Chapter 4 – International Strategic Alliances
Strategic Alliances

 Strategic alliance is a VOLUNTARY link between two or more firms that enhances the effectiveness of the firms’ competitive strategies.  This chapter places an emphasis on alliances that mutually benefit the partners. 

Alliances with scale and cost-sharing objectives are made of partners that compete in similar industries and want to benefit from economies of scale or reduce excess capacity. An example was New United Motor Manufacturing, Inc. (NUMMI).  GM and Toyota opened the factory together in 1984 to manufacture vehicles sold under both brands.  GM saw the joint venture as an opportunity to learn about lean manufacturing from the Japanese company, while Toyota gained its first manufacturing base in North America and a chance to implement its production system in an American labor environment. Up to May 2010, NUMMI built an average of 6000 vehicles a week, or nearly eight million cars and trucks.

Code sharing - multiple airline codes and flight numbers may identify a single flight. Other airlines may sell tickets on that flight, under their own brand, even though the flight is actually operated by another carrier. Airlines can substantially expand their route networks by selling code share flights in conjunction with their own connecting flights.  

** Note: until Jan. 2011, airlines were not required to disclose code sharing arrangements on web sites. Passengers were booking flights without the knowledge of which airline would operate their flight. U.S. Dept. of Transportation Aviation Enforcement Office now requires airlines and ticket agents to notify passengers about code sharing agreements with tickets sold by any means. 

Many companies like to call any financial relationship an alliance but the authors list three distinct factors that must be present in an international strategic alliance:

1. Partner firms worry about themselves and their partners because they are dependent upon one another. 

2. Exchange of knowledge about skills, technology or products.

3. Trust plays a key role in managing the alliance.

 Trust is a very important aspect of any strategic alliance, particularly international one. At any time, one partner could violate that trust. Any contracts that exist between the partners could not include all possible scenarios.   If trust is not an important part of the relationship, then it is not an alliance. 

Types of strategic alliances:

· Classic strategic alliance – two or more firms pool a portion of their resources in a separate, joint organization 

· Non-equity strategic alliance – no exchange of equity. 

· Consequence can be unclear strategic objectives and temporary alliance.  Ex: SARS. Three labs which normally compete formed an alliance under the World Health Organization to combat the disease Minority Equity Alliance – a parent organization makes a minority investment in the other. Often used when government restrictions are placed on full acquisition.  Example: Most countries have restrictions on foreign ownership of airlines.  Where complete ownership is prohibited, many airlines have taken minority equity stakes in other airlines. Singapore Airlines owns 49% of Virgin Atlantic. Additionally, Lufthansa's 19% investment in JetBlue allows it to expand its U.S. route network through connections to JetBlue flights at its New York Kennedy Airport hub.
Why Companies Use Strategic Alliances

It is unusual for an alliance to be formed for a single strategic reason. More likely, a combination of the following reasons leads to an alliance. 

1. Speed of Action - Alliances can help firms react swiftly to market needs and build leadership positions quickly. In many international-market entry situations, wholly owned subsidiary may be a viable option. However, the time it would take to create the subsidiary may take too long. The subsidiary could also have difficulty winning contracts, getting licenses, and building local relationships. This leads firms down the path of building alliances. Alliances also play a key role in time-to-market decisions and in allowing firms to quickly access new technology. 

2. Risk Sharing - Many international business decisions entail significant risks, and these risks are often viewed as unacceptable for any one firm to bear on its own. In situations where there are large uncertainties with new markets and new technologies firms may prefer an alliance than going it alone.  

3. Economies of Scale and Critical Mass - A third reason why companies choose to embark on an alliance is economies of scale, in which the firm broadens scale without broadening the firm itself. An example would be small firms. Small firms may participate in networks that create scale to achieve common objectives such as buying power or coordinated foreign market entry. 

4. Learning New Skills - In bringing together firms with different skills and knowledge bases, alliances create unique learning opportunities for the partner firms. In some cases where firms contribute complementary skills, alliances create an opportunity for each firm to access the knowledge of their partners- new knowledge that, in most cases would not be possible if not for existence of the alliance. 

5. Exploration - Alliances can be the basis for exploring new business opportunities. Firms may be interested in new businesses or markets that have already been developed by other firms. An alliance may also be formed to learn about a partner firm, perhaps as a precursor to a deeper relationship or acquisition. 

