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ABSTRACT

Globalisation and fierce competition necessitate MNEs to
rethink their strategies as well as their organisational
structure in order to survive in an increasingly complex
business environment. This has been accompanied with an
overt wave of strategic alliances signaling that these
strategic means represent an important weapon for the
multinational company to use in the Global battle.

However, the British involvement in such a wave is not as
clear as that of other countries, for most of previous
" research has been done on US and Japanese firms. The current
study rectify this shortfall by revealing the incidence of
British-foreign alliances during the period 1980-1989. The
main objectives of the study are to examine the motivations
of these alliances, to uncover the management practices of
such strategies, and to determine their impacts on the
international competitiveness of the British partners.

During the course of the last decade British MNEs have
formed 337 strategic alliances with foreign firms, mainly
belonging to the "Triad Region" of the US, Europe, and
Japan. Most of the alliances were concentrated in just four
industries; electronics, aerospace, telecommunications, and
automotives.

Technological complexity and the high cost of R&D as well as
globalisation and fierce competition are the main
motivations for British firms forming strategic alliances.

Strategic alliances' success lies in two main
considerations: one is balancing the attention in the three
crucial stages of the management process (planning,
formation, and operation and control), and two is
understanding the issues that link one stage to the other,
i.e. preparation for the formation stage and development of
the plan and management team of the alliance.

The "alliance performance is influenced by the scope of its
activities as well as the ability of the firm to
effectively manage such a strategy. S8trategic alliances have
positive impacts on three significant issues, namely; the
international competitiveness of the British partners, the
management of the firms, and their technological
capabilities. Further, firms that equally importantly
consider the three management stages of their alliances or
network of alliances are more 1likely to ensure ths
improvement and/or enhancement of their international
competitiveness.
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CHAPTER ONE

INTRODUCTION



1.1 INTRODUCTION TO THE STUDY

One of the most significant characteristics of
international business in the last decade is the frequent
use of international collaborative strategies between
multinational enterprises (MNEs) ranging from
simple, but strategic, partnerships to full mergers and

acquisitions.

This trend has been closely linked to the rapid
change towards the globalisation of businesses and
markets, the complexities and innovations in
technology, and the increased pressure of international
competition on even.the world's largest MNEs. These
factors are, no doubt, amongst the motivations underlying
the emergence of international strategic alliances as a
vital form of collaborative strategies. There are also
other factors specific to particular circumstances or
cases; (i.e. which can be related to a certain economy,

certain industry, and/or certain firm)=

The current research examines this emerging form
of international strategy with specific reference to the

experience of British MNEs for the period 1980-1989.



Therefore, it is inevitably necessary to shed some light
on the circumstances of British industry and its MNEs in
order to grasp the. "particular cicumstances" within which

British MNEs have been pursuing strategic alliances.

A review of the literature on UK industry and
its multinationals indicates that, once proudly known as
the first industrial nation, the British economy has been
overtaken by its major competitors (Stopford and
Turner, 1985; Muellbauer, 1986; Smith, 1986; and Reynolds,
1990) . This has been accompanied with an economy which was
buffeted, particularly over the last decade, by turbulént
conditions: unemployment has risen to serious levels,
industries that previously constituted the mainstay of the
UK economy- like steel, shipbuilding, textiles, and metal
manufacturing- have declined in importance, and fhe
failure to match 1levels and rates of growth of
productivity achieved by other industrialised economies-

e.g., Germany and Japan.

The literature also indicates that UK share of the
world-market, a measure of international competitiveness,
is relatively low as compared to Japan, Germany, and the
USA. One possible explanation for this decline in market
share and consequently the deteriorating international
competitiveness of British industry can be related to the
level of spending on R&D. In less than twenty years, the

UK has moved from being the second largest (in 1969),



after the USA, to the fifth largest OECD R&D spender (in
1984) (Hughes, 1990). Moreover, Reynolds (1990) attributes
the decline to poor product quality and design and 1low
investments which have adversely affected the

international competitiveness of British multinationals.

In addition, Hamill (1991) argues that in the
early 1980s, unfavourable economic conditions (recession,
import competition and an overvalued pound- a delibrate
policy of the newly elected Conservative Government to
control inflation) and the so-called British Disease (weak
management, overmanning, wage inflation, low productivity,
and industrial unrest) limited the growth prospects of
British MNEs. He also states that these conditions
adversely affected the international competitiveness of
British industry and restricted its 1longer-term growth
prospects as a result of the concentration on 1low
technology, low added-value products and the geographical
orientation of its companies which was still heavily based
on slow growth, developing country markets, and the UK

domestic market.

By the middle of the decade, the financial
performance of the manufacturing sector had recorded a
considerable improvement. This improvement was a result of
widespread rationalisation by most companies (largely
aimed at cost control), increased productivity and

efficiency, and restricting (with the aid of



Government legislation) trade union power. BY this period
attention shifted from short-term concerns with
survival to 1longer-term pursuit of growth which

necessitated radical change in strategic direction.

The radical change in strategic direction was
aimed at attenuating the "strategic gap" by focusing on
longer-term growth strategies. Jauch and Glueck (1988)
explain the strategic gap as being the difference (gap)
between the expected outcomes of existing strategies and

the desired outcomes of a change in strategy.

Hamill (1991) applies the strategic gap model
to explain the rapid increase of British acquisitions in
the US. He contends that mergers and acquisitions

(and divestments) in the UK, but especially

abroad, played a crucial role in achieving strategic
objectives and closing the Strategic Gap by mov ing
towards higher value-added product sectors with greater
growth potential and new geographical portfolios
(diversification away from markets with 1low growth
potential in both the UK domestic market and in the

traditional foreign markets of British companies in

developing countries).

International strategic alliances which

have been pursued by British MNEs during the course of the

last decade fit tidily- alongside mergers and acquisitions



within that same model, for they are triggered by similar
strategic considerations and are aimed at restoring and

improving the international competitiveness of British

industry.

Based on in-depth personal interviews with 29
British firms, supported by other published material, the
current research focuses on investigating the British-
foreign strategic alliances of the 1980s. The research
also examines the motivations underlying British-foreign
alliances and investigates the management process of the
alliance strategy. Lastly, the study examines the
contribution of such a strategy in closing the above
mentioned "strategic gap" by highlighting the impacts of

strategic alliances on the participating British firms.

1.2 DEFINITION OF INTERNATIONAL STRATEGIC ALLIANCES

In today's world of creative deal structuring, the
distinction between strategic alliances and other forms of
collaborative arrangements is often blurred. The
complexity in distinguishing strategic alliances from the
more conventional collaborations (i.e. joint ventures)
arises out of two reasons. First, a strategic alliance
has been given various definitions which may at the same
time subsume a wide variety of companies' relationships,

e.g. licensing, conventional joint venturings, mergers and



acquisitions. Second, the use of the term strategic
alliances is not uniform in all research studies. Some
authors use strategic partnerships, hybrid organisations,
competitive alliances, and others 1like to employ
international coalitions, competitive or international
joint ventures while all addressing Jjust one business
relationship; international strategic alliances (details
on differentiating strategic alliances are provided 1in

Chapter Three).

For this research, the adopted definition

is:

International strategic alliance is an agreement
between two or more compatible companies (mainly
belonging to two or more developed nations) who
cooperate through resource pooling and/or technology
exchange, and share the operation and management of a
long-term strategic relationship in a manner intended
to create a superior competitive position for themn.
This relationship is more than just a license
agreement and at the same time falls short of a
merger.

Source: Adopted from various definitions (see Figure
3.2, Chapter Three).

1.3 RESEARCH OBJECTIVES

The objectives of this research are schematically
presented in Figure 1.1. The elements shown in the figure

provide the basic issues for the focus of this study.



FIGURE 1.1
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Growth of International
Strategic Alliances
by British firms
(1980-1989)

L

Motivations for
British-Foreign
Alliances

‘

Management of
British-Foreign
Alliances

Strategic Alliances
Performance & Impacts
on
International Competitiveness

The objectives of the current research are, therefore,

as follows:

1. To investigate the extent of British MNEs' involvement
in strategic alliances with foreign companies.



2. To determine the motivations of the UK partners for
engaging in strategic alliances.

3. To examine how British firms manage strategic
alliances with foreign partners, i.e., study the
procedures followed by the British firms while:

a. planning for strategic alliances, i.e., pre-
alliance considerations and analysis;

b. formulating their strategic alliances, i.e.,
negotiation procedures; and

c. implementing, operating, and controlling those

alliances, i.e., post-alliance management
procedures.

4. To determine the impact(s) which international
strategic alliances may have on the British firms (i.e.
on their international competitiveness, management, and
their own operations). And look into the relationship
between the alliance management and the impact on the
firm's international competitiveness.

The above listed objectives imply that there is a
wider coverage in the scope of the variables affecting the
understanding of international strategic alliances than
previous research studies may have indicated. Moreover,
the current research aims to assess the impact of these
variables and to draw conclusions from the multi-
dimensional focus taken by this study which will build on

the work of previous researchers.

1.4 PRIOR RESEARCH

International strategic alliances have become

increasingly popular as instruments of strategic and



competitive actions. Researchers, studying collaborations
and strategic alliances (e.g. Harrigan, 1986, 1988, 1990;
Porter, 1986; and Lorange and Roos, 1988 and 1991), have
been as enthusiastic about coalitions as the cooperating
firms themselves. However, various other studies have
warned of the danger incorporated in such strategies
(e.g. Reich and Mankin, 1986; Doz, Hamel, and Prahalad,

1986 and 1989; Porter, 1986 and 1990).

The literature on the subject extensively covers
the basic rationale of strategic alliances, their types,
and industry and geographical distribution (Porter, 1986;
Jain, 1987; Hergert and Morris, 1987 and 1988). Many
researchers have investigated the control aspects,
success and failure, and cultural implications of
cooperative agreements, e.g.; Killing (1983 and 1988),
Harrigan (1986, 1987, and 1990), Pucik (19388) and,
Lorange (1988), while various others have concentrated
their efforts on pinpointing important criteria for

partners' selection (Walmsley, 1984; and Geringer, 1987).

So far, the literature has identified a number of
distinct features of the alliances of the 1980s and 1990s.
The motivations wunderlying such alliances are more
strategic than in the more conventional forms of
collaboration (joint ventures) - Conventional
collaborations, typically involving a developed country

MNE and a developing country firm, are usually established



as a foreign market entry strategy. Unlike traditional
joint ventures, strategic alliances are between firms with
complementary assets, skills, and knowhow, and entered
into in the hope of strengthening the international/global
competitiveness of the partners who are often of equal
size and strengths with neither being a passive player in

the deal (Dunning, 1988).

Some researchers have recently increased their
interest in the pre-alliance design aspects and the
formation process as well as in developing conceptual
frameworks for managing strategic alliances and other
cooperative agreements. Examples include the work of
Geringer (1987), Harrigan (1986), Delvin and Bleackly

(1988), and Doz, Hamel, and Prahalad (1986, and 1989).

Despite this new found interest and prior
acadamic examination of the alliance strategy, the
understanding regarding the strategic managemeﬁt of the
whole alliance process needs improvement, for only a few
research studies have been carried on the complete
management process to include all stages of the strategy
formation and implementation in one single research (e.q.
Harrigan 1985, 1986). This drawback was first pointed out
by Harrigan (1985) as she states that: "This shortfall in
the strategic management 1literature reflects a serious
weakness in what managers know about cooperative

strategies", and later emphasised by several other authors
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such as Delvin and Bleackley (1988) and Hamel, Doz and

Prahalad (1989).

However, thé literature on the management process
of strategically similar business forms (i.e. mergers and
acquisitions) provides a useful basic ground which can be
adopted to broaden the understanding of the strategic
alliances' management. The similarities between strategic
alliances and acquisitions are inherent in the 'debut!and
the 'end results' of such strategies. The motivations
underlying the strategic alliances and acquisitions of the
1980s and 1990s are strategic in nature and widely
associated with 1long-terms synergistic objectives.
Furthermore, the success/failure consequences of both
strategies incorporate a major effect on the international
competitiveness of the involved firms. In between those
two ends lies the strategy management process which should

embody genuinely akin procedures.

The 1literature on the management of the
acquisitions strategy is far from scarce and includes
several studies of significant relevance to the case of
strategic alliances. Jemison and Sitkin (1986) identify
three important pre-requisites for successful
acquisitions. The strategic fit between the acquirer and
target firm (or the partners to an alliance) and the need
to achieve organisational fit between the two parties in

terms of administrative systems, corporate cultures as
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well as personnel. While the effective management of the
acquisition process is seen by thé authors as the most
important factor which starts from initial developement of
an acgqguisition/alliance strategy through the
identification and evaluation of target/partner to post-

acquisition/alliance management and control.

Payne (1987) used Porter's Value Chain to identify
potential sources of value added 1in acquisitions

(alliances) through which the strategic fit and

organisational fit can be pinpointed between the parties

to an acquisition or a strategic alliance.

Moreover, the importance of acquisitions process
perspectives was further stressed by Haspeslagh (1987). He
afgues that, in addition to important considerations such
as strategic fit and organisational fit, the pre-

acquisition process per se plays a significant role in

subsequent procedures.and strategy success.

There is extensive research on the part of the
acquisitions and alliances performance that hardly goces

beyond a mere empirical measurement of these strategies

performance suggesting that many acquisitions and

cooperative agreements fail, while many succeed (see

Hamill, 1991). However, despite the continuous efforts of

authors 1like Jemison and Sitkin (1986), Payne (1987),

Haspeslagh (1987), Delvin and Bleackley (1988), and Hamill

(1988, 1989, 1991) whose studies are rectifying this

12



deficiency in detecting the pre-requisites responsible for
successful acquisitions and alliances, there is still a
need to identify the impact(s) these strategies may have

on the pursuing firm, particularly regarding its

international competitiveness.

The current research pulls together the work of
the above mentioned and other authors in a systematic
framework for detecting all the factors which influence
the pursuit and management of strategic alliances which
might have a considerable impact on the firm's
international competitiveness. Therefore, the framework,
presented in Figure 1.2, is a summary of the above
literature and is explained in detail in Chapter Two,
Three, and Four. This framework forms the basic "“check
model" for the investigation of the alliance strategy as

pursued by the firms participating in the current

research.

1.5 IMPORTANCE OF THE RESEARCH

While there is a growing volume of literature on
international strategic alliances, there is a dearth of
empirical evidence on the involvement of British companies
in such arrangements. Although it is possible to quote
examples of some highly publicised alliances involving

British firms (Rover Group/Honda; JVC/Thomson/Thorn-EMI,
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Rolls Royce/Pratt & Whitney; BAe/Aerospatiale/MBB;
etc...), the overall extent of involvement by British
firms in international strategic alliances is not clear.
More importantly, as indicated earlier in this chapter,

there is a need for more research regarding the complete

management process of such alliances.

The competitive implications of the extensive use
of strategic alliances amongst the world rivals have
recently been the concern of many authors in the area of
international business. On one hand, some authors have
proclaimed that international strategic alliances
(particularly those set up with the Japanese) threaten the
competitive position of many Western firms and endanger
the future of their industry (Reich and Mankin, 1986; and
Doz et al, 1986, 1989). On the other hand, the need for
strategic alliances as an important "competitive strategy"
for the current global arena was emphasised by several

authors, e.g. Permlutter and Heenan (1986), Jain (1987),

Boyrs and Beamish (1988).

Nevertheless, there is still little empirical
evidence concerning the competitive implications of
strategic alliances, particularly those regarding the

British experience of these competitive strategies.

Accordingly, the importance of this research
arises for two reasons: first, the focus on examining the

incidence of British-foreign alliances in a full decade
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(1980s), and second, the particular emphasis on
identifying the influencing factors in managing strategic
alliances by studying the complete management process of a
sample of 29 British firms variously involved in strategic
alliances and their impact(s) on the international
competitiveness of the British partners. By so doing, this
study places a balanced perspective on the strategic,
organisational, behavioural, and managerial aspects of
strategic alliances, providing a depth and richness that
is so often lacking in the one-dimensional treatises

produced by much of prior research studies.

