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Abstract

Because Pakistan is not self-sufficient with know-how and capital, there is often a need to import
them. In order to promote technological self-reliance, the government recognises the necessity
for continued inflow of know-how, where Pakistani skills and technology are not adequately
developed. Pakistan has been importing technology for the last 47 years, but the progress in has

been slower than expected in industrializations.

Pakistan is engaged in a massive programme of growth, aimed at raising living standards, and
breaking out of the shell of poverty and under-privilege. The achievement of a better socicty
obviously necessitates a very substantive programme of investment funds. Pakistan secks to
raise f.. s thrcugh taxation, and through borrowing domestically and abroad, but these sources
have their limitations. Consequently, Pakistan is forced to undertake the very difficult task of
selecting investment priorities. What are the coptions open to Pakistan? One option that has
emerged is the creation of strategic alliances with capable organizations to form and operate

coalitions based on mutual needs and benefits.

The success of any strategic alliance depends on a wide variety of factors. Through an extensive

literature review and a field survey of 43 companies having foreign collaborations, this thesis

identifies 19 factors that influence the cross-border alliances.

Control of ownership and management of a jointly-owned entity, clear understanding of each



partner’s objective and goals, focus on the creation of trust and long-term commitment, and
government policies are the most important factors for the successful of a strategic alliance.
Further, the infrastructure and human resource deveiopment, high quality of communications
between partners, stability of relationship, participation of all employees, management structure,
flexibility and strong commitment by the partners significantly affect the cut come of strategic

alliance process.
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CHAPTER 1

Introduction

Industrial development is recognised as a major factor for social and economic development of
a country (Kakazu, 1990; United Nations Conference on Trade and Development (UWNCTAD),
1992; Rostow. 1967; Madu, 1989). In this century there have been many examples of poor,
devastated countries becoming rich. Some countries that were poor in 1960- Taiwan, Korea -
grew fast, and some - Egypt, Ghana - did not. Some countries that werc prosperous in 1960 -
Britain, Canada - failed to grow much, but others, such as Germany, and United States, did.
Their prosperity eroded because their industries lost international markets where their dominance

has once been taken for granted (Olive & Montgomery, 1993).

Merrifield (1993) stresses that an important clement of the technology cxplosion 1s an
exponential increase in ease of communication. Information, technology and capital now can
flow to wherever they are needed. As a result, lesser developed countries (1.DCs) have now
become aware of, and aspire to, the quality of life they see in developed nations. About 85%
of world population live in the LDCs, which now are abruptly entering global markets and

capturing market share in existing industries with low-cost labor and natural resources.



It has been argued (Chico, 1991) that since less developed countries (LDCs) are not self
sufficient in know-how, there is often a need to import know-how. (UNIDO, 1676) offers a
wider definition of know-how. It consists of:
(a) "manufacturing process or knowiedge concerning the use of application of
industrial technigues
(b) knowledge of experience acquired for the practical application of a technique
(c) for a given product or category of products, of the whole o. part of the technical
information needed for designing, manufacturing, using, maintaining or possibly
marketing the product or products or some elements there of, or for any

combinaticn of these operations.

For techniques or processes, know-how can consist of the whole or part of the technical

information needed for designing and using them.

Know how suppliers want profitable operations and applications to enhance their corporate goals
(Derakhshani, 1984), whereas owners want to expand their markets, to increase their sales
volume. Utilization of cheap labor and raw material in the less developed countries and
countering competitive pressures at home are some other possible goals (Derakhshani, 1934;

Sweeney, 1970). The goals of both parties are different.

Baranson (199Q) points out that there are fundamental differences between traditional joint

ventures and strategic alliances. Joint ventures are legally binding agreements stipulating



resource commitments, financial investments, management structures and profit shares. Strategic
alliances are more in the nature of "memoranda of understanding” which both set forth basic
business objectives to co-market, co-develop and/or co-produce products and services and out-
line decision making mechanisms or business agendas, resource commitment and distribution of
returns. Strategic alliances contain statements of intent on procedures to work out business plans
and operation procedures, and are therefore more flexible and open-ended than joint ventures.
Mutual trust and complementaries in the decision making and operational control are two other

distinguishing characteristics of strategic alliances.

Neal & Pass (1992) indicate that strategic alliances are co-operative arrangements between
businesses enabling them to obtain access to technologies, know-how, capital and markets to
augment their own resources and capabilities. Pairing resources and capabilities in this way
allows strategic partners to achieve synergistic effects otherwise unobtainable on the individual
basis. Joint ventures involve the formation of independent businesses through the cooperation
of two or more parents firms. The central characteristic of a joint venture is that it is an equity-

based relationship, with the ownership split in a variety of ways.

Badger et al (1992) say that a strategic alliance is a long-term association with organizations,
used to farther the common interests of the members. The continued association is based upon
mutual trust and the satisfactory performance of each participant, and the alliance as a whole,
rather than a pure contractual obligation. A joint venture is a collaborative undertaking by two

or more participants for a specific purpose. The participants are obligated by contractual



agreement to contribute skills, experience, financing, and physical resources. Most joint
ventures tend to be tactical and short term. A strategic alliance is longer-lived partnership with
a supplier. customer, competitors, university, or a combination of four that directly supports

ones's si-ategic, long-term objective (Kahn, 1992).

Traditional joint ventures have a high failure rate (Clarke; Brennan, 1990). They emphasised
that natural inclination of the venture partners to interfere in the running of the ventures is the
biggest cause of failure. Those run independently had the highest chance of success. Those
with a domain partner had the second highest and those with joint management hzd a very high
failure rate. If the decisions have to be evaluated and debated in two large parent organisations
with potentially two differing objectives and analysis systems, it is inevitable that delays and
differences of opinion will result. When it is right for one partner to invest it may not be for
another. When one wants to move fast, the other may be seeking more information. Many joint

ventures are abandoned as a result of the ensuing frustrations.

Schlender (1993) emphasizes that it is no longer an era in which a single company can dominate
any technology or business by itself. He observes that the technology has become so advanced,
and the markets so complex, that you simply can not expect to be best at the whole process any

longer.

You no longer have to have all skills, resources and capabilities yourself; you can partner with

others (Mason, 1993). Undoubtedly, some of the alliances that are headline news today will



fizzle out without producing any great results, but several will lead to strong business
arrangements that will cause companies to flourish in this global business environment (Robert,
1992). Roberts points this: If your business is subject to international competition, you cannot
afford to adopt a go-it-alone strategy. Badaracco (1991) indicates that the basic problem with
"go-it-alone” approach is that autonomous efforts are often slow and limiting: they are dangerous
in the world of specialized capabilities, shortening product life cycles, and time-based
competition, where windows of earning profits open and slam shut quickly. Compar ies do need
to pursue go-it-alone strategies for crucial resources, core capabilities, and key technologies.
But the worldwide creation of embedded knowledge makes it increasing hard for them to use this

strategy for all the supporting capabilities a company may need.

Kanter (i1990) emphasizes the "do-it-yourself" option has limitations in a fast-paced, highly
competitive environment. It is costly in terms of both resources and time, even assuming the
organisation has the capacity to handle the new task successfully. The old-age adage "there’s
strength in numbers" has never been more true than it is in dog-eat-dog business arena

(Thompson, 1993).

Kanter (1989) points out that in the rapid change in business environment, every element is in
motion - technology, suppliers, customers, employees, corporate structure, industry structure,

«-nment regulations - and none can be counted on to remain stable for very long. It is
inpossible to succeed in these conditions that by using old corporate forms which

characteristically have elaborate hierarchies and slow decision making process. In traditional



work, people use resources they control to reach their objectives. Alliances add other
dimension, because they may also use any available outside resource to reach the objectives

(Lewis, 1991]).

Strategic alliances are a potent way to do more with less (Kanter, 1989). With the right sort of
alliances, you can shorten development times, improve performance levels and provide better
service to your customers. Harrigan (1987) suggests that strategic alliances will increase due
to technological advances. He indicates that the technological advances reduce the life cycle of
products which increases the risks of loosing capital investment and increasing risk. To stay
competitive, Harrigan feels that firms will seek strategic alliances to produce or to distribute new
products, monitor new technologies, share research costs, improve their competitive position.

Strategic alliance can be the key to enabling your company to survive and flourish during a

period of intensified global competition (Roberts, 1992).

LDCs account for approximatcly one-fourth of world trade, both as suppliers of exports and
imports of other countries exports. The share of LDCs in the world trade is approximately the
same as their share of world income. In 1980s developing countries exhibited high growth rates

of their exports of manufacturing.

Pakistan comes in the categories of less developed countries, details about Pakistan are in
chapter 2. In this respect Pakistan’s experience is similar to that of other developing countries

whose national aspirations were greater than the capacity or resources necessary to satisfy them.



Pakistan like other countries, must strengthen its industry in order to survive in the world market

and improve their standard of living. The creation of strategic alliance will stimulates the

development of industrial diversification in Pakistan.



Purpose of Research

The purpose of this thesis is to explore the nature of business partnership in Pakistan using
strategic alliance as a model. The objective of this research is to promote a better

understanding of how firms proceed in forming strategic alliances.

A strategic alliance can be defined as a coalition of two or more organisations to achieve
strategically significant goals and objectives that are mutually beneficial (Akhtar, Monga and
Dozzi, 1994). These goals and objectives can be pursued in either the ecoromic or political
arena, can be flexible in time orientation. Mutually beneficial does not imply equality of
benefits, but does mean that all parties to the alliance receive benefits from it in proportion to

the contribution made.

It may be possible that Pakistani company or Pakistan does not have either money or the know-
how or the market to justify the setting up of an industry urit of optimum size. The likely
solution would appear to be for the Pakistani companies to create strategic alliances with the

companies from developed countries.

The nature of cross-border alliances has undergone a veritable metamorphosis in recent years.
In the past, an alliance typically involved a trade-off, with one partner providing industrial

know-how or new technology in return for guaranteed position in other’s market.



Increasingly, alliances are taking a more forward-looking approach. They typically begin at the
front end, with joint development of new products and markets. These inter firm arrangements

are “..r more likely to involve a real sharing of technology and the financial risk.

Cross-border strategic alliances also bring significant benefits to the local partners, thus ensuring
a more stable and lasting relationship. These benefits may include upgrading technology and
marketing skills, introducing modern management technique, and providing jobs to local

workers.

A preliminary literature survey indicates that traditional joint ventures have a high failure rate
(Clarke; Brennan, 1990). Harrigan (1985) indicates that there are dangers in using joint
ventures, which include antitrust problems, sovereignty conflicts, losses of autonomy and
control, and losses of competitive advantage through strategic inflexibility. If a technological
edge is necessary to maintain competitiveness, joint ventures may weaken a firm’s ability to

innovate and respond to changes in the market (James Jr. and Weidenbaum, 1993).

