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Chapter 7

Global Strategic Alliances

“An alliance is a lot like a marriage.  There may be no formal contract.  There is no buying and selling of equity.  There are few, if any, rigidly binding provisions.  It is a loose, evolving kind of relationship.  There are guidelines and expectations, but no one expects a precise, measured return on the initial commitment.  Both partners bring to an alliance a faith that they will be stronger together than either would be separately.  Both believe that each has unique skills and functional abilities the other lacks.  And both have to work diligently over time to make the union successful”. 

Kenichi Ohmae1

Introduction

In a competitive market where there are various uncertainties, and where firms need to gain fast access to knowledge not available in-house, companies sometimes find it necessary to form strategic alliances.  Essentially agreements among two or more partners to develop and pursue common interests, alliances can take different forms. These include joint ventures, joint R&D efforts, franchising agreements, distribution, tie-ups, consortia, etc.  For transnational companies, strategic alliances are becoming an increasingly important tool to meet one or more of several objectives - set industry standards, gain quick access to new technology, new products and new markets or pre-empt competition.  


Where there are high network externalities2, standard-setting alliances can help influence market development and direct its course. Matsushita has tied up with Microsoft to work on digital convergence projects that involve integration of digital, audio visual and personal computer technologies.  The rising costs of product development and shrinking product development cycles are giving an impetus to strategic alliances in which the partners bring different technological strengths to the table.  Texas Instruments tied up with Hitachi in 1988 to conduct joint research and later manufacture memory chips. Cooperation between two companies may also be helpful when they are trying to penetrate unfamiliar markets. This has been particularly true in the case of many MNCs which entered India in the 1990s, the most celebrated example probably being the joint venture between P&G and Godrej.  Similarly, Honda, Ford, General Motors, Gillette, Yamaha and McDonald's have all chosen the joint venture route to enter India.  Companies may also come together to take on well-entrenched competitors. A good example is the ====================================================================
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Airbus consortium consisting of four major European aerospace manufacturers, who came together to challenge the industry leader Boeing.

Why Strategic Alliances 

TNCs form strategic alliances for various reasons. A few of the are listed below.

· To access new markets – eg: Mobil’s alliance with BP to penetrate European markets.

· To gain access to local distribution network – eg: P&G’s joint venture with Godrej in India.

· To improve manufacturing processes and gain access to new technology– eg: HCL’s tie up with HP in India. 

· To gain access to management know-how – eg: Elbee’s tie up with UPS in India. 

· To gain access to additional financial resources – eg: Nissan's tie up with Renault in Japan. 
· To achieve risk reduction – eg: collaborative research efforts between Siemens and Philips in the semiconductor business
· To pre-empt competition – eg: the recently announced alliance between General Motors and Fiat. 

Globalisation has been one of the main reasons for the growing popularity of strategic alliances. As companies globalise, they need various types of knowledge, which may not be available internally. Strategic alliances allow such knowledge to be acquired faster and more efficiently.  When it entered India, Pepsi had global brands but needed local support to understand the country's business environment and put in place a meaningful marketing plan. This led to the alliance with Voltas. The US multinational, Gillette has been known to enter into distribution tie-ups with local partners in many overseas markets.  Most of the car makers who have entered India in recent times, have used some form of strategic alliance, at least at the entry stage.


For some transnationals, strategic alliances have been an integral part of their corporate strategy.  Motorola, looked at strategic alliances as a way to catch up with formidable rivals such as Philips, Siemens, NEC, Toshiba, Hitachi, Fujitsu and Matsushita.  It felt that these alliances would help it to overcome its relative weaknesses in design, research and development, and enable it to get closer to many Japanese manufacturers who consumed large quantities of semiconductors and microprocessors. To tap the Japanese market, Motorola licensed its technology to NEC and Hitachi in the late 1970s.  (The Japanese partners later broke away, teaching Motorola an important but expensive lesson). Motorola subsequently  formed joint ventures with several Japanese companies to come to terms with the local Kirietsu1  system.  In 1986, it set up Tokoku Semiconductor Corporation, a joint venture with Toshiba in an agreement which involved both technology and investment sharing.  For its Iridium project, (which unfortunately ended in disaster), Motorola tied up with several Japanese companies including DDI, Mitsubishi, Mitsui and Sony.

Alliances in the Oil Industry2
Oil exploration is a highly capital intensive business.  Though the risk of not finding oil is quite high, companies have no alternative but to keep looking for new sources of oil.  Many oil companies are looking at strategic alliances as a means to share risks, cut costs and access specialized expertise.  

Various types of alliances are being formed in the oil industry.  In some, companies are combining their assets to generate greater efficiencies and cut costs.  The tie-up between Shell and Amoco in Texas and between Shell and Mobil on the West Coast of the US are good examples.  Another type of alliance involves the coming together of a large company with huge resources and a small company with specialised expertise.  Amoco for instance, set up a 50/50 joint venture with the Union Pacific Resources (UPR) group in Louisiana.  While Amoco contributed a huge tract of land and piles of three dimensional seismic data, UPR brought in its expertise in horizontal drilling.  


Another form of alliance involves tie-ups between the oil majors and major equipment suppliers.  Earlier, purchase transactions were primarily straight deals but now oil companies are looking seriously at expanding the scope of their relationship with suppliers.  Schlumberger has partnered with Amoco to improve recoveries in the North Sea.  From its traditional role as a service provider, Schlumberger decided to share the risks and returns by investing in the operation.  Haliburton's relationship with Mobil is much more than that between a vendor and a client.  Haliburton has invested money and brought in its project management capabilities to support Mobil's own expertise in West Texas.  Mobil and Haliburton have a revenue sharing agreement.  There have been other innovative alliances as well.  Texaco has tied up with more than five dozen suppliers to develop standard components for platforms, pipelines and wells for deep sea drilling at depths exceeding 3000 feet.
Types of Strategic alliance

Strategic alliances can be categorised, depending on the key objectives involved, using a framework provided by Doz and Hamel.

