UNIT 11 STRATEGICALLIANCES

Objectives

After reading this unit, you should be able to:

[ understand the concept of strategic alliances;

[ acquaint yourself with the worldwidetrendsin thisareg;

[ explain the factorsresponsible for the rise of strategic alliances;

[ develop an awareness of costs and benefits of alliance arrangements,
[ explain the process of planning successful alliances; and

[ discusstheissue of corporate responsibility of the alliance partners.
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11.1  INTRODUCTION

Gallo, theworld'slargest producer of wine, does not grow asingle grape and likewise,
Nike, theworld's largest producer of athletic foot-wear, does not manufacture asingle
shoe, Boeing, the giant aircraft manufacturer, makes little more than cockpits and
wing bits (Quinn, 1995). “How isthis possible?’ These companies, like many other
companiesthese days, have entered into strategic alliances with their suppliersto do
much of their actual production and manufacturing for them.

From software to steel, aerospace to apparel, the pace of strategic alliances worldwide
isaccelerating. Strategic alliances, broadly defined as arrangementsin which two
organi zations conjoin to pursue common interests, are arapidly growing phenomenon
in the contemporary business environment. Alliances represent strategic responsesto
the powerful forces of deregulation, globalization, technological change, and time-to-
market concerns. These forces have made the business environment vastly more
competitive, complex, and uncertain than ever before. Companies areturning to
strategic alliancesin order to manage their uncertainty and risk and specifically to
access awiderange of competencies, technologies, and markets.
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A strategic allianceis an agreement between firmsto do businesstogether in waysthat
go beyond normal company-to-company dealings, but fall short of amerger or afull
partnership (Wheelen and Hungar, 2000). Strategic alliances can be as simple astwo
companies sharing their technological and/or marketing resources. In contrast, they
can be highly complex, involving several companies, located in different countries.
Thesefirms may in turn be linked with other organizationsin separate alliances. The
result isamaze of intertwined companies, which may be competing with each other in
several product areas while collaborating in some. These alliances also range from
informal “handshake” agreementsto formal agreementswith lengthy contractsin
which the parties may al so exchange equity, or contribute capital to form ajoint
venture corporation. Much of the discussion in the literature on strategic alliances
revolves around alliances between two companies, but thereisan increasing trend
towards multi-company alliances. For instance, a six-company strategic alliance was
formed between Apple, Sony, Motorola, Philips, AT& T and Matsushitato form
General Magic Corporation to develop Tel escript communications software.

In essence, strategic alliance, aform of corporate partnering, isthejoining of two or
more companies to exchange resources, sharerisks, or divide rewards from ajoint
enterprise. It can take any number of forms such as: a strong relationship with amajor
customer, a partnership with asource of distribution, arelationship with a supplier of
innovation or product, or an alliance in pursuit of acommon goal. Sometimes partners
form anew jointly owned company. In other instances afirm purchases equity in
another. Most often the relationship is defined by a contract. Many features of
strategic alliances are very similar to other forms of partnering. The differencesrelate
to the greater difficulty of achieving agood partnering relationship or devel oping the
strategic nature of an alliance. They are harder to do because of the need to match the
expectations of different cultures and business practices.

11.2 STRATEGIC ALLIANCE TRENDS

Strategic alliances are becoming more and more prominent in the global economy.
According to Peter F. Drucker, the management guru, the greatest change in corporate
culture, and the way businessis being conducted, isthe accelerating growth of
relationships based not on ownership, but on partnership (Drucker, 1996). He also
observed that thereis not just a surge in alliances but aworldwide restructuring of
companiesin the shape of alliances and partnerships. His views are endorsed by the
fact that even acursory search for strategic alliances in business dailies produces
numerous press rel eases about companiesforming alliances. According to arecent
survey by the global consulting major, Booz, Allen and Hamilton, strategic alliances
are spreading in every industry and are becoming an essential driver of superior
growth. The number of aliancesin the world is surging — for instance, more than
20,000 new allianceswere formed in the U.S. between 1987 and 1992, compared with
5100 between 1980 and 1987 and 750 during the 1970s. The firm also predicts that
within the next five years, the value of alliancesis projected to range between $30
trillion to $50 trillion. The survey a so reveal s that more than 20% of the revenue
generated from the top 2,000 U.S. and European companies now comes from
alliances, with more predicted in the near future. These same companies also earned
higher return on investment (ROI) and return on equity (ROE) on their alliances than
from their core businesses. The report also concludesthat leading edge alliance
companies are creating astring of interconnected rel ationships, which allowsthemto
overpower the competition (www.boozeal len.com).

Generally two or more companies collaborate to create a new product or aserviceina
strategic alliance. Ideally this new product or service will bring aunique value
proposition to the market as agreed by the collaborating parties. The potential of



strategic alliances' strategy isenormous and if implemented correctly can dramatically Strategic Alliances
improve an organi zation’s operations and competitiveness (Brucellaria, 1997).
According to asurvey conducted by Coopers & Lybrand, 54 percent of firmsthat
formed alliances did so for joint marketing and promotional purposes (Coopersand
Lybrand, 1997). Companies are a so forming alliances to obtain technology, to gain
access to specific markets, to reduce financial risk, to reduce political risk and to
achieve or ensure competitive advantage (Wheelen and Hungar, 2000). However,
while many organizations often rush to jump on the bandwagon of strategic alliances,
few succeed (Soursac, 1996). Thefailure rate of strategic alliances strategy is
projected to be as high as 70 percent (Kalmbach and Roussel, 1999), and hence, an
appreciation of the factors that contribute to strategic alliance success and failureis
critically important.

Therest of the unit explores why and how companies are forming strategic alliances,
examinerisks and problems associated with entering and maintai ning successful
strategic alliance and identify factors that may impact the success of strategic
aliancesin anincreasingly competitive marketplace. Important implicationsfor the
successful introduction and implementation of strategic alliances are al so discussed.

11.3 FACTORSPROMOTING THE RISE OF
STRATEGIC ALLIANCES

Sincethe 1980s, strategic alliances have been very popular. Alliances can be a
powerful tool, particularly intoday’sworld, due to the need to build differential
capabilitiesin more areas than acompany has resources or timeto develop. The
legendary Jack Welch, who headed GE in the past, echoing this sentiment once said,
“1f you think you can go it alonein today’s global economy, you are highly mistaken.”
It isbecoming more difficult for organizationsto remain self-sufficient in an
international business environment that demands both focus and flexibility. As
companiesareincreasingly feeling the effects of global competition, they aretryingto
achieve a sustai nable competitive advantage through strategic alliances.

Competitive boundaries are blurring as advances in communication and the trend
toward global marketslink formerly disparate products, markets, and geographical
regions. Competitionisno longer confined to asingle nation’s borders-making all
firmsvulnerableto threats posed by cooperative strategies. Both, rapid technol ogical
shifts and the need for rapid product innovation, are putting pressure on management
to act faster and smarter with fewer resources. Effectively identifying, protecting, and
enhancing one's core capabilitiesisthe key challenge of our time. In thisenvironment,
successful companies need to select, build, and deploy the critical capabilitiesthat can
comefrom strategic alliances, which will enablethem to gain competitive advantage,
enhance customer value, and drivetheir markets.

The alliance approach better matches and responds to the uncertainties and
complexities of today’s globalized business environment. These partnershipsallow
access to skills and resources of other partiesin order to strengthen the organization’'s
competitive strategies. Alliance partnerships areinitiated as effective strategies to
overcome the skill and resource gaps encountered in gaining access to global markets.
Establishing strategic alliance rel ationshi ps provides access to new markets,

accel erates the pace of entry, encourages the sharing of research and devel opment,
manufacturing, and/or marketing costs, broadening the product lineffilling product;
and learning new skills. Dowling et al, suggest “the partners pool, exchange, or
integrate specified business resources for mutual gain. Yet, the partnersremain
separate businesses’. In today’s fast changing business landscape, strategic alliances

enable business to gain competitive advantage through access to a partner’s resources,
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including markets, technol ogies, capital and people. Teaming up with others adds
complementary resources and capabilities, enabling participantsto grow and expand
more quickly and efficiently. Especialy fast-growing companiesrely heavily on
aliancesto extend their technical and operational resources. In the process, they save
time and boost productivity by not having to devel op their own, from scratch. They
arethusfreed to concentrate on innovation and their core business.