Moreover, recent trends in international business
have been directed to rethink the explanatory power of
traditional theories of international production in order
to explain this emerging but important form of business;
e.g. the expansion of Dunning's eclectic paradigm, by
broadening the scope of internalisation to include group
internalisation (Dunning, 1988). In this context, the
current research identifies significant prerequisite
conditions that provide the sufficient and necessary
motivations and management procedures for strategic
alliances formation. These conditions, if incorporated in
the theories of the MNE , will hopefully contribute to the
current process of explaining international strategic
alliances as a significant form of international economic

involvement.
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INTERNATIONAL STRATEGIC
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1.6 RESEARCH DESIGN

The design of this research is divided into five
parts: 1) the development of the database which includes
the strategic alliances formed by British firms in the
period 1980 to 1989, 2) sample design, 3) questionnaire
design, 4) field work, and 5) data analysis and
presentation. The database is explained in detail in
Chapter Five of this research. However, the main
information for the database was obtained from INSEAD
Business School (Fontainbleau; France) including various
data on British-foreign alliances up to 1986. This @as
then updated by the researcher to cover all deals to the
end of December 1989 (the principal source of data was

financial/business press, e.qg. Financial Times,

Acquisitions Monthly, The Economist).

Secondly, one of the important decisions in
research design pertains to sampling or sample design.
Sample design relates to the size of the sample necessary
to generalise the findings from the sample data to the
whole population (Clover and Balsley, 1979). i.e. the
sample should be representative of the population it is

selected from.

The database developed for this research reveals
the involvement of seventy British firms in 337 different

alliances with foreign partners. Of those seventy, sixty
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firms formed the population for this study, as ten of the
companies have only recently formed their alliances. 1In
order to select a representative sample each firm in the
population was given an equal opportunity to participate
in the research. Therefore, a letter seeking an interview
with one of the company's senior executives or directors
was sent to all sixty firms. Of those, twenty-nine firms
agreed to participate in the study and thereafter formed
the sample of this research. The representativeness of the
sample was checked in terms of the company's size, the
number of alliances it is involved in, and the industry it
belongs to. Accordingly, the twenty-nine firms
participating in this study forms a representative sample
of the population of sixty British firms involved in

strategic alliances with foreign partners.

Thirdly, gquestionnaire design requires the
identification of items and issues of importance to the
research problems and questions. This stage involved a
full consultation of the literature on corporate strategy,
strategic alliances, and other collaborative agreements as
well as relevant strategies (e.qg. mergers and
acquisitions) in order to identify the issues that weigh a
significant importance to the research questions. The end
product of this stage was the aggregation of all the
related assumptions and issues into a guiding
questionnaire format which was used in the fourth part of

the research.
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The fourth part of the study involved in-depth
interviews with senior executives from the sample firms.
This method of data collection was seen as the most
appropriate to achieve the required depth and richness of
information to adequately and satisfactorily answer the

research objectives.

The last part, i.e. data analysis, involved using
a database software to build up the database and extract
information to answer the first research question (extent
of British involvement in strategic alliances). Moreover,
given the highly qualitative nature of the information
obtained through the interviews, the presentation of the
results was mainly done on a topic-by-topic analysis.
Simple frequencies were also deployed to detect the

importance of some issues against others.

1.7 MAIN FINDINGS

The main findings of this study are fully
presented in Chapters Six, Seven, Eight, and Nine.
However, major conclusions from this study are summarised

as follows:

- During the 1last decade, strategic alliances by U.K.
firms have gained considerable importance, particularly
in the period 1985 to 1988. Though the vast majority of
these alliances are still concentrated in the high-tech
sectors, other industries, 1like construction and
engineering; services; and food, have recorded an
increased trend towards the use of such strategies.
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- British-foreign alliances are motivated by a variety of
factors. Most important of all was the increased
complexity in technology and product development,
followed by the accelerated rate of globalisation, as
well as the intensified pressure of competition.
Further, strategic alliances are regarded as an
important and complementary strategy in the overall
strategies of the British firms.

- The alliance partners are selected according to a set of
factors. These are:

Partner's reputation,

informal contacts with the partner, and
previous business relations with the partner.
compatibility of management teams,
complementary technical skills and resources,
competitive position of the partners,
strategic complementarity of the partners,
nationality of the partners,

relevant partner's size, and

compatibility of operating policies.

WU WP

i)
o

- Successful management of strategic alliances lies in two
main considerations:

a) Balancing the attention in the three crucial
stages of the alliance management process
(pre-alliance management, formation, and post-
alliance management), and

b) understanding the key issues that link each stage
to the other (i.e. the preparation for the
negotiation and the development of the alliance
plan and management team) through which the
strategic and organisational fits are confirmed.

- Degree of competitiveness, global position, acquisition
and/or use of technology prevailed as the most important
criteria for measuring the performance of strategic
alliances. However, performance is influenced by two
major factors: the scope of the alliance activities and
the ability of the corporate management to effectively
manage a network of several strategic alliances.

- Strategic alliances form an important strategic route
into improving the firm's international competitiveness
and enhancing its technological capability. The
management skills and expertise are also improved by
working closely with a compatible partner.
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- Firms that equally importantly consider the three
management stages of their alliances or network of
alliances are more 1likely to improve and/or maintain
their international competitiveness.

1.8 CHAPTER OUTLINE

The current chapter has put forth a summary of
prior research studies on the subject of international
strategic alliances and related strategies. It has
outlined the research questions, highlighted the
importance of the study, introduced the research design,
and summarised the major findings of the study. The
remainder of the research includes literature review
(Chapters Two, Three, and Four), methodology (Chapter
Five), analysis of results and findings (Chapters Six to

Nine), and conclusions (Chapter Ten).

The literature review comprises three chapters. It
examines the theoretical and empirical studies which have
been undertaken in relation to international strategic

alliances.

A large number of researchers attribute the rapid
growth of strategic alliances to the increased trend
towards globalisation of markets and competition. The
starting point of this research will then be to
investigate, in addition to the globalisation of markets,

the various trends 1in the 1international business

21



environment in order to gain an understanding of the
increased popularity of the alliance strategy. Therefore,
Chapter Two presents a broad review of those trends, the
emergence of global competition and its implications on

the strategies of the MNEs.

Chapter Three highlights the wuniqueness of
strategic alliances as opposed to other growth and
collaborative strategies, identifies their different types
whilst highlighting the emergence of what has been called
network relationships. It also presents the alliance
motivations and advantages, pinpoints the disadvantages
that might be incorporated into such arrangements, and
finally weights those disadvantages against the advantages
that the partners aim at achieving through the strategic

alliance route.

Given the researcher's interest in the complete
management process of strategic alliances, the focus is on
three Xkey managerial considerations that have been
emphasized as important for the alliance success, namely
planning, negotiation, and implementation and control.
Chapter Four combines the research of various authors who
investigated the issues concerning the management of
strategic alliances and other relevant strategies (e.q.
joint ventures, mergers and acquisitions). In this
chapter, some analogies are drawn exemplified by the

decision to form the alliance, 1its strategic fit,
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partners' selection, organisational fit, and the alliance
process perspective. Those analogies are used 1in a
subsequent conceptualisation to develop a framework of how

strategic alliances should be approached and managed.

The methodology of £he study is presented in
Chapter Five. This chapter reviews the research problems
and its objectives and the research design. It also
discusses the approaches adopted for field research and

the analysis of the results.

Chapter Six presents the first part of the
findings of this study, namely the overall extent of
British companies' involvement in international strategic
alliances. The analysis provides information on the number
of alliances over the last decade, the types of
arrangements, and the aims and motivations of the
alliances. The information is also broken down by industry

sector and geographical distribution of those alliances.

Chapters Seven to Nine of the research cover the
second part of the findings which is mainly based on the
in-depth interviews conducted with a sample of twenty-nine

British companies.

Chapter Seven deals with the analysis of the
factors that have driven the sample firms into forming
strategic alliances where the results are compared to

those of previous research. In this chapter, the
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motivations of strategic alliances are discussed with
regard to the various industry sectors where the sample

firms operate.

The research findings on the management process
and its prime issues are presented and discussed in
Chapter Eight. The chapter provides a number of guidelines
and recommendations to managers approaching and managing
strategic alliances with foreign partners and makes

comparison with previous studies.

Chapter Nine investigates the performance and
impacts of the studied alliances. This chapter examines
the performance of the alliances as perceived by their
managements, and also compares these findings with the
performance of direct rivals. The impact of the alliances
is analysed in terms of international competitiveness of
the British firms, their management, technological

capabilities, and their own separate operations.

Chapter Ten puts forth a review of the study and
summarises its results. Further, the research implications
and contributions, its limitations, and suggestions for

future research are proffered in this chapter.
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CHAPTER TWO

TRENDS IN
THE INTERNATIONAL BUSINESS
ENVIRONMENT



SUMMARY

International strategic alliances offer MNEs an
important competitive mechanism in an increasingly
complex business environment.

In the international business environment of the
last decade, globalisation of markets, technological
changes and innovations, the challenge caused by the
Far eastern MNEsS, the 8ingle European Market, and
changes in government policies, represent significant
trends which have instigated an arena of global and
fierce competition.

Fierce competition necessitates the MNEs to
rethink their strategies as well as their
organisational structure in order to survive in such
a global arena. This has been accompanied by an overt
wave of strategic alliances and mergers and
acquisitions, signaling that these strategic means
represent an important weapon for the multinational
company to use in the Global battle.



2.1 INTRODUCTION

International strategic alliances represent an
important alternative strategy in an increasingly changing

and complex business environment.

The current environment of international business
is characterised by the accentuation of a series of trends
that have been gathering force during the course of the
last decade. The trends include the globalisation of
markets, technological changes and innovations, the
challenge posed by the Far Eastern MNEs (particularly
those from Japan, and the so-called "Little Dragons", i.e.
Taiwan, Korea, Hong Kong, and Singapore), market
integration (i.e. the Single Market of Europe), and the

changes in government policies.

In this pace of dynamic changes, the message is
that even the world's largest firms have to be more
selective in their specialisation. However, specialisation
is not restricted to choices of the best mix of products
or the best combination of functions. Specialisation
policy increasingly signals that, for certain important

activities on which long-term strategic strength depends,
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coalitions between firms is important. MNEs are now
joining forces to better exploit the leverage triggered by
changes and to undertake operations on which their ability

to outmanoeuvre each other in the future may depend.

This chapter will start by presenting an overview
of the various trends and challenges which have been
occurring in the international business environment.
Second, it will review the implications of these trends on
the multinational corporations. Lastly, the strategic

response pursued by those MNEs will be examined.

2.2 TRENDS IN INTERNATIONAL BUSINESS

Multinational companies are now competing in a
very complex and dynamic business environment where
international competition has widely been replaced by a
new buzz word "global competition" which in turn calls for
the adoption of "global strategies". The trends which have
triggered this phenomenon are presented in Figure 2.1 and

explained in the following sections.

2.2.1 Globalisation of Markets

The absolute sense of the word "globalisation™"
means that the whole world is treated as one market where
national boundaries and regulations tend to be irrelevant,

standardisation of products is a fact, and corporate
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headdquarters can be anywhere.

Existing approaches to explaining the shift
towards globalisation emphasise several influencing
factors. The most often suggested are: the homogeneity of
markets (Ohmae, 1985, 1990), the steady decline 1in
communication and transportation costs (Porter, 1980,
1986), removal of trade barriers (Owen, 1983 and Doz,
1986), and major technological advances ( Levitt, 1983 and
Dunning, 1988). Henzler and Rall (1989) grouped these
influencing factors into three important dimensions;

demand, supply, and economic environment (see Figure 2.2).

Henzler and Rall agree with Ohmae on the concept
of market homogeneity which has emerged as a result of
better education, higher income, more international
travel, and more intensive exchange of information across
many national boundaries. However, the similarity among
markets and the convergence in customers preferences are
not a cause for globalisation unless it is exploited by
firms aiming at gaining a permanent competitive advantages
on a larger scope. In his book '"the Borderless World",
Ohmae (1990) argues that within the current shift towards
a more inter-linked world eccnomy, many multinationals
are behaving like model global citizens and developing
products with a global perspectives in order to win the
global race for consumer acceptance. Examples include,

Seiko, Sony, IBM, Rolls Royce, ICI.
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FIGURE 2.1

TRENDS IN
THE INTERNATIONAL BUSINESS
ENVIRONMENT

Globalisation of
Markets

Y

GLOBAL COMPETITION

Technological Market
Changes and 7] NEED FOR *s\\‘”Integration
Innovations GLOBAL STRATEGIES (e.g. 1992)

Far Eastern Changes in
Challenge Government Policies
"deregulations"
Source: The author.
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FIGURE 2.2

FACTORS FAVOURING GLOBALISATION

Demand
Homogeneous requirements of industrial
customers operating worldwide (e.q.
machine tools, plant construction).

Uniform technical standards.

Homogeneous demand from consumer levels
(consumer electronics, small cars,
prestige goods, etc...).

Supply
Significant economies of scale:

- R&D
Purchasing
Manufacturing
Distribution

Advantages in access to resources
opportunity for positive differentiation
through special skills/features of
business system.

Economic Environment

Low/no customs barriers.
Free movement of capital.

Source: Henzler and Rall (1989).

The steady decline in communication and
transportation costs, also, made the coordination of a
more complex world-wide logistic system feasible and
allowed rapid global transactions to take place.
Improvements in telecommunications and logistical systems
have considerably increased capacity to manage operations

on a global scale. The spread of telex and FAX systems,
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as well as satellite linkages and international computer
linkages, all contributed to the shrinking of distances
and facilitate globalisation. Similarly, improvements in
transportation systems and physical logistics such as
containerisation and computerised inventory and handling
systems have enabled significant cost savings as well as

reducing time required to move goods across major

distances.

Another enabling condition for globalisation is
the continuous removal of trade barriers between countries
located in the same region, one important example is the
formation of a single market in Europe. Also, radical
political changes (most evident in the USSR and East
European countries, but also elsewhere; e.g. possible
moves to Korean unification and development affecting the

Asian part of the world) has provided opportunities for

"world-marketable" products.

Lastly, advancements in technology and production
methods has increased economies of scale in logistics,
production, and R&D, hence increasing the efficient
quantity of production which needs to be sold in a larger
market-place. This has opened important opportunities for
additional gains through globalisation. Therefore,
technological change was the main development which
allowed many products to standardise globally, as well as

allowing the development of new product varieties to take
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place. This technological change has altered the sources
of competitive advantage to the economical production,

manufacturing, marketing, and transport of global volumes.

2.2.2 Technological Changes and Innovations

In several important respects, the concept of
technological changes and technology innovations must
precisely be understood before an analysis can be made of
the effects this can bring on international business. A
distinction, therefore, must be drawn between innovations
which consist of the improvement of products and processes
(incremental innovations) and radical innovations which
trigger revolutionary changes. The first case refers to a
regular updating and adapting of existing products and
processes in response to the development of technology.
This kind is a continuous process, known as technological
change and it can be adapted or copied by rivals, rather
than an innovative process in the strict sense of the term
as in the case of radical innovations which tend to hold

longer life cycles (Link and Tassey, 1987).

The last one and half decades have witnessed
significant technological advances and changes that were
capable of creating new competitors with new and highly
competitive products which have played an increasingly
crucial role in the strategies of many multinational as

well as domestic firms. For example, NEC of Japan used the
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technological changes in the telecommunications switching
business to build a strong presence in a wider market

place. The same could be said for Ericsson, the Swedish

electronics company.

The availability and cost effectiveness of
technological developments have facilitated the global
transmission of technology to a wider market place in the
world, where production and marketing are rapidly moving
towards being global (Dunning, 1988). This 1is not only
true for mature industries, but also for others 1like
consumer electronics, computers, semi-conductors, and

recently the service sector.

In the high-tech industries, the cost of
developing new products has also urged and accelerated the
course of globalisation. Hamel and Prahalad (1989), in
this context, argue that the high costs and the large
amount of investment required for R&D and for initial
finance enhanced the trend to serve the world market, to
spread these costs over many national market places and to
reduce the risk of technological obsolescence. This, 1if
achieved, could allow the maintenance and enhancement of
the firm's global competitive position, by exploiting its

competitive advantages globally.

Moreover, the pace of technological change in some
industries has become so rapid that product and process

life cycles have become much shorter. This is particularly
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true in the new-technology-based industries of electronic
engineering, robotics and computing. Whilst some
industries may seem somehow secure from such changes,
technological development in related industries can have a
great effect. For instance, changes in the technology of
materials in the packaging industry may provoke serious
effects on the canning industry. To an ever increasing
extent, multinational companies, especially the large
ones, compete with one another across groups of product

lines, and many of these multinationals rely on technology

to generate their competitive advantages.

One implication of technological changes is the
expansion of trade and the emergence of new competitors.
By this change in technology and the logic of comparative
and competitive advantage, world trade has grown much
faster over the last two decades. This remarkable increase
in international trade is reflected in the increased
openness of almost all national economies to international
influences, especially those generating new competitors,
e.g. Taiwanese, Koreans. This technological advancement

and its implications on international business is shown in

the increased number of multinationals based in these

countries.