6. No Choice - “No Choice” means that a company is forced to use an alliance for one of the following reasons:

a) Government requirements that foreign direct investment can be made only with a local partner involved. Ex. China
b) The new market is too complex or difficult for a firm to enter on its own. Ex. Wal-Mart partnering with x to enter the Chinese market
c) Not forming an alliance puts the firm in an indefensible competitive position.
Why the Number of International Alliances Continues to Increase

There are various explanations for the rising trend in the number of alliances: 
Deregulation, Strengthening of Intellectual Property Laws, Globalization, Innovation in Alliance Design, Strategic Importance of Speed, Increased Skills in Alliance Management and Alliance Exit, Easier Communication Across Long Distance and Unbundling of the Value Chain
Competitive Risks and Problems with Alliances

When forming an alliance the reasons for forming the alliance need to be weighed against potential costs and risks.  These risk include:

1. Partner – opportunistic actions

2. Inability of partner firm to execute its share of the agreement

3. Asset Specificity

4. Zero-sum risk 

One of the most important costs associated with alliances that should be considered by all firms is the volume of management time required. The various stages of alliance, negotiation, implementation, and dissolution can take a lot of managerial time. 
Unavoidable Issues with Alliances 
A.) Alliances involve uncertainty and ambiguity

B.) The partner relationship will evolve in ways that are hard to predict

C.) Alliances remain vulnerable to many types of destabilizing factors regardless of the strategic logic underpinning their formation

D.) Today’s ally may be tomorrow’s rival

E.) The partners will eventually go their separate ways
Avoidable Issues with Alliances   

A.) Alliances do not have to be very difficult and expensive to manage

B.) Core competencies will not necessarily be appropriated by your partner- that is, “sleeping with the enemy.” 

Partner Selection Criteria and Managing the Alliance Relationship
Alliances begin with choosing the right partner.  Selection of a partner that is not a good fit could in turn cause years of conflict and failure between the two firms.  There are two core considerations in choosing the right partner: 
1. Strategic Fit – refers to skills or resources that a partner A has that will allow partner B to achieve their strategic objectives. Without these attributes partner B would not perform well.

2. Organizational Fit – refers to the overall ability of both partners to work well together. Ex. Good chemistry between managers, comparable values, common culture and values, trustworthy
Why Many Companies Overlook Organizational Fit
There are many reasons why a company might downplay organizational fit.  First, for most companies, alliances are thought to be needed to meet strategic objectives, not organizational.  Secondly, there is the thought of being able to quantify or measure success.  Organizational fit is a qualitative issue, which is difficult to measure.  Next, we look at those involved in the selection process; very few operating specialists.  There is also the thought that organizational fit can be an afterthought and something worked on after the alliance is formed.  Finally, there are often deadlines and pressure to make the deal.  Consultants or those within the company, assigned to closing the deal, are paid when this happens; evaluating organizational fit is not high on the priority list. 
Alliance Management and Design 

Alliance design should consider the achievement of collaborative goals.  One key issue that surfaces is how and who will control the alliance.  Many firms won’t enter into an alliance unless they get control.  The

misconception is that only one of the partners has control of the joint entity. In reality, there are different levels of control.  For example, the main purpose of many international alliances is to gain access to a new market.  In these cases, the local partner simply provides the platform and government connections while the new market entry partner handles all operations management.  Who’s in control?  One partner controls market access, the other partner controls operations of the company.

Alliance Performance Measurement
Alliance performance measurement can be difficult to manage.  Some of the challenges include partners with different and competing agendas, unwillingness to deal with partner conflict over performance issues, and unclear managerial responsibility for alliance outcomes.  It was noted by the author that longevity of an alliance does not constitute success or failure.  The key is that the alliance must fulfill its promise and that the objectives of both partners have been accomplished.  
Creation of a Successful Alliance
1. There needs to be mutual value creation.  This includes both short and long-term collaborative objectives.  
2. Partners need to know each other.  Are partners able to trust each other?  Do both parties understand the governance of the alliance?  Are both parties willing to adapt to changes in the competitive market?  Is the expectation of the alliance realistic?  
These are a few of the indicators that define a successful alliance.  When compared to building a successful company, firms building an alliance should seek partners with whom they can achieve an effective working relationship. 