Many fast-growth technology companies use strategic alliancesto benefit from more-
established channels of distribution, marketing, or brand reputation of bigger, better-
known players. However, more-traditional businessestend to enter alliancesfor
reasons such as geographic expansion, cost reduction, manufacturing, and other
supply chain synergies. As global markets open up and competition grows, midsize
companies need to beincreasingly creative about how and with whom they align
themselvesto go to the market. All these factors have hastened and highlighted the
need for strategic alliances.

To summarize, few companies have everything they need to succeed in acompetitive
market place alone. No matter what they need, there is someone who hasit. They can,
therefore, either buy what they need or partner with others. Partnering is frequently
quicker and less costly. While avoiding difficult and time-consuming internal changes,
partnering allows acompany to:

[ Rapidly moveto decisively seize opportunities before they disappear.
[ Respond more quickly to change with greater flexibility.

[ Increase your market share.

[ Gain accessto anew market or beat othersto that market.

[ Quickly shore up internal weaknesses.

[ Gain anew skill or area of competence.

[ Succeed although the company lacks key resources.

114 TYPESOF STRATEGICALLIANCES

Firms can enter into anumber of different types of strategic alliances. These could
include comparatively simple, more“distant” arrangementsin which firmswork with
one another on a short-term or a contractually defined basis where the two parties
effectively do not combinetheir managers, value chains, coretechnologies, or other
skill sets. Examples of such simpler alliance vehiclesincludelicensing, cross-
marketing deals, limited forms of outsourcing, and loosely configured customer-
supply arrangements. On the other hand, companies may seek to partner more closely
intheir cooperative ventures, combining managers, technol ogies, products, processes,
and other value-adding assetsin varying waysto bring the companies more closely
together. Examplesof alliance modesin thisleagueinclude technology devel opment
pacts, coproduction arrangements, and formal joint venturesin which the partners
contribute a defined amount of capital to form athird party entity. Finaly, in even
more complex strategic alliance arrangements, partners can take significant equity-
stake holdingsin one ancther, thus approximating many organizational and strategic
characteristics of an outright merger or acquisition.

In astudy by Coopersand Lybrand (1997), they identified the following types of
aliances, and found their clientswere engaged in them asfollows:

[ joint marketing/promotion, 54 per cent;
[ joint selling or distribution, 42 per cent;
[ production, 26 per cent;



| design collaboration, 23 per cent; Strategic Alliances
[ technology licensing, 22 per cent;

[ research and development contracts, 19 per cent;

[ other outsourcing purposes, 19 per cent.

Technology Associates and Alliances, astrategic alliance consulting company, liststhe
following typesof alliances:

Marketing and salesalliances:

[ joint marketing agreements;
| value added resellers.

Product and manufacturing alliances:
[ procurement-supplier aliances;

[ joint manufacturing.

Technology and know-how alliances:

[ technology devel opment;

[ university/industry joint research.

Technology Associates and Alliances, suggeststhat alliances can be hybrids between
these different types. For example, an R& D alliance may be a cross between a product
and manufacturing alliance and atechnology and know-how alliance, and a
collaborative marketing agreement is a cross between amarketing and sales alliance
and a product and manufacturing alliance. The important thing to remember is that
there are varioustypes of alliances, and they may range from simple licensing
arrangement, ad hoc alliance, joint operations, joint venture, consortia, distribution,
and value-chain partnership alliancesto more complex hybrid alliances.

The simplest form of strategic alianceisacontractual arrangement. Contractual-
based strategic alliances generally are short-term arrangements that are appropriate
when aformal management structureis not required. While the specific provisions of
the contract will depend upon the business arrangement, the contract should address:
(i) the duties and responsihilities of each party; (ii) confidentiality and non-
competition; (iii) payment terms; (iv) scientific or technical milestones; (v) ownership
of intellectual property; (vi) remediesfor breach; and (vii) termination. Examples of
contractual strategic alliances arelicense agreements, marketing, promotion, and
distribution agreements, devel opment agreements, and service agreements.

The most complex form of strategic allianceisajoint venture. A joint venture
involves creating a separate legal entity (generally acorporation, limited liability
company, or partnership) through which the business of the alliance is conducted.

A joint venture may be appropriateif: (i) the partiesintend along-term alliance;

(ii) the aliance will require asignificant commitment of resources by each party;

(iii) the alliance will require significant interaction between the parties; (iv) the
aliance will require a separate management structure; or (v) if the business of the
alliance may be subject to unique regulatory issues. In addition, ajoint venture will be
appropriateif the parties expect that the alliance ultimately may be able to function as
a separate business that could be sold or taken public.

Historically, information technology and life sciences compani es have sought minority
equity investments from strategic commercial partners. Thisform of strategic alliance
has gained increased popularity in the current economic climate. In many cases, the
equity investment will also be accompanied by acontractual arrangement between the
parties such as alicense agreement or a distribution agreement. From the company’s

perspective, an equity investment from a strategic commercial partner may be 49
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structured on more favorabl e terms than those obtained from venture capitalists, and it
may increase the company’s val uation and enhance the company’s ability to secure
future rounds of funding. Venture capitalists and underwriters generally view these
types of strategic alliances as validating an early stage company’s technology and
business model. In some cases, they have even become a condition to an underwriter
taking alife science company public. The strategic commercial partner may desirethis
form of alianceto gain acompetitive advantage through access to new technologies
and to share in the upside of the other party’s business through equity ownership.

Thefollowing section will focus on three broad types of strategic alliances: licensing
arrangements, joint ventures, and cross-hol ding arrangementsthat i nclude equity
stakes and consortia among firms. Each broad type of strategic allianceis
implemented differently and imposesits own set of managerial skills, constraints, and
coordination requirements needed to build competitive advantage.

Licensing Arrangements

In most manufacturing industries, licensing represents a sale of technology or product
based knowledgein exchange for market entry. In service-based firms, licensing isthe
right to enter amarket in exchange for afee or royalty. Licensing arrangements have
become more pronounced across both categories. |n many waysthey represent the
least sophisticated and simplest form of strategic alliance. Licensing arrangementsare
simple alliances because they allow the participants greater accessto either a
technology or market in exchange for royalties or future technology sharing than
either partner could do onits own. Within the pharmaceutical industry, for example,
many of the technology sharing arrangementsthat allow alicenseeto produce and sell
products devel oped by thelicensor. The relationship between the companies does not
go beyondthislevel. Unlikejoint ventures or more complex cross-holding/equity stake
consortia, licensing arrangements provide no joint equity ownership in anew entity.
Companiesenter into licensing agreementsfor several reasons. The primary reasons
are (1) aneed for help in commercializing anew technology, and (2) global expansion
of abrand franchise or marketing image.

Nicholas Piramal IndiaLtd (NPIL), for instance, has recently entered into a 5-year in-
licensing agreement with Genzyme Corp, USA, for synvisc viscose supplementationin
the Indian market. Synvisc, which is used for the treatment of osteoarthritis of the
knee, has sales of $250 million in international market. It expectsthe market sizein
Indiato be about Rs.200 Million. Johnson & Johnson, isexpanding involvement in
and commitment to biotechnol ogy through new partnerships, licensing agreements,
equity investments and acquisitions. Through its excellence centres such as Centocor
and Ortho Biotech, and its global research, devel opment and marketing operationsto
form anintegrated enterprise that iswell positioned to deliver biotechnology’s
extraordinary promise to patients and physicians around the world.