2.2.3 The Far Eastern Challenge

One of the most important trends in the current
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business environment is the rise of the Far Eastern MNEs.

Over the last quarter of a century, Japanese firms
have been exploiting every opportunity to gain competitive
position and world market 1leadership Doz (1986). Firms
from Taiwan, Korea, Singapore, Hong Kong are following
suit by rapidly locating themselves among the world's
largest industrial companies (Rowley, 1989; Peattie and
Lee, 1990; McDermott, 1991). This 1is reflected in the

global activities of such firms.

At the top end of technology scale, US dominance
in semi-conductors and computers has been challenged by
the Japanese, and now by Korean and Taiwanese firms. 1In
semiconductors, the Japanese and Koreans are now
significant global competitors in mnicraochins, ark the-
Japanese are playing an important role in hastening
technological changes. In computers, Japanese firms are
major global competitors in mainframes and in personal
computers (PCs), while Korean and Taiwanese firms are
producing inexpensive versions for the PC market. For
instance, the leading edge (IBM-PC-Compatible) computer,
which is enjoying great success in the US and elsewhere,

is made by Daewoo Corporation of Korea.

Moreover, in the Far East itself, the rules of the
game are changing. Japanese dominance in mature
industries, such as steel, chemicals, consumer

electronics, and automobiles, is being threatened by firms
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from Korea, Taiwan, and others 1like Thailand. For
instance, Formosa Plastic (Taiwanese) has placed itself
among the world's largest plastic firms, the largest
selling import car in Canada is Korea's Pony made by
Hyundia Corporation (Rowley, 1989). This trend in the Far
East puts pressure on US, West European firms, and even
Japanese MNEs to invest heavily in R&D and to engage in a
never ending process of moving to higher value-added
operations, using ever higher levels of technology. Such
processes are contributing to the continuous changes and

developments in technology which, in turn, is boosting up

the costs of R&D.

2.2.4 Market Integration (1992)

As termed by Young and Hamill (1991) "subset of
globalisation”, the integrated community market of the
1992 is another important trend in the environment of

international business.

The completion of the European Single Market means
not just the simple elimination of constraints sapping
business performance, but more importantly a new and
pervasive competitive climate for the players of the
single market (Cecchini, 1988). In this competitive
climate, European MNEs will be competing to exploit new
opportunities and better use available resources.

Significant reduction in costs, improved efficiency within
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companies, new patterns of competition between entire
industries and reallocation of resources, and increased
innovations are the expected consequences of the single

market.

The competitive pressures accompanying the
integrated market of Western Europe is not just on
European MNEs, it is also affecting non-European firms
(e.g. Far Eastern and American) which are steadily,
through various business relationships and investments,
moving to secure a place in such an important part of the
global market. Such process sharpens the rules of the

global competitive game.

2.2.5 Changes in Government Policies

Changes in government ©policies has also
contributed to the changes in international business. The
biggest change over the years has been the formation of
regional economic alliances such as the European Economic
Community, the liberation of world trade through GATT
(General Agreement on Trade and Tariffs) negotiations
(Sheth and Eshghi, 1989), and more recently, the radical
politcal changes in Eastern Europe and the USSR with their
impact on demand for new technologies and supply of low
cost and fairly skilled 1labour. This change diminished
national geographical boundaries for products and services

and widenned the market ©place for international

36



competition.

Moreover, deregulation in certain industries such
as telecommunications 1is another governmental factor
affecting international business. Sheth and Eshghi (1989)
argue that regulated monopolies and protected industries
are practically gone and almost all developed countries
are facing intense offshore competition, hence toughening

the pressure of international competition and pushing it

towards globalisation.

2.3 IMPLICATIONS OF THE TRENDS

The trends discussed above have triggered the
emergence of a period of fiérce competition which was
facilitated by ambitious competitors with the long-term
strategic intent to dominate their industry. These
competitors were willing to give up short-term profits to
secure an acceptable share in key-large markets and to
engage in cross subsidization. Consequently, these
conditions altered the success criteria for firms
competing in international businesses (see Figure 2.3).
For instance, the shift toward more flexible forms of
production, greater emphasis on R&D, and more specialised,
higher product lines has become significant for competing
in an era of such a complex business environment. Coping

with this change requires greater technological
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sophistication and faster response time on the part of the

multinational enterprise.

FIGURE 2.3

SUCCESS CRITERIA FOR GLOBAL COMPETITION

1. Successful global competitors perceive themselves
as multinational, understand that perception
implications for their business, and are led by a
management that is comfortable in the world arena.

2. Successful global competitors develop an integrated
and innovative global strategy that makes it very
difficult and costly for other companies to
compete.

3. Successful global competitors aggressively and
effectively implement their worldwide strategy, and
they back it with large investments.

4. Successful global competitors understand that
technological innovation is no longer confined to
the United States, and they have developed systems
for tapping technological innovation abroad.

5. Successful global competitors operate as though the
world were one large market, not a series of
individual countries.

6. Successful global competitors have developed an
organisational structure that is well thought out
and unique.

7. Successful global competitors have a system that
keeps them informed of political changes abroad and
the implications for their business.

8. Successful global competitors recognise the need to
make their management team international and have a
system in place to accomplish the goal.

9. Successful global competitors give their outside
directors an active role in the affairs of the
company.

10. Successful global competitors are well-managed.

Source: Bolt (1988)
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Of the many implications of these changing
conditions for the firm, there are two that deserve some
treatment here, for they have been repeatedly related to
the 1increased wuse of strategic alliances between
competitors as well as to that of mergers and
acquisitions. The first is the emphasis on higher levels
of R&D to secure technological sophistication, and the

second area is in organisational structure and global

strategies.

An important strategic goal aimed at by today's
MNEs is the identification and development of key
technologies those that are likely to have major impact on
exisiting businesses, and technologies that are capable of
creating new commercial opportunities. The inevitable
fact, therefore, is that companies today must get involved
in a proactive way much further upstream in the R&D
pipeline feeding their industries. However, the
competition to be "first" to exploit key technologies is
now great so that relying solely on internal R&D may
hardly be the best mean to cope with technological
complexities. In other words, whether it is the case that
one firm's technological competence has outdistanced its
rivals, or that innovations would be hard to replicate
internally even if R&D spending was high, there is a
growing need for fast access to technological innovation

for firms to procure endurable competitive position.
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Therefore, MNEs must resort to a variety of
mechanisms to reorganise their structure and activities in
a way that locates and exploits sources of R&D and other
competitive advantages on a global scale. Global
strategies such as mergers and acquisitions and strategic
alliances represent a significant mechanism through which
the multinational corporation is able to quickly
configure and coordinate its activities and operations on
that global scope. These global strategies are, therefore,
contributing to the overt shift from a traditional
organisational structure with an independent international
division to one.build around the world or global product
divisions. This promises the firm a worldwide perspective
on competition which improves competitive monitoring and
response ultimately making the firm a more effective and

aggressive global contender.

2.4 STRATEGIC RESPONSE TO THE TRENDS

Global competition forces multinational companies
to reconsider their own strengths and seek the quickest
and best mechanism to capitalise on them. They have to be
strong in design and R&D to intercept the problem of
shorter product 1lifecycles, must have developed systems
for fast incorporation of technological innovations, and
ought to encourage the global orientation of their

mangement team. Simply, multinational companies have to
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look at the world as one large market rather than a series

of individual and different areas.

In such an environment, firms must be large yet
still specialised and streamlined. The name of the game is
what it has always been in the past, optimum organisation,
but with the pivotal diversion that this has to be
performed under the global spotlight. Among the means to
achieve this two are of particular importance: one is to
adopt a strategy of absorbing competitors through
acquisitions, and the other is to resort to carefully
focused strategic alliances, both of which have frequently
been named global and competitive strategies. Before
discussing strategic alliances and acquisitions as a
response to the new business circumstances, the following
section presents the different models that have been
developed to explain competitive strategies and helps

understanding how strategic alliances and acquisitions fit

into those models.

2.4.1 Competitive Strategies

Authors in the area of international business have
been active 1in developing models of competitive/global
strategies for the MNE to cope with the increasing shift

toward global competiton.

Hamel and Prahalad (1985) classified three types

of competitive strategies. These are:
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- Building a global presence,

- defending a domestic position,

- overcoming national fragmentation.

In the world television industry, Japanese
competitors have adopted a strategy of building global
position presence, while US firms, e.g. GE, have
concentrated on defending their domestic market dominance,
whereas Europeans, e.g. Philips and Thomson, have been

concerned with overcoming national fragmentation.

Leontiades (1986) pinpoints four generic
competitive strategies. With respect to industry scope and
market share objectives, Leontiades identifies two types
of global strategies (global high share strategy and
global niche strategy) and two types of national
strategies (national high share strategy and national

niche strategy). See Figure 2.4.

FIGURE 2.4
Global Global High Global Niche
Share Strategy Strategy
S
C
o
b
E
National High National Niche
National |Share Strategy Strategy
High Low

Market Share Objective

Source: Leontiades, 1986.
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Firstly, the global high share strategy which is
performed by MNEs operating in global industries, e.g.,
IBM, Sony, Dow Chemicals. This strategy implies worldwide
coordination of the MNE's resources behind its global
objectives and may generate competitive advantages such
as: cost reduction through economies of scale and
experience as due to high global production volume;
provision of a global service to customers; worldwide
sourcing of materials, parts and components; transfer of
knowledge internationally:; projeéting a global corporate

image.

Secondly, the global niche strategy which is
adopted by MNEs lacking resources to adopt gleobal high
share strategies. The basis of this strategy is
competitive advantage through specialisation in
product/market niches which avoids head-on competition

with the global MNE.

Thirdly, the national high share strategy is
pursued by firms depending on protected domestic markets
to counter global strategies. This strategy aims at
achieving high market shares of national markets through

the use of nationally based competitive advantages.

Lastly, the national niche strategy which is
adopted by firms trying to capitalise on the advantages of
specialisation on a national basis to help defending their

market against national as well as global competition,
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i.e. defending a domestic position.

Moreover, Porter (1986) widening out the concept
of his generic competitive strategies to bring in the
global dimension. He argues that the overall cost
leadership strategy (which is based on the experience
curve concept and requires a vigorous pursuit of cost
reduction), product differentiation strategy (which is
designed to maximize the value added to a product or
service and necessitates close coordination of the various
functions of management), and the focus strategy (whereby
the firm seeks to monopolize a niche in the market place)
are determined by the relative importance of the different
value activities which are significant sources for
competitive advantages and hence those strategies can be
pursued on a global basis to attain competitive advantages

(see Figure 2.5).

It has to be noted that Porter's model and concept
of competitive strategies relies mainly on the economic
imperative and fails to incorporate other equally
significant factors (e.g. the political imperative and the
strategic predisposition of the MNE). As argued by Doz
(1986) an effective competitive strategy must be seen as
"a function of the underlying economic characteristics of
the industry in which it is implemented, of the extent
and form of government intervention into that industry,

and of the competitive posture of the firm". Therefore,
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the choice 1is not just between purely global and a
country-centred strategies as Porter asserts, but
regional based strategies can well generate the needed
competitive advantages and help the pursuing MNE to build
up a global presence as a result of various strong
positions in different regional markets. Regions such as
Europe, South-East Asia, and America are large enough to

permit full exploitation of economies of scale.

FIGURE 2.5

STRATEGIC ALTERNATIVES IN A GLOBAL INDUSTRY

Broad Global cast Glabal Pratected
leadership Differentiation markets
Breadth of
target
segments
within the
industry
Global National
Narrow Segmentation Responsiveness
Global Country-centered
strateqy Strategy

- Extent of global centralisation/coordination

Source: Porter (1986).

45



More comprhensively, Henzler and Rall (1989)
identified four types of competitive strategies with
different degrees of achieving competitive advantages
through exploiting the globalisation factors and matched
them with the four types of industries they have

classified (see Figure 2.6).

FIGURE 2.6
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Source: Henzler and Rall (1989).

Advantages of/need for local adaptation
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In a global industry sector the firm that
undertakes an integration strategy which focuses on
achieving endurable competitive advantages will be able to
develop global core products that can be easily adapted to
national requirements wherever necessary, and hence, build
up an integrated worldwide value added chain, exploit
economies of scale in R&D as well as in production, and
maintain a strong 1local and/or regional function

organisations for sales or services.

In the case of the blocked global business where
the need for local adaptation is strong and globalisation
incorporates endurable competitive advantages, an
interaction strategy is recommended. This strategy means
that the firm should organize its operation on a

multicentric but integrated basis.

For multinational businesses, a selection strategy
may embody better competitive advantages. 1In this
instance, the firm would organize its operation on a
polycentric basis and pursue a proven strategy for similar
markets in a certain region and forgo fundamentally

different markets.

The strategic alliances and the acquisitions of
the 1980s and early 1990s can be seen as an important
choice at the disposal of the MNEs for coping with the
complexity of the current business environment. These

strategic means could be placed in the upper-left corner
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of Henzler and Rall's model, used to build a global
presence as Hamel and Prahalad suggest, and can be an

example of Leontiades global strategies.

Acquisitions and Strategic Alliances

The last decade (1980s) has seen a distinct wave
of both mergers and acquisitions and strategic alliances
between competing firms. The list of examples is endless
and includes, GEC and Companie Generale d'Electricites,
British Aerospace and Aerospatial, Thorn EMI and Thomson,
Rover and Honda as strategic alliances, and the
acquisition of Alfa Romeo by Fiat, Acorn Computer by

Olivetti, Nixdorf by Siemens, and Apricot By Mitsubushi.

However, more important than the individual deals
is the growing popularity of networks of alliances or
acquisitions. These networks relate several companies,
from the same and/or different industry sectors, together
in a very strategic and advantageous way. More details on

this type of networks is provided in the next chapter.

Although strategic alliances and acquisitions
differ in the nature of the relationship between the
involved companies, they have a number of important common
characteristics. As put forward by Norburn and Schoenberg
(1990), They share the followings:

- the reasons that motivate then,

- their success rates,
- their reasons for failure, and
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- the policies that increase their chance of success.

Other important features can be added to those
listed above. One is that both strategies, in most cases,
tend to link previously fierce competitors together. The
other, as forwarded by Hamill (1991), is that the wave of
strategic alliances and acquisitions raises several
important issues within the theme of international
business studies; e.g. the theory of FDI and international
production, international business strategy and

competition, and international business management.

The management of strategic alliances and mergers
and acquisitions is another common feature. When pursuing
either strategy, the firm should give particular and
thorough considerations to three important issues: the
strategic fit ©between the involved firms, the
organisational fit in terms of administrative systems and
corporate cultures as well as personnel, and the effective

management process of the alliance or acquisition.

While full comparison between these two strategic
mechanisms is beyond the scope of this research, the rest
of this section concentrates on discussing the common

reasons for their adoptions by today's firms.

Consulting the literature (e.g., Jenmison and
Sitkin, 1986; Payne, 1987; Hamill, 1989, 1990, 1991; Doz

et al, 1986, 1989; Norburn and Schoenberg, 1990) both
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acquisitions and strategic alliances leaves no doubt that
these strategies are undertaken by the business entity for

very similar strategic reasons.

The strategic alliance between British Aerospace
and Thomson was aimed at strengthening their market
positions by 3Jjoining together their guided missile
businesses. The same market share phenomenon apply in the
case of Fiat acquiring Alfa Romeo to strengthen its
position in the European market. Hence, both strategic
alliances and acquisitions offer the pursuing firm the
advantages of gaining a wider market share and achieving

economies of scale (Renard, 1985; Howe, 1986).

Technological changes and counplexity and the
increasing cost of R&D suppress the ability of even the
largest companies from technical development through the
"go-it-alone" route. Strategic alliances and acquisitions
offer the partners faster means of advancing their
technological as well as other competences by
internalising the acquired and/or shared knowledge and
expertise. This motive is more pronounced in the high-tech
industry sectors (e.qg. computers, aerospace,
telecommunications). The alliances between Siemens and
IBM, and Rolls Royce and BMW, and the acquisition of
Apricot by Mitsubushi were all formed to tackle the
problems of the accelerated technological changes and the

increased cost of R&D (Norburn and Schoenberg, 1990).
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The factor of globalisation is seen as being of
equal importance as that of technology, where through
acquisitions and/of strategic alliances the desire to gain
a competitive presence in various important markets around
the globe can be fulfilled (Porter, 1990). The wave of
British acquisitions in the USA (see Hamill, 1991), and
the alliances formed in Europe (between and with European
firms) are very much motivated by globalisation and the

accelerated pressure of global competition.