(i) Cooption:  Alliances which enlist the cooperation of potential competitors to neutralise rivalry. The Airbus consortium falls in this category.  Airbus was the result of desperate efforts by 
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European governments to create a new entity which could 


compete with a formidable rival such as Boeing. Spain, 


France, Britain and West Germany realised that their national 


aerospace industries were becoming unviable and came 


together to form Airbus in 1967. 

(ii) Cospecialization: Alliances, which combine separate specialised resources and create value by bundling them together.  This is becoming more and more common as companies sharpen their focus on a few core competencies and outsource many skills/resources.  Hitachi tied up with Texas Instruments for the development of a 265 Megabit DRAM chip and with GE for gas turbines.

(iii) Learning & Internalization: Alliances which involve acquisition of new knowledge, possible only by working together or closely observing each other in a partnership.  GM and Toyota set up a joint venture called The New United Motor Manufacturing Inc (NUMMI) in Fremont, California.  GM hoped to learn more about Toyota's lean production system and Toyota about GM's design capabilities.  

Acquisitions and Strategic Alliances

The difference between acquisitions and strategic alliances needs to be carefully understood.  An acquisition involves gaining control of another corporate entity by purchasing a partial or full equity stake.  Strategic alliance is a far more loose arrangement in which the different partners retain their individual identities even if they exchange equity stakes.  


In many ways, strategic alliances score over acquisitions. Valuation is a very tricky issue in acquisitions. The biggest mistake companies make in an acquisition, is payment of an unduly high premium.  Another problem with acquisitions is that only a part of the acquired business may be valuable, and along with it may come undesirable parts.  In markets where attractiveness is still a question mark, and in industries characterised by rapid technological obsolescence, the risks associated with acquisitions are particularly great.  Strategic alliances offer a more flexible and dynamic alternative.  These ideas have been well explained in a recent article by Pankaj Ghemawat and Fariborz Gadar*.
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However, strategic alliances are inherently more difficult to manage.  A McKinsey study of 49 multinational alliances conducted in the early 1990s revealed that two thirds of them had run into serious trouble in the first two years. Joel Bleeke and David Ernst1, McKinsey consultants, have mentioned that many alliances ultimately end in sale by one of the partners: “Its dangerous to ignore the trend.  If a CEO does not realize that an alliance will probably end in a sale, he or she may be betting the company without knowing it.” Management guru Michael Porter argued in 1990 that strategic alliances involve significant costs in terms of coordinating, reconciling goals and giving up profits, and could at best be transitional. 


The pros and cons of strategic alliances need to be carefully understood.  According to Judy Lewent, a senior Merck executive, the main advantages of an alliance are the elimination of heavy investments and the acquisition premium2.  The main disadvantages are the need to manage the venture and having to share the gains. GM's CEO, Rick Wagoner feels that alliances are a faster and more capital efficient way to grow.  Wagoner argues that many companies do not want to be purchased. An alliance not only keeps the management of the partner happy but also avoids political complications which arise in the context of international acquisitions. GM has recently taken a 20% stake in Fiat and itself offered a 6% stake to the Italian Company.    


Whatever be the pros and cons, one thing is for sure.  Much time and effort have to be invested in managing alliances to make them succeed. Gary Hamel, Yves L Doz and CK Prahalad3, have sounded a word of caution, arguing that  collaboration is nothing but competition in a different form. Companies must appreciate that the partners might take unfair advantage of the situation. This makes it imperative that the strategic objectives be clearly defined and that the parties understand how these objectives may be influenced by the hidden agenda of the partners.   In the late 1980s, Schwinn, America's largest bicycle manufacturer tied up with Giant of Taiwan since it needed additional capacity to meet the soaring demand. The bicycles  made by Giant turned out to be cheaper and better than those made in the US. By 1992, Schwinn had gone bankrupt while Giant had significantly strengthened its competitive position, to emerge as one of the leading bicycle manufacturers in the world.  

The Difficulties Involved

As mentioned earlier, the challenges involved in managing strategic alliances 
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can be formidable. Particularly difficult to handle are issues related to sharing

control and management. Typically, alliances involve a delicate balancing act between control and autonomy. The important point to note here is that a majority equity stake by itself does not guarantee success.  On the other hand, it is often the attempt by one partner to dominate another that leads to the break up of an alliance. As Kenichi Ohmae* puts it, “You cannot own a successful partner any more than you can own a husband or a wife.”

General Motors in China


The experience of General Motors (GM) in China illustrates how joint ventures have to be conceived and implemented carefully in emerging markets, especially when the host government has an important role to play.  The Chinese Government normally allows foreign companies to enter the country only through joint ventures with local state owned corporations. In 1994, GM’s CEO, John. F. Smith visited China to begin serious discussions in the Middle Kingdom on a project to manufacture mid size cars and minivans. A Chinese delegation visited G.M headquarters in late 1995. By 1996, GM had finalised an agreement with the government owned Shanghai Automotive Industry Corp (SAIC), after promising to share technology in not only automobile manufacturing but also electronics (through subsidiary Hughes) and computer technology (through subsidiary EDS).  GM’s $750 million investment was the largest ever by an American company in China.  GM hoped its tie up with SIAC would get it lucrative government orders.

GM established two GM – China Technology Institutes to teach Chinese college students how to design automobile parts.  Chinese engineers visited Detroit and familiarised themselves with various aspects of vehicle development, including computer aided design. GM also announced plans to use China as a parts sourcing base and link the country’s operations to its design centres in other parts of the world.

  
GM used the services of a Chinese lady, Shirley Young, whose father had been China’s consul general to the Philippines during World War II. Young set up a committee to advise GM on how to do business in China and the various cultural factors involved. As part of its public relations exercises and in a bid to project the right image, GM even contributed $125,000 to the Shanghai Symphony Orchestra and $100,000 for earthquake relief in the south western province of Yunnan.  


In spite of all these painstaking efforts, GM has not had a completely smooth sailing. While GM wanted to make small cars or minivans, the government insisted on sedans.  GM also found several restrictions on its vendor development initiatives.  The government also imposed stiff local content norms.  GM also faced problems with its pick up truck operations, when the Chinese authorities decided to renegotiate the terms of a deal which had been completed and when operations were about to begin. 


