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ABSTRACT

Recent empirical research suggests that, despite unprecedented attention on alliance
management in the academic and management literature, failure rates of alliances
remain at a very high level. On the basis of a global survey among alliance managers,
this paper aims to reveal recent trends in alliance capability building and tries to

uncover novel ways in which firms try to enhance their alliance performance.

INTRODUCTION

Despite the unprecedented increase in the number of newly established strategic
alliances (Bekkers, Duysters and Verspagen, 2002), alliance performance has
remained weak over the last decades. Most scholars report failure rates that vary
between 40 and 70% (for an overview see Park and Ungson, 2001). Given the fact
that revenues derived from alliances have also increased steadily over the past decade
(Margulis and Pekar, 2001), it becomes a key managerial challenge for firm’s to
understand how to enhance overall alliance performance. In this paper we define
strategic alliances as cooperative agreements in which two or more separate
organizations share reciprocal inputs, while maintaining their own corporate identities

(Vanhaverbeke, Duysters and Noorderhaven, 2002).

Recent research has shown that firms develop alliance capabilities in many different
ways (e.g. Hill and Hellriegel, 1994). Some firms rely on gathering and dispersing
generalized alliance knowledge, while other firms abide by case-specific material to
increase their alliance performance (Alliance Analyst, 1995). However divergent the
ways to develop alliance capabilities may be, so far scholars’ attempts to discern how
firms build these capabilities have remained scarce (Simonin, 1997). One of the few
empirical papers on the relevance of building capabilities using dedicated mechanisms
was written by Kale, Dyer and Singh (2002). They found that an alliance function or
department added significantly value to a firm’s alliance performance. Little,
however, is known about the way in which firms can develop such a capability. This

paper seeks to unravel the recent developments in the field of alliances to gain a better



understanding of critical mechanisms that firms use to build alliance capabilities in

order to enhance their alliance performance.

The aim of this paper is threefold. First, we analyze recent developments in the field
of academic research and practice. On the basis of a recent empirical investigation, we
discuss the alliance performance of global alliance managers and the market value
they generate through alliances. Second, on the basis of recent research, we aim to
enhance current insights into critical issues in alliance capability development. Third,
we show the critical mechanisms that firms use to manage their alliances in order to
enhance their alliance capabilities. To realize these goals, this paper first
retrospectively reviews some important developments in alliance research. Then, we
present results of a recent worldwide study among 151 firms, thereby underlining the
importance of alliances as a revenue generator and addressing the mechanisms firms

can use to manage their alliances more successfully.

THEORETICAL BACKGROUND

Over the past decades, numerous researches have been triggered by the growing
importance of alliances. Over time the main research emphasis of scholars concerned
with the antecedents of alliance performance has changed dramatically. Traditionally,
scholars focused their attention to factors influencing alliance performance in the
relationship. Traditional academic literature, such as transaction cost theory and
industrial organization theory, considered alliances as a second-best option to going-
alone or full hierarchical integration of companies (Contractor and Lorange, 1988).
Moreover, alliances were viewed as distinct business transactions, which led

researchers to focus on critical aspects in the alliance itself (e.g. Steiner, 1968).

This early research into antecedents of alliance performance was centered around
critical factors in the dyadic relationship. Scholars devoted particular attention to the
critical factors that should be taken into account when managing the individual
alliance. For instance, trust and complementarity were supposed to be critical in
enhancing alliance performance (Johnson et al., 1996). Overall, referring to e.g.

collaboration-specific rents (Madhok and Tallman, 1998) and relational rents (Lane



and Lubatkin, 1998), these studies provided a vast amount of academic literature on

alliance-specific factors that were supposed to optimize alliance performance.

Although these studies have generated interesting contributions, they are unable to
explain persistent differences in firms’ alliance performance. Ireland et al. (2002, pp.
114) have proposed the need for firms to simultaneously concentrate on both content
and process to enhance alliance performance. In their view, it is insufficient to
understand the critical issues at the dyadic level without addressing the processes and
mechanisms that underline successful alliance management. In an attempt to fill this
gap, researchers have started to analyze managerial processes, tools and routines in
order to explain for the reported fixed-firm effects in alliance performance. These
studies concentrate on firm-level factors rather than dyadic factors as antecedents of
alliance performance. Firms that consistently generate above-average rents in
alliances are supposed to possess specific alliance capabilities (Kale and Singh, 1999).
Building on theories such as evolutionary economics, the resource-based view and the
dynamic capability perspective, scholars proposed that these specific capabilities can
be viewed as a rare, valuable and difficult to imitate resource at the company level
(Gulati, 1998) and have an important impact on rent generation in alliances (Khanna
et al., 1998). Overall, these studies underscore the need to build alliance capabilities
in order to enhance the performance of a firm’s alliance portfolio. Consequently, a
firm’s alliance portfolio rather than the individual alliance becomes the unit of

analysis.