Devlin and Bleakley (1988) suggest that many collaboration suffer catastrophic failures because
they are formed quickly without sufficient planning. Takak & Singh (1992) and Ekholm (1988)
feel that lack of communication, information, trust and mutual understanding are some of the
common factors leading to the failure of these collaboration. Further, the socio-economic and
political factors and differences in cultural and ethical value systems between developed and

developing countries (Madu, 1988; Graham, 1985: Austin, 1990) should also be taken into



consideratiion.

Today’s businesses are faced with the need to reduced budgets, reduced organisations, and work
force, deal with the external influences and at the same time raise standards of quality,
innovation, productivity and customer value. How can an organisation achieve success in this
world of ever increasing globa: competition and rapid change while at the same time the scope
of what a business can do alone is shrinking (Kanter, 1989)? There is way to succeed by

forming a strategic alliance.

10



Research Methodology

The objective of the study is to formulate hypotheses which might lead specifically to
improvements in collaboration in the form of strategic alliance. The success of strategic alliance

process depends on the extent of harmonization of the objectives of both the parties.

From the view point of a Pakistani enterprise, the main motivating factor for having a strategic

alliance is access of know-how and financing.

The instruments used in gathering pertinent information are a survey of as many collaborations

as possible and in-depth studies of veniures.

An questionnaire was designed to elicit information and practices in the existing collaboration.
It is divided into eight parts. Since there is very little information in print on the topic of
practices of collaboration in Pakistan, the respondents are requested to answer these questions
in as much detail as possible. The respondents are urged to answer all questions. Ther may
provide additional information not covered in this questionnaire, if it will facilitate a better
understanding of the structure and working of collaborative management system and practices.

Information received in this questionnaire was treated as strictly confidential.

In the first part of the research, the main factors influencing business ventures have been

11



identified through a literature search.

In the second phase of the research, a questionnaire survey was conducted with the companies

involved in a collaboration. Personal interviews were also conducted.

12



CHAPTER 2
PAKISTAN

History, Industrial and Economic Policy, Laws, Regulations: A Review

Pakistan is growing market of 120 million people. Foreigners still have much to learn about
where to do business in Pakistan, how to enter the market, and the realities of doing business

there. Thi- chapter is particularly for those foreigners who want to know more about Pakistan.

Perhaps the greatest area of opportunity for forcigner business in Pakistan is in supplying know-
how and investment capital, both of which are in demand. The majority of Pakistani consumers
are attracted by brand name. As Khanna (1968) put it:
From morning till bed-time the life of every well to-do families is dominated by foreign
brand names. More likely than not he wakes up with a cup of Brook Bond or Lipton’s
tea, clean his teeth with Colgate or Forhan’s toothpaste, has his bath with Pear’s or

Lifebuoy soap, breakfasts on Britannia bread and Nescafe, goes to office in a standard
Herald car and is borne to his fourth floor office in an Otis lift.
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History:

Pakistan is a country situated to the north west or the Indian subcontinent bordered by Iran,
Afghanistan, China and India. It covers a total area of 803,943 square kilometres (310,527
square miles) and has four provinces, Punjab, Sind, North West Frontier Province and
Baluchistan. It is a country of 120 million people with a growth rate of 3%. The territory of

Pakistan extends from latitude 23° 45” to 36° 50’N and between longitude 60° 55° and 75° 30’E.

The fertile Indus valley gave birth to one of the oldest civilisations on earth. For 6000 years,
Persian, Greeks, Muslims, Turks, Mongols, and Britons have trod its rich soil and left their
marks. West of the Indus, the terrain is generally mountainous. To the east, it is low-lying and
increasingly dry and barren towards the Thar Desert, on the southernmost border with India.
In the north are the Hindu Kush, Himalayan, and Karakoram mountains, the last rising to 26,250

feet (8,000 meters).

Although only 47 years old, Pakistan shares the 6000-year old history of the India-Pakistan
subcontineni. The Indus valley civilization, where Harappa and Mohenjo Daro now stand

flourished from around 4000 to 2500 B.C. with large cities and elaborate irrigation networks.

Aryan invaders from north west conquered the region around 1500 B.C and established a Hindu
Civilization that dominated what is now Pakistan and India for 2,000 years. A long parade of
other cultures, from the Persians in the 6th centaury B.C. through Alexander the Great and the

Sassanians, ruled or influenced Pakistan, eventually splitting the area from the Indian cultural
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sphere. The first Arab invasion, in A.D.712, introduced Islam. Under the Moghul Empire

(1526-1857), Muslims ruled most of India.

After World War 1, the Muslims of British India, under the leader Mohammad Ali Jinnah, who
came to be called Quaid-e-Azam (the great leader) by his large and devout following, began to
push for minority rights in elections. The Islamic Republic of Pakistan was formed on August

14, 1947, out of the partition of British India.

Industrial Policy:

Like other developing countries Pakistan considered industrialisation as the basis for creating a
better economic order for its citizens. An emphasis on industrialisation in an underdeveloped
economy is understandable and a nation’s hopes and aspirations are indicated in its stated
objectives. In earlier years industrialisation in Pakistan has been mad. possible by goscrnment
interventions, mainly due to a lack of entrepreneurs. Government intervention can be justified
on many philosophical grounds, to ensure equality and welfare, to make certain that there would
be no disproportionate investments, on economies of scale. The industrial policy of Pakistan,
with particular reference to foreign investment, recognises that foreign investment can play a
significant role in promoting the economic development of the country. Foreign investment in
Pakistan has generally been in the form of joint ventures, involving shared ownership between
local and foreign partners. The parties to a joint venture arrangement in the private sector may
be individuals or corporate bodies. The common form joint venture is Equity Joint Ventures

involving foreign investment. These joint ventures involve participation by two or mare partners
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in the equity capiial of an existing company, as also in the incorporation of a new company in

whicl wz22h partner owns a certain portion of the equity capital.

it Government of Pakistan has adopted and will continue to adopt measures which will
stin.ulaie the flow of foreign investment capital for the economic development of the country on
terins tha! are satisfactory also to the capital exporting country. The Government of Pakistan
fully realises that the enactment of liberaj legislation governing foreign investment is only half
the ba'ii, the remaining half lies in the implementation in a fair manner to ensure that the

concessions promised to foreign investors are not whittled down in practice.

In order to accelerate the pace of industrial development and to provide a guideline for investors
and entrepreneurs, both Pakistani and foreigner, the Government has adopted the strategy of
announcing the Industrial Investment Schedules for the private sector. The objective of the
schedules is to indicate a broad fieid of industries claiming priority in the development plans

from which investors could pick and choose.

The taxation policy of Pakistan is designed to create a healthy climate for invesiment. both local
and foreign, and is used to stimulate increasing rate of savings and investment; to encourage
domestic production: to regulate imports; to promote exports through rebates and subsidies; to
encourage dispersal of industry through tax concessions to selectad industries; to control
inflation: to rcinvest profits and the distribution of dividend: and to brir- a-.out the equitable

distribution of income and wealih leading to the containment of an excessive of wealth in the
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hands of an individual.

After 1977, the government opened up a large field of private sector investment through a
demarcation between the public and pri~<*= sector under the Econo.1ic Reform Order 1972, In
1979 an Act was passed by the parliament for the promotion and protection of foreign private

investment.

This was followed by a Presidential Order in 1979 for protection of industrial property rights
of investors. Then in 1984, a process of deregulation was initiated and comprehensive industrial
policy statement was issued to encourage foreign private investment in industrial projects
involving advanced technology and heavy capital outlay like engineering base chemicals,

electronic and other capital goods industry.

Pakistan has already liberalized its foreign investment policy by reducing regulatory and
procedural impediments, and thereby promoting access to the Pakistani markets. Besides the
undermentioned concessions have been extended to them to encourage their participation in the

ind:genous industrial activity.

Foreigners are allowed to invest up to 100 percent of equity without prior approval of the
government in most sectors. Foreign manufacturing companies who export 50 percent or more
of their products can obtain working capital loans from domestic financial institutions without

prior approval of government of Pakistan. Branches of foreign companies, with certain
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exceptions, can remit home profits without permission from government. Industrial undertakings

can obtain foreign loans when government repayment guarantees are not required.

Pakistan today provides an ideal environment for investment by multinationals and other foreign
companies and organisations. It is expected that Pakistan soon would be the most attractive
location in Asia as far as industrial and business opportunities are concerned. Presently, except
for only three industries, i.e. (I) arms and ammunition, (II) security printing, currency and
mint, (III) high explosives and radioactive substances, any amount can be invested without the

requirement of approval by the government.

A brief review of foreign investment would make the picture more clear. Initially, the British
and Europe trading and business houses had taken the lead as they had been present in this area
for a long time. However, today USA leads with (25%) investment, followed by UK (13%),
international lending institutions (11%), Germany (6%), Japan (3.25%). Recently, Japan’s

investment in the automobile industry has increased substantially, thereby increasing share.

Seimens of Germany is perhaps the oldest in the industrial field in Pakistan, having established
its industry in 1932, while ICI is the second, having set up the soda ash factory in 1942. These
have since expanded their activities in a number of other fields. Unilever, Imperial Tobacco,
Shell, Burma Oil also came soon after independence in 1947. Their consumer products are
household names here. The US, Germany, British and other Pharmaceutical came in the second

wave. Many European, Korean and Middle-East companies are active in constructions,
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communications and other fields. Japanese are mainly in the automotive industry, like Toyota,

Suzuki, Nissan, Honda.

Pakistan’s industry is mainly based on agriculture. Exxon came first in this field in 1960,
establishing the urea factory. Hércules of USA was next, with a joint venture. With
mechanization the agricultural, industry developed, Massey Ferguson, Fiat and Belarus
established joint ventures. In the infrastructure development as well, the French firm Sogea has

been active in the construction field.

Financial institutions are playing a very significant role in the development of Pakistan's
economy. Presently 22 foreign banks are functioning in the country and taking a major share
in the growing industrialization and business, particularly in foreign currency and deposit
mobilization. These have 16 percent of the total deposits; 33 percent of the trade handled by
the multinational companies are through the foreign banks. Through innovative schemes, as well
as managerial and professional training, they have assisted in the development of the banking
and other financial institutions, thus helping in the overall development of the cconomy of the

country.

Economic Development

Although Pakistan is more prosperous than India and China, it is still one of the poorest nations
in the world. Its per-capita income is just a little over US$400 a year (Weston,1992). At an

average per capita income of more than $500. Pakistan would be categorized as a middle-income
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country rather than as a member of the group of nearly forty-two countries that the World Bank

classifics as a low income (World Bank, 1992).

According to "Pakistan Federal Bureau of Statistics and Economic Adviser’'s Wing" followings

are the top ten exports and imports.

PAKISTAN'’S TOP TEN EXPORTS
1) Raw cotton
2) Cotton yarn
3) Cotton fabrics
4) Cotton clothing
5) Rice
6) Leather
7) Carpets
8) Other textiles
9) Cotton hosiery

10)Cotton towels

Cotton is important cash crop of Pakistan. It is the backbone of country’s economy. Raw
cotton and its byproducts contribute about 60 percent of Pakistan’s total foreign exchange
earnings. It is 2 major source of income and employment generation in agricultural and

industrial sector. It provides job to about 7 million people, raw materials to 1250 ginning units,
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300 textile spinning mills and more than 800 oil expelling units. It also meets about S5 percent

of domestic edible oil requirements indirectly.