Joint Ventures

Joint ventures are more complex and formal than licensing arrangements. Unlike
licensing, joint venturesinvolve partners’ creation of athird entity representing the
interests and capital of the two partners. Both partners contribute capital, distinctive
skills, managers, reporting systems, and technol ogiesto the venture in certain
proportions. Joint ventures often entail complex coordination between partnersin
carrying out value chain activities. Firms enter into joint ventures for four reasons:
(1) seeking vertical integration, (2) needing to learn apartner’s skills, (3) upgrading
and improving skills, and (4) shaping future industry evolution.

Vertical integrationisacritical reason why many firms enter joint ventures. Vertical
integration is designed to help firms enlarge the scope of their operationswithina



singleindustry. Yet, for many firms, expanding their set of activitieswithin the value Strategic Alliances
chain can be an expensive and time-consuming proposition. Joint ventures can help
firms achievethe benefits of vertical integration without saddling them with higher
fixed costs. Thisbenefit isespecially appealing when the core technology used in the
industry is changing quickly. Joint ventures can a so help firmsretain some degree of
control over crucial supplies at atime when investment funds are scarce and cannot be
allocated to backward integration or when the company has difficulty in accessing the
raw material. By partnering with the suppliersto form a strategic alliance the firm can
increase the stability of its supplies. The organizations forming the alliance will have a
common goal and be better integrated. Thiswill ensure that they al have a shared
interest in making certain that the alliance is successful, including ensuring the
supplies of materials, information, advice or any other necessary input to the alliance
ismet in atimely, efficient and consistent manner. A casein point isthe Jindal
Stainless Steel Ltd (JSSL), which plans to source raw materials from abroad. The
company is planning strategic alliances with companiesin South Africa, South East
Asiaand Europe for long- term supplies of ferro chrome, chrome ore and nickel. The
whole objective of the allianceisto ensure that supplies are managed efficiently with
resultant improvementsin profitability. A strategic aliance can a so rationalize supply
chains. By selecting integrated suppliers, the number of linksin a supply chain can be
significantly reduced.

Joint ventures are quite common in India. In the highly capital-intensive industries
such asautomobiles, chemical s, pharmaceutical s and petroleum industries, joint
ventures are becoming more widespread as firms seek to overcomethe high fixed costs
required for managing ever more scal e-intensive production processes. In all these
industries, production is highly committed in nature, which meansthat it is difficult
for firms on their own to build sufficient scale and profitability in products that often
facehighly volatile pricing and deep cyclical downturnswhen markets collapse.

For instance, Telco (now rechristened as Tata Motors) is the leader in the commercial
vehicle segment with a54% market sharein Light Commercial Vehicle (LCV) and
63% market sharein Medium & Heavy Commercial Vehicle(M&HCV) (2003
figures). It garnered a market share of 21% in the utility vehicle (UV) segment and a
9% market share in the passenger car industry in a short span of three years. The
company is open to alliances, but is not willing to enter into any aliance without a
strong underlying reason. The view of the top management isthat a strategic alliance
should bring complementary strengths together. Around 85% of the Indian market
consists of small cars and thistrend is expected to continue for the next 10-15 years.
TataIndica, which isone of the best and technologically contemporary value
propositions available, catersto this segment. Hence the company is primarily
interested in an alliance with aglobal major who can offer a better proposition in the
small car market than the Indica and who aready has apresencein India. Second, the
company islooking for astrategic alliance to enhance their product portfolio in the
more premium or niche segments and to open the overseas markets for them.

Firms often enter into joint venturesto learn ancther firm’s distinctive skills or
capabilities. In many high-technology industries, many years of development are
required before acompany possessesthe proprietary technologies and specialized
processes needed to compete effectively onitsown. These skillsmay aready be
availablein apotential partner. A joint venture can help firmslearn these new skills
without retracing the steps of innovation at great cost. For example, Voltas planson
leveraging itstechnol ogy-sharing alliances with overseas collaborators, and in seeking
fresh ones, for serving the domestic market. In the Air Conditioning and Refrigeration
business, Voltas anew generation of clientele, such as multiplexes, shopping malls,
entertainment centres, and establishmentsin the private telecom industry and

hospitality. More than mere cooling, these clients seek solutions encompassing 1
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controlled environments, with clean and pure air, and energy-efficient systems. The
company iswell placed to deliver these solutions by leveraging the competencies of its
range of partners—for example, the success of the Vertis brand of room and split air
conditionersisyet another example of the success of aliances. The Vertis brand
features advanced technology from Fedders International Inc. USA, one of theworld's
largest manufacturers of air conditioners, with whom the company hasa
“manufacturing-only” joint venture. Thisalliance hasresulted in abrand, which has
moved from fifth place to second place in the Indian market in the space of two years.

Joint ventures areinstrumental in helping firmswith similar skillsimprove and build
upon each other’ s distinctive competences. Even though some of thesejoint ventures
arelikely toinvolve rivals competing within the same industry, companies may still
benefit from close cooperation in devel oping an underlying cutting-edge technol ogy
that could transform the industry. In anticipation of WTO, MNCs are strengthening
their ranksin India (either setting up new 100% subsidiaries or marketing tie-upswith
major domestic players. Largelocal players are consolidating through brand
acquisitions, co-marketing/ contract manufacturing tie-upswith MNCs etc) and to
counter thisthreat, CadillaHealthcare Limited (CHL), for instance, hasformed joint
venturesin some of the high growth areaswith CHL bringing to tableitsstrength in
manufacturing and marketing and JV partners bringing in the technology. Firms can
cooperatein ajoint venture to devel op and commercialize new technol ogiesthat may
significantly influence an industry’s future direction. The need to maintain industry
dynamism and momentum in research isamotivating force that drives drug
companiesto engagein joint ventures, even when they compete in existing product
lines.

Cross-Holdings, Equity Stakes, and Consortia

Thethird category of strategic alliance includes some of the more complex forms of
aliance arrangements. These alliances bring together companies more closely than
licensing and joint venture mechanism. Broadly amalgamated together as consortia,
these alliancesrepresent highly complex and intricate linkages among groups of
companies. Theterm consortiais used to focus on two types of complex aliance
evolution: (1) multipartner aliances designed to share an underlying technol ogy and
(2) formal groups of companiesthat own large equity stakesin one another. In either
case, consortiarepresent the most sophisticated form of strategic alliance and involve
complex coordination mechanismsthat often go beyond the boundaries of individual
firms (Refer to case study in Appendix-3).

Activity 1

Scan the various business dailies and magazines and identify the various types of
alliances Indian companies have adopted in the recent past. Also list out the various
reasons, which the companies have stated for forming these alliances.What benefits do
these compani es expect from these partnership arrangements.

11.5 BENEFITSOF STRATEGIC ALLIANCES

In the new economy, strategic alliances enabl e businessto gain competitive advantage
through access to a partner’sresources, including markets, technol ogies, capital and




people. Teaming up with others adds complementary resources and capabilities, Strategic Alliances
enabling participantsto grow and expand more quickly and efficiently. Strategic

alliances al so benefit companies by reducing manufacturing costs, and devel oping and

diffusing new technologies rapidly. Alliances are al so used to accel erate product

introduction and overcome legal and trade barriers expeditiously. In this era of rapid

tecnological changes and global marketsforming alliancesis often the fastest, most

effective method of achieving growth objectives. However, companies must ensure

that the objectives of the alliance are compatible and in tune with their existing

businesses so their expertiseistransferableto the alliance.

Many fast-growth technol ogy companies use strategic alliancesto benefit from more-
established channels of distribution, marketing, or brand reputation of bigger, better-
known players. However, more-traditional businessestend to enter alliancesfor
reasons such as geographic expansion, cost reduction, manufacturing, and other
supply-chain synergies. As global market opens up and competition grows, midsize
companies need to beincreasingly creative about how and with whom they align
themselvesto go to the market.

Firms often enter into alliances based on opportunity rather than linkage with their
overall goals. Thisrisk is greatest when a company has a surplus of cash. In recent
years, Mercedes-Benz and Toyota M otor Corporation have been investing surplus
fundsinto seemingly unrelated businesses, with Benz already facing difficultiesasa
result.Especially fast-growing companiesrely heavily on alliancesto extend their
technical and operational resources. In the process, they save time and boost
productivity by not having to develop their own, from scratch. They are thusfreed to
concentrate on innovation and their core business.