In these contributions, alliance experience has become a central and recurrent theme.
Although various scholars have put forward experience as a critical factor for alliance
performance, the links between experience, alliance capabilities and alliance
performance have not been clearly established (Rugman and Verbeke, 2002).
Consequently, in spite of the findings that accumulated experience can have a positive
influence on learning (Pisano et al., 2001), to date little attention has been devoted to
ways in which firms can build alliance capabilities in order to leverage their alliance
performance. A few recent exceptions are studies by Nault and Tyagi (2001) and Kale
et al. (2002). They specify a number of mechanisms that firms should employ in order

to realize the potential learning effects that eventually enhances alliance performance.



It is suggested that an alliance capability is a result of the use of mechanisms that

enable firms to optimize their resource deployment in alliances.

This paper combines traditional and more recent approaches to alliance research. Not
only do we analyze the dyadic factors important in alliance management, but we also
investigate specific mechanisms that firms use to develop an alliance capability. After
providing an outline of this study’s research design, this paper describes the following
issues. First, we investigate the importance of strategic alliances for firms. More
specifically, we analyze the overall percentage of market value generated by alliances
according to the firms that feature in our study. Second, we build on traditional
alliance research by analyzing critical dyadic factors. The reasons for alliance failure
are rated in order to understand the main hazards in the alliance. Third, we specify
alliance goals and outcomes as a means to analyze for what reasons alliances are
formed and to what extent the original goals are achieved. Fourth, building on a recent
notion that firm-level mechanisms can significantly influence alliance performance,
we identify the top 10 alliance mechanisms firms use to develop their alliance

capability.

RESEARCH DESIGN

In order to study these particular issues, a survey was conducted among 1000 VP’s of
alliance and alliance managers. A database of the Association of Strategic Alliance
Professionals (ASAP), was used to address the mailing to VP’s and top managers in
charge of corporate alliance management. This allowed us to ensure that our
respondents where adequately aware of critical and detailed issues about their firm’s
alliance activities. The survey was sent out to the respondents, where after we send
out a reminder in order to maximize the response rate. The survey consisted of closed
questions and respondents were asked to rate their answers on a 5-point Lickert scale.
Although information gathering via self-reporting can limit the validity of the results,
the data was extensively screened to delete invalid cases and other errors. Eventually
we came up with a sample of 151 respondents. The final data set consists of
respondents from various different industries: 43% ICT-related business, 7% financial
services, 25% other services (e.g. consultancies), 11% manufacturing, 6% public

sector, 5% pharmaceuticals and biotechnology and 3% chemicals.



ANALYSIS & RESULTS

In the context of this research, alliance performance is considered as the main
dependent variable. In line with earlier studies (Hamel et al., 1989), we defined
alliance performance as the percentage of alliances in which the firm’s goals were
realized over the last 5 years. As described above, the unit of analysis is a firm’s
alliance portfolio. Our research indicates that the average alliance performance is

52%, which is comparable to earlier studies.

The analysis of the data led to a number of interesting findings. First of all, we
investigated the relevance of alliances for the respondents by analyzing the current
and expected future market value generated by alliances. The respondents indicated
that they expect the importance of alliances for their respective firms(measured as the
percentage of the firm’s market value coming from alliances) to increase dramatically.
Figure 1 shows that firms find alliances to represent an increasing percentage of their
market value. The pie chart presented at the left side is the respondents’ current
market value coming from alliances. The larger part, that is 47% of the respondents,
positions itself in the category in which between 21 to 40% of a firm’s market value is
generated via alliances. The graph at the right hand side represents the expected
market value coming from alliances in five years. Our respondents indicate that they
expect a significant increase with respect to the value generated via alliances, since
the largest category has shifted from 21-40% to 41-60%, consisting of 34% of the

respondents.

Figure 1 Comparing company’s current and future market value coming from

alliances



81-100%

Looking at Figure 1, it becomes apparent that respondents expect a clear increase in
market value arising from alliances. Whereas currently an average of 36% of the
respondents market value is generated via alliances, they expect 49,1% to be
generated via alliances in the coming five years. These results support the findings by
Harbison et al. (2000), which report that alliances are responsible for an increasing

percentage of firm’s revenues.