Pakistan has remained the fifth largest producers of cotton in the world. About 65 percent of
cotton produced in the country is normally consumed by domestic textile industry. Pakistan has

remained the second largest exporter of cotton in the world.

PAKISTAN'’S TOP TEN IMPORTS
1) Machinery
2) Petroleum products and crude oil
3) Chemicals
4) Vegetable oils
5) Motor vehicles
6) Unmilled wheat
7) Iron and steel
8) Fertilizer
9) Tea

10)Paper and cardboard

According to the World Bank Report (1990) the areas in which Pakistan displays a higher level
of development compared to lower-income countries are (i) its contribution of manufacturing

to gross domestic product (GDP), (2) its share of labour force employed in industry, and (3) its
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level of urbanization. The process of development has moved resources out of agriculture and
into industry, commerce, and services. Nearly one-third of Pakistan’s total output was

accounted for by manufacturing sector, while services sector contributed another one-fourth.

Economic development has also resulted in the movement of labour from agriculture into non-
agricultural pursuits, and from the countryside to towns and cities. Madely (1993) indicates that
people grow export crops to earn money to buy goods and services that might not otherwise be
available to them. But, returns may be so meagre that do not cover the cost of production or
give growers and adequate standard of living - the return may not enable them to buy other
goods. Madely points out that cotton prices have nearly doubled in monetary value in the past
30 years, they have not kept place with inflation. However over the same period the prices of

some imports of agricultural machinery have risen fivefold.

As there is over-supply of primary produce, the prices are often low. At present the world has

a glut of most of the major agricultural products tha: are traded on world markets.

Companies that make manufactured goods, by contrast, enjoy an "imperfect" market. It is one
of the ironies of international trade that ’perfect’ is usually bad for producers, and ’imperfect’
1s good. Manufacturers can claim special features for their goods and fix prices accordingly.
So these countries are in a much stronger trading position than countries whose economies are
based on agriculture produce. And, in practice, over the last 40 years or more,the price of

manufactured goods has increased faster than the price of primary goods.

22



Pakistan’s production and export base has undergone only limited diversification, with
agriculture contributing about 23 percent of GDP. Industry remains concentrated in cotton

processing, textiles, petroleum refining, and food processing.

The concentration of exports in rice and cotton, which have uncertain price prospects, and in
low value added cotton textile subject to protectionist pressures from industrialized countrics has

made Pakistan’s balance of payments fragile and vulnerable to external shocks.

Continued high levels of spending on defense, large debt-servicing needs, and weak resource
mobilization efforts have made it difficult to expand public investment in priority areas,
including basic infrastructure. Public sector management constraints and project implementation

bottienecks have also slowed public investment efforts.

Although progress has been made in implementing reforms in a number areas, the overall pace

of reform has been slower than expected .

Efforts to reduce the fiscal deficit have been disappointing, with the deficit increasing sharply
to 8.7 percent of GDP in fiscal 1991 and remaining 7.5 percent of GDP in fiscal in 1992
because of slow progress in tax reform and insufficient control of expenditures. To finance
these large deficits, borrowing from the banking system rose sharply, to 4.2 percent and 5.9
percent of GDP in fiscal 1991 and fiscal 1992, putting pressure on monetary aggregates. As a

result of these factors and sharp increase in energy prices in fiscal 199!, inflation remained
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above the target at 13.1 percent in fiscal 1991 and 9.1 percent in fiscal 1992.

Exports have exhibited strong growth, increasing on average by 14.1 percent in dollar terms
between fiscal years 1989 and 1992, which in part reflects Pakistan’s flexible exchange rate
policy. The current account deficits declined from 4.4 percent of GDP in fiscal 1988 to 3.1

percent of GDP in fiscal 1992,

Several terms of trade shocks, mainly due to increases in the prices of oil products, the
depressed state of world cotton market, and liberalization of the import regime contributed to

a weakening the balance of payments position.

Despite continued difficulties, the government has made considerable progress in opening the
economy and improving the environment of private sector activity. The important reforms in
industrial regulation, lifting foreign exchange controls, and eliminating investment sanctions,
which were implemented in fiscal 1991, developed a more hospitable framework for the private

sector. Progress has also been made in reducing non-tariff barriers to imports.

The government has continued financial sector reform, introducing an auction system for
government securities and improving competition by approving several new private financial
institutions and privatizing the nationalized commercial banks. These reforms are important
elements for promoting a stronger private sector, improving overall resource mobilization and

allocauion, and helping to pave the way for the needed increase in the saving rate.
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Considerable progress has been made in privatization. Of the 103 industrial units offered for
sale, 49 have been sold in the private sector. The government has made regulatory changes to
prepare for privatizing the Pakistan Telecommunicationis Corporation. It is also pursuing

initiatives to increase private sector participation in the energy sector.
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Balance of Payments

The following table presents an 8 year picture of foreign trade figures for Pakistan.

Foreign Trade of Pakistan ($ million)

Year Imports %Increase Exports %Increase Balance
1985-86 5,635 - 3,073 - -2,562
1986-87 5.380 -4.5 3,688 +20.0 -1,692
1987-88 6,395 +18.8 4,457 +20.8 -1,932
1988-89 7,069 +10.6 4,693 +5.2 -2,376
1989-90 6,941 -1.8 4,965 +5.7 -1,976
1990-91 7,631 +9.9 6,167 +24.3 -1,464
1991-92 9,245 +21.2 6,912 +12.0 -2,342
1992-93 9,941 +7.5 6,813 +1.4 -3,028

Exports declined by 1.4 percent from $ 6912 million in 1991-92 to $ 6813 million in 1992-93.
In 1992-93, imports increased substantially, thereby widening the export-import gap from $2342

million in 1991-92 to $3028 million in 1992-93. (Fig. 1).

The export share of value-added goods has increased in recent years, but the current accounts
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deficit and repayment of loans have always been met by remittances from its workforce abroad.

These are now in the region of $3 billion per annum.

The terms of trade also declined as a result of increase in oil prices accompanied by rises in the

prices of machinery, while exports were effected by cyclical fluctuations and changes in

government policies in importing countries.
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External Influences on Pakistan’s Economy

Domestic policies have been important in influencing the pace as well as pattern of economic
growth, but they cannot be held entirely responsible for the highly erratic performance of the
economy. Other reasons were implicated, as well as, including the economy’s external
environment. For Pakistan, external resource flows due to export earnings as well as capital
transfers, have always been important in view of the country’s very low domestic saving rate.
The rate of domestic saving in Pakistan is much lower than the average for developing countries.
In 1960, Pakistan saved only 5 percent of its GDP, 6.9% in 1980, 6.7% in 1985, 11.8% in
1990, 11.9% in 1991, 12.3% in 1992. Despite a low rate of saving, gross investments rematiis
high : It was 12% in 1960, 18% in 1979, 18.5% in 1980, 18.3% in 1985, 18% in 1988, 18.9%
in 1990, 18.7% in 1991 and 18.7% in 1992. This gap between gross domestic saving and
investment - the rescurce gap - was financed by highly concessional assistance in the 1960s,
mostly from the World Bank and the United States. In the 1970s, a fairly large part of deficit
was financed from short-term borrowing; at times, even high rates of interest did not inhibit
Pakistan from going to the market. The result was that, by the middle of the 1980s, Pakistan
carried a very large burden, estimated in 1983 at nearly $10 billion, or 33 percent of a GDP of

some $30 billion.

Pakistan’s foreign policy in the 1960s paid rich dividends in the form of large amounts of
concessional resource flows. In terms of the proportion of GNP as well as real flows per-capita
of the population, foreign aid during this period was greater than it had been in the 1950s and

greater than it was to be in the 1970s and 1980s (Pakistan Economic Survey 1989-1990).
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However, in per capita terins, foreign assistance continued to increase to $21 in 1989-1990. In
neminal dollars, that represented the highest level of foreign assistance per person in Pakistan’s
aistory. The U.S. connection was suddenly severed in 1965, as the war with India had resulted
in a considerable amount of rethinking in Washington and Islamabad about the usefulness of the
close ties between the two countries. Islamabad felt let down by the lack of support from

Washinzton.

The separation of East Pakistan in 1971 had one other important consequence: It allowed
Pakis:an to put more emphasis on cultivating a close relationship with its neighbours in the
Middie East and began to play a much more important role in the Middle East. Starting in
1974, hundreds of thousands of workers began to migrate from Pakistan to the oil-exporting
countries of the Middle East. Pakistan received about $3.0 billion of remittances through official
channels alone from the workers in the gulf states annually. About the same amount came in
through means such as the hundi system, in which capital is transferred informally between

private individuals (Burki, 1991).

An another event occurred in 1979 when Soviet troops entered Afghanistan. and for the United
States, Pakistan became a "front line state,” this new geopolitical situation once again revived
U.S. interest in Pakistan. Pakistan became the largest recipient of U.S aid after Israel and
Egypt. The war in Afghanistan had other economic consequences as well. It brought 3.5
million Afghan refugees to Pakistan. It also brought traffic in guns and drugs 10 an inhereniiy

volatile society. Even after an increase of 14.5 percent in the population, this rate of growth
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meant increasing Pakistan’s per capita income to $460 in 1982.

Another external influence on Pakistan’s economy was the consequence of Iraq’s invasion of
Kuwait on August 2, 1990. The impact of this development on Pakistan's economy was almost
immediate. It was hurt by the increase in the price of oil from 1989's OPEC average of
US$16.40 per barrel to aro.nd US$30 in September 1990. Pakistan also suffered from the loss
of remittances from the Middle East. Some modest amount of support was provided by Saudi
Arabia in return for Pakistan’s decision to send troops to the Arabian peninsula. Pakistan

deployed 6,000 soldiers as part of Operation Desert Shield sponsored by the United States.

Summary and Conclusion

Although progress has been made in Pakistan in implementing reforms in a number of areas,

the overall pace of reforms has been slower than expected.

Pakistan’s future success will depend upon a number of factors, the most important of which is
internal political stability. Pakistan’s economic future will also depend on the rapid development

of industrial sector; improvement in the quality of human resources; liberal economic policy.

The agricultural growth has its own advantages as far as self-sufficiency in food grains
production is concerned which in turn leads to self sustance on national plan, and is therefore,
desirable. But under the present conditions when life pattern is complex and even competitive,

Pakistan has to provide infrastructure and industrial base for industrial potential to grow and
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flourish; to enable the nation to bring out its best answer to question relating to the country’s

prosperity, territorial integrity and national sovereignty and independence.

To realise goals of overall national self-sufficiently and economic viability Pakistan needs a
major break through in the field of industrialization- so far Pakistar’s record has been
haphazard, irregular, and unscientific. But now the trend has to change and development has
to be selective, with an eye to specialization. Emphasis has to be placed on industrialization
to boost exports, and has the effect of maximizing our foreign exchange earnings. All

prosperous nations in the world are drawing sustenance through this means.

