comprise extensive networks
of trusted suppliers. An event organization can adjust the level of involvement and advice of
production houses according to their own knowledge and capabilities, as well as the scale and
uncertainty of the event. On a more specialist scale production houses also play an important
role. For instance, Amsterdam-based ‘Nachtlab’ acts as a platform which links all sorts of
artists and creative skills to offer EDM event organizations creative services from sketch to
construction. Or, on an even smaller scale, production houses can take care of things like
artist-handling; taking away all the hazards in coordinating that artists arrived at the event
destination on time and are supplied with all their needed techniques and beverages.

The large inflow of small EMD event start-ups in the last couple of years is associated with
this drop in sectorial transaction costs. Transparency and production houses have made it
easier to organize an EDM event without considerable start-up costs to gain experience and
social media has made it possible to rapidly avail of a visitors community. ‘In our business
it’s not about knowledge, it is about networks and followers’ (firm #14). The large increase in
number of EDM festivals over the years has made the festival landscape rather competitive.
Avrtists have benefitted heavily from this trend, as event organizations are trying to outbid
each other for the most popular DJs. There is a variety of supply for each EDM lover, though
there are growing complaints on high entrance fees (Van Terphoven, 2012).

Role of social media

On the promotional side of events, the development of social media has drastically changed
transaction costs of searching, attracting and retaining visitor communities. Visitor
communities regenerate themselves every three to five years (Van Veen, 2013). For event
organizations it is highly important to constantly find and bind visitors to their brand. In the
early ‘90s building a visitor community was rather time consuming and costly as all
promotion channels were physical; such as the collection of postal addresses or distribution of
flyers and posters (firm #9, #11). In other words, building a visitor community used to entail
considerable transaction costs. Nowadays, physical promotion merely supports the far more
important channels of online promotion (firm #2, #5,, #9, #14, #18). Every weekend house
music lovers can choose from an overflow of events, clubs and DJs. For potential visitors it is
not only important which DJ is playing, but even more so where all your friends and fellow
party people are going to. ‘People want that feeling of togetherness’ (firm #5).
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Facebook works as an platform to build such an (online) community against low transaction
costs. All promotional event information can be communicated to the audience in an
interactive way, for instance by uploading teaser movies, polls, links to music pages of artists
or by advertising pictures from previous events. By ‘attending’ an event all a — still potential —
visitor makes clear to his social network where he’s going that Saturday and allows any
potential visitor to track which other friends are attending. Any visitor is free to invite other
potentially interested people from their own online community to the event, while ‘like and
share’ competitions more generically extend the events promotional reach. In addition, people
can like an event organization’s page on Facebook which will automatically update them with
information about new events. The best part is that this online ‘buzz’ can be created while
making hardly any expenses. ‘Online you can get very far without spending a single penny. If
you have a lot of likes on Facebook you earn respect, it shows that you're doing something
right’” (firm #14). Facebook ads do entail costs, but are way more effective than newspaper
ads for they can be focused on a target group specified by age, sex, and interests.

Against this background, it is not surprising that some event start-ups are spin-offs of online
magazines or other online communities. Next Monday’s Hangover started out as
Overdose.am; a popular online magazine which blogs about art, fashion, music and other
cultural aspects of Amsterdam. In 2010 it started developing offline activities and was able to
grow rapidly, not only due to their creative concept, but also through using their already
established online marketing channel. Another example is Sekoia, which strategically chose
to build an online community from which to launch offline events. In 2012 it started as an
online platform on Facebook for sharing a specific sound of EDM, which in a year grew to
over 4000 likes. Today it hosts its own monthly nights in cooperation with Claydrum events,
and has participated in the Next Monday’s Hangover festival.

Summarizing, transaction costs in the Dutch EDM event industry have decreased over the
years. Production transaction costs have decreased due to supply chain transparency and the
rise of specialized event production houses. Promotional transaction costs have decreased due
to the use of social media in finding, attracting and retaining visitor communities.

Motivation to form a hybrid organization

Both transaction costs considerations as well as resource-based motives play their role in
pushing firms to horizontal hybrid organizations in the EDM event industry. To divide short-
term and long-term arguments, this research considers the former as being primarily
applicable to a specific EMD event, while the latter foster a firm’s long-term competitive
advantage.

TCE: Lower transaction costs

Starting with short-term cost savings, participants named five ways in which forming a hybrid
organization can lead to transaction cost savings. First of all, decreased financial risk was
named by more than two thirds of participants as motivation to form a hybrid organization.
Financial risks for many firms are such high that one major hiccup can jeopardize the
financial health of the entire firm. ‘Maybe you could do it on your own, but if it goes wrong
you’re done because a festival can cost you up to half a million or a million euro’s to
produce. So if you can do it with a total of five, you share the risks thought your profit is
perhaps slightly less too’ (firm #3). However, all saved equity can be put to work in other
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events. In this way firms can spread the financial risks associated with organizing EDM
events.

Though not actively asked about asset specificity and uncertainty, some participants indeed
guoted these as adding to the financial risks of organizing an event. When discussing financial
risk firm #3 explains that investments in the start-up phase of an event can easily add up to
sixty or seventy thousand euro’s. Additionally, visitor behaviour and the weather are great
sources of environmental uncertainty; ‘If by change heavy weather comes up, or you just
don’t sell enough tickets, then you can just forget about it” (firm #1). Hence, the hybrid
functions as a collective insurance, which is apparently needed because of insurance market
failure.