In 1999, the joint venture recorded a profit of $72 million, on sales of 19,798 Buicks, well above the forecast of 15,000.  GM executives have expressed hopes of surpassing the 50,000 mark shortly.
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According to Doz and Hamel*: "Managers sometimes gain a sense of safety from formal measures of balance such as equity shares in a joint venture, and fail to notice that their alliances, no matter how carefully balanced from a formal point of view, broaden the range of strategic options for their partners while foreclosing options for their own firms or that their partners come to control the tasks and competencies most critical to the success of the alliance, providing the basis for one sided renegotiations of alliance gains."  It is precisely because of such difficulties that strategic alliances have to be conceived and structured carefully.  

Structuring the Alliance

An alliance has to be looked at from three different angles.  The strategic scope of the alliance considers the overall impact of the alliance on the industry.  The economic scope refers to the impact of the alliance activities on the partners.  Operational scope is concerned with the day to day activities of people directly or indirectly involved in the alliance.  All the three aspects should be examined carefully while the alliance is being structured.

Understanding the firm's strategic needs, exploring ways by which alliances can meet these needs and identifying suitable partners are obviously key issues. A part by part analysis of the value chain will reveal which activities should be retained internally and which can be shared with partners.  It is also important to examine carefully the pros and cons of sharing activities all at once or in stages, over time, with the partners.  A related issue is whether to choose one partner for many activities or different partners for different activities. Mechanisms by which synergies can be maximised for all the partners involved, must be explored.  Ultimately, an alliance can succeed only if it creates a win-win situation for the partners. At the same time, safeguard mechanisms to protect core competencies need to be put in place, based on insights into the ways in which partners might take unfair advantage or misuse the firm’s competencies.


While an alliance is being structured, the specific issues which need to be discussed in detail include percentage of ownership, mix of financing, technology and machinery to be contributed by each partner, division and sharing of activities, staffing, location and controls.  The alliance should obviously be designed in such a way that it is reasonably consistent with the strategic objectives of the partners and has the potential to result in value addition, learning, development and upgradation of core competencies for them. Further, instead of taking a static view of things, the scope of the ====================================================================
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alliance should be modified as partners gain deeper insights into the structures, mechanisms and relationships needed for value creation and sharing. 

 The key to a successful strategic alliance is the ability to address some important questions as early as possible.  How can the alliance create value? How can this value be maximised for all the partners? What sort of mechanisms are needed to resolve conflicts?  What is the network of alliances developed by each partner and the type of impact they have on each other?  Finding satisfactory answers to these questions greatly enhances the possibility of success.  On the other hand, the difficulties involved in determining the amount of value created and how this value is to be shared among partners should not be underestimated. Many of the benefits created by an alliance are not only indirect and difficult to quantify but may also change over a period of time as the alliance evolves.

In any alliance, steps should be taken to prevent unintended transfer of knowledge. Many western technicians, in their enthusiasm to speak about their achievements, have passed on knowledge unwittingly to their relatively low profile Japanese counterparts. While friendly relations between the partners are desirable, excessive contacts need to be discouraged by putting in place proper systems. Indeed, occasional complaints from the partner that lower level employees are not providing the necessary information should be viewed as a positive indication.  The company which monitors systematically the type of information the partner is requesting and the extent to which these requests are being met, may well turn out to be the ultimate winner.

How to make alliances work

A systematic and pragmatic approach is necessary to ensure the success of an alliance.  Such an approach should start right from the stage of negotiations. The executives involved should allow sufficient time to get to know each other and to develop personal equations. Free and frank discussions and realistic targets are the right way to avoid future disappointments. The partners should painstakingly identify potential problems and devise ways to solve them.  Crisis situations should be anticipated and a code of behaviour prescribed for dealing with them. It may also be useful to maintain written records of informal and oral commitments and agreements. These records can be referred as and when disputes arise.

Like in many other business activities, top management commitment holds the key to the success or failure of an alliance.  When senior executives of the partners are willing to invest time and effort in building strong personal relationships with each other, the chances of success multiply.  The alliance between Samsung and Corning was built on the strong relationship between Corning's Amory and Jamie Houghton and Samsung's Lee Byung Chull.  When Lee received an honorary degree at Boston college, Amory Houghton was a speaker.  Jamie Houghton attended the important ground breaking ritual for a Samsung plant in Korea and later returned to Korea for the official opening.  When Lee died, Jamie Houghton attended the funeral ceremony.  

The success of a strategic alliance crucially depends on the partners’ commitment to learning. When top management sends out clear signals that learning is very important, employees take the message seriously. Since much of the learning takes place at lower levels, it is important that junior employees are properly briefed on what can be learnt from the partner and how this knowledge will strengthen the company’s competitive position. Even when skills cannot be fully internalised or transferred, learning can take place, provided there is a right attitude. For example, employees can be trained and encouraged to ask probing questions such as, Why is their design better?  Why are they investing in a technology when we are not doing so? Companies can also learn more about the competitive behaviour of their partners  - how they respond to price changes, how they launch a new product, etc.

The Japanese seem to be better learners than the Americans. Not only that, they also reveal little.  According to a Japanese manager1: “We don’t feel any need to reveal what we know.  It is not an issue of pride for us.  We’re glad to sit and listen.  If we’re patient, we usually learn what we want to know.” This attitude of the Japanese probably stems from their fierce loyalty to their companies and their culture of working in teams.  According to a Japanese executive, “Our western partners approach us with the attitude of teachers.  We are quite happy with this, because we have the attitude of students.”  


While structuring a cross border alliance, it is important to take into account cultural factors. For example, western businessmen often have the notion that the Japanese tend to ‘steal’ technology. This prompts them to use legal safeguards, thereby creating an environment of distrust.  The Chinese entrepreneurial tradition is built around close family ties, which foreigners often find difficult to understand. In erstwhile communist countries, bureaucratic traditions have discouraged entrepreneurial thinking and slowed down decision making processes. So patience is extremely important during 
negotiations. An understanding of the cultural context2 will facilitate cordial discussions in an environment of trust. The questions, which need to be asked, 
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 are: How important are personal relationships?  Is the management style highly individualistic or team oriented?  How egalitarian is the work environment?  What is the importance attached to punctuality? Special efforts should be made to understand the cultural and personal sensitivities specific to the situation, instead of going by general perceptions or common notions.