Entering New Markets

The Coopers & Lybrand study rates growth strategies and entering new markets
among the top reasons for forming strategic alliances (Coopers and Lybrand, 1997).
As Ohmae (1992) points out, (companies) simply do not have the time to establish
new markets one-by one. In today’ s fast-paced world economy, thisisincreasingly
true. Therefore, forming an alliance with an existing company already in that
marketplace isavery appealing alternative. Partnering with an international company
can make the expansion into unfamiliar territory alot easier and less stressful for a
company. According to the Coopers & Lybrand (1997) study, 50 percent of firms
involvedin alliances market their goods and servicesinternationally versus 30 percent
of nonallied participants. For instance, Tata Motors has short listed Brilliance
Automotive Holdings of Chinato set up ajoint venture for producing cars. Tata
Motors, which recently acquired the commercial truck facility of Daewoo Motorsin
South Koreafor Rs.465 crore, is aso reported to be scouting for another joint venture
in Northern Chinain order to have afull-fledged presencein China.

Often acompany that has a successful product or service has adesire to introduce it
into anew market. Yet perhaps the company recognizesthat it lacks the necessary
marketing expertise because it does not fully understand customer needs, does not
know how to promote the product or service effectively, or does not understand or
have accessto the proper distribution channels. Rather than painstakingly trying to
devel op thisexpertiseinternally, the company may identify another organization that
possesses those desired marketing skills. Then, by capitalizing on the product
development skills of one company and the marketing skills of the other, theresulting
alliance can serve the market quickly and effectively. Alliances may be particularly
hel pful when entering aforeign market for thefirst time because of the extensive
cultura differencesthat may abound. They may a so be effective domestically when
entering regional or ethnic markets. Asian Paints, the largest paint-maker in India,
acquired astrategic stake in Singapore-based Berger International in 2002. Asian 53
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Paints now appearsto betrying to gain control over the Berger brand in some key
regiona marketslike Pakistan. Berger International, which is now asubsidiary of
Asian Paints, has entered into a strategic alliance with Karachi-based Berger Paints
Pakistan, which is owned by the Mahmood family. Berger International will provide
technical consultancy and strategic adviceto Berger Pakistan, which isthe second-
largest paints company in Pakistan. Berger Pakistan will also have the right to import
products from Asian Paints.

Reducing Manufacturing Costs

Strategic alliances may allow companiesto pool capital or existing facilitiesto gain
economies of scale or increase the use of facilities, thereby reducing manufacturing
costs. Intheincreasingly competitive European automaobile market, when the Japanese
are seeking to gain market share asthey did in the U.S. during the 1980s, many
European companies have formed joint ventures to reduce manufacturing costs. Ford
and Volkswagan arejointly planning to make four-wheel-drive vehiclesin Portugal,
and Nissan and Ford intent to build a plant in Spain to produce vans. These
companieswill benefit from cost sharing and will reduce expenses by building and
operating faciltiesin relatively low-cost countries, at |east by West European
standards. Companies may also reduce costs throug strategic alliances with suppliers
or customer reaching agreementsto supply products or servicesfor longer periodsand
working together, meet customers’ needs, each partner may apply its expertise, and
benefits may be shared in the form of lower costs or new products.

Developing and Diffusing Technology

Alliances may also be used to build jointly on the technical expertise of two or more
companiesin devel oping productstechnologically beyond the capability of the
companies acting independently. Not all companies can provide the technol ogy that
they need to effectively competein their markets on their own. Therefore, they are
teaming up with other companies who do have the resourcesto provide the technol ogy
or who can pool their resources so that together they can provide the needed
technology. Both sidesreceive benefit from the partnership. Technology transfer
isnot only viewed as being significant to the success of a strategic alliance,
according to Hsieh (1997): “host countries now demand more in the way of
technology transfer”. Asevidence of thisgrowing trend, Hsieh cites Chinaas
aprime example.

For example, Tata Consultancy Services (TCS) and ANSY SInc, aglobal innovator
of simulation software and product devel opment technology, have entered into an
aliancethat will help their clients accel erate product devel opment dramatically and
simultaneously enhancethe quality and reliability of their designsthrough integrated
digital prototyping. Theindustriesthat will benefit include automotive, power, heavy
machinery, consumer products and electronics. Customerswill deriveincreased
productivity in the design and production processes by 70-90 percent. By pooling
resourcesto devel op software products built upon the expertise of each company,
TCSand ANSY S Incintend to create a new market and reap the associated benefits.

Reduce Financial Risk and Share Costs of Research and Development

Some companies may find that the financial risk that isinvolved in pursuing a new
product or production method istoo great for a single company to undertake. In such
cases, two or more compani es come together and agree to spread the risk among all of
them. One example of thisisfound in strategic alliance between the Rs.235-crore
Elder Pharma, which has 25 international partnersfor strategic alliances, has entered
into atie-up with Reliance Life Sciences. The company isfocusing on dermatol ogy



and the tie-up with Reliance isto obtain aloe vera extracts for cosmetics. Elder has Strategic Alliances
launched a dedicated skincare division with products under EI-Dermisbrand and plans
to launch anumber of over the counter products in the skincare segment.

Achieve or Ensure Competitive Advantage

Alliances are particularly alluring to small businesses because they provide thetools
busi nesses need to be competitive. For many small companiesthe only way they can
stay competitive and even survivein today’stechnologically advanced, ever-changing
businessworld isto form an alliance with another company. Small companies can
realize the mutual benefitsthey can derive from strategic alliancesin areas such as
marketing, distribution, production, research and devel opment, and outsourcing.

By forming alliances with other companies, small businesses are ableto

accomplish bigger projects more quickly and profitably, than if they tried to do it on
their own. According to Booz, Allen and Hamilton the world has entered anew

age - an age of collaboration - and that only through allying can companies obtain the
capabilities and resources necessary to win in the changing global marketplace.
Self-relianceis an option few companies will be ableto afford (Booz, Allen and
Hamilton, 1997).

116 COSTSAND RISKS OF STRATEGIC ALLIANCES

Any firm opting for strategic allianceincurs certain costs aswell as gains benefits,
compared to afirm that goes on its own. Strategic aliances have their risks,
particularly if the parties are not financial equals. These risks include the loss of
operational control and confidentiality of proprietary information and technology.
Some alliances can involve aclash of corporate cultures or the perceived diminution
of independence. In addition, the parties may deprive themselves of future business
opportunities with competitors of their strategic partner.

The parties must carefully consider anumber of factorsin the decision of whether to
enter into astrategic alliance, and how best to govern the relationship once the aliance
isformed. In addition to the parties’ business objectives, the parties should consider a
variety of accounting, tax, antitrust and intellectual property issueswhen structuring a
strategic alliance. A properly structured strategic alliance can bring many new
opportunities and enhance the parties' growth potential. In addition, it can provide an
alternative source of capital during difficult economic times. The various costs/risks
of entering into alliancesinclude:

Cultural and LanguageBarriers

Cultura clashis probably one of the biggest problems that corporationsin alliances
face today. These cultural problems consist of language, egos, chauvinism, and
different attitudes to business can all make the going rough. Thefirst thing that can
cause problemsisthe language barrier that they might face. It isimportant for the
companiesthat are working together to be able to communicate and understand each
other well or they are doomed before they even start. The importance of
communication becomes even more paramount when operating across the participants
to astrategic alliance. Language barriers at times can be a source for delays and
frustrations. However, English isbecoming acommon international language.
Communication problems may also arise because job definitions are much more
specific in Western companiesthan in Asian companies.

Cultural differences often create problemsin making strategic allianceswork -
especially between Asian and Western companies. For example, Japanese companies
put employee interests ahead of the shareholders’ interests. Western companies, on the 55
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other hand, are managed to benefit their shareholders. Such adifference can cause
serious conflict over investment and dividend policies. The decision processin Asian
companies often takeslonger as compared to those in their Western counterparts.
Patience rather than pushing for a decision becomes a helpful strategy. Not only do the
cultural differences exist among international firms seeking alliances, but also
corporate cultures may be different among firmsfrom the same country. In thefina
analysis, flexibility and management learning arethe greatest toolsin overcoming thisbarrier.

