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T HE POPULARITY OF THE STRATEGIC ALLIANCE IN 

business has exploded over the past few years. From 
a period of high growth during the 1980s estimated 
at an average of 27 per cent per annum in the indus- 
trialized countries’,” recent statistics on alliance 
formation now suggest an increase of approximately 
400 per cent in 1993 on 1990 figures in the European 
Union. A similar trend is also emerging in the US, 
and in the Pacific Rim countries.” 

Reasons behind this massive surge in interest 
stem from the increasing unpredictability and grow- 
ing competitiveness of today’s business environ- 
ment. The emergence of new markets, continuing 
developments in technology, and the maturity and 
homogenization of markets have helped to push 
back industrial boundaries and have facilitated the 
globalization of markets within the world economy. 
Within this environment the strategic alliance can 
offer a low-cost and flexible opportunity for firms to 
maintain, or improve, their competitive position. 
The arrangement also allows the firm to keep its 
options open with respect to which technologies to 
pursue or what markets to target. It can even allow 
the flexibility of multiple options to be explored as 
opposed to the high cost and restrictions of an 
acquisition or merger.4 

Despite these advantages, however, the strategic 
alliance cannot be viewed as a clear cut solution. The 
failure rate associated with alliance arrangements 
remains high, often resulting in significant costs to 
either one or both of the partners concerned. Bleeke 
and Ernst in their study2 of cross-border alliances 
found that two-thirds ran into serious managerial or 
financial trouble within the first 2 years, resulting in 
a high degree of failure for this type of venture. 

The question of how to make strategic alliances 
work is therefore becoming increasingly important 

as more and more firms look to this form of organiza- 
tion as a means of leapfrogging the obstacles which 
developing businesses in the 1990s have to face. The 
1 day conference run by Acquisitions Monthly and 
Arthur D. Little on ‘Strategic Alliances: Making 
Them Work’ in April 1994 was therefore both topical 
and highly relevant to businesses needing to deepen 
their understanding of the different forms, uses, 
processes and management skills involved in 
managing this form of organization. 

The speakers at the conference were: 

Yves Doz, Professor of International Management 
at INSEAD. 

John Wood, Head of US/Air Co-ordination at 
British Airways. 

Dr Tom Sommerlatte, Managing Director Europe 
at Arthur D. Little International Inc. 

Nick Hoare, Vice President Finance at Warner 
Lambert Europe 

Charles Alexander, Director at N M Rothschild 
and Sons Ltd 

Dr Patricia Dinneen, Project Manager MCI 
Alliance at British Telecom 

Stephen Lawrence, European Director at Arthur D. 
Little Ltd 

Paul Martin, Head of Group Planning at Leeds 
Permanent Building Society, and 

Nigel Hartnell, Director of Business Development 
at ICL 

The conference examined both theoretical and 
practical perspectives to draw out some common 
areas and ideas for improving alliance management. 
The main themes which emerged throughout the day 
were to: 
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P establish a clear strategic vision, 

0 find a suitable partner, 

0 plan, plan and plan again, and 

0 constantly review the relationship. 

Establish a Clear Strategic Vision 
According to Professor Doz, the keynote speaker at 
the conference, the first hurdle in an alliance is to 
develop a ‘strong logic’ for the alliance relationship. 
The potential alliance entrant must be able to 
identify not only the broad benefits of the venture in 
terms of its low cost and flexibility, but also the 
specific strategic potential of the arrangement in 
terms of the value it is expected to create for the 
company. This primary value-creation logic was 
categorized by Dr Tom Sommerlatte of Arthur D. 
Little as relating to: 

0 Access to new markets, 

Q Acquisition of technologies and skills, 

P Achievement of economies, 

o Spreading of risks, and 

P Reducing competition. 

These categories may not be mutually exclusive, 
however, and the combination or emphasis will 
depend upon the characteristics of the particular 
alliance. 