Strategic alliances and acquisitions of the 1980s
and early 1990s are most prominent where the large frims
need each other's assets and cash to expand their product,
process or marketing base, where cross-fertilisation
between firms can create new combinations of products, and
where companies are just starting ta find each ather in
areas of the world that have traditionally been

economically separated from each other.

Companies which cannot manage asset/competence
mixes (generated by acquisitions or alliances) for
organising its structure gobally to meet the challenges
created by the new business and competitive conditions are
going to find it much harder to compete in the future.
Strategic weaknesses are now open for all to see and will
be progressively harder to remedy. The likelihood is that
fewer firms will control these markets in the next few

years but that some of the dominant groups may themselves
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be of mixed origin, with perhaps more involvement of
chemical firms in the automotive component business, or
greater weight of information technology companies in the

semi-conductor business.

2.5 CONCLUSIONS

Considerable attention has recently been directed
to the increasing importance of the rapid shift of
globalisation, technological changes, market integrations,
the intense pressure of global competition, and other
trends that characterises the current business
environment. Also, of equal importance is the strategic
implications of these trends, particularly the widespread
use of international strategic alliances by almost every
multinational enterprise. This chapter has outlined the
most frequently cited trends, their consequences on the
MNE, and the strategies undertaken by firms as a response
to those trends. Considering the timescale involved,
international strategic alliances and mergers and
acquisitions represent significant routes to cope with the
ever continuing changes in the business environment, as
well as being the most promising means to grow at a global
level. The next chapter is devoted to explaining the
strategic alliances approach as a distinguished form of

competitive business strategies.
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CHAPTER THREE

INTERNATIONAL STRATEGIC ALLIANCES



SUMMARY

An international strategic alliance 1is an
agreement between two or more compatible companies
(mainly belonging to two or more developed nations)
who cooperate through resource pooling and/or
technology exchange, and share the operation and
management of a long-term strategic relationship in a
manner intended to create a superior competitive
position for them. This relationship is more than
just a license agreement and at the same time falls
short of a merger.

Strategic alliances differ from the more
conventional forms of collaboration in six key areas;
namely: structure, partners, competition,
contributions, motivations, and failure consequences.

The most common types of strategic alliances are:
technology alliances, production alliances, marketing
alliances, multi-activity alliances, single country
and multicountry alliances, and X and Y alliances.

The motivations for strategic alliances include;
technology, globalisation, government encouragement,
complementary resources, economies of scale, access
to key markets, competitive pressure, and the single
market of Europe (1992).

While strategic alliances promise various
advantages, e.g.; improve competitive position/market
share, they encompass several disadvantages as a
result of conflicts stemming from uncertainty about
commitment/outcome, division of authority and
responsibility, strategic encroachment, conflicts on
product design.



3.1 INTRODUCTION

Having discussed the various trends in the
international business environment and their consequences
on corporate strategies, this chapter explores
international strategic alliances as a global strategic
option which is becoming increasingly important for the

international competiveness of the involved firms.

The various terms attached to strategic alliances
(e.g. strategic partnerships, cooperative ventures,
cooperative strategic activities, hybrid organisations,
international coalitions, competitive collaboration,
international joint ventures, MAAs "mergers, acquisitions
and alliances") can be justified by the fact that these
arrangements do not symbolise just a single type of
cooperative partnerships, e.g. joint research, joint
design, Jjoint activities, cross-manufacturing, cross-
marketing. Also, this may Jjustify the number of

definitions given by different authors for this kind of

strategy.

While international collaboration in general has

long been used by many firms, multinational and domestic
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mainly as a pass ticket into foreign markets (Orski, 1980;
Young et al, 1989) their characteristics and determinants
have been changing in response to and anticipation of new

approaches and new strategic problems.

The collaborations of the 1980s, particularly mid-
late 1980s, have shown a novel feature in this strategy.
Firms are now 1linking together in an environment where
competition becomes more important and more extensive.
The very largest players in many industries are teaming
up, e.g. AT&T's coalition with Olivetti, IBM's link with
Matsushita in office automation equipment, Philips ;nd
AT&T's alliance in telecommunications, Toyota and General
Motors' joint manufacturing at NUMMI, General Electric and
Fanuc's world-wide collaborative network in robotics, and
the tripartite alliance of Honeywell, Bull, and NEC in
computer mainframes. The policy of "if you cannot beat
them, join them" is followed nowadays by many ambitious
firms, especially European, Japanese, and American,
seeking to ensure their future by forging links with their
powerful rivals in the international market-place. The
reasons vary; the extensive environmental, economic, and
technological changes as well as the tense pressure of
globalisation, the complexity and cost of R&D combined
with the extensive launching of new products with shorter
life cycles, and the need to hold onto existing markets as

well as to find a shorter way into new key markets.
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However, international strategic alliances are
neither the simple supplier relationships nor are they the
traditional form of cooperative partnerships. They "take
place in the context of a company's long-term strategic
pPlan and seek to improve or dramatically change a
company's competitive position", argue Delvin and
Bleackley (1988), "in internaticnal or global markets",

add Hamill and El-Hajjar (1990).

In this chapter, international strategic alliances
are explained as a means of expansion and growth strategy
into the global markets. The chapter then reviews the
various definitions given to strategic alliances, their
different types, and also provides a comprehensive
distinction between those alliances and the equity joint
ventures. Moreover, a discussion of the advantages that
motivate firms to follow the alliance route is presented
and followed by weighing the advantages and disadvantages

of this strategic choice.

3.2 S8TRATEGIC ALLIANCE AS A GROWTH STRATEGY

Some of the successful cases 1in strategic
alliances (e.g. IBM/Siemens, Rolls Royce/GE) show that a
properly designed alliance can be a source of growth in
today's economy. Therefore, an increasing number

of firms are considering strategic alliances as an
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important growth strategy for the 1980s and the 1990s
(Porter, 1986; Lorange and Roos, 1991), not only in the
computer, telecommunication, and the automobile,
industries, but also in many other industries, e.gq.
pharmaceuticals, construction and engineerings, services,

finance.

Methods available for implementing growth
strategies have generally been either internally focused
through exploiting available resources, or externally
focused, e.g acquisition. However, international strategic
alliances form a combination of an internal and external
growth strategy as the firm involved pools its internal
resources with those of another firm to generate a better

set of competitive advantages.

Essentially, then, firms cooperate to form
strategic alliances in order to raise complementary
resources and to attain growth attributes available from
the potential partner (Jain, 1987; Payne, 1987; Hamel,
Doz, and Prahalad, 1989; Norburn and Schoenberg, 1990).
The following resources are the most 1likely to be
transferable through an alliance:

- Marketing, as in the traditional types of
collaborations firms can get access to market
information and resources not easily identified by
outsiders, such as knowledge of competition, customers
behaviour, industry condition, and distribution
channels.

- Technology, those participating in an alliance can use

technological skills and specific knowledge that is
not generally available.

56



- Raw material and components, some alliances are formed
to have access to different elements of manufacturing
process.

- Financial, firms can obtain external capital, usually
that invested in R&D process to decrease the burden
that one firm may not be able to bear alone.

- Managerial, strategic alliance participants can use

specific managerial and entrepreneurial capabilities
and skills, often in conjunction with other resources.

Generally, a firm thinking about forming an
alliance would probably consider relevant internal factors
such as the compatibility of the two corporate cultures
and the complexity of the technology/product involved. Of
course, it would also consider external factors such as
the structure of the competition and the industry's rate

of growth.

3.2.1 strategic alliances vs Internal Development

The choice between internal development strategies
and strategic partnership, depends primarily on the
nature, characteristics, and availability of the resources
necessary for each partner to reach its strategic goals.
Consequently, an alliance 1is preferable to internal
development when the cost of raising the resources
internally is too high. Moreover, an alliance with a
certain partner might be the only available way to have
access to a market with protectionist barriers. This has
been the main reason behind the traditional forms of

cooperative partnerships wusually formed between a
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multinational and a local partner from a developing
country. It also might be applicable to the new emerging
types of corporate coalitions, especially in some of the
important industries where the protectionist barriers
erected by governments are sometimes insurmountable

without a local partner.

In other cases, the cost of accessing internal
resources may be affordable, but an alliance agreement may
still present more advantages for satisfying specific
needs. It might be preferable, for instance, to licensing
in which a firm acquires outside resources which are then
internalised. Strategic alliances might also be more
appropriate where there is a need for technological
knowledge that is intangible and not easily transferred

through other cooperative agreements.

In addition, establishing an alliance with a
comparable partner is generally less risky than internal
development strategies are, particularly when the cost of
potential failure is too 1large for one firm to bear

alone.

3.2.2 8trategic Alliances vs External Development

Mergers and acquisitions are external means for
firms to acquire resources that are neither available
internally nor easily bought in the market-place, e.g.

licenses and patents. Both external development and
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strategic alliances allow a firm to obtain needed
resources in the same basic fashion (Norburn and
Schoenberg, 1990). There are difference, however, between
the two alternatives which suggest that strategic
alliances are sometimes preferable to external development
or expansion. For one, an alliance might be preferred to
external expansion because it does not require as much of
a commitment by the firm undertaking it. Furthermore, each
partner can avoid involving its established business in
the new alliance, thereby hedging their risk in the new

initiative and gaining flexibility.

In general, strategic alliances are less rigid
than acquisitions and mergers. The acquired party often
loses its autonomy and independence in an acquisition. It
is easier to maintain these qualities in a collaborative
agreement with another partner. On the other hand, for the
acquirer, an acquisition would exacerbate huge financial

burdens.

Moreover, a problem is the availability of the
suitable acquisition target. Clark (1989) claims that in
Europe alone, there are about 25 actively seeking to
acquire for every one firm willing to divest. This fashion
is pushing prices unrealistically high and leading firms

to undergo "the second best" in terms of strategic fit.

However, internal development and acquisition

policies are often used as strategic preferences by the
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firm to enter new technologies or businesses through
growth by its own indigenous effort and top management's
ability to use the newly introduced technology and
acquired management to maximum advantage. Nevertheless,
time is a critical strategic dimension, it is one of the
biggest prerogatives facing top management around the
globe, and it can radically alter one's strategy.
Strategic alliances, beside several other advantages,
offer a means of moving rapidly on a global scale by
combining the skills and resources of two or more
organisations. This what most distinguishes strategic

alliances from those other alternative growth strategies.

3.3 UNIQUENESS OF STRATEGIC ALLIANCES

Several authors have adopted broad-based
definitions of international strategic alliances which in
many cases may encompass a wide range of international
business relationships, such as acquisition, equity joint
ventures, licensing, OEM deals, see Figure 3.1. This,
combined with the fact of using a diverse variety of terms
to address strategic alliances, has made it difficult to
identify the uniqueness of strategic alliances, and the
features that distinguish them from the more conventional

form of cooperative partnerships.
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FIGURE 3.1

DEFINITIONS OF STRATEGIC ALLIANCES

International strategic alliances involve "“cooperation
between two or more idustrial cooperations, belonging
to different countries, whereby each partner seeks to

add its competences by combining its resources with

those of other partners". (Jain, 1987)

International strategic are formal, long-term alliances
between firms that link aspects of their business but
fall short of merger". (Porter, 1986)

Hybrid organizational arrangements such as strategic

alliances "use resources and/or governance structures
from more than one existing organization. This

definition encompasses a broad range of organizational
combinations (acquisitions, joint ventures, 1license

agreements, R&D partnerships, etc)". (Borys & Jemison,
1988)

"Joint ventures are arrangements among firms to work
together to attain some strategic objectives. They are
a means for sponsoring firms to share their talents and
resources in a manner that creates a superior
competitive entity. The use of joint ventures (and
other forms of strategic alliances) has become
particularly widespread since 1980". (Harrigan, 1988)

"A collaborative agreement is any inter-organizational
agreement, with or without equity, that involves the
bilateral or multiparty contribution or exchange of
assets or their services". (Teece & Pisano, 1987)

Strategic alliances are agreements which "take place in
the context of a company's long-term strategic plan and
seek to improve or dramatically change a company's
competitive position". (Devlin & Bleackley, 1988)

Source: See bibliography.

61



Although the literature on international
collaboration fails to provide differentiating
characteristics for strategic alliances, and despite their
apparent similarities with the more conventional forms of
cooperative partnerships (equity Jjoint ventures),
strategic alliances are different in at least six major

features, those are summarised in Figure 3.2.

Structure: Strategic alliances may have various ownership
and organisational forms, only one of which could be the
creation of a third entity (the norm structure of equity

joint ventures).

Partner: Equity joint ventures normally involve partners
of unequal strengths and resources, one of which is a
developed country MNE and the other is a local firm from a
developing host country. Whereas, strategic alliances are
formed Dbetween two or more partners both from
industrialised countries and often of comparable stengths

and resources.

Competition: The partners to a strategic alliances are

usually each other's rivals and often compete in the same
product/geographic markets as well as cooperating in
various ways. This feature is missing in the more
conventional collaborations as there is little or no

direct competition between the partners.
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FIGURE 3.2

MAJOR DIFFERENCES BETWEEN

"CONVENTIONAL'! JOINT VENTURES AND STRATEGIC ALLIANCES
Conventional Strategic
Joint Ventures Alliances

Structure Creation of a third Various ownership

Partners

Competition

Contributions

Motivations

Failure
Consequences

independent economic

entity (child firm).

Mainly developed
country/developing
country

Limited

Imbalance in
contributions-
technology, capital
etc. vs. local
knowledge

Market access;
economies of scale
resource sharing
etc..

Limited to local
market

and organisational

forms, one of which
can be to create a

child company.

Developed country/
developed country

Partners compete
as well as
collaborate

Balanced contribu-
tions-technology
manufacturing,
marketing etc.

Strategic and
competitive (global
markets)

Reduced interna-
tional
competitiveness

Source: Adopted from Hamill (1989).
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Contribution: Contribution is a very important

distinguishing feature. The contributions of partners to a
strategic alliance are often symetrical and of very
similar nature including, management skills, finance or
capital commitments, technology transfer, innovation and
development of new compatible products (Doz et al, 1986).
In this context, Robinson (1986) provides a figure that
might testify to the similarities of the partners'
contributions to the alliance (Figure 3.3). While in the
case of the traditional form of joint ventures, the MNE
(usually from a developed country) is often involved in
capital commitment, management skills, technology
transfer, whereas the 1local partner (from a developing
country) is mainly contributing by its location specific

advantages.

Motivations: Probably this is the most pivotal difference.

Strategic alliances are contemplated to boost the
competitive advantages of both partners alike. Traditional
joint ventures were motivated by the need for market
access and for location specific knowledge (such as
knowledge regarding host-country markets, infrastructure,
and political trends, as in the case where an MNE teaming
up with a local partner, in some cases, and by economic
factors such as economies of scale and pooling of
resources in other cases. While these may still be

important in strategic alliances too, the motivations
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stimulating the latter are more strategic and competitive
in scope. Strategic alliances can have a major effect on
shaping industry competition by influencing who firms
compete with and the basis of this competition. They may
enhance competition by facilitating entry of new firms
into a particular product or key geographic market, by
affecting firm's cost structures and/or manufacturing
processes, and by providing access to new sources of
technology. Therefore, conventional joint ventures can be
intrinsically described as "“tactical", these arrangement
do not influence, however, to a great extent the structure
and competitiveness of the partners, while strategic
alliances can effectively impact upon the shape as well as
the overall competitiveness of the partners; in terms of,

for example, technology, product development, marketing.

Therefore, the strategic and competitive
implications of strategic alliances are, perhaps; the main
distinguishing features of such collaborations. As stated
by Porter (1986), international coalitions (meaning
strategic alliances) are becoming: "more strategic,
through linking major competitors together to compete
worldwide..... (While) more traditional coalitions were
often tactical, involving tie-ups with local firms to gain
market access or to transfer technology passively to

regions where a firm did not want to compete directly".
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FIGURE 3.3

INTERNATIONAL PARTNERSHIP
(STRATEGIC ALLIANCE)
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Similarly, Jain (1987) argues that strategic
alliances are a form of "strategy option or competitive

weapon within mature economies to seek global power".

Failure Consequences: Though the high failure rate of the
conventional forms of collaboration 1is a matter of
concern, their narrow focus implies that failure is
unlikely to have a major detrimental effect on the firm's
overall competitive position. On the other hand, strategic
alliances, for they represents an important competitive
weapon in the firm's oveall strategies, their failure may
not only adversely affect the partners' short-term
financial performance, but could also seriously threaten

their international competitive positions.