Lack of Trust

Risk sharing isthe primary bonding tool in apartnership. A sense of commitment
must be generated throughout the partnership. In many alliance cases one company
will point the failure finger at the partnering company. Shifting the blame does not
solvethe problem, but increases the tension between the partnering companies and
often leads to alliance ruin Building trust is the most important and yet most difficult
aspect of asuccessful aliance. Only people can trust each other, not the company.
Therefore, alliances need to be formed to enhance trust between individuals. The
companies must form the three forms of trust, which include responsibility, equality,
and reliability. Many alliances have failed due to the lack of trust causing unsolved
problems, lack of understanding, and despondent rel ationships.

L oss of Autonomy

The firm gets committed not only to agoal of its own but that of its alliance partner.
Thisinvolvescost in terms of goal displacement. The firm also loses the autonomy
and henceits ability to unilaterally control the outcomes. All the partnersin an
alliance have control over the performance of the assigned tasks. No partner, hence,
can unilaterally control the outcome of an alliance activity. Similarly, all the partners
in an aliance have to depend on each other. As against these, the firm benefitsin
termsof gain of influence over domain and improvement in competitive positioning.
Thisisbecause the firm'’s strengths are supplemented by the strengths of itsalliance
partner aswell as by the synergy additionally created. Thisimprovesthe value chain
of thefirm. Thefirm may also useitsimproved competitive position to penetrate new
marketsin the same country. The increase in capacities may also support thefirm’'s
presence in new markets. The firm may also gain accessto the foreign markets by
choosing an alliance partner based in or having operations in such countries.

Thefirm may not be able to useits own time-tested technology, if the aliance partner
does not subscribetoit. It may have to use the dominant partner’s technology, which
could be different, or the combination of its own technology and its partner’s. Thisis
likely to haveitsimpact on the stability of the firm asit gets exposed to the
uncertainty of using unfamiliar technology. On the other hand, the firm devel opsits
ability to manage uncertainty under real or perceived protective support of its
experienced alliance partner. This helpsthe firm solveinvisible and complex problems
with the help of increased confidence and or support from the alliance partner. The
firm may be ableto specidizeinitsfieldif itsalliance partner contributesto fill the
missing gaps in the value chain of the firm. The firm may al so diversify into other
unrelated fields with the support of its alliance partner. Thus, the firm will bein a
better position to ward off its competitors, who are likely to get immobilized at least
for the time being asthey would haveto revise their strategies keeping in view the
changed competitive positioning of the firm. Thissituation could be used by the firm
to push its advantage further.

Lack of Clear Goals and Objectives

Many strategic alliances are formed for the wrong reasons. Thiswill surely lead to
disaster in the future. Many companies enter into alliances to combat industry



competitors. Corporate management feelsthistype of action will deter competitors Strategic Alliances
from focusing on their company. On the contrary, this action will raise flags that
problems exist within the joining companies. The alliance may put the companiesin
the spotlight causing more competition. Alliances are also formed to correct internal
company problems. Once again, management feelsthat an increase in numbers
signifiesaquick fix. In this case, the company is probably already doomed and isjust
taking another along for the ride. Many strategic alliances, although entered into for
all the right reasons, do not work. Dissimilar objectives, inability to sharerisks, and
lack of trust lead to an early alliance demise. Cooperation on all issuesisthekey to a
successful alliance. Many managers enter into an alliance without properly
researching the steps necessary to ensure the basic principles of cooperation.

Lack of Coordination between Management Teams

Action taken by subordinatesthat are not congruent with top-level management can
prove particularly disruptive, especially ininstanceswhere companiesremain
competitorsin spite of their strategic alliance. If it were to happen that one company
would go off onits own and do its own marketing and sell its own product whilein
alliance with another company it would for sure be groundsfor the two to break up,
and they would most likely end up in alegal battle which could take yearsto solveif it
were settled at all.

Differencesin Management Styles

Failure to understand and adapt to “new style” of management isabarrier to success
in an alliance. Changes are required in management style to run successful alliances.
The adaptation of anew style of management requires a changein corporate culture,
which must beinitiated and nurtured from the top. Companies need to devote more
resourcesto understanding the alliance management process, from contract
negotiationsto establishing effective communications. They need to devel op managers
with anew set of competences, including foreign languages, and other communicating
and team-building skills. Other problemsthat can occur between companiesin trade
aliances are different attitudes among the companies; one company may deliver its
good or service behind schedule, or do abad job producing their goods or service,
which may lead to distrust between the two companies. This could upset the partner
and may sometimes lead to atakeover.

Lack of Commitment

The possibility that partner firms lack ironclad commitment to the alliance could
undermine the prospects of an aliance. Partner firmstend to be interested morein
pursuing their self-interest than the common interest of the alliance. Such
opportunistic behavior include shirking, appropriating the partner’s resources,
distorting information, harboring hidden agendas, and delivering unsatisfactory
products and services. Because these activities seriously jeopardize the viability of an
aliance, lack of commitment to the allianceis an important component of the overall
risk in strategic alliances. Commitment al so gets diluted because the individualswho
negotiated or implemented theinitial alliance agreement may have changed dueto
promotions, transfers, retirement, or terminations. Continuity of total commitment for
thealianceisneeded at all levelsin the organization without which the alliance will
fail to reach itsfull potential.

Thereisaprobability that an alliance may fail even when partner firms commit

themselvesfully to the alliance. The sources of such arisk includes environmental

factors, such as government policy changes, war, and economic recession; market

factors, such asfierce competition and demand fluctuations; and internal factors, such

as alack of competencein critical areas, or sheer bad luck. 57
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Creating a Potential Competitor

One partner, for example, might be using the alliance to test a market and prepare the
launch of awholly owned subsidiary. By declining to cooperate with othersin the area
of its core competency, acompany can reduce thelikelihood of creating acompetitor
that would threaten its main area of business; likewise, acompany caninsist on
contractual clausesthat constrain partners from competing against it in certain
products or geographic regions.

Problems of Coordination and L oss of Agility

Alliancefirms, however, arelikely to suffer from delaysin solutions due to problems
of coordination and an alert competitor may exploit this weaknessin-built in any
alianceto its great advantage. The competitor could use a combination of strategies
which exploit the weakness of all the alliance partnerstiming it in such away that the
weakness of one alliance partner isexploited quickly before another alliance partner
comesto itsrescue to defend the alliance. Thisishow a competitor may induce the
synergy to work in reverse in such strategic alliances. Thiswould improvethe
competitor’s competitive position manifold. On the other hand, the firm under
strategic alliance may benefit from the rapidity of the response to the changing market
demandswhenitsnew alliance partner readily suppliestechnologies. Thedelay inthe
use of new technology isreduced which benefitsthefirm in creating acompetitive
edge over itscompetitors.

Potential for Conflicts

The understanding reached among the alliance partnersiscrystallized into an
agreement of alliance. However, no agreement can capture all the details of an
understanding. The complexity increases when asituation ariseswhich isunforeseen
or not provided for in the agreement. These may create conflict over goal's, domain,
and methodsto be followed in the alliance activity among the alliance partners and
might result in setbacksto the alliance. On the other hand, the group synergy may be
beneficia to the alliance partnersin such away that they support each other mutually
and amicably resolve whatever differences may arise. Thisleadsto aharmonious
working relationship intraand inter alliance firms, which in turn further increasesthe
synergic benefits and the cycle goes on. The competitor, deprived of the benefits of
group synergy, would lose his competitiveness and, in turn, cohesiveness and harmony
and the cycle goeson.