Differences in management styles also need to be taken into account.  One company may have an entrepreneurial style while the other could be bureaucratic.  In one, decision making may be very fast while in the other, it could be slow.  Power distance, (the extent to which power is perceived to be concentrated at the top) may be high in one organization and low in the other.  Unless such differences are appreciated, fiction is bound to develop at some point of time.


Management of expectations is a critical issue in strategic alliances. When the expectations are too high, problems are bound to occur, leading to disappointment and frustration.  Senior executives should temper the enthusiasm of frontline staff and warn everyone concerned about the hard work needed to make the alliance work.  Wrong expectations often arise because the two partners may be viewing the alliance quite differently.  For example, one may treat it as an acquisition while the other may believe it to be an equal partnership.  Managers also tend to underestimate the differences between their past experiences and the new situation.  One way of bridging this gap is for each partner to put itself in the other's shoes.  The partners could also share with each other, their past experiences in managing alliances. A careful selection of the managers who will be actively involved in the alliance will also help. Managers who are familiar with the cultural differences and carry weight in their respective organizations are likely to convey an air of credibility to their counterparts in the partner company.


There are various other factors due to which gaps between expectations and actual results may occur:

(i)
When an alliance is formed, resources may be shared and duplication 

of activities eliminated. As dependence on each other increases, and 

their autonomy or importance is threatened, employees may lose their 
self confidence.

(ii) One partner may find that the other's skills are not as useful as assumed earlier.  Often, the skills themselves may be useful but the other partner may be finding it difficult to understand the value of the skills or to assimilate the knowledge.

(iii) Partners may know what is to be done but may find it difficult to put in place operating procedures.  One practical approach to this problem is to start with small, simple tasks, which will help the partners to appreciate the difficulties involved in working together. Then, through an iterative process, more complicated tasks can be taken up. 

(iv) Information asymmetry can also create problems.  Sometimes, it may be naive to expect all information to be shared openly, for example, that pertaining to sensitive technology related issues. Here, one partner can volunteer to give information and hope that the other will reciprocate.   By sending positive signals to each other, the partners can improve trust and facilitate the process of knowledge sharing.  

(v) Different time horizons of the two partners can lead to wrong expectations.  One partner may attach greater importance to small, safe, immediate benefits while the other may be looking for bigger, uncertain, long-term benefits.  Setting milestones and making each partner aware of the other's time dimension can eliminate mistrust and go a long way in managing expectations.

Dealing with problems

Alliances can run into rough weather for various reasons.  The size of the market may have been over estimated at the time the alliance was formed.  When technology is rapidly changing, the value of the alliance for each partner may change dramatically over time.  The actions of competitors can turn a potentially attractive alliance into a weak arrangement, with limited potential for generating a sustainable competitive advantage. Regulatory changes, in industries which governments view as strategic, may totally upset the initial calculations on the basis of which the alliance was structured. For all these reasons, partners may switch loyalties.

The right approach to deal with these potential problems is to think and act flexibly.  Alliance partners would do well to appreciate that their objectives are bound to change with time. Clinging to the initially set objectives is often dysfunctional.  Indeed, if the partners are alert, unforeseen opportunities may be thrown up for knowledge generation and sharing.   According to Hamel and Doz*: "Calls for commitment make good rhetoric but are a poor basis for action.  Commitment increases only over time and an uncritical belief in commitment is naive and misleading.  People being largely risk averse, will always be tempted to hedge commitments and keep their options open in the face of uncertainty." 
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Global Strategic Alliances: Lessons from Toshiba


One Japanese corporation which firmly believes that a single company cannot dominate any technology or business by itself is Toshiba. Strategic alliances, form a key element of Toshiba's corporate strategy and have  played a major role in its evolution as one of the leading players in the global electronics industry. Since the early 1900s, when Toshiba signed a coproduction agreement for light bulb filaments with General Electric, it has formed various partnerships, technology licensing agreements and joint ventures. Toshiba’s alliance partners include Apple Computer, Microsoft, IBM, Siemens, Ericsson, GE Alsthom, Motorola, National Semi Conductor, Samsung, Sun Microsystems and Thomson.


Toshiba formed an alliance with Apple Computer in 1992 to develop multimedia computer products. Apple’s strength lay in software technology, while Toshiba contributed its manufacturing expertise. In 1993, Toshiba finalised a similar tie-up with Microsoft for hand held computer systems. In semi conductors, Toshiba, IBM and Siemens came together to pool different types of skills. IBM was strong in lithography, Toshiba in etching and Siemens in engineering. The understanding among the partners was limited to research. For commercial production and marketing, the partners decided to be on their own. In flash memory, Toshiba formed alliances with IBM and National Semi Conductor. Toshiba's alliance with Motorola has helped it become a world leader in the production of memory chips while its tie up with IBM has enabled it to become the world’s second largest supplier of colour flat panel displays for portable computers. Other alliances have helped Toshiba in developing capabilities across a wide range of businesses – nuclear and steam power generating equipment, computers, fax machines, copiers, advanced semiconductors, etc.

Toshiba’s approach has been to develop relationships with different partners for different technologies. The company believes that some tension is natural in such relationships, some of which may also sour over time. Toshiba executives feel that the relationship between the company and its partner should not be like a married couple but that of friends. Toshiba believes in a flexible approach. Its senior management is often directly involved in the management of alliances. This helps in resolving conflicts and building personal equations. 

Among Toshiba’s admirers are GE’s legendary, outgoing CEO, Jack Welch, who has stated that a phone call to Japan sorts out problems  if and when they arise, in no time.