Secondly, firms cooperate to leverage their investment opportunities (firm #4, #9, #10,
#13, #14, #15). EDM events are often fully financed out of equity, which limits organizations
in their investment opportunities since most suppliers and stakeholders demand pre-payments
for their products and services. Especially small start-ups have difficulty in financing their
projects. The capital market for EDM events seems to fail as banks and investors lack
industry knowledge and therefore avoid participating in these projects. In addition,
organizations face transaction costs in receiving the revenues made of entrance fees. The
ticket selling companies generally pay out a small EDM organization only two weeks after
the event has taken place, while larger firms with a better reputation still can get only part of
the payments prior to the event.

To overcome these obstacles, firms participate in hybrid organizations to lower transaction
costs of attracting capital by leveraging their financial strength. ‘When we were asked to
participate, we had given some parties but we surely did not have a fat bank account which
we could use to do large investments. Our partner did, so that was a good opportunity for us’
(firm #15). Because transactions costs of attracting financial resources and financial risk are
lower, small- and large firms can more rapidly scale up the size and quality of their events. As
firm #14, an one year old EDM event start-up, puts it; ‘at a certain point we would surely
have been able to do it ourselves, however, that’s far more difficult. Now we have also been
able to grow as a community which would also have taken considerably more time if we
would had to build it on our own’.

A third way in which hybrid organizations lower transaction costs of organizing an event is
by combining visitor communities and marketing channels to lower environmental
uncertainty. More than 85% of hybrid EDM event organizations quoted this argument. Most
EDM event organizations own a website, twitter account and multiple Facebook pages. By
adding all these marketing channels the hybrid can target a large group of potential party
people. “To launch a new event from scratch, an event this big, that is not easy. So we decided
to combine all communities so potential visitors would be targeted from so many channels at
the same time. When people start attending the event on Facebook this can then start a sort of
snow-ball effect, which was really interesting for us’ (firm #9). Not only will the total reach
of promotion increases, but followers which are in the community of more than one partner
will be more likely to attend the event, which decreases environmental uncertainty for the
hybrid organization.

Combing visitor communities is however also a strategic way of lowering long-term
transaction costs. Considerable transaction costs are associated with finding, attracting and
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retaining visitor communities. Brand loyalty in the EDM event industry can’t be bought but
develops slowly over time. However, firms in a hybrid can save transaction costs of building
visitors communities by combining all their marketing channels. Some hybrid organizations
host events in which every single participating firm has its own stage. Loyal fans of firm A’s
concept will go to the event for that stage, but at the same time are introduced with the
concepts of all other firms. Interviewed participants see this as an effective way of extending
their visitor community against low transaction costs; ‘by cooperating you bring together
partners that may have some overlap in fans, but for to a large extent also do not. So it’s an
introduction for a lot of fans (firm #1). For firm #12, forming a hybrid organization is also a
strategy when trying to enter new geographical markets. By partnering with firms who have
already established a significant visitor community in another region this firm is able to
decrease environmental uncertainty.

Another long-term strategic argument, mentioned by half of the interviewees, is combining
business networks as a way to decrease transaction costs of searching for partners, negotiating
deals, and building business relations. Building strong network relations are a key
competence for EDM event organizations which act as orchestrators in the supply chain.
Especially start-ups face substantial transaction costs when building a trusted network of
relations. By participating in hybrid organizations with more experienced firms these young
enterprises can take a shortcut. As firm #13, a two-year old start-up, quoted: ‘you just learn
enormously from working together. Through the network of our partner we got in contact
with people who simply with one call can arrange a festival’.

Lastly, firms in a hybrid can benefit from lower information costs. Partners can share
information about suppliers, for instance about what artist fees are fair in order to reduce
negotiating time with booking agencies (firm #7). In addition, hybrid organizations will often
share market information internally. Information bought-in through market transaction will
most likely be either commonly known or out-dated in this high velocity sector. In addition,
not many firms possess industry specific information and are willing to act as knowledge
broker to other EDM event organizations. Three of the interviewed participants conducted a
strategy of partnering up with local organizations to gain access to information about the
markets they wanted to enter.

RBV related arguments

Although less important than the transaction costs economic arguments, interviewed
participants did also name arguments of long-term strategic advantage which relate to the
resource-based view on hybrid organizations. Two main groups of motivations be
distinguished: (i) sharing unique capabilities, and (ii) sharing unique resources.

First of all, almost 80% of the participants quoted that partners can learn from each other’s
best practices in the production and promotion of an event. No blueprint or instruction manual
for hosting a smooth and successful event exists. If a company thinks it lacks certain
capabilities then asking advice or buying information is not sufficient because it misses the
‘tacit’ part of knowledge (firm #4, #7). Close cooperation in a hybrid setting fosters the
exchange of difficult to transfer tacit knowledge which is essential for developing skills.
Start-ups often lack necessary production experience and thus are motivated to learn from
more experienced firms in a hybrid setting. ‘Our partner knows the tricks of the trade, they
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work with a very good production house, so all of a sudden we were surrounded by people
who knew what they were talking about and had a lot of experience’ (firm #15).

But sharing skills is also important for large and more experienced companies. Van Veen
(2013) explains that it is essential for organizations to stay close to the market and refresh
their concepts as visitor communities regenerate themselves every three years. ‘The young
should cooperate with the old to learn, and the old should cooperate with the young to know
what’s happening. That’s a continuous ecosystem of cooperation’ (firm #7). Start-ups of
young enthusiastic entrepreneurs know how the younger generation thinks and how
organizations can attract these visitors. Two interviewees name the failure of Dance Valley in
2010 as an example of an event that was unable to innovative its concepts to get in line with
the needs of younger generations of party people.