After identifying the major differences between
strategic alliances and the more traditional forms of
collaborations as well as consulting the various
definitions given to strategic alliances (see Figure 3.1},
it is less difficult now to put forward a definition of
what constitutes a strategic alliance. The definition

adopted in this research is as follows:

International strategic alliance is an agreement
between two or more compatible companies (mainly
belonging to two or more developed nations) who
cooperate through resource pooling and/or technology
exchange, and share the operation and management of a
long-~term strategic relationship in a manner intended
to create a superior competitive position for them.
This relationship is more than just a 1license

agreement and at the same time falls short of a
merger.
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By defining strategic alliance as above, the
researcher still cannot claim that this definition does
not embody a variety of cooperative deals. However,
strategic alliances do not only involve a single type of
collaboration, each may have its own motives and
formulation circumstances. At least six types of strategic
alliances can be identified. This is the subject of the

next section.

3.4 TYPES OF STRATEGIC ALLIANCES

Strategic alliances are increasingly seen as the
key to survival and growth strategies for many
multinational corporations, and writers are putting
efforts into identifying their types and distinguishing
them from the traditional forms. Jain (1987) identified
three types of alliances in the automobile and aircraft
industries, these are technology, production, and
marketing alliances. Whereas, more generally, Porter
(1986) 1listed the following six forms: technology-
development coalitions, operations and logistic
coalitions, marketing, sales, and services coalitions
(these coincide with the types identified by Jain),
multiple-activity coalitions, single-country and

multicountry coalitions, and X and Y coalitions.
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3.4.1 Technology Alliances

Technology development is a factor that, nowadays,
opens up new markets opportunities quickly, hence it is
crucial and fundamental to international competition. This
kind of collaboration has been popular in the automobile
and computer industries, and between multinationals mainly
from the U.S.A., Europe, and Japan; with the objectives of
minimising the large cost of technology and cheaply
transferring it. By doing so, economies of scale would be
achieved also the risk burden would be reduced by

spreading it over more than one single entity. -

Therefore, the large amount of capital needed for
R&D, the uncertainty about the research, and the time
needed to achieve the goals behind R&D (results and
outputs) are good reasons for MNCs to cooperate. Rolls-
Royce and General Electric teamed up together to develop a

new engine, where neither can risk the R&D costs alone

(The Economist, 1984).

Technology alliances are important in that they
often open up to competitors the fundamental competences
on which a firm's competitive advantage is based. However,
Kay's (1989) approval of the post-war development of
Japanese economy presents useful indications of the danger
exhibited by technology collaboration, whereby Japanese

firms gained precious access to American and Western

technologies.
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3.4.2 Production Alliances

Although technology alliances are an important
factor in shaping competition and industry structure,
production alliances are no less significant in this
concept. Young et al (1989) identified this kind of
alliance as "aimed at improving manufacturing/production
efficiency through and/or learning economies, transferring
manufacturing know-how, or exploiting country comparative

advantage".

3.4.3 Marketing Alliances

Marketing alliances or as called by Porter (1986)
"marketing, sales and services alliances" are mostly
related to the traditional form of joint ventures as they
are motivated by the prerequisite of penetrating a market
or a new industry (i.e. access motive). However, this type
of alliance 1is still applicable to certain cases of the
new forms of collaborations (strategic alliances). To
better understand this, it is useful to identify the
factors that determine ability of a firm to enter a market
and/or new industry. These factors, generally, include
marketing practices, distribution channels, and local
knowledge as well as the firm's operational experience

(Casson and Buckley, 1976).

Marketing alliances enable partners to achieve

economies of scale or learning and increase their market
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share in key markets within the global market by accessing
each other's 1local know-how, distribution channels, and

marketing experience.

This type of alliances is also desirable by firms
moving into new industries where they can tap the
distribution channels, marketing skills, and reputation of
their partners. Therefore, marketing alliances can improve
the operational experience of the firm in a particular
industry by improving its knowledge of that industry

structure, competitive behaviour, and technology.

Other Types of Strategic Alliances:

Other types of strategic alliances might be a
combination of the previously listed forms of alliances
and may involve one or more than one country. These
include multiple-activity, single country and

multicountry, and X and Y alliances.

3.4.4 Multiple-Activity Alliances

The multiple-activity alliances could be formed
with a mixture of two or more of the production,
technology, and marketing alliances in one single
agreement between the concerned partners. For instance,
technology-marketing alliances where the "window of
opportunity is quite limited and market entrance incurs

high cost. In this type of alliances, usually, one partner
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has the technology expertise, know-how, and production
skills, whereas, the other possesses marketing abilities,
sales forces, special services, distribution channels,

reputation, and/or credibility.

3.4.5 Ssingle Country and Multicountry Alliances

Single Country Alliances

Single country alliances are tied to individual
countries. They are often formed to get access to a
specific technology (or know-how) or into a specific
market and usually involve one activity in the value
chain. Here, a firm may be able to achieve a set of
strategic advantages by constructing a network of such
alliances around the world (Porter and Fuller, 1986). For
example, one firm might form several alliances (of the
same or different type) with a number of firms from one or
different nation(s) and manage, sometimes, to be a prime
partner or as called by Doz et al (1986) "nodal partner".
Prime partner is a firm that works on building an
extensive network of alliances while involving in a series
of complementary agreements to keep rivals at bay (See

Figure 3.4a).
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FIGURE 3.4a

NETWORK ALLIANCES

partner

The network provides the prime partner with
several strategic advantages. Firstly, from its several
partners, a prime partner might be able to tap and exploit
a vast range of skills and know-how, then use these
obtained skills and know-how in gaining the upper hand
over them. Secondly, the networks of partnerships offer
the prime partner the sﬁpport of its partners in fighting
against other dominant or strong competitors, for
instance, European partners of NEC have become the front
line fighters in the Japanese manufacturer's challenge
against IBM (Doz et al, 1986). Thirdly, potential and
appropriate partners are preempted through the network.
All the above mentioned advantages accumulated together
help the prime partner strengthen its bargaining power,

its competitive position and market share which would be
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built over time through several complementary

relationships.

Multi-country Alliances

The multicountry alliances involve activities that
are applicable to, and that could be implemented in
various countries, for example, operations and logistic
and technology development. This form of alliances might
be conducted within one or more country, but producing and
generating products to be served world-wide (Porter and
Fuller, 1986). Multicountry alliances are followed by many
of the giant multinationals, as the globalisation of both
industry and competition have been accelerated, to hold
onto existing markets and to maintain a strong competitive

position.

One example of this type 1is what Harrigan and
Newman (1990) call "spider's web" alliances (another form
of network alliances) where many firms belonging to
various countries are linked together through several
alliances. Dunning (1988) explains this ‘"strategic
networking" as a series of relationships which is build on
a division of work among firms in the network. For
instance, Firm A collaborates with Firm B who cooperates
with Firm C who is partnering with Firm A where all firms
are interdependent of each other (see Figure 3.4b). He

argues that 1in such networks the activities are
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coordinated not through the market or a central
hierarchical plan, but by the establishment of a series of

relationships between the members of the network.

While this type of alliances represents an
important strategy for the global markets, its advantages
depend greatly on the relationship between the partners as

well as the relationships formed with other firms by those

partners.

FIGURE 3.4Db

SPIDER'S WEB ALLIANCES
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3.4.6 X and Y Alliances

An X or Y alliance could itself yield two kinds of
collaborations. In categorising those forms of strategic
alliances or as called coalitions, Porter and Fuller
(1986) have intuitively' depended on two spectruﬁ,
specifically, the range of activities in the value added
chain perpeﬁrated by each partner and the geographic
coverage of the coalition's activities. They classified
strategic alliances as X cﬁalitions when the wvalue
activities of the partners are divided and Y coalitions in

the case of partners havinq shared value activities.

In X alliance, the activities and operations are
divided between the partners, for instance, one partner
manufactures while the other takes the responsibilities of
marketing. In other words, each partner operates the
activities in which its firm is well positioned. Thus, in
X coalitions, firms have asymmetric positions in a given

activity.

In Y alliance, the partners share in all various
activities of the operations (Porter, 1986). Therefore, Y
alliances are more likely to achieve economies of scale,
transfer of technology and skills, and to minimise the
cost of risk burdens. Moreover, Y coalitions are formed to
elevate each of the partner's position within a particular
activity. Accordingly, a firm's situation and competitive

position no longer depends on itself alone, but on the
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quality and type of the alliances it is able to form.

3.5 MOTIVATIONS AND ADVANTAGES OF STRATEGIC ALLIANCES

Strategic alliances seem to be the outgrowth of
the current economic, competitive and technological

pressures on almost every multinational company regrdless

the industry it belongs to.

The advantages of these alliances appear
attractive to the competing MNEs as immediate access to
technology, new markets, cheap production sources,
important customers etc.. are accomplished without the
cost of an acquisition and faster than each partner would
take on its own (Jain, 1987). The complementary resources
of the partners can offer a great opportunities for
synergy in the shared activities along the value chain.
Considering the similarity of the factors that motivate
strategic alliances and those that stimulate mergers and
acquisitions, Payne's (1987) explanation of the potential
synergies between the acquirer firm and the acquisition
candidate can be borrowed to highlight possible advantages

between the partners to a strategic alliance (see Figure

3.5).

In addition, when partnerships work, the number of
competitors and of competitive projects could be reduced,

hence alliances would maximise the opportunities for
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technological success and minimise the competitive

pressure on the competing firms.

FIGURE 3.5

POTENTIAL SYNERGIES BETWEEN THE PARTNERS

Potenual for shased procurement

Potential for shared technology develkopment

Pitenuial fixr thared human rewiurces manigcment

Putenual for shaecd Arm anfrasiructure

ACQUIRING FIRM ACQUISITION CANDIDATE
VALUE CHAIN VALUE CHAIN
Suppron Ptimars Primary Suppon
atinaies ATIv I TN ICy AN
Inbound | Pucniat tor fnbaund
logisties sharcd st T | logistics

Puacangl toe
OPCranons —— snarcd —4— Operations
O Talions

-1

pument

|z Outhound Porgntiad tee Qutbhound | =
=]z logistics Sharcd enins | logistics 2=
2|22 BRI
|21 PR EA B
z E 8 -4 2 2 =
Z13|=>{¢% =132
21 %]z Potenual loe é b I Z
Sz [F[ 2] Markeune L nieeo —1_ Murkcung 212 z| 2
2| 2] 2| andrales marncung and sales S22 2
=z A é <liv ity = A _5 §
=== == -|=
e e - o - - - -
Patcanal lor
SCMICE == fharcd wPny —— Senice
* factiiteey
{~erali
'\(‘".mn pertentigl hor \1‘"!:"1

impeoved margins
and proaighring

Source: Payne (1987).

78




International strategic alliances offer a unique
opportunity of combining the distinctive competences and
the complementary resources of the participating firms.
Such combination provides a wide range of advantages to
the partners- advantages which neither of them is able to

attain on its own.

Therefore, it could be claimed that a number of
factors have contributed to the increasing prominence of
strategic alliances. These factors are displayed in Figure
3.6, and will be discussed alongside others in the

following sections.

3.5.1 Globalisation

As presented and discussed in the previous chapter
globalisation is a term which is not only applied to
markets but also businesses, industries, firms, and most
importantly competition. Perhaps the principal driving
force for many mergers and acquisitions as well as
strategic alliances is the perceived trends towards
globalisation, with the consequent desire for firms to
gain a foothold in as many geographical areas as possible
(Porter, 1990). In such business conditions, even the
largest multinationals are seeking alliance partners in
order to enhance their capabilities to supply global

markets and face up to global competition.
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FIGURE 3.6

FACTORS INFLUENCING THE GROWTH OF
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Source: Hamill (1989).
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3.5.2 Technology and Risk Sharing

Another significant motivation for strategic
alliances in the 1980s (a period of rapidly escalating R&D
costs, shorter product life cycles, and accelerating
technological changes), is the urgent need for sharing
technological expertise (Norburn and Schoenberg, 1990).
Minimising the risk associated with R&D and complex
technologies is, therefore, an important motivation for
international strategic alliances, especially in the
research-intensive and high-tech industries; such as
aircraft, automobiles, and computers; where the product
life is becoming short (cContractor, 1988). Reducing risk
can be achieved by spreading it over two or more firms to
lower the cost of certain projects (being shared among the
partners), and by lessening the political risk (in cases

where the political circumstances are uncertain).

——

Risk reduction can be combined with another reason
that encourage strategic alliances, namely, technology
development. The rapidly developing technology in most
industries has pushed many multinationals to seek
partnership involvements. Accordingly, some firms are

—om

motivated to quickly introduce new technology in order to

gain or maintain an edge on market leaders. To do this by
its own, the firm would be exposing itself to the risk of
failure and delay in achieving the needed research as well

as augmenting the development costs. In such a case,
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teaming up with an appropriate partner would be the
solution to hasten the achievement of its goals and
minimising the risk associated with such technology

developments.

Partnerships between Short Brothers and Boeing
(U.S.) to develop Boeing's new technology Prop-fan 7J7
aircraft, Group Lotus and Moog (U.S.) to develop and
manufacture Lotus' revolutionary vehicle suspension
system, Thorn EMI and Thomsoﬁ to produce VCRs 1in Europe
(Acquisition Monthly, 1986), and more recently IBM and
Siemens joint developemtn of 64 memory chips, are just
some few examples of R&D, technology, and risk sharing

motivated alliances.

3.5.3 Governmental

The increased use of strategic alliances is also
influenced by various governmental factors. Direct
government encouragement to use strategic alliances is
illustrated in significant projects like ESPIRIT, EUREKA,
the European Airbus consortium, and the European Aircraft
project. Also, deregulation in certain industries such as
telecommunication is an indirect governmental encourgement
for strategic alliances as an effective means to enter
and compete in previously protected markets (Hamill,

1989).
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3.5.4 Complementary Resources

In environments of scarce resources, rapid rates
of technological change and massive capital requirements,
strategic partnerships may be the best way for some firms
to attain better positions in global industries which they

consider to be important.

In some instances, where a firm is developing or
introducing a new product that is intended to be
competitive in the global market, an innovative
engineering and manufacturing base is required. This
process usually requires a long time to plan, develop, and
produce and often involves enormous capital investments
(Jain, 1987). Therefore, strategic alliances can be a
particularly desirable means in situations and industries

where the '"critical mass" is very high.

International partnerships make it possible to
reduce such investments by using existing capabilities 6f
each partner. In the partnership that involves Aerospatial
(France), Deutsche Airbus (Germany), British Aerospace
(U.K.), and Contrucciones Aeronauticas _ CASA (Spain),
each of the partners alone did not have the capacity to
manufacture large commercial airplane at an economically
viable rate of production (Economist, 1984). But within
the alliance these firms ©pulled together their
capabilities, each producing the part that best express

its specific advantages then assembling the generated
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parts using an appropriate logistical system.

The alliance between Rolls Royce (RR) and General
Electric (GE) 1is another example of using strategic
partnerships to fill out product 1lines without massive
investments. In their agreement GE shares in RR's 40,000
Pound thrust engine, and RR shares in the development and
manufacturing of GE's new 56,000 Pound thrust engine

(Economist, 1984).

Moreover, the complementary needs, skill and
expertise of the partners in strategic alliances provide
synergistic benefits as in the series of alliances between
Honda of Japan and Rover of the UK. In one of their
alliances, for example, Honda give Rover a wider model
range, Rover gives Honda a "Trojan Horse", and the

alliance provides customers with much more choices.

3.5.5 Economies of Scale

In the current competitive and hastily changing
business environment, scale too has become a critical
strategic and operational issue, and a key to survival for
some multinational corporations. Hence, the intense
competitive pressure is forcing most manufacturers to
concentrate on the factors that differentiate their
products in the market-place. Whereas in areas where
product differentiation is a difficult burden to be

achieved firms are involving in strategic partnerships in
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order to profit from combined scales (Berg, 1982). Most
obvious and straightforward is the case where a larger
volume of a differentiated component is produced in a
single plant. One example is the agreement between Peugeot
and Fiat to develop and produce jointly a million car

engines a year.

Cost reduction drives are good occasions for
exploiting shared-scale opportunities. Higher
specialisation and lower investment requirements even in
the absence of volume increases are another benefit
frequently realised. Shared-scales between competitors may
also generate acquisition of new functional skills and
improve functional efficiencies. In other words, economies
of scale might be achieved not only in production and
manufacturing, but also, and perhaps more importantly, in

R&D, technology, sales, and marketing.

Therefore, strategic alliances between partners,
if reached, would allow specialising production 1in
existing plants and may significantly reduce investment
requirements and total manufacturing costs, hence the

achievement of economies of scale.