Pakistan, a cotton producing country but its share in the world exports is hardly 1.5%. In other
words, export in Pakistan has not assumed the importance it should attain if it has to emerge as

a middle income country.

One of the main characteristics of Pakistan’s export is the dependence on a few selected items.
For instance, cotton and cotton manufactures alorie form about 60% of total export. The narrow
base and lack of diversification of exports have the country vulnerable to external as well as

internal shocks.

Another feature of Pakistan’s exports is heavy dependence upon low value added it=ms such as
rice, raw cotton, cotton yarn, fish, fruits, and vegetables which constitute one-third in terms of

value of exports.
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Efforts to reduce the fiscal deficit have been disappointing in Pakistan. Two or three major
initiatives are still required. First, a dramatic reduction in government administrative

expenditure is needed.

The second problem is the public sector. Pakistan needs to open up the public sector to private
ownership. Government is putting a lot of money into public sector, and that has to stop. If
the public sector cannot generate its own resources, it cannot generate it from government grants
alone. It must go to the market. The public sector must be seen as a resource-generator, not

as a drain on resources.

Public sector industries in Pakistan have not been performing well in terms of profitability or
making efficient use of plant and equipment. Although there are many explanations for the poor
performance, it is generally agreed indifferent management is an important cause. In the case
of government-run units, the basic problems are how to evaluate performance and how to attract,
motivate, and retain good managers. To attract good managers the salary scales of public sector
concerns have to be competitive with the private sector. To retain and motivate managers, the
reward system should be clearly linked to performance. In the private sector profitability is a
convenient measure of management performance. But, in the public sector, profitability is not

a proper yardstick to measure performance.

Third, the budget must be growth-oriented. Pakistan cannot afford for the economy to go into

a tailspin or a long recession.



The message of the economic reforms is very clear. It should be an export-led growth strategy.

Pakistan industry will have to earn its foreign exchange requirements.
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CHAPTER 3

Literature Review

The literature review will focus on the dimensions which have enabled rescarchers to define the
nature of strategic alliance partnerships. When brought together, these dimensions form a
comprehensive model of the strategic alliances. The model will be employed in this study to

explore the nature of a new type of partnership, the strategic alliance partnership.

The dimensions discussed in the literature search- by examining the published case studies,
theoretical analysis, experiences and observations of the authors and other researchers are (1)
the definitions and the meaning of a strategic alliance: (2) the attributes of a strategic alliance:
(3) the reasons for entering into the strategic alliance: and (4) the control and management
mechanisms of a strategic alliance. Each of these dimensions will be presented. The literature

review begins with the definition of the strategic alliance.
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Definitions and the Meaning of a Strategic Alliance

As Mytelka (1987) points out, there is, as yet no single gencrally accepted definition of a
strategic alliance. She defines the strategic alliance as "a long term agreement among firms
designed to deal with the uncertainties of technological change”. For their part, Hull and
Slowinski (1988) define the strategic alliance as "an inter-organisational relationship that pools
the talents and resources of two firms and focuses them on a project”. An increasing number
of writers have in recent years begun applying military concepts to management and marketing
(Kotler, 1981). Tradinally, an "alliance" may be defined as the joining of forces and resources,
for a specified or indefinite period, to achieve a common objective. There are several key
elements in such alliances, they are:
a) a joint effort or agreement to ward off common "enemies" (or competitors);
b) a commitment by two or more parties to share responsibilities equally or in relation
to their relative strength;
¢) a sharing of knowledge or information between the parties by way of trading or skills
exchange;
d) usually stipulated within a time frame or have defined objectives.

e) formation of trust which translates into a focus on long-term gain over the short-term

profit.

While the term alliances is also relevant in a business context- such as joint capital ventures and
Joint marketing programmes- the term “strategic" provides an additional dimension to the

definition. There are a number of components which lead to strategic decisions are as follows.
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a) Strategic issues which have a futuristic vision. Strategies are based on what
managers anticipate or forecast rather than what they know. In the turbulent
competitive free enterprise environment, a successful firm must take a proactive

stance towards change (Robinson, 1988).

b) Strategic issues that have an impact on multi-functional or multi-business
environments. Decisions about such factors as customer mix, competitive
emphasis or organisational structure involve a number of strategic business units
and functions. Strategy is the method to achieve and sustain competitive
advantage and, as such, it must be approached in a relative sense. Strategies are
designs to win relative to a specific competitor or group of competitors (Mc

Farlan, 1990).

c) Strategic issues that necessitate consideration of factors in the firm’s external
environment. If a firm is to succeed in positioning itself in future competitive
situations, its management needs to look beyond its own operations. They need
to consider customers, competitors, government and vendors. It needs to explore
markets and technology combinations as well as a host of other environmental

factors (Konsynski, 1987).

There are a number of forces that could lead to a strategic alliance being formed. On one side

of the spectrum is the user and on the other the suppliers. Both these groups are driven by
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interacting forces imposed on them by competition and environmental influences. Both parties
(technology vendors and financial institutions) face competition from within their own groups

in terms of market share, products and services as well as technology leadership.

Types of Alliances

There are a wide range of alternative forms of alliances, each possesses different features. Their
respective relevance will obviously depend on the relevant parties’ needs and expectations

(Takac, 1992).

The purpose and composition of operation alliances most frequently relate to:

a) Joint marketing alliances. Through information technology organisations have
the option of forming alliances with other organisations to gain some form of
advantage of specialization. An example of this relates to the range of travel
companies which use electronic facilities to develop combined marketing

programmes and/or booking facilities.

Marketing alliances enable organizations to gain access to new customers and
territories as well as achieve economies of sale through cost sharing. Marketing

alliances can either be of an offensive or defensive in nature.

Joint marketing alliances include agricultural cooperatives in the United States,
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b)

which advertise and lobby as a single group on behalf of agricultural firms, as
well as more formal distribution enterprises put together by local businesses and
foreign manufacturers desiring to enter an overseas market (James Jr. and

Weidenbaum, 1993).

Joint marketing alliances are numerous. In automobiles, Nissan distributes
Volkswagens in Japan; Volkswagen sells Nissan's four-wheel-drive cars in
Europe. In pharmaceutical, Marion-Merrill-Dow distributes Tanabe's Herbesser
and Chugai’s ulcerim in the United States, while Merck markets Yamanouchi's
Gaster, and Eli Lilly sells Fujisawa’s Cefamezin. In Japan, Shionogi distributes
Lilly’s Ceclor as Kefral. Sankyo distributes Squibb's Capoten; Takeda, Bayer's

Adalat; and Fujisawa, Smith Kline's Tagamet.

Intra-industry alliance. The most productive alliances tend to take place not
among organizations offering complementary services, but among small or mid-
sized competitors who see an opportunity or a need to pool resources by so doing
they are able to collect necessary skills and capital. A typical example relates to
accommodation establishments that join forces to develop a jointly operated
electronic marketing and booking service. This is often the result of medium
sized companies deciding to work jointly to protect themselves from a major

corporation dominating the market.
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(c) Customer-supplier alliance. Suppliers with increasing frequency are setting up
data networks and other such facilities in conjunction with customer organizations
as a way of improving service. The development of electronic data interchange
between retailers and suppliers is an example of this. The tendency, however,
is still all too often for this not to take place until a relationship is threatened by

an emerging or developing competitive force.

(d) Information Technology vender-driven alliance. A technology vendor may
bring its technology to a new market by entering a partnership with an industry

participant willing to implement/adopt the technology (Cornell, 1989).

An information vendor is also able to form research alliances with major customers. Examples
of this relate to beta sites - where a manufacturer tests a new technology with select customers
to de-bug or understand it better. Such arrangements provide advantages to both parties - vendor
gain valuable insight into the practical field problems associated with their technology.
Furthermore, their ability to resolve their customer's problems, especially the problems of
prestige accounts, give vendor's sales forces highly visible references for further promotion.
The customer learns about and participates in a new technology that may otherwise be beyond

its skill and financial resources.

Kanter (1990) defines that strategic alliances are a potent way to do more with less. Strategic

alliances permit the company to remain lean, controlling costs, while gaining access to more
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capacity than what is owned or employed directly. Thompson (1993) adds that strategic
alliances blur the boundaries between organizations, permitting them to take advantage of one
another capacities and to coordinate their activities for mutual benefit. Post-entrepreneurial
companies find a number of benefits in coalitions with other companies : information access.

windows on technology, speed of action, and mutual accommodation to innovation.

Laycock (1993) believes that strategic alliances are an expedient way to crack new market, gain
skills, broaden geographical scope, and expand services. Perhaps of even greater significance
is the ability to control costs by sharing resources. In another definition, differences in partner
size is emphasized:"...it is a powerful vehicle to link and marry complementary strengths of

large and small companies" (Herther, 1986).

It would be an overstatement to say that all strategic alliances are successful. Robert (1992)
observed that many strategic alliances fail because they are being formed for wrong reasons.
Mason (1993) adds that there needs to be a good chemistry fit as well as an operation fit
between the companies and that the partners must be equal in terms of risk and the contribution
to the alliance. Studies by Adams (1992), Lewis (1991) and Phillips (1991) established that the
strategic alliance, which requires distinct organisational practices, new Job definitions, new ways
of managing, and even a redefinition of the firms, may be competitive weapons in 1990. How
well a firm benefits from strategic alliances depends on how it works on the inside. Strategic
alliances are not easy to create and maintain, but they may be the only way to enter foreign

markets. Because of uncertainty and discomfort, the feeling remains that the alliances must be
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closely managed and controlled so as not to "get out of hand".

Strategic alliances need clearly articulated ground rules and goals. Any agreement should detail
procedures for revaluing partners’ shares and rethinking the partnership’s direction. No rules
can guarantee a happy marriage, but these pointers can do a lot to bring down the rate of

divorce.

Classifications of Strategic Alliance.

Collazo (1993) tries to fit strategic alliance into three basic classifications of trading, functional
and dynamic alliances. A trading alliance is straightforward, nothing more than buyers and
sellers forming a largely passive sales-and-distribution or export-import arrangement based on
contractual terms. A functional alliance integrates certain business function between the two
parties of pooling cfforts to attain specific goals and establish on-going management
relationships. Companies generally form functional alliance to strengthen R&D, distribution or
sales. While a functional alliance is more intimate than a trading alliance, a dynamic alliance
is a marriage. A dynamic alliance involves the hidden assets of the two parties in terms of the
skills, knowledge and capacity necessary to deliver results. Usually, one side of a dynamic

alhance is required to change strategy or operation.

Kanter (1990) identifies three categories of strategic alliances; multi-organizational service
alliances, opportunistic alliances, .. .d stakeholder alliances. Kanter maintains that stakeholder’s

alliance provides benefits to suppliers, customers, and employees. The management and
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struct.. ed goals of the alliance will then be a major impact oa these key elements.