Apart from having a direct relation to experience, partners may simply engage in hybrid
organizations to use each other’s further strengths in organizing events. Some event
organizations may for instance have clear competences in building a promotional buzz, while
other firms are strong in the production side of events. Firm #9, a large firm participating in a
hybrid with more than two firms: ‘we are good at gathering sponsors, while our partners
specialize in the conceptual or production side of the event. Over time a natural sort of work
division develops’. Moreover, firms cooperate to combine creative skills. Every firm in the
EDM event industry tries to differentiate its event concept with music and style from the
competitors. By forming a hybrid organization companies can increase the variety of an event
by making use of the partner’s specialization in music or style. In this sense, hybrid EDM
festivals are like tribal gatherings; each partner defends its concepts with a stage on the event.
Visitors are given the opportunity to compose their own experience by choosing between
concepts that differ in sound and style. On the other hand, the exchange of creative ideas
within hybrid organization can lead to innovative new concepts. ‘Sometime new and exciting
can develop if three partners share their musical vision, and especially in Amsterdam people
love new things’ (firm #1).

Secondly, hybrid organizations are formed in order to share unique resources, which is
mentioned by more than two thirds of the participants. Half of the participants mentioned that
by joining forces they can increase their production and promotional workforce. ‘By adding
up your list of personnel or volunteers, you can achieve much more. Simply put, double the
amount of promoters hanging posters in the city, and you double your promotional reach’
(#12). By joining forces firms increase their production capacity and are able to do bigger and
better events, or shift some of their capacity to start-up other events. ‘You are able to
cumulative exponentially do more if your cooperate. You become bigger, more powerful, and
faster’ (firm #7).

Another unique resource that firms in a hybrid organization are eager to share and economize
on is reputation. For start-ups it is interesting to cooperate with established names in the
industry because it increases their own credibility (firm #13, #15). For older firms
participating in a hybrid can help to repositioned them in the market; ‘we used to been seen as
very commercial but now our stage stands between stages of a bunch of other very credible
organizations. In this way our brand appreciates, because it’s no longer seen as commercial’
(firm #3). Hybrid organizations are also able to book bigger DJs which positively affect the
reputation of firms within the hybrid (firm #12). However, as firm #10 mentions, one has to
choose partners carefully for their reputation may backfire yours.
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Other arguments

The interviewees mentioned two other important aspects which can only be loosely connected
to the TCE arguments to form a hybrid form of organization, namely (i) intrinsic motivation
and (ii) economies of scale.

First, companies are motivated to cooperate with others because it is fun to work with
likeminded people, which can be seen as non-monetary reward or welfare gain to the firm.
This argument was named by more than half of the interviewed participants. ‘Do not
underestimate that we’re also friends of each other and enjoy working together. Actually,
sometimes there is no business argument behind closer cooperation, other than that it’s fun’
(firm #15). Many, if not all, entrepreneurs started organizing events as a hobby, with the idea
to develop something new and exciting with a bunch of friends. These enthusiasts see other
EDM event organizations more as colleagues than as direct competitors, so hybrids are easily
initiated.

In this creative industry it is often the passion for EDM music and culture which brings
entrepreneurs together. This is even true for established events organising firms which host
festivals of over 2000 visitors (firm #8, #11). ‘Making a lot of money has never been my goal,;
I want to do things, create things, and to get a kick out of that preferably in a fun way’ (firm
#11). On the other hand, some start-up participants explicitly quoted that business arguments
for them are far more important than working with friends (firm #7, #10). ‘I’m looking for a
win-win situation, for me and the other firm. It may even be that we don’t like each other but
we do have mutual respect for each other’s product or service and benefit from that’ (firm
#7).

Secondly, hybrid organizations are able to host bigger events and can thus benefit from
economies of scale (firm #9, #15). Especially outdoor EDM events involve significant fixed
costs such as overhead, costs of permit authorization, or facility services. ‘Hosting an event
can be done at different levels. Small scale events are actually very inefficient” (firm #9).
Hence, in terms of economies of scale it’s profitable for individual firms to form a hybrid
organization and do one large-scale event rather than to separately host two medium-sized
events.

Summary

The empirical findings show that hybrid organizations in the EDM event industry are
motivated by both short-term cost savings as well as long-term strategic advantage. Short-
term and long-term motivations may both stem from transaction costs economics, where
saving on transaction costs in the long run can, in its turn, be an important aspect of resource
based strategic decisions, and can, hence, also be deducted from a RBV perspective. This
confirms that the notion of TCE and RBV providing complementary perspectives on the
rationale behind the development and existence of such hybrid settings..

The interviews show the relevance of the following short-term maotivations for going hybrid
in the EDM event organisation: (i) sharing financial risk, (ii) sharing visitor communities and
marketing channels, and (iii) leveraging investment opportunities. These three arguments
decrease transaction costs in the organization of a specific EDM event. In addition, (iv)
economies of scale relatively reduces production costs of an event.
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EDM event organisers name four motivations which by lowering transaction costs build long-
term competitive advantage: (v) extending business network, (vi) sharing supplier
information, (vii) sharing market information, and (viii) extending the visitor community. All
of these arguments lead to greater efficiency and effectiveness of EDM organizations and thus
help strengthen a firm’s position in the market. From the resources perspective interviewees
referred to (ix) learning from partner’s unique capabilities, (X) sharing creativity, and (xi)
sharing reputation. In addition, a subset of firms is (xii) intrinsically motivated to form a
hybrid organization with other EDM organizations.