Other factors are also likely to influence the logic 
of the partnership. The position of the firm-both 
present and anticipated-in relation to its competi- 
tors, the lifecycle of the industry, and the dynamics 
of the environment all need to be taken into account 
when establishing the strategic logic of the partner- 
ship. John Wood of British Airways demonstrated 
that, for a large player in a mature market such as the 
airline industry, the main motivation for the alliance 
between the UK’s BA and USAir of North America 
was to respond to growing competition by reducing 
the risk of relying purely on the UK market and 
trying to sustain market share by gaining access to 
growing airline markets at low cost. Equally for 
British Telecom, in an industry where technological 
developments are continuously introducing further 
opportunities and market scope, entering into an 
alliance with MCI of the US to create a global tele- 

communications service, was motivated by the 
ability to gain a broader product portfolio and 
market scope, to be able to provide a faster and 
higher standard of service to customers and to obtain 
greater efficiency at lower costs as competition in the 
industry increases. In comparison, as Charles Alex- 
ander of Rothschild and Sons Ltd emphasized, inter- 
national alliances in emerging markets, such as the 
alliance in South America between British Gas and 
Tenneco to transport and supply gas over long 
distances, may be motivated primarily by the need to 
draw on complementary skills such as the expertise 
of British Gas and the local market knowledge of 
Tenneco at low cost or risk to either partner to 
supply a rapidly growing and lucrative market. 

Thus, despite the wide variety of motivations and 
influences upon the alliance, it is essential for the 
success of the venture, for each partner to under- 
stand clearly the value-creation logic upon which 
commitment to the partnership is formed and the 
factors which influence this. 

Find a Suitable Partner 
Organizational and cultural compatibility are essen- 
tial if the partners are to work together successfully. 
As Professor Doz said, small differences in 
organizational style and culture can develop into 
major problems once the initial ‘honeymoon’ phase 
of the relationship is over. Consequently the identifi- 
cation of potential differences is essential prior to 
final agreement. Particular factors which may need 
to 
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be considered include: 

size and style, 

style and/or speed of decision making, 

issue resolution process, 

symmetry of knowledge, 

management attitudes and constraints, and 

cultural understanding. 

The relative importance of each of these will again 
be related to the form the alliance will take and the 
function of the task being face. If there is little need 
for the two partners to work closely together, to 
make joint decisions frequently, or to share all 
resources in the venture, then any organizational 
or cultural differences may be managed relatively 
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easily. However, if these factors require a high level 
of contact and involvement in the relationship, 
differences can become a major issue and may 
provoke a crisis in the relationship. It is important, 
therefore, to be sensitive to the structure of the 
partner organization and not to make assumptions 
that the partner will be ‘just like us’, but instead to 
try to build a convergent process to bring any 
differences closer together. According to Professor 
Doz some ways of doing this may include the intro- 
duction of: 

cl 

cl 
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cl 
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joint management development, 

cultural and corporate ‘language’ translation, 

buffering of structures and processes, 

developing compatible, comprehensive manage- 
ment systems and 

joint projects or selective integration. 

Nigel Hartnell of ICL demonstrated the import- 
ance of taking partner characteristics into account 
with his example of ICL’s successful alliance with 
Fujitsu. Here the companies were seen as generally 
complementary with a good balance of capabilities. 
However, the companies recognized the essential 
international nature of the investment and the local 
and regional business and social cultures. They 
agreed jointly to own businesses and trade products, 
and to co-operate in technology and product devel- 
opment establishing a close working relationship. In 
order to manage this they set up specific contractual 
agreements within these arrangements. Fujitsu-ICL 
also established a PLC board which separately 
handles the rights of the shareholders and protects 
minority investors. Finally they exchanged working 
agreements to enable staff involved in the alliance to 
develop a multi-cultural understanding of the two 
firms. 

As the ICL-Fujitsu example underlines, and as 
Paul Martin also emphasized in relation to his dis- 
cussion on potential alliance partners for Leeds 
Permanent Building Society, above all in an alliance 
relationship a vital factor in the partnership must be 
a basis of trust between the partners and clear 
evidence of commitment from top management from 
the start. 

Plan, Plan and Plan Again 
Sound planning is a further fundamental require- 
ment for a successful alliance partnership. Speaking 
with reference to the alliance between Warner 
Lambert and Wellcome, Nick Hoare, Vice President 
of Finance for Warner Lambert Europe, addressed 
the need to plan proactively for the alliance and to 
focus continuously upon the commercial needs of 
the relationship. The practical mechanics of an 
alliance must be planned for, he stated. Conse- 
quently commercial negotiations have to be thought 
through, agreements formalized as to how competi- 
tive situtaions may be dealt with, and taxation 
liabilities reviewed. It is essential to plan these 
factors thoroughly in order to both clarify the rules 
and to keep the background of the partnership as 
simple as possible. Thus sound planning and due 
consideration of the ‘rules of the game’ can facilitate 
both the need for simplification and the focus upon 
commercial needs in the negotiations. 