Bronder and Rudolf (1992) classify three different forms of strategic alliance or the basis of field
of cooperation : horizontal, vertical and diagonal alliances. Horizontal strategic alliances are
formed with competitors within the same industry. In this case, anti-trust and other legal aspects
must be considered. Horizontal alliances are often formed for R&D purposes. Vertical strategic
alliances can be formed with suppliers or customers in several value chain activities. Diagonal
strategic alliances are formed with partners from other industries. This type is widely used in

the electronics and computer industries.

According to James and Weidenbaum (1993) strategic alliances are typically characterized in one
of two different ways. The first, called a vertical, complementary, or x-type, involves
agreement to cooperate in complementary activities. For instance, one firm may concentrate on

the design and development of the product, while the other manufactures it.

The other type of strategic alliance, often referred to as a horizontal joint, or y-type, involves
cooperation within the same activity, such as a joint R&D. Horizontal agreements are common
in the aerospace industry, in which firms share the high cost and great risk involved in

developing a new generation of jet airliners.

Strategic alliances can take several different forms, depending on the specific nature of the

objectives of the participating businesses. For instance, firms may cooperate with other



domestic companies to increase market share or to protect market share from foreign
competitors.  Strategic alliances may be formed with domestic companies for essentially

domestic reasons, but the association may be extend to international markets.

Murray and Mahon (1993) classify two forms of aliiances among the organizations in different
combinations relating to their strengths, resources, and leadership: (1) equals (all participants
strong, or all participants weak; or (2) mixed (strong/weak or weak/strong). These combinations

lead to different durations and levels of stability.

Alliances of Equals types of alliances are essentially made between equals, or similar resource
strength, as defined by size, share of the market, financial strength. In these situations, the
market characteristics tend to reflect competitive pressures, and the market themselves may be
at the mature or declining stage. It is clear to the participants that a reduction in the number of

the competitors is going to occur, and only the largest and best will survive.

In the case where organizations are equally strong, issues will arise over the rules and
agrecments if the alliance and over mutuality of benefits. A key factor in the success of the
alliance is the degree to which all parties see the areas of benefits and that those benefits
achieved exceed alternative choices. Murray and Mahon point out that this type of alliance

activity is relatively long in duration and very stable.

Alliances of Weak Pariners is possible where all the partners are relatively weak. In this
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situation, the characteristics can be the same as for equally strong partners. One difference may
lie in the technological area. No partner may have the needed technology or, if only one has
it, there may be insufficient capital to develop it. The key issue is one of survival. The notion
of synergy is vital to success of this alliance, and often the partners merge into one entity. This
type of alliance tends to be the most unstable and of limited duration. This is so because the

partners bring few resources and hence little value to the relationship.

Mixed Alliances occur among partners of differing strengths relative to one another. Some
market characteristics of such alliances include specialized niches that one partner controls, or
one partner control access to a specific market or country, or one partner has political clout, and

so forth.

Murray and Mahon (1993) point out that one partner may control the technology or access to
that technology if the political situation is stable or unstable. Key issues revolve around the
independence of the weaker partner, and what precise benefits the weaker partner will receive
out of the alliance. An outcome that frequently occurs is that the weaker partner is eventually
acquired. This type of alliance can be very stable and of long duration, provided the weaker
partner is treated fairly and well. The relative position of the weaker partner can change
dramatically with a change in political situation. The closing of markets, for example, can

elevate the importance and bargaining leverage of a weaker or equal partner overnight.

It would seem that differences of opinion as to what constitutes a strategic partnership are
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centred around the question of the structure of the arrangement. For example, Hull and
Slowinski (1988) argue that joint-venture and acquisitions are different from strategic
partnerships, whereas Venture Economics ( 1986) include them in their definition of a Strategic
partnership. Baranson (1990) discusses the fundamental differences between traditional joint
venture and the new generation of strategic alliances. International Jjoint ventures are legally
binding agreement stipulating resource commitments, financial investments, management
structure and profit sharing. Strategic alliances are more in the nature of "memoranda of
understanding” which both set forth basic business objectives to co-market, co-develop and /or
co-produce products and services and outline decision making mechanisms on business agendas,
resource commitment and distribution of returns. Baranson (1990) points out that strategic
alliances contain statements of intent, and operational procedures, and therefore are more flexible
and open-ended than joint ventures. Mutual trust and complementaries in decision making and

opcrational control are two other distinguish charactesistics of strategic alliances.

Though these differences of opinion may persist, there is nonetheless consensus in the literature
that in order for an arrangement to be called a “strategic partnership”, it must be strategic in
nature. As such, the strategic partnership is "...a central aspect of a company’s future direction,
and is specifically concerned with securing, maintaining or enhancing a company’s competitive

advantage" (Devlin and Bleackley, 1988).

Overall it is difficult to find an all encompassing definition because strategic alliances, by their

very nature , have a unique application to each organisation. In order to impose some
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consistency and overcome the loose application of the term, our preference is to advocate the

following definition.

Strategic alliance is the management of an agreement between parties to work jointly on a
project (s), that is designed to achieve a strategic objective. The value to be gained should be

measurable over a specified time span.

The preferred definition captures four key factors:

1) Management. For the projects (under alliance) to succeed, the alliance must be
effectively managed in terms of establishing appropriate structures, developing
procedures, monitoring checkpoints and building trust and confidence in the entire

relationship on an on going basis. The ability to structure and manage is a key factor in
the success of an alliance (Porter, 1980). Building trust and maintaining good
communication is essential. The management function should include the maintenance
of an information equilibrium between the parties in order to ensure that useful
information on research, product design, development, marketing and implementation is

fairly exchanged.

2) Agreement. In a strategic alliance the agreement =ould be in the form of a contract
or a formal declaration to work jointly. The agreement is designed to set the ground
rules and expectations of each of the parties. For strategic alliances to gain acceptance

throughout the organization, the agreement should be signed by the Chief Executive
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Officer and terminated at that level.

3) Strategic objectives. This term implies that a significant shift should occur in
business outcomes and commercial arrangements of both consenting partners. The end
result of a strategic alliance should give both parties a substantive market, technology,

or cost benefit.

4) Measurability. The fourth element defined is that the value of strategic alliances
should be measurable either in qualitative or quantitative terms. While some aspects
could be identified in terms of return on investment, discount levels, cost savings and
productivity gains, the overall success or failure is one of the most difficult aspects to
measure. This is largely due to the lack of information and reliability of the measuring
mechanisms currently available. Because of these problems it is important to define
expectations as well as agreed benchmarks to enable relevant progress and achievement

to be judged, prior to the alliance being forged.
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Attributes of a Strategic Alliance

This section discusses the presence of strategic objectives, the long-term nature of the agreement,
formation of alliance on the basis of trust, the exchange of complementary resources,

collaboration in decision making, and champion for the partnership in each organisation.

The decision to engage in a alliance and the choice of a partner are both functions of the
strategic objectives (Mytelka,1987). Madu (1988) adds that it success depends on harmonizing
in the interest of both the firms. Hendryx (1986) = d Henry.D. (1991) stress on the strong
commitment by both the parties for a successful and effective alliance. Pozanski (1984) puts

lack of leadership and commitment as a major factors impeding the collaboration process.

Bleeke and Emst (1991) maintain that the ability to emerge beyond initial expectations and
objectives are important for success of an alliance. Ekholm (1988) concludes that alliance will
be successful if there is mutual tolerance, respect, dedication and gain. Van de Ven (1976)
describes partner behaviour aimed at collective and self-interest goals as one of the basic
characteristics of inter-organisational relationships. Doz (1988) observes that a minimum sct of
operational goals are needed for partnerships to succeed. Doz further suggests that relatively
early on in the process of cooperation. the purpose of two partners (at least in the restricted area
of the partnership) are made to coverage, though this may be difficult to achieve because of
cultural distance and hidden agendas. The term "strategic objective” is interpreted here along
the lines of Devlin and Bleackley’s definition, to mean those objectives which focus on the future

direction of the company and which aim at enhancing the company’s competitive position.
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The second attribute of a strategic alliance is the long-term nature of the agreement. Most joint
ventures tend to be short term. Harrigan (1985) points out that in joint ventures, parents often
find they differ in their long-term objectives. A strategic alliance is a longer-lived partnership
with a supplier, customers, competitors, university or a combination of the four that directly
supports one’s strategic long term objective (Kanter, 1990). Mytelka (1987) emphasizes the long
duration of strategic alliances "...strategic partnerships imply longer term considerations than
those behind other types of ventures concerned with short term profits”. Many relationships die

an early death when they are scrutinized for quick returns (Kanter, 1994).

The Asian cultures are some of the most ancient and fully developed cultures existing today, and
as such, they place great value on hierarchy, conformity acceptance of the group consciousness,
and, most importantly, patience (Kraar, 1991). The Asian culture emphasis on patience and long
term focus strongly influences the approach towards alliances. Asian firms view alliances as
long-term relationships based on mutual trust which takes many years to develop (Tucker et al,
1991). A common characteristic shared by American companies s':.ccessful in Asia is a long-

term vision and a commitment to invest steadily for as long as a decades (Kraar 1991).

Third attribute of a strategic alliance is the trust. Badger et al (1992) emphasize that alliance
relationship must be based on trust. The real" essence” of an alliance is based on trust and
mutual concerns for each participant’s business needs. The alliance concept includes an
understanding that one party will not try to take advantage of the other to satisfy short term

gains. Ford's President, Philip Benton Ir; thinks the need for trust is yet another reason that
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American companies have to lengthen their time horizon on alliance: It is absolutely essential

to start slowly to build trust,” he insists” (Sherman, 1992).

Epoch’s CEO, Elliot M. Katzman says "where I have seen things go wrong with strawcgic
alliance partnership is where everybody emphasizes only the contract, not the relationship”
(Henry,L. 1991). "You have to build trust, so that as the businesses change on both sides, you
can move with those changes and deal with them effectively. Another way to look at it is that
the opportunities of tomcrrow are what you want to deal with, not the opportunities of today.
You don’t know what those opportunities of tomorrow are going to be. Relationships allow you
to capture them” (Henry,L. 1991). This is due to fact that alliances are governed by the
performance of each partner and the relationship as a whole, not by contract. Each partner must
have the trust that the other will do what is right for the relationship. It is virtually impossible

for a long-term relationship, such as an alliance success without mutual trust.

Fourth, a strategic alliance is characterized by the exchange of complementary resources.
Partners offer complementary products, facilities, skills and technologies. In a survey of
entrepreneurial firms who entered into strategic alliance partnerships with large firms, Hull,
Slowinski & Collins (1988) found that each partner brought a bundle of complementary
resources to the partnership beyond financing, including technology, marketing, manufacturing
capability, and management skills. Doz (1988) performed exploratory

research on selected strategic alliance partnerships and concluded the complementary assets

brought to the partnership were generally obvious at the start or even prior to negotiations.
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The fifth attributes, alliance in decision-making, refers to shared influence by partners in various
areas of activity (Hull and Slowinski, 1988). Hull and Slowinski reason that shared influence
in appropriate measure of alliance because those partners who attribute a lot of influence to other
are lit 2ly to be highly collaborative. In their study, they observed alliance in decisicn-making
between large and small firms in each of the following areas: financing, technology,
manufacturing, marketing and management. From the same study, Hull and Slowinski found
a significantly positive correlation between the degree of shared influence and the degree of
perceived effectiveness of the partnership. They further suggested that the smaller firm should
have majority influence in decision-making and the larger firm should have a strong minority

influence.