5. Analysis of interviews: how going hybrid

After discussing the motivations why to set-up cooperative hybrid organizations, interviewees
were asked about the function and relationship between different governance mechanisms of
their hybrid organization(s). Subsequently, trust, central governance bodies, equity joint
ventures, and contract were all quoted as governance mechanisms to mitigate these
organizational transaction costs within the hybrid. Firms were also asked about the drivers of
different types of trust towards their partners in the hybrid organization. This section
discusses all these findings.

Internal transaction costs

All time spend on negotiating, communicating, dispute solving, coordinating and controlling
the hybrid can be regarded as internal transaction costs for firms in a hybrid organization. In
order to reduce these costs most established firms spend huge amounts of resources on
communication and efficiency training. In some cases reorganization of the firm may even be
necessary to control organizational transaction costs. The costs of aligning people within the
organization efficiently may also be substantial in hybrids, even more so when independent
firms within the organization differ in ways of doing business (firm #4, #6, #15). ‘If we
organize an event by ourselves then we all already know what our vision of that event will be.
When we work together with a partner then we all need to get on the same page. That always
takes time, and may produce some discussions’ (firm #15). This alignment becomes even
more difficult as the number of participating firms or the time horizon of the hybrid is larger
(firm #6, #8, #15)

Internal transaction costs stem from interdependencies among firms. Hybrid organizations are
coalitions of autonomous but interdependent firms which will often differ in individual
interests. As in buyer-supplier relationships, partners in a hybrid setting need to manage risks
of opportunistic behaviour and bounded rationality. As the hybrid organization grows or the
time horizon increases, negotiation costs over rents increase (firm #3). Moreover, how can
you trust your partner in the hybrid organization, when that same firm is your competitor in
the market? Close cooperation often entails sharing crucial business information which can be
used by partners to behave opportunistically. In this respect two interviewed participants
perceived internal transaction costs of a hybrid setting higher than all possible benefits (firm
#6, #12). ‘I don’t participate in those collaborations because the risk of having to do
concessions, having to learn to work together, all that time and energy which are needed, the
chance of disagreement; I think it’s a waste of my energy’ (firm #12). Hence, the success of
hybrid organizations for a large part lies in the ability to manage internal transaction costs in
order to fully exploit the advantages of cooperation.
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Trust

To leave interpretation of trust as open as possible, participants were asked how they view the
overall role of trust in the hybrid organization. The transcript of the interviews indicate that
both goodwill trust and competence trust as governance mechanisms lead to lower (internal)
transaction costs. Both calculative as well as social drivers can be linked to trustworthiness in
hybrid organizations in the EDM event industry.

More than 85% of the participants named goodwill trust as important in the establishment
and/or governance of the hybrid organization. Participants specifically mentioned two aspects
of goodwill trust which lead to lower internal transaction costs of hybrid organizations.

First of all, goodwill trust diminishes behavioural uncertainty in the hybrid by mitigating the
risk of opportunistic behaviour (firm #2, #3, #4, #8, #15, #17). ‘I think an important aspect of
good collaboration is trusting that you and your partners wish each other the best of luck.
Some of our partners are really close friends, we trust they will not deceive us’ (firm #15).
When goodwill trust is high, agreements do not have to be specified in length and detailed
contracts. Not every decision a partner takes needs to be double checked. Time spend on
controlling partners in the hybrid is reduced, as firms have confidence in each other’s effort to
behave according to the benefit of the total organization. As firm #2 mentioned about the
distribution of rents; ‘no contracts were signed, no terms of payments were specified,
goodwill trust was high enough to assume partners would deliver on their promises
promptly’.

Secondly, goodwill trust lowers time spend on dispute solving (firm #5, #8, #17). Hardly any
hybrid organization in this study shared office space with their partner companies.
Coordination was done by telephone, email or meetings. This makes it rather difficult to
check each other’s input into the project. When goodwill trust is low and the hybrid
organization encounters a setback, it is possible that a firm start questioning whether or not its
partner did the best he or she could to make the event a success. This can lead to serious time-
consuming conflicts. When goodwill trust is high firms positively perceive one another’s
intention to behave according to the agreement. Even if disagreements occur, these can be
resolved without too much trouble. Firm #5 on goodwill trust; “If something happens, you
grab a beer, discuss it, and then it’s done’.

More than two thirds of the participants in this study quoted competence trust as important in
lowering internal transaction costs. Competence trust relates to the confidence in the partner’s
ability to perform according to the agreement. This type of trust builds on having faith in the
partner’s strategy, business routines and management.

First, competence trust decreases transaction costs because of lower behavioural uncertainty
(firm #1, #5, #7 #9, #10, #13, #17). ‘You don’t have to worry if something has been taken
care of properly or not, you don’t need to double check’ (firm #1). Being able to trust that a
partner does not default on appointments and has the ability to deliver quality work is crucial
to the hybrid’s efficiency. Furthermore, firms need less control over their partner’s behaviour
if competence trust is high, which means tasks can be divided effectively without
significantly increased coordination costs.

Secondly, competence trust lowers the probability of time-consuming internal negotiations
about routines or strategy (firm #5, #14). During the organization of an EDM event, numerous
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strategically choices considering line-up, promotion, stage etcetera need to be made.
Competence trust increases the likelihood that firms will share the same vision. In this way
transaction costs which stem from all time spend on deliberations to get everybody on the
same page can be avoided.