The need for sound planning in an alliance was 
also emphasized by Dr Patricia Dinneen of British 
Telecom. The BT alliance with MCI of the US, 
although established in June 1993 after considerable 
planning, has yet to commence officially. The rules 
have, however, been laid down specifically prior to 
operation. Financial investment between the part- 
ners has been formally agreed and scheduled with 
BT’s cross-investment in MCI totalling 20 per cent of 
the company. Distribution and supplier roles have 
also been decided. Geographical areas of ownership 
have been assigned, with MCI serving the Americas, 
and BT looking after Europe, Asia Pacific, and the 
rest of the world. Central management systems and 
services have been agreed and the alliance partners 
have a strong focus upon the deliverables required 
from the operation. Both partners demand different 
benefits from the venture which have been clearly 
defined in advance. Although the partner size and 
investment are asymmetrical in this alliance-a 
characteristic not advocated as ideal in other 
research-Dr Dinneen is confident that the structure 
put in place, and the considerable planning 
involved, will generate success once the alliance 
commences. 

Consideration also needs to be given to the finan- 
cial aspects of the alliance as Stephen Lawrence, the 
European Director of Arthur D. Little Ltd, reinforced. 
Both partners may have different views of how much 
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value each is contributing to the partnership, or the 
value that is created in the stand-alone business. The 
financial issues, in addition to the more mechanistic 
and operational factors, must therefore be agreed 
and planned for in advance with both parties able to 
emerge from the negotiations satisfied with the 
arrangements and enthusiastic to pursue the joint 
objectives. 

In relation to the financial valuation of the con- 
tributions and the valuation of the stand-alone 
business the basic assumptions must be agreed in 
advance. Consistent assumptions must be main- 
tained on both sides on inflation rates, exchange 
rates and discount rates in addition to the primary 
valuation methodology applied. Both the valuation 
of the contribution from both or all parts on the 
stand-alone business, and that relating to the poten- 
tial synergies likely to emerge from the alliance need 
to be valued. To facilitate this, formal agreement 
upon how the businesses will be integrated into the 
alliance must first be made. Operational synergies 
can then be calculated by plotting key success 
factors of the business against competitive position 
to identify potential sources of readily achievable 
operational synergies and assessing these against 
potential for achievement and resource require- 
ments. A final step is to assess the gap between the 
contributions of the two parties and, where neces- 
sary, agree some mechanism for bridging this. 

Constantly Review the Relationship 
Alliances cannot be arranged purely on the basis of 
the initial logic of the relationship and then be left 
on ‘autopilot’. As Professor Doz emphasized, allian- 
ces may be considered for very different purposes 
depending upon the stage in the lifecycle of the 
industry. Equally the aims and direction of the 
alliance can change over time and therefore need to 
be continuously reviewed in relation to the external 
environment and the context upon which it is based. 
Research on alliances also suggests that the relation- 
ship will generally go through a number of phases 
ranging from an initial positive enthusiastic 
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approach, followed by a period of disillusionment 
which can ultimately result in crisis and termination 
of the partnership, or in a review and resolution of 
the problems and a return to more positive, con- 
structive collaboration. It is, therefore, important to 
review the venture regularly to facilitate its evolution 
in line with both internal and external changes in the 
business or industry. There is also a need for an 
element of flexibility to be incorporated into the 
planning and culture of the alliance to allow for this 
evolution to take place. 

Dr Tom Sommerlatte reinforced this point with an 
example taken from the pharmaceutical industry. 
Here, in response to changes in the business 
environment, companies already involved in joint 
marketing or promotional alliances have merged 
whole divisions with those of their partners to 
broaden and deepen their commitment as the 
alliance evolved. 

Summary 
Overall the general conclusions drawn from the 
conference were that strategic alliances demand con- 
siderable attention and management skills 
throughout the entire period of their existence in 
order to be successful. They need to be clearly 
focused in their aims and in the deliverables antici- 
pated from the venture by the partners involved. 
Consideration also needs to be paid constantly to a 
wide range of both internal and external compat- 
ibilities and influences both specific to the industry 
and business, and to the alliance relationship itself. 

The benefits, however, from a successful alliance 
venture appear to be substantial. A strategic alliance 
can provide a link into global networks and markets 
at low cost, rapid access to technological skills, and 
consolidate competitive strength. The rapid growth 
in popularity of the concept over the past few years 
demonstrates clearly that the strategic alliance is 
likely to remain a formidable business tool 
throughout the 1990s. However, the managers who 
are prepared to understand how to use and manage 
alliances are likely to reap the greatest benefits. 
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