One common reason for conflicts , as mentioned in the earlier section, is that one partner may be having skills that are not easily transferable while the other may be having expertise which can be more easily picked up. The design of a component or a product can normally be captured through a manual or an engineering drawing. On the other hand, manufacturing skills are more intricate. They are typically developed over a period of time and combine several competencies. Prahalad, Hamel and Doz1 have explained the difference between a stand-alone technology and a competence, which is a bundle of skills. A discrete, stand-alone technology, such as the design of a semi conductor chip, can be more easily transferred than a process competence. Japanese companies often tend to learn more from their American partners because their manufacturing skills are less transferable than the design skills of western companies. As Hamel, Doz and Prahalad explain2, “Manufacturing excellence is a complex web of employee training, integration with suppliers, statistical process controls, employee involvement, value engineering and design for manufacture. It is difficult to extract such a subtle competence in any way but a piecemeal fashion.”  While picking up such skills, partners should be patient and play the waiting game.  Trying to learn too much in a hurry may lead to frustration.

Contrary to popular notions, absence of conflicts may not necessarily imply success.   It is quite possible that the two partners have 'given up' or one partner is unduly dominating the other. Occasional conflicts may reflect a more normal situation. The trick obviously lies in managing these conflicts tactfully.

Termination of alliances

Not all strategic alliances have been successful.   When all efforts to make an alliance work, fail, termination may be the only option.  One of the most famous examples of a failed strategic allegiance is that of the US telecommunications giant, AT&T and the Italian office equipment manufacturer, Olivetti.   In 1983, AT&T took a 22% stake in Olivetti, which needed access to technology, financial resources and markets.  AT&T thought it could take advantage of the alliance and access new markets. The alliance was formed quickly to gain a jump start.  


Only after committing themselves, did the partners realise that there were major differences in their management styles, cultures, strategic objectives and core competencies.   AT&T was used to functioning in an infrastructure business guided by government regulations.  Olivetti, on the other hand, had a customer oriented, entrepreneurial style of management, which had evolved through years of exposure to intensely competitive markets. The way the alliance was structured also created problems.  It was designed as an arm's length relationship that involved exchange of products.  Differences sharpened as the partners renegotiated terms from time to time.  As a result, mistrust developed and it became difficult for the two companies ====================================================================
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to undertake joint product development. At an operational level, AT&T lacked the skills to sell Olivetti's PCs in USA and Olivetti struggled to market AT&T's private telecommunications switching systems in Europe. To worsen matters, the dollar fell against the lira in the late 1980s, making Olivetti’s products less attractive to AT&T. While tangible benefits did not materialise, the two partners also failed to exploit learning opportunities.  According to Doz and Hamel*, “The initial design not only bred conflicts, it also short circuited learning between the partners.  Restricting the partner interface to product trading failed to provide a broad enough ‘window’ through which the partners could interact, share expertise and learn to work together.” Ultimately the differences between the companies became insurmountable and the alliance collapsed.

During the initial negotiations, many companies often specify termination procedures, covering details such as time, mutual obligations and valuation of assets and liabilities.  The termination of an alliance may take place either on a pre-determined date or may be linked to some events or circumstances.  Mutual obligation implies that one partner continues to operate, while the other leaves. Whether the parting is pleasant or bitter depends on various factors - the extent to which exit strategies have been preplanned, specification of pre-determined termination dates, financial considerations and the difficulty involved in separating the two parties. In many of its alliances, Toshiba insists on clauses in the agreement to specify clearly how assets will be shared in the event of dissolution.

Conclusion

Strategic alliances have the potential to yield tremendous benefits for the partners involved. However, they have to be managed carefully, as various difficulties may arise. Companies forming strategic alliances would do well to remember the following:

· Resolve all the important differences right at the start. If major differences exist at the start of the collaboration, the partners may find it difficult to identify what to learn, may fail to define the tasks clearly, or may be unable to communicate clearly and effectively.  Due to suspicions and misgivings, the degree of cooperation will remain inadequate.

· Often, the failure of an alliance is not due to lack of potential, but due to the inability of the partners to bridge the gap between reality and expectations. If realistic expectations are maintained, new learning opportunities can be created.  
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· Misguided learning is even more dangerous than not learning. If the partners learn selectively, according to their convenience and prejudices, differences will deepen and cooperation may remain elusive.  

· If the partners become unhappy with what they learn, the alliance will only weaken. Instead of dealing with problems and making suitable adjustments, managers will turn cynical and give up.  

Table

Managing Strategic Alliances: An overall framework



Strategic feasibility

· Understanding the scope for generating value

· Understanding the scope for sharing value

· Examining the basic compatibility between the partners



Design

· Measuring the value added by each partner

· Defining the scope

· Defining  joint tasks

· Establishing operating practices at the interface between partners



Implementation

· Identifying the gaps which exist between partners

· Understanding the scope for learning

· Monitoring the value addition and sharing process



Strategic Control

· Understanding the impact of the alliance on other partnerships. 

· Making suitable adjustments from time to time.

Ultimately, a strategic alliance can succeed only if value is created and shared in an equitable way among the different partners.  How value is shared in an alliance is obviously as important as how it is created.  When the main objective of the alliance is cooption, the partner who has a strong market position or lobbying capabilities may enjoy the upper hand.  When co-specialization is the key factor, the partner who brings in the rarer or less duplicable or substitutable skills will be in a better position to dictate terms.  When learning and internalisation constitute the main objectives, the ability to capture value will be determined by the relative learning abilities of the partners.  One must carefully think over these dimensions before going ahead with an alliance.


According to Andersen Consulting,* alliances, whether between corporations or nation states, are driven by enlightened self interest. Alliances are neither inherently altruistic, nor based on an emotional attachment to the ====================================================================
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concept of union.  They must be seen as pragmatic offerings that help members to defend their territory better, deal with competitors or advance into unknown areas.


What type of organization is most likely to succeed in a strategic alliance?  Doz and Hamel suggest that a company should ask itself the following questions.  If the answer is generally yes, it can go ahead.   

1) Do we have a strategic architecture which employees understand?

2)     a)  Are we constrained by resources but not lacking in ambition?

    b) Are our managers determined to make the best use of the limited 
  
resources?

3)
Do we have a collaborative culture, as opposed to a highly 

competitive culture which pits one employee against another?

4) Do we have the flexibility to respond to the changes in the environment?

5) How good are our communication skills?

6) Do we encourage group learning?

7) Will we allow managers to put in long stints  in the alliance and provide a degree of stability?

8) Are we prepared to pay constant attention and respond suitably to potential problems which may crop up in the alliance?