3.5.6 Access to Key Markets

Barriers to trade may create alliances between
firms from different countries in an attempt to obtain

access to the widest possible and important market. For
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instance, many firms are now starting to invest in Japan
(through alliances) in order to get close to a market
which has become a world leader in key areas. Since the
most important element to cost competitiveness in many of
today's global industries is the number of units produced,
and since the fixed development cost and the variable cost
also depend on the number of these units, product volume
is a crucial issue, not only in the high-tech and global
industries but also in many others (Jain, 1987).
Accordingly, reaching export markets and obtaining a
significant portion of it is one way to maintain
successful and competitive position. Even the largest
firms face difficulties in finding the resources for
development, manufacturing, and export financing in their
own marKkets. Strategic alliances with foreign partners can
offer access to important market segments at a lower cost.
The strategic alliance between British Aerospace and
Thompson of France, who brought together their respectiVe
guided misile business, aims at strengthening tﬁeir joint
market position in the soon to become the Single Market of
Europe (Norburn and Schoenberg, 1990). Airbus Industries
formed an alliance with McDonall Douglas the American
aircraft manufacturer to get access to the American market
(Financial Times, March 2, 1988). This partnership would
also be of advantage for McDonald Douglas as it would
strengthen its competitive position against its domestic

rival, Boeing.
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Another related issue here 1is the quotas and
duties erected by some governments on the imports of some
products generated in certain important industries as they
consider it to be crucial for, and affect the balance of
payments, employment, technological development and
defence capabilities. Accordingly, if a firm is not well
established in a country, it might encounter difficulties
in competing in that market. The Japanese case illustrates
that their concern with industrial collaboration had
reached the highest level, following increased
protectionist pressures in the U.S. and West European
automotive and semi-conductor industries (Nukazawa, 1982).
In the U.S.,for example, Japanese are facing difficulties
in the semi-conductors sector. The U.S. Administration is
accusing them of dumping the American market with cheap
subsidised semi-conductor products which 1is causing
problems to American firms and consequently affecting
employment and the U.S. Current Account. Japanese firms
are now trying to overcome these accusations and the

quotas imposed on them by teaming up with American firms.

3.5.7 Competitive Pressure

One trend credited with the popularity of
strategic alliances in the 1980s is the widening of the
competitive arena from national to global markets. A
number of competition-related motivations have stimulated

the growing use of strategic alliances. High 1levels of
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concentration in many industries have invoked startegic
alliance between non-dominant firms in order to challenge
industry leaders. Also, fashion, fear and follow-the-
leader are important determinents, for strategic alliances
are widely used as a competitive weapon and/or response to
similar actions made by firms in the same or related

industries.

Moreover, strategic alliances may be used as means
of avoiding competition. One approach to achieve this
objective is by forming collaborative agreements with
aggressive and comparatively strong competitors. By
binding potential rivals to them, firms can make them
allies. Most importantly, firms, through strategic
alliances, can prevent other rivals from gaining their
market access and widen their market shares (Conductor,
1988). In addition, the feeling of the partners' inability
to continue to compete each on its own is another reason

for forming strategic alliances.

On the other hand, Jain (1987) argues that this
reason is more likely to be present in alliances that
involve global players and small firms seeking global
competition. But he also stated that, in the new emerging
business environment, even large firms are also facing the
pace of severe competition, hence the 1linkage between
strong competitors seems in part to be motivated by the

desire to block and lessen competition. In addition, these
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liaisons might be motivated by the intention to obtain
global industry leadership (Doz et al, 1986). With this
intention, the partner would be aiming at strengthening
its competitive position by gaining competitive advantages
from its partner(s), using its partner(s) to fight against
other competitors (hence limits competition by outsiders),
internalising skills and value added, and by gaining
control over technology and/or significant competences.
The Japanese seem to be the most discernible partners in
using these strategic intentions when forming alliances
with their European or American partners. The alliance
between Honda and Rover Group illustrates that goals of
the Japanese, where Honda was aiming at learning. from
Rover aspects of the design of large cars, an area 1in

which it lacked experience.

Strategic alliances between firms from different
nations could also be utilised as a means to deter
potential rivals from introducing independent programmes
or to reduce and lessen competitive alliances. Therefore,
bringing existing rivals into alliances might be a way of

neutralising new emerging competitors.

3.5.8 Formation of the Single European Market (1992)

The single European market is also having an
impact on pushing up the number of alliances formed every

day as firms approach 1992. The importance of this factor
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was seen by Volswogen's Chairman as: "The 1992 event sets
completely new standards and gives us (Europeans) the
infrastructure of an enormous new market." He continued:
"In 1992, this European market will not be segmented as
now, in small units which act as obstacles to the
development of the industry. It will be a market which
should take advantage of large-scale production, the
biggest market in the world, ahead of the United States."

(Executive Speeches, Jan. 1988, pl4).

The consequences of this event on the
collaborative agreements including strategic alliances as
stated by Kay (1989) is twofold, one is that European will
be able to compete "satisfactorily" without the need for a
local partner, and mergers and acquisitions would
increasingly be more attractive strategic options. The
second influence of the single market is the fall in the
number of alliances formed between European firms, Kay
(1989) gives figurative evidence on the drop in the number
of European-European alliances as from 24.7% in 1985-86 to
17.8% in 1986-87, this was against a rise in the number of
European-Foreign alliances from 33.3% in 1985-86 to 50% in
1986-87. Hence, the issue of 1992 is an important factor
in the growth of strategic alliances which are formed, not
necessarily between the European themselves, but as a
competitive trading means through which the European may
achieve significant competitive advantages in return for

access into their single market.
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Undoubtly, after 1992, the competitive efforts of
the inter-related American and Japanese companies will
turn even more than today toward the new market which is
freed from national barriers to free trade. European are
not facing an American, or Japanese attack, but a
combination of Japanese-American in many ways. Apart from
Nissan and Toyota, most Japanese manufacturers have an
American equity participation, and all have multiple
alliances. This is an important consideration, when one
looks at what Europeans are going to face. However,
European multin;tionals are acting ahead of the event and
some of them have already established strong position in
Canada, U.S., Japan, and their first beachheads in Europe

mostly through acquisitions and alliances.

3.6 COSTS AND DISADVANTAGES OF STRATEGIC ALLIANCES

Although strategic alliances have so far been
presented by many authors as an alternative growth
strategy, and most significantly as a crucial competitive
weapon, it is important to bear in mind that these
linkages are not always the best solution. There are
drawbacks associated with strategic alliances, for
example, problems concerning the division of efforts and
the effective control of the alliance's operations might
make any form of cooperation less stable and 1less

efficient than the previously discussed internal and
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external development strategies.

The competitive costs are probably the most
significant of all the disadvantages. They arise out of
their potential for dissipating sources of competitive
advantges and undermining industry structure. This will,
through the transfer of expertise, technology, etc.. or
the provision of market access, lead to either creating
new competitors or may stengthen existing rivals to a

fearful degree (Porter, 1986; Hamel et al, 1989).

In addition, lack of trust between partners (which
could be one result of the competitive cost above), scarce
information, different management styles, control
conflicts and changes in the business or strategic
objectives of partners are some of the more usual pitfails
of international strategic alliances (Business WeeXk,

1986) .

Therefore, while powerful forces work in favour of
international strategic alliances, there are also costs
and disadvantages associated with these forms of
collaborations as the goals of potential partners are
never completely in harmony, and in most cases they are
competitors as well as collaborators. Continuous issues of
mutual dependence, conflicts on product design, sharing of
authority and responsibility which may result in the
creation of an adverse bargaining position between the

partners (Porter, 1986), uncertainty about the commitments
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and the outcomes, and the use of top management time (e.g.
as argued by Porter the coordination costs which involves
time and effort to manage and integrate the alliance
activities into a broader global strategy) can all
jeopardise partnership agreements. The partners should,
therefore, determine whether their strategies are
compatible enough to allow these issues to be resolved and

equitable sharing of benefits from the alliance to be

negotiated.

3.6.1 Mutual Dependence

In international partnerships, as partners are
also competitors, each would be having the intent to wrest
skills from the other, this would reduce its capabilities
for autonomous action and make it increasingly dependent
on the continuation of the alliance within which this

partner would steadily lose ground (Doz et al, 1986).

However, according to Jain (1987), once the
alliance is agreed upon, all partners become dependent on
each other. If the commitments of all partners are not, to
certain extent, balanced (i.e. if one's commitments are
not up to what was expected by the other partners), the
dependence will evolve as an enhanced cost to the alliance
formed between them, and might threaten the outcomes and

the achievement of the alliance's goals.
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Hence, the propensity of an alliance does not rely
on the long-lasting nature of the partnership, but in most
cases on fulfilling the partners' expectations about each

one's commitments and contributions.

3.6.2 Cconflicts on Product Design

Deciding what products to be manufactured and
produced is an initial requirement. Potential partners
start with at least a general idea of the type of products
that they could work on but, as partners in international
strategic alliances belong to different countries, and are
often influenced by different key customers, they may see
market needs differently (Harrigan, 1985; Harrigan and

Newman, 1990).

Moreover, the partners' existing products also
influence their perceptions of the appropriate products.
Each partner may intend to manufacture the products which
best complement its existing product 1lines. Thus,
conflicts between partners might arise if this matter has
not been given enough attention during the negotiating
period. Also, disputes may arise on which design or

service could best meet emerging growth opportunities

(Lorange, 1988).

However, once the partnership between two or more
firms has been formed to cooperate on a certain project,

it may take a long time before the actual introduction of
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the product(s) or services which the alliance had
specifically been formed to produce. This is especially to
be expected within alliances that involve firms from the
high-tech industries where partners are sometimes intense
competitors, and one firm might attempt to keep
negotiations alive whilst moving slowly in order to
discourage its partners from taking part in other
alliances or introducing a competitive product.
Consequently, a firm shall take great care when

approaching the negotiation process in order to avoid such

situations.

3.6.3 Uncertainty about the Commitments and Outcomes

Porter (1986) called attention to the significance
of a partner's commitments by stating that "it is
important to predict how the partner's contribution and
the partner's strategy will evolve overtime". On the other
hand, Jain (1987) highlights the difficulties in
forecasting the contributions of a partner and of ensuring
its commitment to work consciously in fulfilling its
obligations which might not have been specified in the
legal agreement. These difficulties usually stem from the
fact that international partnerships are often formed for
long term projects which increase complications in
forecasting their outcomes. Moreover, the fact that
control and decision making are shared between partners

makes it a difficult task to predict the commitments as
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well as the outcomes of each partner. This could happen
because partners future decision perspectives might change
over time. Also, there are no methods or strategic tools
to analyse and forecast inputs and outputs of strategic
alliances. Therefore, uncertainty about the commitments

and outcomes exacerbate the cost disadvantages of

strategic alliances.

3.6.4 Division of Authority and Responsibility

Partnerships entail a division of responsibility
by product components or manufacturing operations, as well
as a division of decision making and authority. These are
to be found 1in almost all forms of corporate
collaboration, but it is an important issue to the new
forms more than the traditional forms, as the parties
involved in strategic alliances are of similar strength,

if not equally strong.

None of the involved firms, alone, possesses the
authority and decision making power, rather these tasks
are shared between partners that might sometimes have
conflicting opinions and different management styles in
tackling certain problems or when making certain
decisions. This 1is peculiarly present in international
strategic alliances which involve large competitors that
are wary of creating or strengthening a potential future

competitor, and wishing to make appropriate and optimal
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decisions which would expound the perceived opportunities.
The decision making and authority being shared between
partners would preVent the accomplishment of the optimal
decision by resulting instead a compromise which might in
some cases be refused as being inconvenient and cause the
withdrawal of certain partner(s), thus leading to enormous

unproductive costs (Jain, 1987).

Apart from the difficulties that preclude partners
from arriving at the optimal decision for all parties,
shared authority and decision making affect the speed of
the decision making process and may prevent it's timely
adaptation to the environmental needs, as well as the
ability of partners to adequately predict the outcome of

future decisions.

The speed of the decision making process might be
slowed down due to the conflicts between partners (e.q.
disagreements about a major task concerning a decision),
or to communication problems (e.g. cultural and language

barriers), or misunderstanding between partners.

The above pitfall would consequently affect the
partners' future decisions as they would be delayed and
thus making it difficult to adhere to the time scale of

the project as it was initially conceived.
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3.6.5 Strategic Encroachment

Doz, Hamel, and Prahalad (1986) highlighted the
dynamics of competition between the partners to strategic
alliances and indicated the danger of strategic
encroachment which may take place in cases where one
partner attempts, or in the first place entered the
alliance with the intention to dominate it to attain its
strategic or competitive advantages by exploiting the

other partner's technology, know-hows, etc...

Another related issue, also raised by Hamel, Doz,
and Prahalad (1989), 1is the danger of competitive
compromise where similarily, the competitive position of
one partner is weakened through the excess transfer of its
invaluable and/or core competences. This issue should be
counted for very carefully, especially when cooperating

with Asian partners (Reich and Mankin, 1986).

3.6.6 Extensive Use of Top Management Time

As international partnership is an important
competitive strategy for all participants, and because of
the fact that this strategy 1is utilised by many
competitors to maintain market shares and wrest
competitive advantages from other partners in order to
retain an edge on market and/or industry leader, top
mangers and high quality staff would be responsible for

negotiating and managing these partnerships.
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Top managers would, therefore, be dedicating an
excessive portion of their time to meetings, negotiations,
and planning with other partners' managers (Jain, 1987).
This might be costly especially if adequate decision are
not reached. Another cost of top management's time and
energy 1is that related to the early stages of the
negotiation, particularly if difficulties arise 1in
reaching an agreement, where in some cases no partnership
is formed, e.g. the negotiations between Airbus Industries
and McDonell Douglas, the American aircraft manufacturer,
where talks have been going for years and is an alliance

yet to be formed (Financial Times, March 2, 1988).

Beside all the discussed above costs, there are
still other disadvantages that are peculiar to the new
forms of collaborations rather than being common to all
forms. These are: the risk of proprietary technology
leaking, and the abandonment of certain projects
(Economist, 1984). These costs often occur when a firm
forms a collaborative agreement with a second firm, then
this second forms a separate agreement with a third firm.
Thus technology 1leaking might take place (through the
second figm) from the first to the third firm which might
be able to develop this technology faster than the first
firm and hence cause a cost disadvantage for the first
firm by creating a future competitor. Moreover, some
projects might be left aside as other alliances become

more important.
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3.7 WEIGHING ADVANTAGES AND COSTS

The 1literature is richer in empirical evidence
about the traditional forms of cooperation than on
strategic alliances. Researchers have argued that
corporate collaboration of the traditional type tend to be
used in certain defined circumstances and under a
different set of motives. In some cases, government policy
makes access to a market conditional on the use of the
coalition forms. A firm's size, experience and resources
determine how much it needs the contributions of a foreign

partner.

While the new forms of international coalitions
are different in nature from the traditional forms, it is
expected that similar patterns of use can e found. Also,
the circumstances in which strategic alliances are formed
and their motivations are different from those of the
traditional forms of collaboration. However, it is
suggested that the advantages of international strategic
alliances would 1likely outweigh their costs [Porter
(1986), Jain (1987)]. However, the extent to which these
advantages are actually realised depends largely on how
well the alliance is managed right from the very beginning
through to its implementation. The spotlight in strategic
alliances inevitably centres on the proper planning,
thoughtful selection of the appropriate partner, and

consequently, on the continuous attention to monitor,

100



control and manage the alliance. This would be realised
when partners carefully approach and continuously manage
the alliance, and thoughtfully select the appropriate
partner. The final section offers some observations on
how, when, and which a firm chooses among possible

alliances and potential partners.

3.8 CONCLUSIONS

Most participants in international strategic
alliances see them as a necessary strategy forced on them
by economic development, changing market conditions,
global competition, technological development, and
industrial maturity. Some industries are important mass
market for certain products in a period when the ability
to stay at the forefront of technology development is
usually a significant indicator of general industrial

competitiveness.

Multinational corporations are reassessing their
strategies and ultimately restructuring themselves to
follow the race of competition, and to overcome rivals in
technology development. In the past, collaborations were
seen as particularly a resort to minimise initial
investment and lessen the risk associated with entry into
new markets. Moreover, firms were 1linking in order to

secure a gquick and certain passage to otherwise closed
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markets, or to respond to governments' preferences for
local participation in the business. On the other hand,
the rationale for strategic alliances, in most cases, is
related to the increasing speed of technological changes
and the rapidly growing competitiveness in global markets.
Hergert and Morris (1988) declare that firms now are
forming alliances in order to diversify risk inherent in
developing new technologies or to take advantage of the
complementarity of each other's developmental skills and
competences. This is apart from the essential economies of
scale and market power these alliances may offer the
participant firms. Partners to a strategic alliance work
together toward similar, or complementary objectives, and
cooperate to supplement each other's skills and knowledge
and increase economies of scale. They share risk and costs
to obtain faster results more efficiently, and to
contribute to the development of new competitive product,
thus augmenting their market shares and strengthening
their competitive ©position by blocking potential

competitors, an alliance could accomplish all this well.