Though shared influence in the focus of our attention in the area of decision-making, it should
be noted that the decision-making processes of public and private organisations are not
necessarily the same. The literature on public/private organizations suggests that public
organisations use more decision criteria, more levels of review, and less individual autonomy
and flexibility in decision-making than do private organisations (Rainey et al, 1976). Decisions
of public organisations are also more greatly influenced by external sources as public opinion

and interest group reactions.

The final attribute is the presence of a champion for the partnership in each of the partner
organisations, who serve as a “"gate keeper” for the partnership (Hull and Slowinski 1988, Doz

1988). The role of the ciiampion is to coordinate or "broker" relationships between the partner
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and different functions of the champion’s own organisation, as the partnership’s product moves
downstream from R&D towards commercialization (Hull and Slowinski, 1988). A champion
is also an advocate for the partnership within his or her own organisation. Principal liaisons
(also known as interface managers), who may perceive themselves as champions, often have
entrepreneurial characteristics including a high degree of personal risk-taking and the ability to
assimilate ways of doing things from their partner. In many cases, these individuals are adopted

by the partner organisation (Doz, 1988).

Frequent communications between principal liaisons, and between other members of each
organization, is associated with the effectiveness of the partnership. Bleeke and Ernst found that
the greater the frequency of cross-communication, the more highly effective a partnership was
rated. They also found that frequency of communications was related to effectiveness in cross-
disciplinary contacts. In summary then, the literature suggests that a strategic partnership
exhibits certain attributes which help to define its list of attributes may not be exhaustive, since
empirical research in this area is quite recent and not necessarily complete. The purpose of
identifying these key attributes has been to provide a basic form which the attributes of the

alliance partnership can be explored.
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Reasons for Entering into a Strategic Alliance
The motivation for forming strategic alliances begins with a simple confession "There is simply
no way in the future for one company to do it all” (James Jr. and Weidenbaum, 1993). Having

reached this conclusion, firms begin searching out suitable partners.

Habibie (1990) remarks that the most significant motivations are the possibility of an opening
to expand their markets, to increase their sales volume and to raise R&D funds. Utilization of
cheap labour and raw materials in the less developed countries and countering competitive
pressures at home are some of their possible goals (Derakhshani, 1984; Sweeney, 1970).
Quintona (1984) shows that collaboration between developed countries and less developed

countries can benefit both countries by assuring business and employment in both countries.

Many of the alliances created in the 1980s and 1990s were different in form and motivation from
those formed in previous decades. This is not to say these institutional forms never existed prior
to the 1980s, but only they are rapidly becoming a common method of producing goods and
services. Strategic alliances are replacing the giant conglomerates with multi-divisional forms,
which dominated during the middle of centaury (Alderich & Muller, 1982). The multinational
provided the proprietary technology, and the local partner market-specific knowledge and
political acceptability ( Lecraw, 1984; Reynolds, 1984; Beamish, 198S5). The trend since the
carly 1980s seems to be towards alliances where both parties are large multinationals, while
market access has remained an important incentive for collaboration (Abegglen, 1982;

Christopher, 1986; Root, 1988), co-development and co-production have become equally
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important.

For the partners, an alliance may be a means of trading access to each other's skills...what
might be termed quasi-internalization, or a mechanism for actually acquiring a partner's

ski'ls...de facto internalization.

Strategic alliance may be a more efficient way of acquiring skills than through internal
development. Strategic alliances may offer advantage of timeliness as well as efficiency.
Alliances may be seen as a way of short-circuiting the process of skill acquisition. A strategic
alliance is preferred not because the requisite skills are prohibitively expensive to develop in
house, but because there may be enormous opportunity costs to being a perpetual follower.

In buying a company the acquirer must pay for nondistinctive assets as well as firm-specific
skills. Additionally, there is the cost of assimilating the people and process, structure and
strategies of the acquirec firm. Hull and Slowinski (1988) studied the motivations for strategic
alliance between large and small firms. They found that small firms placed more importance
on financing and marketing as reasons for strategic alliance; whereas large firms were more
interested in access to technology. As reasons for strategic alliance, access to manufacturing
capability and management skills were equally important to large and small firms. Herther
(1986) also studied the motivations of large and small companies entering into strategic alliances.
Herther found that thz small firm sought may benefits from the strategic alliance, including an
infusion of cash to {und development, immediate credibility from aziociation with the large firm,

a "free consultant” from the large firm. The large firm sought to leverage external technology
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and accelerate the new product development process (Herther, 1986).

Followings are main reasons for entering into a strategic alliances.

(1) To access technology and/or manufacturing capabilities

Magee (1992) estimates that U.S manufacturing companies obtain up to 80 percent of their
technology from outside sources. The key to technological competitiveness is an ability to
manage a portfolio of technologies that have become increasingly complex and more integrated.
But the increasingly complexity of technology, the rising costs of R&D, and the need to integrate
new technology quickly to obtain maximum advantage have made it nearly impossible for
companies to develop internally all the technology they need. Magee stresses that in the case

of proprietary or highly specialized technologies, strategic alliances may be the only option.

Since consumers are more discriminating, more educated, and have higher expectations of
products and services, organizations must make larger investments in research and productions
in order to produce quality. In order to lower costs and risks, organizations wish to spread the
costs and risks to others (Contractor & Lorange, 1988). By forming strategic alliance, they
share equally in the costs and benefits of the market research and development and quickly gain

expertise in other nceded areas (Hladik, 1988; Moxon et al, 1988; Powell, 1990).

Alliances are almost always the fastest and most cost-effective way to gain technological
competence. Badger et al (1992) indicate that lesser developed nations seek out alliances as a

method to gain access to the technological capability to the alliance partner. This allows entry
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into foreign markets that could be closed to those with no technical design expertise. The
dominant firm recognizes that the down side to forming these alliances is the potential training

of future competition.

Hamel (1991) says that strategic alliance may be seen as a way of short-circuiting the process
of skills acquisition and thus avoiding the opportunity cost of being a perpetual follower.
Enormous potential synergies arise from the sharing and transfer of resources between the
companies (Roberts, 1980). This is especially true in industries going through a technological
revolution. Radical technological innovations often originate from new ventures' rescarch on
the leading edge of technology. Access to this know-how enables firms with more traditional
technology to leapfrog their competitors. On the other hand, the partners possess distinct
strengths too such as national or global systems of distribution channels and established
reputations, which permit a rapid market penetration on a large scale. This, in turn, is a pre-
condition of amortizing R&D costs in industries where technologics become obsolete fast

(Contractor and Lorange, 1988).

“Given the complex nature of today’s factory automation requirements, no single company ca
honesty claim to be all things to all customers. Therefore, it makes good business sense to
leverage the expertise and experience of both companies for the benefit of manufacturers seeking
automation advice and products,” said Louis A. Hartheimer, President of precision (Weimer,
1988). He added, "In the process, manufacturers get the best of both companies’ efforts and

knowledge ". William G. Rankin, General manager of Deere Tech services said, "Product
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Development is faster, and the whole process is - nre economical when we concentrate and
capitalize on strength of each company. This resulting product is better, it reaches the market
place quicker, and we have increased capabilities to sell and support it, and the economies are

reflected in the product prices” (Weimer, 1988).

Lewis (1990), points out that technology is relentlessly changing our world. Lewis stresses that
technology has become so important to our lives that, for several decades, R&D growth has
outpaced economic growth in the major industrial nations. R&D cooperation between
organizations-businesses, universities, and government laboratories has been steadily rising.
Lewis says that cooperation is already a strong and growing force. One remarkable feature of
this trend is that, cooperation has grown faster than R&D. Lewis emphasises that technology
transfers from outside expand the variety of internal skills a firm can use, opening new avenues

for its own developments.

(2) To obtain access to market.

Badger et al (1992) point out that the entry into new market areas is generally motivated by a
firms desire to grow and establish a more permanent relationship with a foreign entity. Forming
a strategic alliance with a local firm may lead to business in a new markets or increase a firm’s
competitiveness in the current market. Both cases should increase the firm's market share.
Magee (1992) stresses that speed to enter into market is particularly important: The greatest
share of profits usually comes at the beginning of a product’s life cycle. In some highly

competitive sectors, such as the computer industry, beginning late to market can spell the death
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of a proc.ct. If a company is sufficiently quick to market, it can pre-empt competition and lock
up market share. Since development and perfection of technology is one of the most time-
consuming parts of product development, outsourcing key technology can dramatically cut lead

time.

Harrigan (1985) points out that some market opportunities evaporates within months if they are
not exploited quickly. High technology products, in particular, need faster market penetration
in order to place them into distribution channels and consumers’ hands before products become
obsolete. It is especially important to have access to international linkages as it become
increasingly expensive to read key markets quickly, particularly when the half-life of a
technology is very short and firms can scarely capture their development costs. He further
stressed that firms obtained relatively sasy access to expertise and to distribution outlets through
strategic alliances and moved faster in securing market share than if they had to develop these

assets on their own.

Tom Peters states," there is a paradox - as competition increases , so does cooperation” (Dent,
1990). Dent gives an example, one company reduced its advertising costs 40 percent, avoided
a half - million dollar investment in testing equipment, and gained access to bo-der markets at
the same margins as its own speciality markets without ever having to perform the sales function
in these markets. The company accomplished this, with no loss of control over any aspect of
its operation , through long-term marketing agreement with a larger company in its field. Such

alliances are not only potentially profitable, they will become increasingly necessary to complete
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in the nineties. Dent points out that currently two "mega trends” are reshaping the way business
is done. The first is the growing world market place. The outcome has been the increasing
homogenization of huge multinational corporations. The second mega trend is the shift towards
customized goods and services. The result has been the division of mass markets into many

market niches, and the burgeoning growth of small businesses and entrepreneurs.

Dent emphasizes that it will not be sufficient to be big and multinational with the advantages in
costs, finance, distribution, and service that large companies possess. Nor will it be enough to
be “"small" and entrepreneurial, with the advantage of innovation and rapid customer
responsiveness. Organisations, large and small will have to increasingly "network" - i.e; enter

into strategic alliances - to achieve success.

What are the advantages of strategic alliances? " It’s like having a fighter who can move like
a lightweight and hit like a heavyweight”, claims an IBM director. Alliance firms will be able
to effectively bring both economies of scale and customer responsiveness to the market place.
Large companies are progressively moving into smaller market segments as their past mass-
markets come to an end. But more important, many small business niche markets are entering

into the stream.