To sum up, the right question to ask, is not whether strategic alliances are required, but how they are to be managed. As Prahalad, Hammel & Doz* put it,  “Running away from collaboration is no answer. Even the largest Western companies can no longer outspend their global rivals..... Competitive renewal depends on building new process capabilities and winning new product and technology battles. Collaboration can be a low cost strategy for doing both.”

====================================================================
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Case 7.1 : The P & G - Godrej split
Introduction

In late 1992, the American FMCG (Fast Moving Consumer Goods) giant, Procter & Gamble (P & G) and the leading Indian business group, Godrej announced the formation of a strategic alliance that seemed to hold great promise for both companies.  As part of the deal, the two companies set up a marketing joint venture, P&G -Godrej (PGG) in which P&G held a 51% stake and Godrej the remaining 49%.  David Thomas, P&G's country manager in India was appointed as CEO while Adi Godrej, the head of the Indian company, became the chairman.  

Structure of the alliance

Three P&G executives played a major role in finalising the terms of the  agreement  - former P&G (India) CEO, Gurcharan Das, incumbent CEO, David Thomas and P&G's in-charge for the region, based in Hong Kong, Winfried  Kascner.  P&G paid Godrej roughly Rs 50 crores to acquire its detergent brands,  Trilo, Key and Ezee.  Godrej became the sole supplier to the joint venture on a cost plus basis. P&G, on its part, gave a commitment that it would utilise Godrej's soap making capacity of 80,000 tonnes per annum.  Godrej was allowed to complete its existing manufacturing contracts for two other MNCs, Johnson & Johnson and Reckitt & Coleman, but could not take up any new contracts. P&G, on its part, would not appoint any other supplier until Godrej's soap making capacity had been fully utilised.  Godrej transferred 400 of its sales people to the joint venture. P&G acted quite fast in finalising the joint venture, probably expecting arch rival Hindustan Lever to move in, if it did not. 

Synergies

For both sides, the joint venture seemed to make a lot of sense. P&G got immediate access to Godrej's soap making facilities. It would have taken P&G at least a couple of years to implement a greenfield project.  Godrej also had expertise in vegetable oil technology for making soaps.  This expertise was useful in a country like India, where beef tallow could not be used and soap manufacturers had to depend on vegetable oil such as palm oil and rice bran oil.  Another significant benefit for P&G was an immediate access to a well connected distribution network consisting of some two million outlets.  Even though P&G had been around in India for some time, its Indian operations were essentially those of the erstwhile Richardson Hindustan, which dealt primarily in pharmaceutical products such as Vicks. The non-pharma distribution network of Godrej, acted as a fine complement to P&G's existing pharma network. Godrej, on the other hand, was struggling with unutilised capacity.  Godrej, also hoped to pick up useful knowledge from P&G, in areas such as manufacturing, brand management and surfactant1  technology.  In short, it looked as though the joint venture had created a win-win situation, with tremendous learning opportunities for both partners.  

Implementation

The P&G Godrej alliance became operational in April 1993.  Around this time, P&G increased its stake in its Indian subsidiary P&G (India) from 51% to 65%, while Godrej, after having operated for several years as a private company, went public.  As soon as the alliance became operational, P&G engineers introduced new systems such as Good Manufacturing Practices and Material Resources Planning in Godrej plants.  The two companies seemed to show a considerable amount of sensitivity to the cultural differences between them.  For about a year, it looked as though things were going fine.  Thereafter, elements of distrust began to surface and the two companies found the differences in management  styles too significant to be brushed aside.  By December, 1994, rumours were rife that P&G and Godrej did not see eye to eye on many key issues.  

Problems

One of the main problems that the joint venture faced was that performance did not match up to expectations.  In 1992, Godrej had sold 29,000 tonnes of soap.  This increased to  46,000 in 1994 but declined sharply to 38,000 tonnes in 1995.  While sales volumes were not picking up as expected, costs were rising.  Due to the cost plus agreement, Godrej had little incentive to cut costs.  Informed sources felt that Godrej was charging Rs 10,000 more per tonne than the accepted processing costs.  Godrej, on its part, was unhappy that P&G was not doing enough to promote brands like Key and Trilo that it had nurtured over the years. It was also uncomfortable with P&G's methodical and analytical approach as opposed to its own instinctive method of launching brands at breakneck speed.  P&G, on its part, felt that there was little logic or coordination in Godrej's brand building exercises.  Its multinational, worldwide policy set its own priorities, as explained by a P&G executive2: "We believe in introducing long-term brands with sustainable consumer propositions.  Without that, we just don't know how to sell." By mid 1994, sharp differences had developed between P&G and Godrej. A senior Godrej executive, H.K. Press, on deputation to the joint venture, was quietly eased out and sent back to a Godrej group company.  


A Business India3 report aptly summed up the situation:  "In an atmosphere of fraying trust, the advantages of the alliance faded into the ====================================================================                
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“Why P&G and Godrej broke up”, Business India, July 15-28, 1996.

background.  Procter on its part had gained distribution strengths but found itself locked into an unsustainable manufacturing agreement and a joint venture that was losing money.  Godrej felt let down on two counts.  The capacity was not being utilised as guaranteed and more crucially, P&G's manufacturing process was not delivering any benefit to Godrej's painstakingly built portfolio of brands."

Closure
In late 1996, P&G and Godrej announced that the alliance was being terminated.  The two  companies would have little to do with each other, except for Godrej continuing to make Camay on behalf of  P&G for two more years and providing office space to P&G at its Vikhroli complex. PGG would be taken over by P&G, which would also retain the detergent brands, Trilo, Key and Ezee.  Most of PGG's  550 people and the distribution network consisting of some 3000 stockists would stay with P&G.  Godrej would absorb about 100 sales people and get back its seven  soap brands, which had been leased to PGG.


Both P&G and Godrej felt that the amicable parting of ways made sense.  Adi Godrej remarked1: "This will enable us to pursue business expansion opportunities that have occurred as a result of liberalization."  David Thomas explained that the parting of ways would enable2 "both parties to independently pursue the broad array of growth prospects offered by the strong pace of economic reform."