Difficulty in Managing Alliances

Strategic alianceisarelatively new concept in management. It isaso more difficult
to manage, and hence may lead to failure of strategic alliancesformed even by
excellent firms. A failure would mean loss of time, money, material, information,
reputation, status, technol ogical superiority, competitive position, and financial
position. The benefits of success arein terms of gain of resourceslike time, money,
information, and raw material. The firm also gains legitimacy and status and benefits
through utilization of unused plant capacity. Above al, the firm has opportunities to
learn, to adapt, develop competencies, or jointly develop new products aswell as
sharethe cost of product devel opment and associated risks.

Other Issues

Experienceisthe best teacher in alliances but it comes at avery heavy cost. This
bluntsthe inquisitiveness of any firm to learn through the failure of an experiment.
Strategic alliance provides some security to an inexperienced firm that even if the
experiment goes haywire it can look forward to rescue by .the other experienced
aliance partner. When the assigned tasks are to be carried out by the firm’s partner in



aliance, thefirm still benefits by the firm being awitness to the process of
implementation of such tasks. Perhaps, the most important benefit strategic alliance
offersto afirm isthe opportunitiesto learn.

Often, afirm aiming to expand its operations abroad benefits by going in for an
aliance asit helps gain acceptance from the government of the foreign country. This
is so because the government of the foreign country may desire involvement and
development of the local firms. On the other hand, the firm may suffer restrictions
from governmental regulationsif the government feelsthat such strategic alliances
would be detrimental to furtherance of the public interest. However, it would still be
desirableto have strategic alliance with aforeign firm because it would be
knowledgeabl e about the complexity of thelocal conditionsaswell asbe more
sensitive to the changing environmental conditionsand so it may raisetimely alarm for
the firm to respond appropriately.

Other reasons for under performance and failure of strategic alliancesinclude a
breakdown in trust, achange in strategy, the champions moved on, the value did not
materialize, the cultures did not mesh, and the systemswere not integrated. Another
main reason strategic alliancesfail to meet expectationsisthefailureto grasp and
articulate their strategic intent, which includesthe failureto investigate alternativesto
an alliance. Lack of recognition of the closeinterplay between the overall strategy of
the company and the role of an alliance in that strategy can also lead to failure of
alliance.

Activity 2

A large number of strategic alliances havefailed in India. Identify five such cases
from various sources and identify the reasonsfor their failure.

11.7 FACTORS CONTRIBUTING TO SUCCESSFUL
STRATEGIC ALLIANCES

Senior Management Commitment

The commitment of the senior management of all companiesinvolvedin astrategic
alianceisakey factor in the alliance’s ultimate success. For alliancesto betruly
strategic they must have a significant impact on the companies’ overall strategic
plans; and must therefore be formulated, implemented, managed, and monitored with
thefull commitment of senior management. Without senior management’s
commitment, allianceswill not receive the resourcesthey need. If senior management
isnot committed to alliances, adequate managerial resources, in addition to capital,
production, marketing and labor resources, may not be assigned in order for alliances
to accomplish their objectives. Senior management’scommitment to alliancesis
important not only to ensure the alliances receive the necessary resources, but also to
convince others throughout the organi zation of the importance of the alliance. By
demonstrating acommitment to alliance and a strong |eadership role, management can
minimize thisviewpoint. The biggest hurdle senior management hasto overcomein
committing itself to strategic alliancesis management’s own fear of aloss of control.
But good partnerships, like good marriages are not built on the basis of ownership or
control. It takes effort and commitment and enthusiasm from both sidesiif either isto
realizethe benefits.

Strategic Alliances
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Similarity of Management Philosophies

Successful partnerships are forged between those compani es whose management
philosophies, strategies and ideas are most similar to their own. Indeed, differencesin
corporate partners personalities can often lead to tragic results. The philosophical
differences of unsuccessful alliances are, in part dueto cultural differences, so thereis
significant potential for cross-border alliancesto include such widespread differences
in manageria philosophiesaswell. Therefore, in order to ensure the best chance of
success, companies should either seek partnerswho do have similar management
philosophies, or draft an alliance agreement that adequately addressesthe differences,
and providesfor their resolution.

The best strategy to grow viaalliances may beto move slowly, and start with simple
alliances and the move towards more complex ones as alliance experienceand talent is
acquired. Managers of strategic alliances must create and maintain an environment of
trust. Thisis perhaps easier said than done. It requires the surrender of at least some
managerial control, and it also takestime to build a high degree of trust in abusiness
partnership

Frequent Perfor mance Feedback

In order for strategic alliancesto succeed, their performance must be continually
assessed and evaluated against the short and long-term goal s and objectivesfor the
aliance. Theresults of these reviews must be summarized in briefing reports, which
should be distributed to management and also keyed into a strategic alliance tracking
data base.

In order for the feedback monitoring system to be successful, it isimportant that the
goalsof the aliance be well defined and measurable. In addition, benchmarksfor
alliance performance should be set to assist management in evaluating alliance results.
In general, an alianceis successful if both partners achieve their objectives. Strategic
aliances are very tough to measure and evaluate, but can be done with the help of
understanding the form used and understanding the goal s of the companiesinvolved.

Clearly Defined, Shared Goals and Objectives

Some alliances are highly integrated with one or more of the parent organizations and
share such resources as manufacturing facilities, management staff, and support
functionslike payroll, purchasing, and research and devel opment while, others may be
autonomous and independent from their parent organizations. Whatever the
relationship between the partners, it is extremely important that alliances are aligned
with the company strategy. Top management must articulate a clear link between
where it expects the industry’s future profit poolswill be, how to capture alarger
share of those, and where, if at all, alliancesfit in that plan.

Thorough Planning

Planning, commitment, and agreement are essential to the success of any relationship.
Theoverall strategy for the alliance must be mutually devel oped. Key managing
individuals and areas of focus for the alliance must beidentified. Thefirst stepisto
gain aclear understanding of the vision and values of each company. The next step is
to gain agreement on the market conditionsin the region of the world that the joint
venture will be operating in. The next step isto clearly state the issues, strengths,

and concerns of each organization. These steps allow the participantsto bridge
preliminary gaps of understanding at the onset of the process. During thisinitial

fact finding meetings the partners can learn agreat deal about their

potential partner.



The next step isto identify areas of common ground. Here, the commonality in the Strategic Alliances
strategic direction among the partners can be identified. Next the partners need to

definetheinternal and external value of the alliance. They will also need to agree on

the strategic opportunities to mutually pursue. Thefinal step in this planning process

isto create atactical plan to address the strategic targets. Thorough planning is one of

the key ingredientsto the successful formation of strategic alliances.

Clearly Under stood Roles

In forming strategic alliances the partners must have clearly understood roles. Itis
crucia that the question of control isresolved beforetheallianceisformed. A
strategic alliance by definition falls short of amerger or afull partnership. For this
reason, control isnot dependent on majority ownership. The degreeto which each
partner isin control of operations and can offer influential input for decision making
must be determined before the allianceisformed. Somefirmsview strategic alliances
as a second-best option that they would prefer to do without. This attitude towards an
alianceisproblematic at best. Because of uncertainty and discomfort, thefeelingis
that these alliances must be closely managed and controlled so as not to get out of
hand. Thisis acounterproductive attitude that often leads to an unsatisfactory
outcome for at least one partner. If the partnersin an alliance decide upfront exactly
what each partner’sroleisin the newly formed business, then thereisno
misunderstanding or uncertainty asto how decisionswill be made.

Global Vision

In order to succeed in an international strategic alliance, managers of firms must
incorporate aglobal strategic vision into their enterprise. the most effective alliances
are not forged simply as ameansto complete one deal. Smart companies spin aweb
of relationships that open a series of potential projects, add value to them, and
improve risk management. In order to compete in the growing international market, it
will beincreasingly necessary for firmsto cooperate on aglobal level and continually
build international relationships, which will facilitate the process of global
competition.