(3) Risk sharing.
Alliances allow risk to be easily shared and distributed among the members. This helps to

alleviate the uncertainty of changes inherent in the new geographic locations, new technologies,



increased sizes and culturally different areas (Badger et al, 1992). Entering new markets is
much more risky business than it was several vears ago. In the past, a company could enter a
new market, open a regional office, and conduct business with virtually no competition. Today,

there is tough competition in every market in ihe world.

Singh (1993) stresses that only few firms can afford to take the kind of risk involved in entering
a new market on their own. Alliances allow firms to introduce their operations into markets,
while sharing risks with other firms. This is especially true when entering a new country. By
forming an alliance with a firm from that country, this alliance partner with the local expertise
will minimize the other partner’s risk by working through the local bureaucracy, assisting in
customs clearance, certifying work, obtaining payment, and accessing the local labor market.
The local partner can also negotiate for lower labor costs and benefits because it is already
established and understand the local labor market. Badger et al (1992) say that less risk
normally translates into smaller profit margin. However, in the long-run, an alliance is typically

a "win/win" situation in which both parties will ultimately profit.

Philips (1991) says that an organisation may contemplate an investment in a foreign country in
circumstances where political stability is uncertain, where the political landscape is changing in
unpredictable directions, and/or where a native guide is needed to provide local knowledge and

contacts.

Murray and Mahon (1993) indicate that as turbulence and uncertainty increase, the more likely
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that an alliance can reduce or at least spread the risk. The coming unity cf Europe is just such
an increase in environmental turbulence and uncertainty. Political, economic, social, and

bureaucratic rules and relationships are about to change in unknown directions with uncertain

implications and impacts.

(4) To ackieve or ensure competitive parity.

This rationale for alliance actively can be either offensive or defensive in nature. It is based
upor a preemptive competitive alliance to block another organisation’s action or to assure parity
with a stronger industry rival. Hamel, Doz, and Prahalad (1989) emphasize the importance of
learning in strategic alliances, and this learning is the mechanism by which compeutors learn
from each other to either obtain a parity they did not have initially, or to prevent any loss of

parity, once it has been achieved.
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The following list summarizes the reasons for alliance as described in the strategic

alliance literature:

1)

2)

3)

4)

5)

6)

7)

8)

risk sharing- (Powell, 1990; Contractor and Lorange, 1988; Mytelka, 1987,
Harrigan, 1985; Singh, 1993; Badger et al, 1992; Murray and
Mahon, 1993; Badaracco, 1991; Philips, 1991)

financing- funding development, reducing its costs (Herther, 1986; Hull
and Slowinski, 1988; Develin and Bleackly, 1988; Harrigan, 1985)

gaining credibility from association with the partner (Herther, 1986;
Hull and Slowinski, 1988)

speed- to accelerate new product development (Herther, 1986; Harrigan,
1985)

related and unrelated diversification (Venture Economics, 1987)

new technology access (Hull and slowinski, 1988; Veuture Economics,

1986; Mytclka, 1987; Magee, 1992; Badger et al, 1992: Hamel, 1991;

Weimer, 1988; Lewis, 1990)
enhancing profitability (Badger et al, 1992) ; Harrigan, 1985
market access (Powell, 1990; Mytelka, 1987; Herther, 1986; Badger et al,

1992; Magee, 1992; Dent, 1990)



Control And Management Mechanisms of a Strategic Alliance

The literature discusses the mechanisms by which control and management are achieved in
strategic alliance. These mechanisms are the contractual provisions of the agreement and
subsequent monitoring practices of the partners. Control of the jointly owned entity and the
power to take decisions are identified by Derakhshani (1984) as a very significant factor
affecting the collaboration process. Voll (1980) observes that many developing countries are
very concerned about the control. Their leaders often believe that foreigners are trying to
influence the decisions affecting their economies. Alliances are much easier to form than to
manage (Slowinski, 1992). Magee (1992) suggests that partners in strategic alliance must
manage the alliance to achieve rewards while minimizing risks. Control issues are rooted in the
different objectives and perspectives of the alliance partners. Typical issues involve control, the
shifting balance of power within an alliance, and the fear of losing competitive advantage.
Control problems reflect the balance of power in an alliance. Because the balance can shift

periodically, this is an ongoing source of instability.

Magee (1992) points out that power struggles sparkled by incompatible personnel can be
magnified in alliances. When alliances are pursued opportunistically, a lack of leadership can
result in lack of direction. A strategy that utilizes alliances is, like any other, no better than
its implementation. Iis success depends, in part, on how well the alliances are managed
(Badaracco,1991). But what does management consist of? Managing alliances, particularly
knowledge links, is a process of learning, creating, sharing, and controlling knowledge. To

manage the boundaries of the firm, managers are determining when and how knowledge and
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skills will move into and out of their organisations. To succeed, managers frequently must break
down the walls around their firms and teach their organisation to learn in new, often
uncomfortable and threatening ways. Bronder and Pritzi (1992) point out the best point for
understanding how to manage alliances is an examination of the factors that encourage or impede
the acquisition, communication, and creation of knowledge within an organisation. These factors
do not fit neatly together in a formulae, and their relative weight varies from situation to
situation. They include: a clear sense of a project’s objectives; incentives to share and build
knov-ledge and skills; the right basic resources and capabilities; a champion or leadership team
with strong personal commitment to the endeavour’s success; a sense of teamwork and purpose
among participants at all levels; encouragement, albeit within limits, to experiment, fail, and try
again; a sense of trust among the individual and groups expected to contribute knowledge, skills,

and resources; and support from senior management.

Trust and commitment are imperiled when organisations with different cultures must
communicate and work together. This problem is especially serious when the allies have a long
history of antagonism. Partners may also nced to reconcile different management systems-for
accounting, compensation, promotions, and reporting. Speigal (1993) says that strong leadership
may be less likely to emerge in a joint enterprise for which two or more bosses are ultimately
responsible; such arrangements violate Napoleon’s maxim that one bad general does better than

two good ones (Badaracco, 1991).

Alliances that overcome these challenges can help companies prosper in a world of knowledge-
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intensive completion. They can be created by managers with different skills and styles-as long

as, ultimately, the basic following conditions are met.

The first condition is that managers considering an alliance must have a clear, strategic
unders:.unding of their company’s current capabilities and the capabilities i: will need in the
Suture. Robert (1992) says that in a world of knowledge-driven competition and fleeting
product-based advantages, firms must be understood as pools of embedded knowledge and
capabilities. This, not plants or cash or even planted technology, is their fundamental asset.
A firm’s core knowledge, capabilities, and skills can be identified through the following
questions. Which individuals have the craftsman-like knowledge, born of special talent and
particular experience? Which teams and groups "know" how to do things to make things better,
faster. and more efficiently than their competitors? What are the crucial links, formal and
informal, through which the company orchestrates these pools of individual and small-grov
talent? What relationships with externa! parties are vital conduits for bringing new skills and

capabilities into the company?

According to Prahalad and¢ Hamel (1990), the central questions are: What knowledge does a
company need to meet its long-term strategic goals? Which capabilities will give it an advantage
over its competitors three to five years hence? Risks to a firm’s capabilities can be uncovered
by asking: What is the half-life of the core capabilities of a company? Which competitors are
aiming to replicate or improve on these capabilities and the products or services that they make

possible?
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Sustained strength is strength continually renewed. Yorke (1986) points out that it rests upon
the ability to create and replenish knowledge and capabilities through unique combination of
internal efforts, market transactions, merger and acquisitions, and product and knowledge links.
Embedded knowledge is especially useful to firms, since it buys them time in which they can
further build skills and reap profits for reinvestment in better technology, customer support, new

products, and so forth.

The second condition is that managers must consider a wide range of possible alliances.
Alliances can greatly expand the opportunities managers have to build their companies’ core
capabilities. According to Posner (1985) the managers have some pivotal decisions to make
when they consider possible alliances. (a) The choice of a partner. A firm may choose any
type of organisation, at home or overseas, as a partner. (b) The formation of the relationship.
In this the organisations rely upon more flexible arrangements based on long-standing

relationship and mutual trust.

The third condition is that before committing their company to an alliance, managers must
scrurinize the values, commitment, and capabilities of prospective partners. In order to assess
a possible partner’s values and culture, a manager must be aware of many varied and often
subtle factors. Companies, like other social communities, develop norms of behaviour, syinbols,
and ways of interpreting the environment. Bronder & Pritzi (1992) indicates that complex
cultural differences distinguished firms, not only in the same country, but even in the same city

and the same industry.
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Some crucial questions that managers must ask are: Does the company make decisions in a
centralized or decentralized way? Do its managers seem open or secretive? How do they treat
each other? Does the prospective partner seem to value internal cooperation? What relative
values does it place on technology, marketing, product quality, and financial results? What

attitude toward risk do its customers, suppliers, and competitors think it is?

Dent (1992) points out that there is no checklist that guarantees coverage of all relevant factors,
but the answers to question like these help managers to sketch a composite picture of a potential

ally. The more closely the two companies’ values match, the better a partnership’s prospects.

The fourth condition is that managers must understand the risks of opportunism, knowledge
leaks, and obsolescence. The question of opportunism and self-interest is especially pressing
when partners want to create new knowledge and capabilities. Dealing between companies
engaged in knowledge-intensive competition are unlikely to be guided sclely by harmony and
goodwill. Neiderkolfer (1991) expresses that the race to develop knowledge and capabilities is
Just as intense, conflict-ridden, and plagued by opportunism as were past battles for crucial
resources such as fertile land, capital, and deposits of natural resources. Often, the partners are
competing with each other for profits, market share, resources, and knowledge-at the same time

as they cooperate. In other cases, they may become competitors in the future.

Doz and Prahald(1989) indicate that alliances, especially knowledge links, create the risk that

knowledge and capabilities will flow to partners in unintended and harmful ways, through the
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actions of technicians or managers who are several levels below the executives responsible for
an operation. They stress that in most cases, knowledge and capabilities do not migrate because

a firm's partners are devious or predatory.

They further stress that knowledge links, managed carelessly, can become knowledge lecaks.

Risks such as these are not reasons to shun alliances.

The fifth condition is avoiding undue dependence on alliances. Alliances, in general, should be
ways of supplementing and improving a firm’s embedded knowledge, not substitutes for internal
development. Benjamin (1989) points out that a firm’s foremost interest must be in safeguarding

and strengthening its core knowledge and skills.

Magee (1992) suggests that when alliances do involve core capabilities, whether directly or
indirectly, executives must guard against shifts in the balance of power, manoeuvres by other
parties, and the expropriation of vital knowledge or capabilities. Managing a firm's boundarics
involves carefully monitoring all of a company’s relationships for such dangers. A firm that has
large-scale, complex relationships with other organisation should assign a single executive to be
"gatekeeper”. The gatekeeper is responsible for overseeing all dealings between the
organisations (Hamel,1989). A company can sometimes reduce its dependence on an alliance
either by creating several similar alliances or by secking to be the senior partner in the

relationship.
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The sixth condition is that the partners must come to trust each other. The importance of efforts
to build trust is hard to overestimate. Wright (1979) indicates that trust and open communication
are indispensable for successful alliances. Openness is paramount in knowledge links because
much of what the parties are trying to learn from each other or create together is difficult to
communicate. It is often embedded in a firm’s practices and culture, and it can only be learned

through working relationships that are not hampered by constraints.