The second aim of this paper is to uncover critical elements in managing the
individual alliance. This was done by analyzing the reasons for alliance failure' and
by studying the original goals as set during the formation of the alliance. In our study
we defined ten major categories of reasons for alliance failure as found in the
literature: (1) mismatch of partner’s strategy, (2) mismatch of partner’s structure, (3)
mismatch of partner’s culture, (4) lack of trust, (5) partner’s inability to deliver
expected competences, (6) our own inability to deliver expected competences, (7)
operational problems, (8) legal issues, (9) language barriers and (10) government
intervention. Respondents rated these items on a 5-point Lickert type scale with the
additional option to indicate whether a particular reasons was applicable or not.

Figure 2 shows the five most important reasons for alliance failure.

' For an overview of reasons of alliance failure, we refer to Duysters et al. (1999).



Figure 2 Top 5 reasons for strategic alliance failure

B Important

B Very important

0% 10% 20% 30% 40% 50% 60%

The most important reason for strategic alliance failure is the mismatch of partner’s
strategy. As indicated by various authors (see e.g. Lorange and Roos, 1993), it is
critical for partners to clearly align their strategic intentions with regard to their joint
activities. In many cases partners are unable to define clear objectives. Partners
should, for example, agree on the scope of the alliance (Doz and Hamel, 1998). The
likelihood that the alliance will persist over time is highest if the partners are able to

create common benefits (Khanna et al., 1998).

The second most important element to explain alliance failure is the inability of a
partner to deliver expected competences. The timing and quality of the resources
committed to the alliance can positively influence the success of the alliance
(Harbison and Pekar, 1998). Committing resources of an inferior quality to the
alliance can become detrimental to the other partner’s commitment and survival of the
alliance in the end. Moreover, using hidden agendas in order to pursue gains in know-
how is unlikely to provide stability in cooperative arrangements (Hagedoorn, 1990).
Thus, the stability of an alliance can be greatly enhanced if all partners make balanced

and complementary contributions (Porter and Fuller, 1986).

The third important reason for alliance failure is related to operational problems. Even
if strategic issues such as aligning partner strategies and delivering competences are
taken care of in a satisfactory manner, failure looms when operational issues are not

sufficiently guarded. The mismatch of operational policies, such as control



management and production procedures, can limit the effectiveness of the alliance.
Partners should therefore devote sufficient time and resources to define their joint
ambitions at the operational level. Furthermore, they should make clear how these
ambitions can be realized. A useful way to avoid operational problems is to inform

employees and use their collective know-how to align potential operational pitfalls.

The fourth main reason for alliance failure is a mismatch of the partner’s culture. A
lack of cultural fit can be an important reason for alliance failure, especially when
firms cooperate very intensively. In the case of close cooperation, an effective method
to circumvent culture clashes is the incorporation of a new entity or a joint venture.
However, this form of strategic allying generally requires considerable financial

commitments.

The fifth reason for alliance failure is a lack of trust between the partners. The right
mix of trust and formal contracting has been found to improve the cooperative
interactions (Poppo and Zenger, 2002). Moreover, as trust is an essential component
in social interactions and firms can learn through these interactions, alliance
performance can be positively influenced by a high level of trust (Johnson et al.,
1996). However, it takes time to realize a high level of trust among partners and
therefore firms tend to duplicate their existing ties by teaming up with former allies.
Although this can create a high level of mutual trust, it does not guarantee a
successful partnership. As this study and many others demonstrate that among others

strategy alignment, operational problems are also essential topics to be managed.

The third main research issue is concerned with the original goals and the extent to
which these were successfully achieved. Various scholars have come up with many
different reasons or motives why firms tend to ally (see e.g. Spekman et al. 1999).
However, little research has been done to what extent firms are able to realize the
defined goals. In our study five main categories were used to establish the primary
motivations of firms to ally and the extent to which these particular goals are realized:
(1) risk reduction, (2) economies of scale, (3) market entry, (4) co-opting or blocking
competition and (5) access skills and resources. Despite the increase in importance of
alliances as market value generator, our study shows that firms have great difficulty in

realizing the objectives set. Figure 3 shows the results.



Figure 3 Alliance goals and outcomes
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Only alliances aimed at facilitating new market entry (i.e. by entering new product or
geographical markets) do fully achieve their goals in 35,8% of the cases. This is the
only goal that showed higher success (35,8%) than failure rates (24,4%). Especially
alliances aimed at co-option or blocking competition experience high failure rates:
50,0% of respondents say they do not achieve these objectives. This particular goal

turns out to be the one that is most difficult to realize.