Partner Selection

Partnership selection is perhaps the most important step in creating a successful
aliance. A successful alliance requiresthe joining of two competent firms, seeking a
similar goal and both intent on its success. A strategic aliance must be structured so
that it isthe intent of both partiesthat it will actually succeed - through the need for
speed, adaptation, and facilitated evolution. The foundation of asuccessful strategic
alianceislaid during the formation process. This processincludes partner selection
and theinitial agreement between parties. Selecting an appropriate partner and
deciding the agenda of the alliance are the most difficult processin the formation of an
aliance. Yet done correctly, they help ensure ahigher quality, longer lasting
relationship. Having selected a partner, the alliance should be structured so that the
firm’srisks of giving too much away to the partner are reduced to an acceptable level.
The safeguards are bl ocking off critical technology, establishing contractual
safeguards, agreeing to swap valuable skills and technol ogies, and seeking credible
commitments.

Communication between Partners. Maintaining Relationships

Communication isan essential attribute for the alliance to be successful. Without
effective communication between partners, thealliance will inevitably dissolveasa

result of doubt and mistrust. Ohmae best sums up the necessity for good 61
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communicationsin building and maintaining astrong strategic alliance rel ationship.
Andlianceisalot like amarriage. There may be no formal contract. Thereisno
buying and selling of equity. There are few, if any, rigidly binding provisions. It isa
loose evolving kind of relationship. Sure, there are guidelines and expectations, but no
one expects aprecise, measured return on theinitial commitment. Both partnersbring
to an aliance afaith that they will be stronger together than they would be separately.
Both believe that each has unique skills and functional abilitiesthe other likes. And
both have to work diligently over time to make the union successful.

Activity 3

Hero Cycles of Indiaand Honda M otor Company of Japan have successfully operated
their Joint Venture and so did Wipro and GE. List out the reasons for their success.

11.8 PLANNING FOR A SUCCESSFUL ALLIANCE

Alliance building is now fundamental to the way large companies conduct business—
from technology and product devel opment to manufacturing and marketing. Theworld
has never been asinterdependent asit isnow, and all trends point to cooperation as a
fundamental growing forcein business. Businesses are moving from the classic
“closed” system which dependson itsinternal capabilities and resourcesto an “open”
system in which reliance on external capabilities and the devel opment of complex
relationshipswith external entities are becoming commonplace (Steele, 1989).

Strategic Alliance M odel

The essence of a strategic alliance is the quest for mutual benefit - the belief that by
working together to address amarket need the combined offering will be more potent /
valuable/ successful than the contributors could deliver by themselves or through a
lesser partnering relationship. It iscommonplace for the boundaries between the
operations of strategic alliance partnersto become blurred as activities are integrated
into afocused delivery capability. All effective partnering rel ationships have aheavy
reliance on trust — for a strategic alliance to succeed thistrust is absolutely
fundamental.

Itisimportant to identify the steps and variables involved in the workings of atypical
strategic aliance. Barriersto the success of the alliance should also be identified.
Scanning the environment for opportunitiesisthefirst step in developing strategic
aliances. It includesthefirm’'sanalysis of its own strengths, weaknesses,
opportunities and threats (SWOT). Clear understanding of strengths and
opportunities allows the firm to set the short-term and long-term goals and objectives,
while the analysis of weaknesses and threats provides direction to look for alliances.
These may include competitors, suppliers, or other firms, which could provide the
needed strengths. These firms constitute the group with alliance potential. Thefirm
should perform similar analyses (SWOT) for the potential alliance partner. This not
only complementstheinvestigation asto the compatibility of the organization; but,
more importantly, enables afirm to assess the capacity, both financial and physical,
to form anintegral and harmonious member of the aliance. Thefollowing

checklist identifiesthe key issuesto consider when contemplating entering into a
strategic aliance:



1)

2)

3)

4)

5)

Choosing the partner carefully —Asever vital to any partnering relationship — Strategic Alliances
absolutely critical if two companies decide to go deeper into a Strategic Alliance

and integrate each other’s business process. Synergy among partnersisthe major

reason for and the advantage of the alliance. The partnership is efficient,

effective and, asaresult, much more competitive compared to each aliance

partner performing the similar tasksindividually.

Clarity of pur pose— Both parties need to understand what they are expecting to
get out of the relationship, how they will measure and recognize successwhich
may not be conventional profit and revenue measures. Goal compatibility is
essential among alliance partners. If they are striving for the same ends then they
aremorelikely to achievetheir objectives. Without such compatibility, the
aliance partners may pull in different directions. All relationshipsrequire
sharing. The foundation of strategic alliance is sharing benefits according to the
agreed expectations, which may differ. A key component of each alliance that
needs to be agreed up front isthe expectations of all the partnersin the alliance.
They need to be identified and agreed so that any gaps do not become blockersto
progressin the future. By forming a strategic alliance afirm seeksto change the
nature and the scope of what it does. By upsizing it may to be entering amore
intensive and competitive market where the competition will be moreintense.
Thefirm needsto be aware of thislikely situation and plan accordingly.
Thiswill influenceits choice of partnering organization. In addition, if the
partnering organizations share common attitudes then thisis an additional

factor likely to lead to successful partnering. If the aliance partnersthink in a
similar way then they are morelikely to agree on how to proceed and disputes
arelesslikely.

Select a project — product or market areathat could benefit from the increased
strength and flexibility provided by Strategic Alliances. Thisshould normally
relate to an existing operation although it could be ameans of breaking new
ground. Select suitable partnering organizations as set out in detail in thisguide.
Partnering arrangements frequently focus on innovative approachesto products
and process reflecting the strategic nature of the relationship asthe parties strives
to ensure that they are able to fully meet the objectives of the partnering
agreement. They can then overcome any potential sources of difficulty in meeting
those abjectives.

Under stand each other’s business processes and realizing the full benefitsfrom
astrategic alliance normally require the integration of business processesin
order to optimize the operations and eliminate duplication — another areafor
some tough decisions. Clear understanding of what value each partner will bring
to the alliance is the foundation on which trust and rel ationships are built for
future success.

An alliance plan needsto be formulated, such that it becomes aliving document.
It needsto embody both the revenue and the non-revenue (e.g. market activities,
relationship building and levels of satisfaction) aspects of the alliance, with a set
of supporting actionsidentified against members of all the partnersinvolved. The
arrangements can often be lessformal than in amore normal contractual
situation. Thisis deliberate, so that the partnering organizations can have
completeflexibility and to avoid the situations of confrontation and claims
arising. Flexibility in establishing and operating any partnering arrangement is of
paramount importance. Again aspirit of mutual understanding and co-operation
that allowsfor the accommodation of variationsin the operation of the agreement
will enhance the benefits derived and the whol e outcome of the partnering
arrangement.
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6)

7)

8)

9

10)

Balancing contributionsof partnersinthe areas of product devel opment,
manufacturing, and marketing are necessary so that no one partner dominatesthe
aliance. Absence of such abalance may result in the takeover of the weaker
partner by the dominant firm or a short-term relationship, usually resulting in
breaking the alliance without achieving itsfull potential. A strategic alliance
requires an equal standing in the relationship between the respective partners
even though the strategic alliance partners may be of different sizes. Thisisnot a
buyer-seller relationship. Understand each other’ s strengths— combining each
other’s strengths and building on these is akey aspect of gaining the maximum
benefit from astrategic alliance. This often requires tough decisionsto be made
regarding roles and responsibilities. Careful consideration must also be givento
the most appropriate formal structure for the strategic alliance to flourish.

Completetrust between the partnering organizationsis an essential ingredient.
This enables the resolution of confrontations and disputes, which can arise. The
partnering organizations need to be able to rely implicitly on each other to act in
full accord with the aims and objectives of the partnering arrangement. They
need to act in amanner that will support the totality of the agreement, not their
individual interests at the expense of the overall project. Above all they need to
be able to discussissues as they arise in an open and positive way to prevent
minor differences becoming major crises. Therisks and rewards of a partnering
arrangement should be shared and all ocated in the most appropriate way, in
accordance with the key business drivers of each particular instance.