However, strategic alliances may obscure a
partner's identity and give rise to conflicts. Despite its
drawbacks, a strategic alliance, if it works, generates
advantages which might not be captured otherwise, an
obvious example 1is the recent trend of many giant
multinationals teaming up in order to wrest the various

advantages and to develop together new world-wide
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competitive products. Hence strategic partnerships keep
partners alert, and push them to focus on their core
skills and distinctive contributions to the alliance.
However, Jjudgements about the effectiveness of strategic
alliances are difficult to make, as the absence of
empirical work concerning these new forms of
collaborations makes it difficult to make a quantitative
assessment, and also because observers in different
countries tend to use different assessment criteria. For
example, the Japanese judge these alliances in the light
that it aids macro-economic adjustments. They believe that
this kind of expansion, by accelerating the transfer of
technology and creating employment opportunities, makes an
important contribution to the international economy
(Turner, 1987). Nevertheless, there are other arguments
about the 1longevity of the transfer of technology and
other skills and know-how through these alliances as

partners are in the first place competitors.
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CHAPTER FOUR

MANAGEMENT OF INTERNATIONAL
STRATEGIC ALLIANCES: LITERATURE REVIEW



SUMMARY

Managers who want to benefit from their alliances
must be ready to make fundamental philosophical
changes. Without a new mind-set, these partnerships
are bound to fail.

A clear set of objectives and the analysis of all
available alterantive strategies are a prerequisite
before deciding to call upon an alliance partner.

The alliance design including its initial planning,
partners selection, and its objectives must be given
greatest attention.

Establishing a common plan including the issues to
be negotiated is a crucial element of the negstiatiax
stage.

A critical determinant of the alliance's
performance appear to be the shared management
techniques of the alliance and that 1lies in four
managerial considerations:

1. the ability of the partners to develop
a constructive relationship,

2. the ability of the managers to influence
a group without dominance and encourage
contribution,

3. the ability to organise the resources
and contributions in order to attain
mutual adavantages, and

4. the ability to readjust the alliance to
adapt to changes to the benefits of all
parties.

In one statement it is the ability to build trust
and manage a "win-win' partnership.



4.1 INTRODUCTION

International strategic alliances (ISAs) are not
like start-up companies; they begin with considerable
resources, obligations, and lofty expectations to the
involved parties. Even 1in cases of domestic strategic
alliances, where the participants speak the same language
and operate under the same constraints, there are numerous
difficulties. ISAs involve partners whose languages are
different and whose social and business cultures and even

thought processes may be alien to each other.

Managers of international strategic alliances must
be aware of the fact that these types of international
collaboration put them on a continuous, competitive race,
always focusing on the development of their firm's core
skills and unique contributions to the partnership.
Managers should also recognise that strategic alliances
incorporate different set of goals and are different
enough from the traditional type of partnering to allow
the applicability of experience gained through the later
(Doz et al, 1986; Morris and Hergert, 1987). Hergert and

Morris relate the difficulties in managing strategic
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alliances to four important attributes: shared
responsibility, maintenance of individual identities,
continual transfer of resources, and indivisibility of
projects. Harrigan (1988), also, argues that these new
forms of collaborations demand a peculiar set of new

thought processes and new managerial capabilities.

This chapter reviews the existing literature
covering the issues of the management process relevant to
strategic alliances. Harrigan's (1984) distinctive
research reveals some significant steps in pursuing a
collaborative venture with a second independent firm.
Moreover, the argument of more recent studies 1is that
strategic alliances are significantly different from
"conventional" forms of international partnerships, hence,
to adopt a similar management approach is not only
inappropriate, but also dangerous given the threat of
strategic enchroachment. The importance of management
processes to strategic alliance is well elaborated by
Hamel, Doz, and Prahalad (1986, 1989), Contractor and

Lorange (1988), Norburn and Schoenberg (1990), and Lorange

and Roos (1989, 1991).

The authors argue that the key to successful
alliances 1lies in companies 1learning to use the
partnership to enhance their internal skills and
technologies while guarding against transferring

competitive advantages to ambitious partners.
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Further, Jemison and Sitkin (1986) have identified
three significant considerations for successful
acquisitions, namely; strategic fit, organisational fit,
and the acquisition process perspective, these concepts
are of importance to the management of strategic
alliances, for these types of strategies, as argued by
Norburn and Schoenberg (1990) share some strategically
common issues, e.g. the involvement of two independent
parties, the factors that motivate them, the competitive

implications they incorporate, and the reasons for their

failure.

4.2 DESIGNING A STRATEGIC ALLIANCE

In designing an international strategic alliance,
there are various issues that have to receive a special
and heavy emphasis during the preliminary stages of
preparing and planning for a new strategy. These are:
thorough analysis of the firm's external environment,
careful assessment of the partnership's rationale relative
to one's own overall strategy, weighing the objectives
against every available strategic option, careful choice
of a suitable type of alliance, selection of an
appropriate partner (i.e. strategic and organisational

fit), selection of the negotiation team, and negotiation

procedures.
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Harrigan's (1985) dynamic model of joint ventures
represents a comprehensive design for managing and

controlling a strategic alliance (see Figure 4.1).

Perlmutter and Heenan (1986) advise that "managers
who want to implement global strategic partnerships must
be ready to make fundamental philosophical changes".
Without a new mind-set, these partnership are bound to
fail, run the argument. They defined six signs of success

in international strategic alliances, these are:

1. A "win-win' mission.

2. A balanced or synergistic strategy of cooperation
and competition.

3. Governance driven by parity, rather than power.
4. Compatible corporate cultures.

5. New organisational patterns driven by partnership.

6. Unitary management methods.

In addition, Prahalad (1983) argues that
managements should realise the need for new philosophies
when their firms are shifting from purely competitive
strategies to collaborative ones. A number of important
factors that companies need to consider before making
their decisions about forming an alliance can be developed

from the work of Prahalad (1983), and these are as

follows:
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1. Moving from purely competitive to cooperative
strategy, the degree of freedom available to top
management is reduced. Decisions regarding the
operations of the alliance become shared.

2. Partners to strategic alliances often use different
analytical framework. Some firms may be concerned
with acquiring core technologies while others are
more concerned with accessing a certain market.

3. In a purely competitive strategy the boundaries of
the firm are usually clear, whereas in strategic
alliances the strategic tasks are shared, sometimes,
resulting in unclear boundaries.

4. A high degree of visibility to the performance of the
alliance is difficult to accomplish, i.e. partners
tend to find difficulties in establishing common
performance measures.

5. Ambiguity of intended outcomes often encompass
international strategic alliances.

6. Even if the partners started with well articulated

objectives, continuity of commitments and interests
are seldomly certain.

However, once the decision has been made to become
involved in a partnership, the next step is to decide how
to design the cooperative strategy. For each of the
partners, designing a strategic alliance involves a large
number of issues, including the potential partners, the
legal form of the agreement, the time period, the division
of responsibility and authorities, etc.., none of which
are once and for all or easily reached decisions. Indeed,
the configuration of the agreement might change over time
due to many influences, including changes in competitors'
strategies, changes in industry structure and/or changes
in technology development, and changes in the partners'

bargaining powers.
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Jain (1987) identified complementary needs of
partners, complementary strengths, shared power, and
balanced benefits as being the fundamental characteristics

of successful international strategic alliances.

Delvin and Bleackley (1988), relate the success of
strategic alliances to three important ingredients. These
are:

* the decision to form a strategic alliance,

* the choice of the alliance partner, and
* the planned management of the alliance.

On the other hand, Porter (1986) stated some
issues for the success of an international partnership,
two of great importance are timing of the alliance
formulation and choice of the alliance partner. He argues
that selection of the partners should be done on the basis
of their contributions to the alliance and the risks
involved in forming linkages with them. Harrigan (1985)
highlights this point by arguing that: "it is useful to

recall the inherent fragility of joint ventures when

choosing partners to bring into one's home markets". She
stressed: "Today's partners could become tomorrow's
competitors".

4.2.1 Timing of the Alliance

Timing is a significant task of any collaborative

agreement. It forms an important part of an effective and
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successful strategic alliance. In a rapidly changing
environment, firms that act quickly and at a suitable time
obtain access to better partners and gain better

competitive advantages than late entrants could achieve.

By responding to competitive challenges and
environmental changes with attempts to maintain strength
and bargaining power, managers should seek to know how
strategic alliances may help their firms supplement
internal resources and capabilities. They should also be
able to recognise whether it is too late to enter into
specific cooperative agreements and whether it is harmful

to hold on to an alliance too long.

Timing, therefore is crucially important. The best
time to seek a partner is when the firm has strength to
offer, whether a unique technology or pernhaps a AQomlnant
distribution network. Many partnerships are being sought
today purely as a defensive mechanism by companies that
have lost out in the market place. International
partnerships only work when both partners have power to

share (Porter, 1987).

4.2.2 Initial Planning

Planning an ISA refers to the set of activities
undertaken by a firm from the time it decides to pool its

resources with another in a partnership, to the time when

the negotiations starts off.
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The costs of planning are tangible and often
sizeable, particularly, if top management is providing the

involvement and support required for an active planning

process.

Planning, in general, consists of two steps.
Firstly, the formal process of developing the firm's
objectives, identifying alternative strategies to achieve
these objectives and doing that against a background of a
systematic appraisal of internal strength and weaknesses
and external environmental changes. Then, the process of
translating the selected strategy (partnership, for
example) into a detailed operational plan. Examinations
should be made as to how the objectives 1logically fit
together to result in the production of an effective

strateqgy plan.

The basic purposes of this planning process is to
(1) identify precisely the firm's objectives to be
achieved through the chosen strategy, (2) to understand
more fully the relationship between the objectives, (3) to
establish what sensible goals are to be given priority
over others, which objectives can be compromised upon, and
which the firm cannot be too flexible about, (4) and most
important, to assess the strategic fit of the alliance

within the overall corporate objectives.

Moreover, a Kkey ingredient in top managers'

ability to use their initial plan is a "maze-brightness"
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that informs them as to who needs to be involved in what,

i.e. allocate responsibilities to the right people.

While working on the initial planning it is
necessary to review carefully the market trends for
competitors, the potential set of partners' volumes and
market shares, their real financial performance and
competitive positions, and see which of these could be
further researched, based on how well the firm's own
resources fit those that might be included in the

preliminary list of the potential partners.

4.2.3 Partner's Selection

For several important considerations, selection of
potential partner(s) must be accorded high attention by
senior management. Firstly, this choice is likely to have
considerable influence on the resources available to the
alliance, e.g. finance, skilled personnel, technical
capabilities, etc.. Secondly, this stage in the planning
process is pivotal due to the influence potential partner
may have on the alliance's operating policies and
performance as it would actively take part in major

decision makings.

However, before starting the process of
identifying potential partners, managers should satisfy
themselves that a partnership is the best alternative to

achieve their strategic aims. In some cases, alliances are
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set up after one firm approaches another with a proposal
and then the two decide to pool their resources in a
partnership, all too often, without actually taking enough
time to establish the feasibility of the partnership.
Hence, it is important not to be deceived by the perceived
benefits of a proposed alliance, but rather to be
realistic about the motives involved, as well as the
feasibility of that alliance achieving the firm's own

objectives.

If a strategic alliance is the best alternative to
achieve the perceived objectives, the next significant
task is to select the right partner. In identifying
potential partner, there is no single approach that is
preferable or suitable in all situations. Nevertheless,
the evaluation process may include such factors as the
peculiar characteristics of the industry, the potential
partners' competitive position, their country of origin,
size, market share, and the alliance's anticipated
requirements for various resources and technical and/or
other skills. The critical need, then, is to define

sharply the criteria by which candidates for partnership

will be assessed.

Furthermore, it is essential to consider the "fit"
of the potential partner's characteristics, its product
range, technological capabilities, etc., with those of the

firm. Walmsley (1984) argues that the selection of
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partners must be viewed as an integral part of the initial
process and based on thoughtful criteria. A set of
important requirements in a partner should, therefore, be
defined then analysed before an appropriate partner is
sought. Geringer (1987) admits the difficulties of
defining a set of criteria for choosing the appropriate
partner, and asserts that this process should be dealt
with cautiously and in the light of the firm's own
objectives and motives for the alliance. He addressed
several considerations regarding the selection criteria of
an appropriate potential partner. These are: complementary
of technical skills and resources, mutual need, financial
capabilities, relative size, complementarity of stratégies
and operating policies, communication barriers, compatible
management teams, and trust and commitments between
partners. Similarly, Young et al (1989) identify six
criteria for selecting what they called a "long-term

alliance partner", see Figure 4.2.

However, evaluating a partner-to-be involves
enormous hidden costs and efforts, not to mention the
management time required for assessing and evaluating
potential partners, nevertheless, these are often

forgotten when figuring out the return on the partnership.

In selecting an alliance's partner, managers
should first develop a clear understanding of what they

can contribute to the alliance in terms of skills,
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resources, know-how, technology and most importantly
competitiveness. Then, an understanding should be sought
of how the mixed contributions can generate potential
synergies. This can be evaluated using the wvalue chain
analysis recommended by Payne (1987) for assessing an

acquisition candidate, see Figure 3.4 in Chapter Three.

FIGURE 4.2

CRITERIA FOR SELECTING AN ALLIANCE PARTNER

1. Partners must possess the desired source of
competitive advantage (scale, technolecgy, market
access or other contributions that coalition seeks).

2. Partners should have complementary or balanced
resources in order that no one partner dominates.

3. Partners' international strategy should be
compatible.

4. There should be a low risk of partners dissolving
the coalition and competing independently.

5. The partner should possess pre-emptive value vis-a-
vis rivals.

6. There should be organisational compatibility
between partners.

Source: Young, Hamill, Wheeler, and Davies (1989).

By selecting a similarly-sized partner, and one
for whom the alliance represents a significant strategy,

the firm would ensure that the potential partners also

116



consider the alliance to be of the same 1level of
importance to their competitive strategies as the firm
proposing the alliance. This, also, helps to avoid
frustrations resulting from the recognition that the
alliance receives lower priorities when compared with

similar operations undertaken by the partner.

Moreover, alliances formed between partners of
comparable size increases the likelihood of compatibility
in management styles and similarity in the availability of
resources. Because a small firm 1is acquainted to
responding within a short time scale, it may feel
paralysed by the apparently accelerated pace at which the
larger firm makes its decisions. At the same time the
larger partner may feel uptight and tense by the smaller
firm's nudging and sense of urgency. Having an alliance
with a similar size partner mitigates against problems

caused by asymmetry in partners' relative sizes.

Compatibility of partners, beyond mere technical
complementarity, is then a prerequisite for successful
corporate partnering. For, choosing a compatible partner
is not the same as choosing a partner with compatible
skills, and managers should carefully consider the
incorporated differences, as the partner with compatible
skills might not, in all cases, be suitable or compatible
especially in terms of management compatibility.

Therefore, analysing not only the potential partner's
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competitive aspects and complementary resources, but also
the compatibility of administrative systems. In the case
of equity alliance, for example, incompatibility makes the
choice of the appropriate accounting, planning, and
control systems doubly difficult with each firm naturally
favouring the system it uses itself. An assessment should
also be given to the rival's reaction when picking "X"

company to be an alliance partner.

Whether the partner should be in the same core
business or not, is also an important issue to consider.
Some firms look for partners outside their core area of
business. A drawback of this approach 1is that it
sometimes takes a considerable effort to get important
decisions approved by a partner who might not understand
the rules of the other's game. Doz (1986) feels that this
approach creates confusion between the partners and each
one has to learn about the logic of a different industry
and to understand the ethics the other partner. Some
firms, on the other hand, look for partners in the same

core business so that they have an understanding of their

partner's business.

Obviously, finding the ideal partner, and one that
is ready to engage in an alliance, is not an easy task,
and is seldom possible. However, the fundamental objective
behind an alliance is to enhance each others strengths.

Accordingly, market access, experience (partner that has
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experience with previous similar arrangements), and

technology development in addition to cash are affordable

by attractive partners.

The end result of this screening process should be
a clear determination as to whether the strategic and
organisational fit exists and whether this can lead to
potential synergies, and if so, the screening also
provides the basis for developing the planning and

negotiating process for the next phase.