The fourth aim of this paper is concerned with the extent to which firms use
mechanisms to manage their alliances. In order to investigate this particular issue, we
performed an extensive literature review and a review of reported practitioner
experiences Eventually, we came up with 30 alliance mechanisms that can be used to
enhance alliance performance .These 30 mechanisms were divided into four
categories. The first category consists of ‘functions’, which refer to structural
mechanisms or management positions that can perform critical issues with regard to a
firm’s alliances. For instance, a VP of alliances or alliance department can aid in
dealing with day-to-day management practices of alliances, but also play a role in
acquiring, developing and disseminating specific knowledge and resources (Alliance
Analyst, 1996). The second group of mechanisms consists of ‘tools’, which are
practical mechanisms that provide support with regard to for instance a particular
stage of alliance life-cycle. In this way, they support ‘functions’ in a practical manner
by i.e. easing the accessibility of specific knowledge via an alliance database, intranet

or an alliance training program. ‘Control and management processes’ form the third

10




group of mechanisms available to firms. These mechanisms facilitate in particular the

management responsibility for alliances. For instance, the use of alliance metrics or

the use of rewards and bonuses to managers can prove efficient in stimulating alliance

performance. Fourth, firms can turn to external parties as a means to help increase

their performance. Consultants, lawyers, mediators or financial experts may provide

for an efficient way to build alliance capabilities (Alliance Analyst, 1995). The

following figure summarizes the four categories of alliance mechanisms.

Figure 4 Firm-level mechanisms
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evaluation (17)
Comparison of
alliance evaluations
(18)

Joint evaluation

(19)

Having specified the various mechanisms that firms can employ to successfully
manage their alliances, the next figure presents the top ten of most widely used
alliance mechanisms. First, a striking 89% of the respondents confirms the use of a
partner program to manage their alliances. A partner program is defined as a tool that
describes different types of alliances and accompanies alliance management
processes. Second, 72% of the respondents makes use of alliance specialist, someone
who knows much about alliance management and supports alliance managers in their
day-to-day activities. Third, 70% of the respondents uses an alliance database
containing information about the firm’s alliance experiences so far. Fourth, 65% of
the respondents evaluates its alliances separately. Fifth, joint business planning, which
has been defined as a standardized approach to define a business plan together with
partners, is used by 54% of the respondents. Sixth, a standard partner selection
approach is used by 52% of the respondents. Seventh, an alliance manager is in place
in 50% of the respondent firms, while 48% uses intranet to disperse alliance-related
information. Ninth, 45% uses an alliance department or alliance function to internally
organize and structure alliance management. Finally, 42% says it uses joint evaluation
to assess the alliance performance. Joint evaluation is different from individual
alliance evaluation as this can be done in-house rather than in cooperation with the

actual partner(s).
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Figure 5 Bart chart of Use of alliance mechanisms in percentages
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This figure indicates that our respondents make extensive use of the mechanisms
listed. Moreover, it also seems that these mechanisms are considered useful ways to
enhance a firm’s alliance performance. The large number of companies using, for
instance, a partner program (89%) suggests that firms expect this tool to be at least
useful and facilitative to its partnering process. Moreover, 70% of our respondents
uses an alliance database as a tool to disperse alliance-related knowledge. This figures
provide some insight into what mechanisms firms rely upon in their quest for

improved alliance performance.

COONCLUSIONS AND MANAGERIAL IMPLICATIONS

Having analyzed various critical issues in alliance management using a worldwide
survey, a number of important implications can be distilled from the results. First of
all, we find that our respondents foresee a vast growth in the importance of strategic

alliances for their firms. In line with earlier studies (Harbison and Pekar, 1998;

13



Harbison et al., 2000), the percentage of revenues coming from alliances is subject to
a relative growth rate of 36%, growing from an average 36% in 2001 to 49% in 2006.
The increasing percentage of revenues that firms expect to derive from strategic
alliances underscores the need for firms to pay particular attention to alliance
capability development. Since strategic alliances have become an important strategic
weapon the need to be able to successfully manage them becomes increasingly
important. Second, with respect to critical dyadic factors, we find that in line with
earlier research strategic, resource, operational and cultural fit as well as trust are
highly relevant concepts. Individual partners should seriously commit to ensuring that
these topics are well worked out before the alliance becomes operational. Third, we
find strong performance differentials among the various alliance goals that are set for
alliances. Especially alliances aimed at co-opting and blocking competition are found
to be subject to high failure rates. Although it may not be very surprising that
competitive battles are likely to raise risks associated with alliances, it is even more
striking that alliances aimed at realizing scale economies also perform weakly. Only
alliances that are aimed at entering new product or geographical markets are relatively
successful. Fourth, although different firms are renowned for using different ways to
increase their alliance performance, our results point to a number of mechanisms that
are widely applied by our respondent firms. Especially partner programs, alliance
specialists and databases are in use by a large majority of the firms. These
mechanisms may be an important way to internalize certain experiences and therefore

enhance the development of a firm’s alliance capability.
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