Participation at thetop —All partnering rel ationshi ps require the commitment
from the top to be successful. An essential ingredient isthe commitment and
support of senior management of all the alliance partners. Without that
commitment alliances can get into difficulty or fail. High-level supportisneeded
at the outset to ensure that potential problemsthat can arise can be adequately
dealt with. The commitments needed to make the alliance successful needsto
permeate throughout the participating companiesfor it to succeed. Before afirm
hopes to operate the alliance successfully it needsto gain full support from
withinitsown organization at every level. In other words, the management must
sell theideainternally. Thisisespecially the case when contemplating astrategic
aliance where the effects on the existing business will be more marked and
unpredictable. Thisisgoing to be moreimportant and challenging if it isthe first
timethefirm has ever undertaken a partnering arrangement. The management
must be prepared to seek external aswell asinternal support and guidance to
build up the case for approval. This must include an assessment of which
markets and products will be suitable for such anew venture and why the firm
has selected a particular partner or partners.

Freedom to innovate — Often the motivation to establish astrategic allianceisto
stimulate innovative thinking in thejoint activity. Getting the correct balance
between necessary regulation and control and creative freedomisakey
consideration.

Have an exit strategy — Given that a strategic allianceisavery deep
relationship, then exit islikely to be acomplex and potentially costly affair.
Neverthelessit needs considering at thetime of entry.

Recognizing theseissues, taking expert advice where appropriate, and encouraging the
chosen strategic alliance partner to do likewise ought to help secure afirm foundation
onwhich to build the strategic alliance. A key feature of all successful partnering
arrangementsisthe ability to refine and devel op the processesinvolved continually so
that they can beimproved, enhanced and applied in new or enlarged situations. They
are essential so that progress can be monitored, difficulties addressed and the
partnering arrangement is made to work. Again the more usual requirements of



national partnering apply. Examples of this are agreeing the style of the Strategic Alliances
relationship, tangible objectives and continuousimprovement aswell asan exit

strategy. Also important are such features as agreed key measures, regular joint

review and audit, extension of the programme and devel oping new partnersfor

thefuture.

119 CORPORATE SOCIAL RESPONSIBILITY

Thisisan area of increasing importance in every market and supply chain. Factors
addressed hereinclude cultural differences, differencesin perceptionsand beliefsand
the effect of afragile ecology. In adomestic strategic alliance, as opposed to an
international situation, it isexpected that there would be a shared culture; where such
issues as say child labor are probably not anissue at all, because they do not arise.
However, there could bejust asfundamental differences between organizationson
what at first might not seem such important issues. Different organizations have
different attitudes and criteriathat they apply to such issues as waste disposal. One
may have avery strict and environmentally friendly approach to the disposal of waste
products, especially hazardous ones; while the alliance partner may not. In such a
case, inan aliance, one could become tarnished by the alliance partner’s lesser
concern with such issues. Such differences need to be ascertained, their treatment
explored and acommon agreed policy developed. Thisisamatter that needsto be
addressed at the outset and embodied in any alliance plan. There will be other issues
such as differencesin the way human resources are treated, which will similarly need
addressing. They will be more or lessimportant as circumstances and attitudes dictate.
Even more sensitive can be the effects of large-scal e operations, particularly mineral
extraction or even morethe oil industry on not only fragile or vulnerabl e ecol ogies but
alsolocal populationsor economies.

Corporate social responsibility can extend to activities not necessarily seen as being
mainstream or core to your business. This could extend to supporting programmes
that, while they may not directly or immediately affect acompany’s current business,
could raiseits profile in an areathat could be of future benefit or even bring goodwill
for future projects.

11.10 SUMMARY

From software to steel, aerospace to apparel, the pace of strategic alliances worldwide
isaccelerating. A strategic alliance is an agreement between firmsto do business
together in waysthat go beyond normal company-to-company dealings, but fall short
of amerger or afull partnership. Strategic alliances can be as simple as two

companies sharing their technol ogical and/or marketing resources. In contrast, they
can be highly complex, involving several companies, located in different countries.
Strategic alliances are becoming more and more prominent in the global economy.

Strategic alliances enabl e business to gain competitive advantage through accessto a
partner’s resources, including markets, technologies, capital and people. Teaming up
with others adds complementary resources and capabilities, enabling participantsto
grow and expand more quickly and efficiently. Strategic alliances al so benefit
companies by reducing manufacturing costs, and devel oping and diffusing new
technologies rapidly. Any firm opting for strategic alliance incurs certain costs and
risks compared to afirm going alone. These risksinclude the loss of operational
control and confidentiality of proprietary information and technology. In addition, the
parties may deprive themselves of future business opportunities with competitors of
their strategic partner. Alliances al so raise the specter of potential conflicts, loss of
autonomy, difficultiesin coordination and management, mismatch of cultures, etc. 65
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Cross-Holdings, Equity Stakes, and Consortia: These alliances bring together
companies more closely than licensing and joint venture mechanism. Broadly
amal gamated together as consortia, these alliances represent highly complex and
intricate linkages among groups of companies.

Joint Ventures: Thisarrangement involves partners’ creation of athird entity
representing the interests and capital of the two partners. Both partners contribute
capital, distinctive skills, managers, reporting systems, and technol ogiesto the venture
in certain proportions.

Licensing Arrangements: Licensing representsasale of technology or product based
knowledge in exchange for market entry in amanufacturing industry. In service-based
firms, licensing isthe right to enter amarket in exchange for afee or royalty.

Strategic Alliance: A strategic allianceis an agreement between firmsto do business
together in waysthat go beyond normal company-to-company dealings, but fall short
of amerger or afull partnership.

11.12 SELF-ASSESSMENT QUESTIONS

1) What do you understand from the term strategic alliances? Explain the different
types of strategic alliancesthat companiesfollow? Give examples of Indian
companiesfor each type of strategic alliance.

2)  Why do companiesform strategic alliances?
3) What aretherisks and costs associated with strategic alliances?

4) What are the features of asuccessful alliance? What are the barriersto a
successful alliance?
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Appendix—3 Strategic Alliances

Case Study
Ambalal Sarabhai EnterprisesLtd-Profiting through Strategic Alliances

The US$300 billion global pharmaceutical industry isresearch driven. New drug

R& D cost being prohibitive, it islimited to pharmaceutical MNCsin devel oped
nations where product patents are enforced. High prices of under-patent drugs are
causing a shift to generics, especialy in USA and European markets. So, to spread
their R&D costs over alarger base, pharma MNCs are consolidating through mergers/
aliances. Historically, India has recognized only process patents. Under WTO, as per
TRIPs agreement Indiatoo hasto enforce product patents latest by year 2005 AD.

In the Rs130 billion Indian pharma sector, prices of over 60% of the drugs/
formulations are Government controlled (through DPCO). In the domestic bulk drugs
market, low entry barriers have resulted in overcapacity and price wars. So, major
playersare focusing on formulations, where brand image and distribution network act
asentry barriers. Most players areincreasing their overseas marketing/-manufacturing
network in order to enhance exports (under patent drugs to third world countries and
genericsto developed nations). In anticipation of WTO, MNCs are strengthening their
ranksin India- either setting up new 100% subsidiaries or marketing tie-upswith
major domestic players. Largelocal players are consolidating through brand
acquisitions, co-marketing/ contract manufacturing tie-upswith MNCs etc.

In this scenario, Ambala Sarabhai EnterprisesLtd (ASMA) has aggressively formed
aliancesin thelast couple of yearsto leverage upon the technical expertise and strong
brands. ASMA has major presence in anti-infectives, anti-epileptic and NSAIDs. The
company isthe largest manufacturer of Vitamin Cin India. ASMA isthe market
leader in Veterinary healthcare sector. On domestic front the company hasformed
50:50 JV to market the brands. The company hastied up with BV Chiron,
Netherlands for marketing anti-cancer productsin India, Grunenthal of Germany to
manufacture and market Tramadol (an analgesic), with Biobrass of Brazil for the
marketing of procine and insulin and with Abic of Israel for the marketing of poultry
vaccinesin India

ASMA is pursuing major restructuring program and to further strategic alliances and
collaborations.. With commitment of the management to turnaround the company
through alliances, restructuring of operations and cutting down the high cost debt,
ASMA isexpected to improve profitability in the next two years.
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