Lastly, competence trust lowers miscommunication and coordination costs stemming from
differences in ways of doing business (#5, #17). Business routines in the broad sense entail all
written and unwritten rules about ways of working within the firm. This may be as simple as
setting up a budget plan. ‘Everybody assumes that his way of working is normal. If my partner
has a different method of preparing the budget, | need quite some time to getting used to that’
(firm #17). Another example is internal communication; some managers in this industry are
accustomed to discussing matters in an informal setting, while others may value a structure of
recording minutes and punctual business meetings. Competence trust will generally be higher
when firms are accustomed to each other’s business routines.

Interviewees were asked about the factors that influence their perception of goodwill trust
towards the partner. These factors are subdivided in social- and calculative trust drivers. The
former refers to processes that lead to intrinsic motivation to behave according to the
agreement. The latter include all factors and conditions which diminish the payoff of
behaving opportunistically and in this way lead to calculated goodwill trust.

The initial level of perceived goodwill- and competence trustworthiness is determined by
shared personal characteristics as well as calculative conditions. First of all, more than two
thirds of the interviewees named (i) shared norms and values as goodwill trust driver. Many
entrepreneurs in the EDM event industry are motivated by a passion for house music and
culture, which causes a sense of solidarity (firm #8, #14). To be sure, entrepreneurs take on
all possibilities to seek information about partner’s motivations and personal character. ‘If you
share the same motivation, trust is obvious’ (firm #14). If initial social ties are low, goodwill
trust can be assured by engaging in explorative talks to yield information about norms and
values (firm #5, #8, #11, #14). In addition, (ii) mutual artistic vision is a very important
condition for competence trust. This driver was named by half of the interviewed participants.
If firms prior to forming the hybrid organization feel they share the same vision of the event,
they are more confident that lengthy internal discussion will not be needed: ‘You don’t have
to agree an all things, but you definitely need some overlap’ (firm #5).

The EDM event industry is a community-like creative sector with much social interaction
which makes social ties important in generating trust (firm #1, #2, #5, #8, #15). More than
75% of the participants quoted social ties as important in the establishment of the hybrid
organization. Social ties as driver of trust can be categorized as working in both (iii) a social
as well as (iv) a calculative manner. Through informal ties firms learn about each other’s
behaviour, which helps to build goodwill and competence trust. These social relationships are
established when event entrepreneurs meet each other in informal settings, either during day-
time, but mainly in the small hours while attending one another’s event. At these parties,
‘social networking’ is as social as it gets, as friendships are formed by sharing ideas and
business opportunities while enjoying a couple of beers.

Especially in Amsterdam and Utrecht the EDM scene is characterized by strong community-
like ties. Participants do not view other firms only as their competitors, but rather as their
colleagues. ‘In that sense Utrecht is just as a village, if you occasionally organize an event or
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visit a club, you will definitely get to know each other at some point’ (firm #5). In addition
social ties are reported to originate from prior business interaction (firm #1, #3, #4, #5, #8,
#14). This might have taken the form of stage hosting on the partner’s festival, as well as
more arm-length’s business such as design work. This type of non-integrated cooperation
allows firms to gain knowledge about the counterpart’s ways of doing business and may lead
to personal friendships (firm #1, #2, #8, #11, #13).

On the other hand social ties can be seen as calculative trust driver for two reasons. First of
all, information flows rapidly through the Dutch EDM event industry due to the dense
network of social ties. “The music business, it’s a small world’ (firm #14). If firm A behaves
opportunistically, firm B can easily spread the news by telling his befriended colleagues and
let gossip do the rest. “If you do not pay four times, in no time everybody will know’ (firm #3).
Secondly, social ties enhance goodwill trust because managers anticipate their befriended
partner will not default on his or her promises because the direct and indirect costs of
breaking a friendship are significant. Although the old adage ‘don’t mix business with
friendship’ endorses the possible negative impact this could have on the friendship itself,
from a business point of view social ties strengthen (calculative) goodwill trust as governance
mechanism.

Another calculative driver of initial perception of goodwill- and competence trust is (v)
importance of reputation. As in a community, firms use reputation to value goodwill and
competence trustworthiness of other companies (firm #1, #3, #4). Firms can rank each other
on subjects like amount of visitors, the DJ line-up, or the exclusivity of the location. If a firm
has the reputation to sell-out its events, most likely other firms will have considerable
competence trust in this firm (firm #2, #10). Social media makes it possible to gain insights
into brand recognition and visitor communities, for instance looking at the amount of likes on
the organization’s Facebook page (firm #1, #9). In addition, firms with a good behavioural
reputation will find it easier to find partners and engage in cooperative hybrid organizations
because perceived goodwill trust will be higher.

The importance of reputation assures firms face considerable sanctioning in the form of
reputational damage if they behave opportunistically (firm #1, #2, #3, #5, #8, #9 #13, #14,
#15). As other EDM event organizations hear about misconduct they will exclude the relevant
firm from any interesting possibilities in the future. Moreover, key suppliers, such as large
production companies, may even exclude this firm from business. ‘Eventually, it will only
work out negatively for such a company. What I notice is that it changes their opportunities,
things do not come to them anymore’ (firm #8). In this way a cooperative equilibrium is
guaranteed because the threat of long-term reputation damage creates an ex-ante commitment
to not behave opportunistically ex-post. On the other hand, as firm #1 and #4 mention, the
community-like characteristic of the sector may also undermine sanctioning, as they say time
heals wounds. ‘Sooner or later you will meet again in this scene, so you also have to be
somewhat cool about it” (firm #1).