After the termination of the agreement, Godrej faced the challenging task of injecting new life into its dormant soap brands.  A silver lining in the cloud for Godrej was the distribution network of Transelektra Domestic Products, a mosquito repellant company it had acquired.  P&G on the other hand, found itself left with only one soap brand, Camay.  Some analysts felt that the real winner from the collapse of the alliance was India’s unchallenged FMCG King, Hindustan Lever, which looked well placed to take full advantage of the situation.  

====================================================================
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Case 7.2 : Maruti Udyog Ltd

Introduction

Maruti Udyog Ltd (MUL), the joint venture between Suzuki Motor of Japan and the Government of India, began operations in 1982, to achieve the Indian Government's cherished ambition of designing a small car for the masses.  Suzuki had a 26% stake in the venture, which was hiked, to 40% in 1988.  Till 1992, the Government of India held a majority stake, but by and large adopted a hands-off attitude towards the venture.  At this juncture, Suzuki was allowed to increase its stake from 40 to 50%, giving the company much greater operational autonomy.  While Suzuki was allowed to take most of the operational decisions, a new agreement stipulated that the government and Suzuki would take turns to appoint their nominees as CEOs.   


MUL's CEO R.C. Bhargava, had been in government service for a long time and was on deputation to MUL. After the new agreement was signed, Bhargava remained the managing director, but as a Suzuki nominee.  Bhargava not only enjoyed the trust of Suzuki, but also used his influence in the union ministry to facilitate the smooth functioning of the unit.  Bhargava however, was a controversial figure and had drawn flak from some of India's leading politicians, for being close to the Suzuki management.

 
According to some reports, Suzuki had benefited significantly during Bhargava's tenure. As one unnamed source revealed: "More than 90% of the machinery in the Maruti Udyog factory comes from two Japanese firms, Nissho Iwai and Sumitomo, which were awarded the contracts without any competitive bidding."  Bhargava, however, justified his strategy*: " Let us take purchase decisions.  The standard position in any automobile company is that there are one or two suppliers.  You call them when you want to buy a machine and negotiate with them. Nobody does global tendering. "

Problems

Matters came to a head in 1994, when MUL felt an urgent need to increase capacity.  With its internal resource generation not being adequate, Suzuki proposed a combination of additional debt and equity. The government, handicapped by a huge fiscal deficit was not in a position to make its contribution and felt that if Maruti alone were to bring in the additional equity, it would be reduced to a minority shareholder.   The idea of a public issue remained a non-starter as first Suzuki, and subsequently the government, expressed their misgivings. Suzuki's relationship with the government deteriorated when a leading Indian politician from the south,  K. Karunakaran, ====================================================================
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became the industry minister.  Karunakaran was not only hostile to Suzuki, but also made political demands, such as location of Maruti's proposed new plant in his home state of Kerala.  Under the next industry minister, M. Maran, the relationship worsened further.  


In August 1997, the Government of India went ahead with the appointment of its nominee, RSSLN Bhaskarudu as the new managing director, in place of Bhargava.  Suzuki seemed to be visibly upset by this move and a senior executive1 commented: " It is extremely regrettable that the Indian Government notified us of the appointment of a person who Suzuki believes is not suitable for the post in the joint company."  Suzuki charged that Bhargava had not been consulted.  It also felt that Bhaskarudu's candidature had not been suitably assessed and that the government's part-time directors, who were behind Bhaskarudu's elevation, were hardly in a position to take such a major decision.  Many Indian analysts, however, felt that Suzuki's objections were surprising, especially when Bhaskarudu's rapid progress up MUL's corporate ladder was taken into account.  As one2 argued: "Suzuki's sudden discovery that Bhaskarudu was unsuitable seems to have everything to do with the bitterness which has crept into Suzuki's relationship with the Government over the last three years.  Unlike Jagadish Khattar, currently executive director, (marketing) widely perceived to be Suzuki's candidate for MD and Krishan Kumar, executive director (engineering), Bhaskarudu was not considered to be sufficiently pro Suzuki by the Japanese."  Suzuki decided to take the issue to the Delhi High Court and subsequently to the International Court of Arbitration (ICA).  

Resolution of Dispute

For several months, the impasse continued, raising serious concerns about the future of the joint venture. It was only in mid 1998 that meaningful discussions between the Government of India and Suzuki could begin.  In the second week of June, 1998, the new industry minister, Sikander Bakht, announced that a compromise deal had been worked out and that Suzuki would withdraw the case pending before ICA. The government announced that Bhaskarudu's term would expire on December 31, 1999, instead of August 27, 2002, as decided earlier.  One of the reasons for the government's flexible attitude was the sanctions imposed by many developed countries on India after the nuclear tests it conducted in May 1998.  Consequently, the need to send positive signals to Japanese investors had become compelling.

===================================================================
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Lessons from MUL

Maruti is a good example of how a joint venture can continue to operate successfully, despite occasional tension.  One reason for the two partners sticking together has been a marriage of interests.   While Suzuki brought in technology, the Indian Government decided to offer special customs duty concessions and land at throw-away prices.  According to Business World1. "So even if one argues that the final successful product, the Maruti 800 was Suzuki's, the fact remains that the environment in which it became a success was crafted by the government. And by the time liberalization forced the government to open its doors to other auto players, Maruti was already on top of the heap, with an awesome 80% market share."  Credit should also be given to the government for giving Suzuki operational control.  In other words, both, the Government of India and Suzuki, have contributed equally to Maruti's success.  Even at the height of the crisis, Suzuki had strong reasons for not pulling out.  The joint venture was not only generating good profits, but was also allowing Suzuki to export many components to India.  Bhargava admitted2: "The company is making more money than ever before.  It would be very strange if Suzuki were to get out of Maruti."  Yet, the most important reason for MUL's extraordinary success in India has been its ability to offer a high quality, value for money product to the country's price sensitive customers.  It is quite possible that the Indian government may sell off its stake in MUL, as part of its disinvestment drive, which is picking up momentum.  The fact, however, remains that MUL has been an unqualified success for both the joint venture partners.  For the time being at least, the government and Suzuki will stick together in what has emerged as a winning team.  

