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		Abstract

		Business has been experiencing a worldwide trend towards greater integration and consolidation during the past decades. Prior studies on organizational boundary decisions (make or buy or ally) mostly are based on the transaction cost theory or the resource-based view. Our study investigates this issue from the agency perspective and examines whether equity-based compensation provides managers incentives to form corporate strategic alliances. Strategic alliances are expected to generate net benefits for the firm and its shareholders; however, in the presence of moral hazard and information asymmetry, managers must be incentivized to engage in strategic alliance activities that involve significant uncertainty and require a tremendous amount of managerial efforts. In this study, we predict and provide evidence that equity-based compensation is positively associated with the likelihood and the frequency of forming inter-firm strategic alliances. In addition, the empirical evidence shows that firms rewarding managers with a greater proportion of equity-based compensation are more likely to form strategic alliances in R&D activities and to form strategic alliances with other firms in the same industry. Overall, the empirical results are consistent with the incentive alignment perspective and the risk-sharing perspective of equity-based compensation under the agency framework and highlight the importance of equity-based compensation on organizational boundary decisions. 
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