An interesting point in this respect was made by firm #13, a start-up firm that is partner to a
larger firm in a hybrid organization. This firm had not signed any cooperation contract, while
all ticket revenues were deposited on the account of its larger partner. Apart from goodwill
trust developed from social factors, this company had considerable calculative goodwill trust
in its partner because the latter had way more to lose in terms of reputation. ‘“To cheat on us
does not benefit them, it rather hurts them. With something like that we could go to the press’
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(firm #13). Hence, calculative trust can be especially important to start-ups firms which
cooperate with larger and longer established firms.

The working of reputation as collective measure of trustworthiness is quite strong in the EDM
event sectors of Utrecht and Amsterdam. ‘Reputation is really important. In the future you
may want to cooperate with other firms to do something bigger, so it’s vital that you are
credible and trustworthy. Of course you can ‘steal’ 10,000 euro and deal with all the trouble,
but why not share that 10,000 euro and the next time help each other earn 25,000 euro’ (firm
#5). However, no interviewees outside both cities named this calculative driver of goodwill-
and competence trust. It suggests that informal ties and community-like characteristics may
not be as strong in other geographical regions within the Netherlands.

Lastly, in today’s competitive EDM event market cooperation is a valid strategy for business
growth. This leads to the calculative condition of repeated interaction or (vi) interdependence
among firms (firm #1, #8, #9, #13, #15). Though some established firms can afford to act
independently, most firms intend on repeated interaction now or in the future. ‘You never
know when you’ll need each other. So yes, it’s not always sincere; sometimes it’s favoritism.
Everybody acts nice because they want sometime’ (firm #1).

Participants also quoted a number of factors which drive the development of trust during the
life-cycle of the hybrid, many of which overlap with those for the initial perception of
goodwill trust. Not surprisingly, goodwill trust is enhanced by (vii) development of social ties
over time when working closely together (firm #1, #8, #11, #13, #15, #17). Also, firms value
(viii) transparency of the counterpart’s behaviour because it diminishes negative gut feelings
about time amd effort spend on the hybrid’s goals or any suspicion about opportunistic
behaviour (firm #3, #13). As friendships develop the scope for more cooperation increases. ‘It
just feels right with these guys, we’re already talking about more cooperation, that’s just
really nice’ (firm #17).

On the calculative side, for the same reasons (ix) development of social ties, (x) importance of
business reputation and (xi) interdependence among firms can increase goodwill- and
competence trust. Interestingly, firm #9 mentioned that companies may repeatedly interact
with each other in different hybrid organizations at the same time, which increases goodwill
trust in a calculative way. If one firm would behave opportunistically, all other firms in all
other hybrid organizations would be notified, thus effectively placing a bomb under all
collaborations. Finally, (xii) stable business success increases goodwill trust. When events
are successful firms will anticipate on expected high and stable future profits by not behaving
opportunistically. However, if an EDM event becomes less successful the incentive to behave
opportunistically to gain short-term benefit will be larger, this worsens the trustworthiness
between firms in a hybrid organization (firm #8, #15). On the contrary, rapidly growing
concepts are prone to renegotiating efforts of hybrid participants (firm #3).

Central governance bodies and equity joint ventures

Quasi-autonomous governance bodies are formed when partners shift some of their decision-
making rights and responsibilities to a central committee that coordinates the hybrid
organization. Only three interviewees use such construct to coordinate their hybrid
organizations (firm #8, #9, #15). These firms are all in hybrid organizations with three or
more partners, which increases the need for of hierarchical control and decision making. ‘I’ve
noticed that the more people have something to say, the more complicated it gets. So I think
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it’s good to have some structure, leadership, and decision-making. | can’t imagine sitting
with four different organizations in a room discussing everything, that’s not going to work’
(firm #8). Firm #9 even installs an external manager to overview the hybrid cooperation. This
benefits the organization as all partners can focus on their core responsibilities without the
project becoming too fragmented. In this respect Den Butter and Ten Wolde (2013) show how
an intermediary lowers organizational transaction costs by managing the comprehensive
process of cooperation. In short, hierarchical coordination thus lowers transaction costs of
communication, negotiation and coordination.

Although other interviewees did not mention the use of a central governance body, the
interviews enable to make some interesting observations about hybrid coordination in general.
First of all, in a large number of hybrid organizations decision-making is rather flat (firm #4,
#5, #13, #17). The benefit of such a structure is that decisions are made in a very transparent
setting in which all partners have equal influence. This decreases behavioural uncertainty and
thus lowers internal transaction costs. Some form of leadership may arise when firms have
invested an unequal part in the hybrid, still equality in decision-making remains an important
way of keeping all partners committed to the organization (firm #1, #5, #15). Secondly,
internal transaction costs can be minimized by installing financial checks. For instance,
managers from both firms may share the responsibility to set-up and execute the budgetary
plan. Financial transparency decreases the risk of opportunistic behaviour for both firms (firm
#8). On the other hand, firms #4 and #17 let all receivables and payables flow through their
own account, which one-sidedly diminishes risk of opportunistic behaviour of the counterpart.
‘I like to keep control. In almost every cooperation | collect all revenue and do all payments.
If that wouldn’t be the case | would be more cautious’ (firm #17).