====================================================================
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Case 7.3 : Iridium

Introduction

Iridium, the global, satellite based phone system, recently declared bankruptcy.   One of the most celebrated multinational strategic alliances in corporate history, Iridium's collapse came as a shock to many.  

Background Note

Iridium was promoted by Motorola, one of the leading semiconductor companies in the world.  Motorola's intention was to develop a phone system that could make communication possible between any two points in the world.  The company's gameplan was to use orbiting satellites to pick up signals from cellular phones and relay the conversation from satellite to satellite till the signal could be transmitted back to the ground.  Iridium, as the venture came to be called, aimed to provide consistent communication signals which would not fade even in airplanes.  Motorola planned to make the system compatible with existing ground cellular networks.  It felt that Iridium would become a highly profitable venture, keeping in view the explosive growth of the cellular phones business.  Motorola's market research estimated that between 600,000 and 800,000 people would subscribe to Iridium as soon as it was implemented by 1997.  The number was expected to go up further to 1-1.8 million by 2002 and to 5 million by 2019.  The main customer segments were identified as international business managers, high net worth individuals, airlines, international air passengers and marine vessels.


The complicated project, called for several capabilities which Motorola did not have internally.  Motorola lacked both the expertise and the resources to build the 60 satellites or more that would be needed.  Motorola also needed traffic rights in different countries.  It wanted access to various supporting technologies associated with space communication. Realising the enormity of the project, Motorola decided to put in place a multinational strategic alliance consisting of 17 partners, with varying equity stakes. They included Raytheon, Lockheed Martin, Krunichev Enterprise China Great Wall and Nippon Iridium (itself an alliance of 18 Japanese partners).  Motorola faced the obvious challenge of integrating the activities of the partners, which had exertise in different areas such as satellites, ground based stations, and system software.  


To manage the Iridium project and integrate the efforts of the partners, Motorola decided to set up a separate dedicated unit: called SATCOM (Satellite Communication Division). Motorola also formed an executive steering committee, which included all the major partners.  The committee met once in two weeks to monitor progress and resolve conflicts.  Team members also received training in transcultural and inter organizational skills.  


Notwithstanding all these efforts, the alliance ran into problems. In early 1997, Iridium announced a delay in the launch of its service, owing to problems with the McDonnell Douglas rocket that would carry the satellites into orbit. McDonnell Douglas announced that additional expenditure was necessary to compress its project completion schedule and get all the satellites into orbit as per the original deadline of June 1998.  Disputes however arose on how the additional costs would be shared.  As Business Week reported, “McDonnell Douglas says it will charge Motorola tens of millions of dollars extra to compress its schedule and get all the satellites launched by the original deadline of June, 1998.... Motorola wants Iridium to pick up the additional costs, but the hard-nosed Staiano is having none of it, the sources say. McDonnell, Motorola and Iridium won’t comment.”   Iridium came under pressure, as it could ill afford any further delays.  According to a report1, "Iridium can't afford any lengthy delays, since competitors are moving quickly to market.  Most potent is Global Start, a $2.5 billion satellite phone system backed by Loral Space & communications Ltd that expects to start operations late next year.  Whoever is first to market could seize the lead in what analysts estimate could be a $ 15 billion industry by 2005."  In early 1998, press reports indicated that Iridium would probably be able to launch its service by the end of the year, but might have to struggle to find customers.  This was bad news for the alliance, which had already invested $5 billion by this time.  


In November, 1998, Motorola put into orbit 66 satellites.  However, even by the end of March 1999, Iridium had failed to attract more than 10,000 subscribers. The service was quite obviously expensive with $3000 for the handset and $5 a minute for calls. Iridium also seemed to have made a blunder by launching its service before it had become fully operational.  After a high profile advertisement compaign in October, 1998, many customers who requested the service were not given allotment, with the two main manufacturers, Motorola and Kyocera (Japan) being unable to maintain their production schedules.   Fortune2 aptly summarised the challenges ahead of Iridium in its bid to expand its customer base: “Iridium won’t be the only worldwide system for long.  The cellular industry is working on its own land based global network which should be available in the near future.  Iridium will also face challenges from four other satellite systems... All told, these ====================================================================
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players will fight for a pretty small market - itinerant executives and people in remote locations, like sailors and airline pilots and Sudanese goatherds.  But it’ll be hard to capture even these customers.  Many airplanes and ships have existing systems, so there’d be little point in buying a $3000 Iridium unit that costs $4 to $7 a minute to use.”

Bankruptcy

Iridium CEO, Edward Staiano, who had joined the company in December, 1996, resigned on April 22, 1999 after differences over Iridium's future strategy with strategic investors.  Staiano had been facing severe criticism for concentrating on technology at the expense of marketing.  Iridium's slow start had begun to worry investors by this time.  Delays in producing the handsets and the high price of the service were cited as the main reasons for sluggish sales. On August 11, 1999, Iridium announced that it was in default on an $ 800 million loan.  In mid 1999, Motorola announced that it would not provide additional support for Iridium beyond its existing contracted commitments, unless there was substantial participation in Iridium's restructuring from other partners as well. On March 17, 2000, a bankruptcy judge moved to liquidate Iridium.

Conclusion

The failure of Iridium offers several useful lessons. The project which looked futuristic in the late 1980s was clearly outdated a decade later.  While Iridium continued to launch satellites, competitors were building extensive and cheaper terrestrial networks and standardising protocols.  Iridium was meant for customers in remote locations, but with the service being perceived to be too expensive for the value it offered, customers were not easy to attract.  Many customers preferred cheaper GSM format mobile phones.  Iridium was also handicapped by a low data exchange speed of 2.4 kilobits per second at a time when basic modems could handle up to 56Kilobits/second.  As Michael Cusumano* has explained, there are three important lessons to learn from the Iridium disaster. When technology is changing rapidly, it is important to reduce the time to market. Reducing infrastructure requirements and spreading investment risk is important to prevent financial disasters.  Whenever any new technological initiative is being launched, the threat from substitutes also has to be carefully considered. To this a fourth lesson can be added.  An alliance is as good as the additional value it can generate. With the partners failing to come up with a product with an appeal to a vast customer base, termination was the only option for Iridium.

====================================================================
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