However, the euphoria of finding an apparently
compatible partner with matching interests or
complementary capabilities and resources should not
detract from the objectivity of an analysis of the

potential partner's strategic experience and direction.

Besides, the strategic intent should be, if
possible at this stage, predicted and evaluated, for some
firms may form a network of partnerships to dominate a
competitive position in the global market. They use this
network to develop their competitive advantage, dispensing
with those that have served their purposes and engaging in
new ones that may serve the following phase in the
evolvement of their strategic and competitive advantage,

Doz et al (1986) stated that Japanese partners are good at

forming such networks.
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Accordingly, It is necessary for the firm at this
stage of preparation to review and evaluate the series of
partnerships in the life of its primary 1list of potential
partners. Further, considerations may be made to the
potential partners' current and likely partners, their
impact on the alliance to be formed, as well as on the
future competitiveness of the firm. That is, because
problems of technology or other leakage could take place,
especially if those partners are considered as direct
competitors to the firm. Therefore, a firm might exclude
from its list those with the intent of only wresting some

competitive advantages.

Another factor is the evaluation of the potential
partners' managerial skills and capabilities. This is
important in strategic alliances, because it forms a
source of competitive advantage 1in an era where

differences in resources and technology base between firms

are shrinking.

4.3 THE NEGOTIATION PROCESS

Raiffa (1982) argues that theories of coalitions
formation provide few practical guidelines on how these
coalitions should be formed or their benefits shared.
Optimal or "fair" agreements are not obvious, and outcomes

which are far from the optimum are possible.
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Tung (1984) suggests that preparation for the
negotiation is of greatest importance as it helps partners

to cope with differences and eliminate many potential

problems.

Holton (1981) feels that the most important issue
at the negotiation stage is the ability of the partners to

work out a feasible business plan.

More comprehensively, Ghauri (1986) argues that
negotiations which yield some kind of long-term
relationship between the participants may be expected to

address such questions as:

1. What are the different stages in the negotiation
process, and what is discussed in these stages?

2. How should firms prepare for these negotiations?
3. Who within the firm should negotiate?
4. What is a good outcome of negotiating?

5. What makes a good negotiator?

In international strategic alliances, the broad
understanding of each other's action is crucial at all
stages, from initial negotiations through development of
the alliance to its termination. Almost nothing is more
important in making the right decision than understanding
why a partner thinks and acts the way it does. It is,
therefore, advisable to bring in consultants to advise

directors directly in the business culture of the

potential partner.
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4.3.1 Preparation for the Negotiation

It has been claimed that 50% of international
managers' time is spent in negotiation (International
Management, 1987). Therefore, negotiation is a critical
process which the firm should prepare for thoroughly and
carefully, as some firms would simply prefer to "buy time"
and use these negotiations as a fact finding exercise

(e.g. knowing more about their competitors through

personnel contacts).

Negotiators from different nations do not have the
same approach to international negotiations. They are
neither incomprehensively complicated or simply alike.
Understanding each other's cultural concepts, business
practices, negotiation styles, and importantly each
other's strategic interests, would help partners to
understand why they act and react in the way they do when

negotiating the partnership (Kobayask, 1988).

Problems of perception and language barriers may
cause subtle nuances to be difficult to communicate, and
consequently, hinder the process of negotiation. Commonly
used terms or expressions in one country may not have the
same implications in another country or even for the
partner in the same country. When ambiguous terms are
used, misconception can easily emanate concerning each
partner's role in the alliance. Ghauri (1986) maintains

that even if the other side can speak the same language,
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it is sometimes difficult to know when its negotiators are
angry, embarrassed, or agreeable. For instance, Arabs
usually talk loudly, giving the impression that they are
angry, and the Japanese, for example, do not like to say

"no", even when they mean it.

Moreover, differences in social customns,
negotiating styles, and business practices may present
enormous obstacles to the progress of negotiations. Doz
(1986) states that considering these differences,
unprepared negotiations could lead to disastrous outcomes.
He suggested the organisation of joint discussion sessions
between teams from both firms to help developing a mutual
understanding before they actually get to work together.
With careful preparation and proper understanding these
differences need not disrupt, restrain or negatively

affect the progress and outcome of the partnership

negotiations.

In this context, Tang (1984), investigated the
factors responsible for success/failure of U.S.-Japanese
negotiations, suggests that reading books on the potential
partner's business practices, and social customs could
improve cultural understanding and ©promotes the

probability of success in negotiations.

He also concluded that American firms who have
experienced previous negotiations with the Japanese were

having significantly higher incidences of success. There
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is no doubts that one would generally expect that a firm
which has engaged in previous negotiations with another
from a certain country would be more knowledgeable and
skilled in discussing terms of trade with a potential
partner from that same country. But a firm should not
always apply what have been successful and fruitful with a
previous partner to its potential partner, as they might
not be similar. Moreover, experience gained through
traditional joint venture may not be very helpful to be

applied on strategic alliances.

Accordingly, firms should gather information
deemed useful in understanding the effect of those
differences on one another. Further, firms should
investigate what alternative(s) the other side might have,
and where the deal in guestion ranks among those
alternatives. This would likely affect the bargaining

power of the partners while negotiating.

An assembled project team, consisting of
representative managers, other than top managers, may
yield benefits as it would study the feasibility of a
working relationship with the selected partner and may

also identify its strategic interests more closely.

Once the firm knows its focus, and has the right
people in place to support that focus and has undergone
extensive and logical planning and thorough preparation,

then it is able to start negotiation with confidence and
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has more opportunities for success.

Figure 4.3 highlights some important issues to be
taken into consideration before real involvement in any

negotiation.

FIGURE 4.3

PRE-NEGOTIATION PREPARATION: SOME GUIDELINES

* Basic conception of the negotiation process; in some
cultures negotiation is seen as a competitive
process of offers and counter-offer, while in some
others it 1is more a wide-ranging discussion, and
changes take place more subtly.

* Selection of negotiators; skills and experience of
the negotiators; experts might be hired to train
negotiators i.e, Knowing what makes a good
negotiator.

* High- or low-context communication; the meaning in
some language is contained not only in the words but
in reading between the lines; e.g. Japanese and
Arabic, while in others the meaning is
straightforward e.g. English and German.

* The use of time; some see time as a scarce commodity
whereas others see it as a rather plentiful
commodity.

* The persuasive use of argument; i.e. the way the
argument is supported varies across cultures.

* The risk taking attitude of the partner; high or low
risk-takers; one's propensity to take risks is
determined, in part, by culture.

Source: Developed from International Management, 1987.
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4.3.2 Negotiating the Alliance

Renard (1985) emphasises the significance of the
negotiation stage, he maintains that this phase is as much
a mutual trust-building exercise as it is a definition of

responsibilites and accountabilities.

Holton (1981) argues that the most important issue
in negotiating any collaborative deal is the development
of a common plan for the negotiations. He also warned
about the danger of delegating this process to the firm's
lawyers. Lawyers play an important role in the process,
but they are not the people who create the most harmonious

relationships between partners.

An important issue to be considered is that, in
international strategic alliances, strategy is not totally

collaborative, it is competitive as well.

International strategic alliances are designed to
cope with the complexity of their environment. Building
sufficient flexibility to the partnership is crucial. The
challenge will be to make the alliance plan complex enough
to adapt to its environment, while simple enough to be
managed and implemented as well as flexible enough to be
readjusted to unforeseen environmental or partners'

strategic or otherwise changes (Lorange, 1988).

Therefore, the question is not only how many

elements there should be in the plan. Rather, the issue is
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a matter of understanding the nature of the relatedness
between those elements. Hence, the task of both partners
at this stage is to seek to define an acceptable framework
for both parties, restore a sense of order, and

communicate their intentions.

The parties may start with the overall concept of
the alliance without the involvement in the initial
proposals. Figure 4.4 outlines the factors that might be
included and negotiated in the business plan which should
be viewed as a discussion paper or a series of discussion
papers, and not a legal document. This tends to help
partners to better develop the objectives of the alliance
which would be a harmonised and compromised combination of
both partners' objectives. Hence, an intrinsic task,
although often difficult, is establishing the partner's
objectives, early in the negotiation period as a failure
to understand each other's motives at this stage can lead
to misconceptions. Accordingly, mutual understanding of
the other's objectives and motives enhance the managers'
ability to better understand one another's potential
effect on their corporate image, and the relationship to

each firm's core competences and technologies.

Moreover, division of roles and tasks between the
negotiating teams may facilitate the production of a
workable plan and ease the ongoing of the negotiation,

Toyota and GM, while developing and negotiating their
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business plan, formed working groups from both management
teams, e.g. there was a logistic planning group to feed
the main negotiating process (Weiss, 1987). Walmsley
(1984) also suggests that early and extensive discussions
to generate common views are essential for eliminating
misconceptions. Thus, one important issue to consider is
the ability of the negotiators to overcome cultural and/or

other differences.

The most crucial aspect of the plan is the clear
statement of each partner's contributions to the alliance,
in terms of technology, Kknow-how, management skills,
product design, distribution channels etc., the loaser the
definition of each paxtner's contributions the greater the
scope for failure. The deal between Honda of Japan and
Rover of Britain prospers because both partners have
precise roles and complementary needs. Honda gives Rover a
wider model range; Rover gives Honda a "Trojan Horse"
(Snowdon, 1987). Moreover, While complementarity of
resources is what bring the partners together, it should
not be looked at in isolation. Doz et al (1986) advise
partners to strategic alliances to look at the issue of
resource complementarity in combination with each others'
strategic intents, so that to avoid the cases as one

partner losing a competitive position to the other.
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FIGURE 4.4

ISSUES THAT MIGHT BE NEGOTIATED AND
INCLUDED IN THE SHARED PLAN

* Defining the alliance boundaries and its competitive
posture.

* Identifying the basic objectives of the alliance (a
combination of both partners objectives).

* Identifying the most important actions or operations
that must occur to achieve the objectives

* Ordering and ranking the actions (determine which
actions are prerequisites to others, 1i.e. the
necessary sequential links between operations).

* Identifying the contributions and commitments of
each partner, in terms of technology, know-how,
management skills, product design, etc...

* Working to achieve a level of balance in their
contributions and a level of compatibility in their
management styles.

* Highlighting their expectations and working to match
them with the expected outputs of the alliance

* Identifying the role of each partner, i.e. division
of authority and responsibilities, control and
decision-making.

* Developing a monitoring and performance evaluation
systems or criteria.

* Establishing a review schedule that relates to
operation completion. Duration of negotiations also
deserves consideration.

* Identifying the factors that drive the alliance into
an end.

Source: Developed from Lorandge (1988).
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In addition, partners in strategic alliances must
secure balance in their contributions, and make sure that
contributions which maximise outcomes in the short term do
not weaken their competitive positions, when competing
independently. Therefore, it will be natural that both
partners might wish to maintain a certain control over
certain strategic resources, so that full exposure of each
of the partners' strategic position to the other will not

take place, at least initially.

Similarly, Hergert and Morris (1987) argue that
there should be a separation between operations which
belong to the alliance and those which do not. They assert
that by so doing partners would avoid the danger of know-
how leaking from the firms' own operations to the

operations of the alliance.

While they play the ritual negotiation game, both
sides are equally anxious to know what the other is really
prepared to settle for. The trigger effect of expectations
makes it important to know what the negotiators' real
expectations are. Managing alliances in order to meet two
or more sets of expectations is a difficult task in
itself, it becomes complicated if the expectations are
incompatible and if there is no willingness on the part of

either partner to compromise.

Another issue that might have a sizeable impact on

the alliance and its future performance pretains to
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controlling the partnership. Harrigan (1988) feels that an
early understanding of the other partner's control
practices helps mapping the boundaries of authority within
which one 1is expected to operate. Further, Morris and
Hergert argue that this understanding helps to identify
opportunities for maintaining shared responsibility, so
the decision-making is not the sole prerogative of one
partner. Doz et al emphasise that the main factor 1in
determining the success of strategic alliances is the
evolving balance of power between partners. Considerations
must be made to the likelihood of a partner's endeavour to
dominate and solely control the alliance to achieve its
own strategic objective, e.g. a partner might form a
partnership with a goal of achieving global competitive
leadership, and not be too interested in the success or
failure of the alliance. Therefore clarifying a clear
statement of authorities and responsibilities in the
business plan, minimises the likelihood of potential
conflicts or misunderstanding between the partners. Also,

it helps in reaching agreements on how best to approach

decisions.

Once the basic directions of the alliance plan are
determined, partners would be advised to establish an
agreed upon system for monitoring their contributions and
another for evaluating the performance of their
partnership (Lorange, 1988). Such systems, if determined

at this phase of negotiations, can avoid later

131



disagreements on how the alliance should be evaluated.

The common plan, beside being an important source
of ingredients that guides discussion toward a more
detailed agreement, also forms a significant checklist for

re-examining strategic and organisational fit of the

alliance.

4.3.3 The Agreement

Successful negotiators must have the sensitivity
to identify the partner's needs at an early stage of the
negotiations, and the tactical shrewdness to relate them
to their own firm's objectives- giving way to individual
points and pressing for others that are important to the

partnership as well as their own firm.

Having agreed upon the main factors of a shared
plan for the partnership, potential partners then
negotiate the precise details of the tie-up. They need to
be flexible, as they might want to introduce new issues or
eliminate old ones. As the negotiation phase approaches a
conclusion, it is highly desirable to embody a feasible
and acceptable shared plan in the agreement. Such a shared
plan can improve the chances of successful partnership,
especially if it focuses on key factors for the type of
business shared between the partners and not just on
generalities like profits and growth. It also serves as a

set of guidelines for subsequent negotiations and actual
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operations.

Therefore, executive contemplating ISAs are
advised to make a prudent analysis of the pros and cons of
their alliance-to-be by evaluating the possibilities of
success. To increase such possibilities, partners could
have extensive discussions to allow for exploration of
mutual objectives and various technological and commercial
issues; they may make a careful evaluation of the likely
impediments in operating and managing the alliance; and
exploring mutual expectations of their 1levels of

contribution and the revenues which will accrue.

At this stage, the partners must be able to make
an adequate assessment of the overall strategic fit by
answering a set of important questions. These, as
suggested by Lorange and Roos (1991), are:

1. What are the broad and readily apparent objectives
of this strategic alliance for each partner?

2. How can the two parties complement each other to
create common strengths from which both can
benefit?

3. How important is the strategic alliance within
each partner's corporate portfolio?

4. Are there any problems with the alliance due to
its relative closeness to the core business of the
partners?

5. Are the partners 1''leaders" or '"followers" within
the particular business segment?

6. Do they combine to create strength, or is this a
case of the ''sick joining the sick"?

7. Are the partners sufficiently culturally similar?
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Apart from the alliance plan and the myriad
details, there are several areas that must be dealt with
promptly and before signing the contract. For example,
negotiators seldomly discuss details of a separation,
Harrigan (1985), among others, argue that a collaborative
agreement should not be planned only as a marriage
contract, the factors that take the relationship to its
terminations should also be clarified and agreed upon by

both partners.

Another 1issue 1is the setting up of some
communication channels in both directions. The techniques
vary from mailed statements between the partners to formal
and informal meetings between counterparts in the two
management groups, to foresee the ongoing of the
alliance's operations. Delvin and Bleackley (1988) argue
for a constant channel of communication which is essential

to lubricate the wheels of the partnership.

Moreover, partners must check the feasability of
the strategic plan. In this context, Lorange and Roos
(1991) argue that important considerations should be given
to the followings:

1. How do the prospective partners view the market
potential?

2. Whom do they view as the key competitors, and how
will they want to compete with them?

3. What is the worst-case scenario, particularly for
achieving planned revenue levels?
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4. What are each partner's relevant and available
resources over the short and long term?

5. Is it sufficiently clear who is expected to do
what and by when?

6. What are the partner's attitudes toward long-term
cooperation?

7. How can this cooperation evolve harmoniously over

time without conflicting with other strategic
concerns of either partners?

Partners to an alliance should allow some scope
for changes in the partnership plan which might take place
due to unpredictable circumstances. Developing an agreed
upon monitoring and performance evaluation systems as well
as a time table schedule for the alliance operations may

prevent conflict later in the partnership.

4.4 THE FORMAL FORM OF THE AGREEMENT

While the United Nations Conference on Trade and
Development (UNCTC) gives a kind of details about what
should be included in a joint venture agreement, there is
no a such similar action for what a strategic alliance

agreement should cover.

However, as all partnerships involve contracts,
then partners to a strategic alliance should incorporate
their agreement in a formal contract. Unlike conventional
forms of partne