Apart from independent decision-boards, hybrids can be set up as independent private
companies; the equity joint venture. Only three participants in this study indicated they used
this governance structure in order to mitigate internal transaction costs (firm #3, #8, #9).
Motivations to take on this governance structure are to lower financial risk and uncertainty of
long-term hybrid organizations. The disadvantage of equity joint ventures is the costs of
setting-up the private company as well as lack of flexibility. However, when transaction costs
of financial risk, opportunistic behaviour and uncertainty outweigh those of committing to
partners in an equity joint venture, this governance structure is to be adopted. An equity joint
venture is especially advantageous to larger firms who run several event concepts at the same
time. “We prefer to structure every event or cooperation as independent as possible, so that
the risk of one separate event failing does not affect all our other events’ (firm #9).

Contracts

Contractual governance is an ex ante commitment between two partners to avert ex post
opportunistic behaviour. TCE predicts that firms in the EDM event industry rely more on
contracts when asset specificity, uncertainty and frequency of interaction are higher. Half of
the fourteen interviewees quoted large hybrid projects face considerable asset specificity and
uncertainty which lead to financial risk. To cope with this financial risk firms sign contractual
agreements. Another four participants cited the time horizon or frequency of interaction with
a partner increases the need for specifying contracts. “We do an evening here, a cooperation
there and we should have contracts for all those nights but in reality ninety percent of them
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are only based on trust. When you do something bigger or long-term 1 think it’s important to
set-up a contract’ (firm #3).

However, contractual agreements between partners in the EDM event industry do not always
exist (firm #4, #5, #9, #13, #17), or in many cases are not more than confirmed arrangements
by email (firm #1, #2, #3, #7). Three factors underlie this lack of reliance on contractual
agreements. First of all, participants indicate that an email confirmation counts as valid proof
in court. Secondly, the EDM event sector is a high velocity industry, where time and
resources to set-up detailed contracts often do not match with the pressure of event deadlines.
As a deadline approaches all focus is put on promotion and production of the event;
specifying the cooperative agreement itself tends to lose priority (firm #3, #9, #14, #17).
‘Either you spend time finishing your line-up or spend time on the contract; at that moment
your line-up gets priority. Before you know it the event has taken place and you haven’t
signed a contract. Nine out of ten times that’s how it works with us’ (firm #3). Thirdly,
experience plays a role in entrepreneurs’ perception of transaction risk and the applicability of
trust as governance mechanism. Start-ups seem to rely more on trust compared to their more
mature colleagues. As start-ups grow in size most of them encounter some sort of
opportunistic behaviour at first hand. These experiences can make them better informed about
the net transaction costs of trust versus contracts as governance mechanism (firm #1, #2, #7).

Lastly, for some hybrid organisations in the EDM event industry the usefulness of contracts
compared to relying on trust is doubtful. Drafting detailed contracts entails considerable costs
(firm #3). Bounded rationality means not all possible terms and conditions can fully be
specified, which leaves loopholes open for renegotiation and opportunistic behaviour (firm
#8). Moreover, in the creative EDM event industry too much emphasis on the contract can be
a sign of distrust to the partner (firm #14). Finally, small entrepreneurs lack the financial
resources to prove their contractual rights in court when needed (firm #4). Therefore, eight
out of fourteen interviewees in this study value trust as more important than contracts for
controlling their hybrid relationships. Another four participants assess trust as equally
important to contractual agreements.

Looking closer at the relationship between trust and contracts, two interesting findings
emerge. First, it seems that an inverted relation exists between the perceived level of
trustworthiness of the partner and the emphasis on contracts (firm #5, #11, #8, #13, #14, #17).
For instance firm #13 underlines that its goodwill-, competence- and calculative trust levels
are high enough to participate in the hybrid without having signed any cooperation
agreement, while its partner company collects and controls all revenue. Secondly, since many
firms lack the resources to go to court, contractual agreements rely on a certain level of trust
between partners as well. High levels of trust secure that in case of problems firms will have
less difficulty in coming to a mutually respected solution with the contract functioning as
guidance (firm #1, #3, #5, #4, #8, #13). When conflicts can be mitigated on the basis of trust
instead of diving into the details of the contract significant negotiation costs can be saved. In
short, high levels of trust can be a sufficient condition for controlling hybrid relations, while
contractual agreements generally need to be complemented by some level of trust to function
effectively.
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Summary

The inverted relationship between trust and perception of risk, suggested by TCE theory, is
confirmed by fourteen interviewees for both goodwill- and competence trust. The interviews
also reveal a positive relationship between asset specificity, frequency and uncertainty to the
perception of risks. Asset specificity increases financial risk and a larger time horizon of the
hybrid brings about an increase in frequency and more uncertainty; all leading to more need
for control. Appropriability was not mentioned in the interviews. A possible explanation is
that as firms are motivated to share information and skills, they worry less about creative
ideas flowing back to the partners in the hybrid.

It is found that social- as well as calculative drivers increase the initial perception and
development of trust in the EDM event industry. When initial trust is high and transaction
attributes are low, perception of risk can be low enough for firms to set-up a hybrid
organization relying purely on trust as governance structure. The caveat here is that
experience, or professionalism, of a firm can have an influence on how it perceives risks and
weighs different levels of trust in the hybrid organization.

With respect to transaction cost management within the hybrid organization, the interviews in
this study indicate that trust is the most important governance mechanism of hybrid
organizations in the EDM event industry. Trust can even be sufficient as governance
mechanism. Contracts and equity joint ventures become important as the amount invested is
larger or the time horizon of the hybrid is longer. Central governance bodies mainly play a
role in hybrid organizations with multiple partners. The high velocity characteristic of the
EDM event industry causes firms to rely proportionally more on trust as governance
mechanism because practical organisational aspects of the event often have priority over
drafting contractual agreements between partners in the hybrid.

6. Conclusions

In today’s economy all sorts of hybrid organizations can be distinguished as alternative ways
of organizing activities through arms-length market transactions or within the hierarchy of the
firm. Hybrid forms of industrial organization entail all inter-firm cooperation in which
property rights remain distinct, while a subset of resources and decision making is shared.
The case study analysis of this paper, using semi-structured in-depth interviews, shows that
the rationale behind choosing hybrid forms of organization in the Dutch EDM event industry,
is, to a large extent, to reduce transaction costs. Although our methodology of data analysis
has a qualitative nature and does not allow formal hypothesis testing, it provides a more
broader view on the various reasons to go hybrid, than a full fledged quantitative analysis
would do.

The focus of our research is on the arguments that transaction costs economics (TCE) give to
select the way of cooperation between partners organising EDM events at lowest possible
costs. Yet, in the academic literature the resource-based view (RBV) is put forward as
alternative to TCE to explain the organizational strategy. The empirical findings show TCE
considerations as well as RBV motives are important, indicating that neither theory fully
grasps the rationale behind the formation of horizontal hybrids. However, long run arguments
for strategic decision based on RBV can often also be explained as a way to reduce
transaction costs on the long run. There can be a trade-off between saving on costs in the
short run and being at risk to encounter larger costs in the long run. In this respect the
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interviewees mention that their strategic decisions in organising EDM events take into
account both short-term transaction cost savings and long-term transaction cost advantages.

Short-term transaction costs motivations are sharing financial risk, sharing visitor
communities and marketing channels and leveraging investment opportunities. These three
factors lead to a decrease of, respectively, asset specificity, uncertainty and transaction costs
of capital funding. Short-term resource-based motivations are sharing workforce and
utilization of partners’ production strengths. A firm’s personnel and production strength are
heterogeneous and immobile resources which produce cost-savings in the organization of an
EDM event. Lastly, economies of scale reduce the relative cost of producing an event.

Participants named four transaction cost motivations which enhance long-term competitive
advantage: (i) extending business network, (ii) sharing supplier information, (iii) sharing
market information and (iv) extending the visitor community. Here a hybrid performs better
than on the one hand in-house development which entails considerable time and expenses and
on the other hand acquisition through the market which is not feasible due to the high
intangibility of these assets. By participating in a hybrid setting firms are able to gain crucial
information and extend their networks at the expense of incurring only low transaction costs,
which improves the long term efficiency and effectiveness of the firm. Long-term resourced-
based motivations are learning from partner’s unique capabilities, sharing creativity and
sharing reputation. In addition, a subset of firms in the EDM event industry finds intrinsic
value in cooperation in a hybrid setting.

When being part of a hybrid, firms face interdependencies towards each other which lead to
organizational transaction costs. These costs include all time and expenses spend on
negotiating, communicating, dispute solving, and controlling relational risks. Traditional
transaction cost theory asserts the use of either contracts or hierarchical control to govern risk
induced by transactional attributes. In the EDM event industry this presumption holds. Asset
specificity increases financial risk and a long-term time horizon for the business tends to
increase event frequency and production uncertainty; all leading to more need for control
either through contractual agreements or equity joint ventures. Central governance bodies
play a role in efficiently managing cooperation of hybrid organizations with multiple partners,
thereby reducing organizational transaction cost. Asset specificity also plays a major role in
organising EDM events as these events have the character of experiences. Organisers make
ample use of social media to provide information on these experience, which proves a neat
way to minimise advertisement costs as part of transaction costs.

However, it can be concluded that trust plays a most prominent role in governing hybrid
organizations in the EDM event industry. Eight out of fourteen interviewees in this study
value trust as more important than contracts for controlling their hybrid relationships. Another
four interviewees assess trust as equally important to contractual agreements. Trust has a
reciprocal effect on perception of risk, therefore decreasing the need for comprehensive
contracts or hierarchical control. Moreover, different types of trust can be sufficient as
governance mechanism.

In summary, this study has expounded the ways in which firms can benefit from participating
in hybrid organizations. However, these benefits can only be (fully) reaped if firms are able to
effectively manage internal transaction costs. In this respect entrepreneurs possess a
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diversified set of tools, but the true challenge lies in balancing the trust mechanism with more
comprehensive governance mechanisms. It makes transaction cost management a central part
of business conduct, especially in the EDM event industry.

Scope for further research

This study of the EDM event industry shows that transaction cost management plays an
important role in the success of businesses in this industry. Our qualitative and explorative
research strategy has yielded a detailed story of the key concepts, drivers and associations of
hybrid formation and governance in the EDM event industry. Further research could
quantitatively test the significance and strength of these relationships with the aim to translate
the arguments of this study on hybrid transaction cost management into an empirically tested
model. However, no survey of firms in the Dutch EDM industry exists, which has been a
great impediment to the effectiveness of this study. Therefore, a question for future research
is what lessons for other parts of the creative industries, and more in general, for the
organisation of experiences, can be learned from our TCE perspective on going hybrid. In
that case, further research should look for creative or non-creative sector industries of which
such extensive firm data do exist.

Furthermore, all interviewed participants in this study indicated to a greater or lesser extent
the influence of experience and professionalism on the motivations to form a hybrid
organization, but even more so on the perceived risk and the governance structure used.
Designing a study specifically focused on the difference between start-ups and established
firms may yield interesting findings in the effects of maturity on cooperation and transaction
cost management in rapidly developing industries.
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