When two competitors join forces, the problem of trust becomes even more troublesome. If an
alliance encounters difficulty, partners can easily make scapegoats of each other. Neiderkolfer
(1991) says that mistrust breeds inflexibility. The parties in a collaboration relationship are
dependent on each other. After an alliance is created, managers on both sides should expect to
spend a great deal of time trying to make the relationship flourish. The learning process, in
organisations usually takes place through a long series of small steps. The accumulation of small

successes will reinforce this process.

The seventh condition is that managers must chunge their core operation and traditional
organisations so that they will open 1o learning from alliances. Successful alliances also depends
upon the right relationship between the partnership and the organisations that create it. For
example, a company may want to create a knowledge link with a supplier so that the firms can
work jointly to develop and test components for a new generation of products. The relationship
will probably fail if the buyer does not change its procurement practices. The clerk who sends

out purchase orders and chooses the lowest bidder cannot be the focal point of knowledge-driven
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relationship with suppliers. Instead there must be collaboration among engineering, marketing

and research people from both the buyer and the supplier.

The final condition is that alliances must be led, not just managed. Even when it is dene
brilliantly, organizational design and attention to administrative detail can not ensure the success
of an alliance. Singh (1992) stresses that senior executives must clearly communicate the
purpose, importance,and legitimacy of each alliance. They also need to set personal examples
of commitment, patience, and flexibility, in order to show how concerned they are that the
relationship succeed. Flexibility goes hand in hand with patience. Some executives and many
middle-level personal have ideas about strategy that are far too rigid for the fluid, knowledge-
driven, competition-driven world of alliances. Strategy is the evolution of a central idea over
a long period of trial and error. It is a pattern of decisions that evolves over time, under the

aegis of a few broad central objectives.

Summary
The dimensions of the strategic alliance as drawn from the literature are first, the definition of
strategic alliance; second, the attributes of a strategic alliance; third, the reasons for cntering nto
the strategic alliance relationship; fourth, the control and management mechanisms of the

agreement,

Attributes identified in the literature include the presence of strategic objectives, the long * rm

duration of the agreement, formation of trust, the exchange of complementary resources, shared
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influence in decisions, and a champion for the partnership in each organization.

Several reasons for strategic alliance partnering have been identified, the most significant being
the improvement of the organisation’s competitive position. Control and management
mechanisms have been identified as specific contractual provisions and monitoring practices.
Monitoring practices involve progress reporting, the establishment of an alliance coordination
unit, senior management participation, and joint steering committees at many operational levels.

The importance of the creation of trust has been identified which is very important for long-term

relationship.
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CHAPTER 4

Characteristics of the Respondents

Survey were successfully conducted with forty-three companies which are engaged in foreign

collaborations. The respondents were all senior officers. Their titles varied, but they all play

a major role.

Profile of the Respondents.

Data was collected from companies that are engaged into foreign collaboration . The net worth

of the companies selected were more than 50 million Rupees (C$2.27 million)(Fig. 2).

Number of companies contacted 74

Detail information obtained 43 (58%)
Partial infirmation obtained 5 (7%)
No response 23 (31%)
Companies did not complete survey 3(4%)

Distribution by Ownership of 43 companies. (Fig. 3)

Private sector 34 (79%)
Public sector S5 21%)



Distribution of 43 Collaborators by Sector. (Fig. 4)

Pharmaceutical and chemical sector 21 (48.9%)
Fuel and power industries 5(11.6%)
C: " le and electrical industries 5 (11.6%)
Food and allied industries 4 (9.3%)
Glass and ceramics industries 24.7%)
Auto & alfied industries 24.7%)
Tobacco industries 24.7%)
Leather industries 12.3%)
Leasing company 1 2.3%)

Net worth of 43 Companies who Responded to the Survey

The net worth of the companies selected were more than 50 million rupees (C$ 2.27 million).

50-100 18 (41.87%)
101-200 13 (30.23%)
201-300 3 (7%)
301-400 2 (4.65%)
401-500 2 (4.65%)
501-600 2 (4.65%)
601-700 2 (4.65%)
701-1500 1(2.32%)
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Response Profile of 74 Companies Contacted
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Distribution by Sector
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Reasons for Entering into Foreign Collaborations

There are numerous reasons that Pakistani companies to enter into a foreign collaboration (Fig.

5)

To access of technological capability

To penetrate markets

To improve the existing production line

To share risks

Others

Characteristics of a Foreign Partner (Fig. 6)

Previous successful business relations

Reputation in markets
Latest technology
Access to a full line of products

Others

Types of Collaboration

Joint ventures
Licensing
Sub-contracting

Franchising

23 (53%)
8 (18%)
6 (14%)
4 (10%)

2(5%)

17 (40%)
11 (25%)
7 (15%)
5(12%)

3 (8%)

27 (63%)
11 (25%)
4 (10%)

1 2%)
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Reasons To Enter Foreign

Collaborations
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Figure 5
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Selection Criteria of a Foreign Partner

Complete range Others Previous
of products 8% business
12% relations

40%

Partner has
required
technolgy
15%

Reputation in
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25%

Figure 6
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R & D Infrastructure (Fig. 7)

Separate and complete R&D Department
Partly R&D

No R&D

Percentage of Foreign Equity

20-29%
30-39%
40-49%
50-59%
60-69 %

70-79%

17 (40%)
11 25%)

15 35%)

12.3%)
2 (4.6%)
9 (21%)
10 (23.26%)
13 (30.23%)

8 (18.6%)
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R&D Infrastructre of 43 Companies
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CHAPTER §

Data Analysis

Data analysis is an ongoing cyclical integrated into all phases of qualitative research (Mcmillon

& Sc-uramachar, J). Bodgen and Bilken (1982) argued that:

Data analysis invoives working with the data, organizing them, b.eaking them into
manageable units, synthesizing, searching for patterns, discovering what is important and
what is to be learred, and deciding what you will tell others.

The data collected and sumimarized, revealed that there a numerous criteria and rationale used
by companies in determining why to enter into collaboration, how they will be normally form
a collaboraticn, and what benefits they gain by forming a collavoration. The data used in the

analysis was obtained all involved in the international collaboration process.

Types of Collaborations

in Pakistan most of the collaborativns are in the form of licensing, franchising, joint ventures,

and subcontracting.
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Out of 43 collaborations studied, 11 (25%) are licensing ollaborations, 1 (2%) in franchising
collaboration, 7 (63%) in joint venture collaboration, and 4 (10%) in sub-contracting

collaboration.

The companies surveyed were found optimistic about the success of foreign collaborations. As
many as 37 (86%) companies indicated that they have a successful collaboration from the point
of view of achieving their objectives. Further, they pointed out they beuefited from the
association of their partner in terms of exposure to international business practices and

improvement in know-how of their work force.

A main problem encountered by the unsuccessful collaboration was low quality of the imported

technology. One automobile company blamed old technology as the main reason.

“"Licensing" approach is especially helpful to smaller firm that lack the rinancial and managerial
resources. Smaller companies enjoy less burcaucracy and are thus capable of moving through
R&D faster. Because of their small size, however, they are often unable to produce and market
on a scale large enough to recover R&D costs. Licensing is a way for such firms to increase

their returns on R&D.

A primary disadvantage of licensing is loss of control and accountability. Once a contract has
been signed, the local operator controls the manufacturing, marketing, and distribution of the

product. "It is very hard to control what hanpens to your product”. This fear keeps many firms
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away from entering into cooperative contractual relationships. Similarly, the licenser usually
does not have authority to determine the volume of production or the marketing strategy used.
Furthermore, the brand or company name may also suffer because of poor production quality

by the licensee.

A highly marketing-oriented European transnational corporation with a licensing agreement with
a former distributor in Pakistan to manufacture detergents, soaps and toothpaste encountered
major differences in marketing policies and programmes with its partners. The transnational
corporation insisted upon controlling product specifications, pricing decisions, advertising and
trademas~. and brand names in all aspects of marketing. The Pakistani partner, on thie other
hand, wanted to limit advertising and other promotion, to have responsibility for pricing, to
place less emphasis upon brand acceptance and strove to emphasize its contracts with distributors
and knowledge of the cultural environment in marketing. Seeing a limited market of the higher-
income consumers, the Pakistani firm felt that the licensing should emphasize higher prices and
limited volume of sales. On the other hand the European transnational corporation strove to
market more differentiated products to various segments of middle- and higher income
consumers, and wanted to place major emphasis on its type of aggressive promotion and brand

management. The disagreements on marketing, which were crucial, paralysed the operation.

These agreements, however, typically requirc complex and detailed negotiations betore con
are actually signed. Once the agreement is signed, compliance is often difficult to monitor and

enforce.



Licensing is also not beneficial when strong links exist between research and marketing, such
as in automobile and telecommunication industries. In these instances, firms would be iikely
to profit from strategic alliance with the prospective licensee, so that product development and

marketing can incorporate local market features.

Strategic alliances are also optimal when research is focused on technologies that are not easily
licensed. When technology is rapidly changing, Pakistani firms may find it necessary to transfer
the technology into marketable products as quickly as possible to maximize expected profits
before the product’s technology becomes obsolete. A firm often accomplished this by licensing
the production and marketing of the technology or product to companies in several different
markets. When the technology is not easily licensed, cooperation with Western firms in its
development may be more effective because partners could cooperate in the production and
marketing of the product without needing to develop complicated licensing agreements with other

businesses.

Another method of engaging in cooperative business relationship with foreign firm is
“franchising". Franchising is a variation of the licensing in which the franchiser licenscs an
entire business system or service to an independent franchisee. The franchising method of
operating in the globai marketplace is most prominent in the services industries especially in fast
food. Traditionally, U.S. brand names such as Coca Cola, Pepsi Cola are common in Pakistair.
International franchising is not well suited for all business activities because it is primarily

geared to service and consumer-oriented business. Franchising does not well operate well in
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high-technology industries or in manufacturing generally. Another disadvantages with
franchising abroad is similar to licensing- the loss of control once the franchising agreement is
signed. Pepsi worries about the varying quality of its product. Franchising is predominantly

a U.S. marketing strategy and thus may not be suited to all cultures.

Most of the collaboration in Pakistan are in the form of Joint ventures. Joint ventures are
usually result in the formation of separate corporate entity jointly run under a different name.
Most joint ventures are governed by a board representing the contributing partners. The legal
form of the new organisation may be a contract, a corporation, an unincorporated association
or another legal entity. Joint ventures in Pakistan take a variety of forms. Often the motives
for a Joint venture are not primarily monetary but instead involve learning, market entry,
acquisition of capital or technology, and the facilitation of regulatory dealings. In some cases,
Joint ventures are simply transitional arrangements, associated with the gradual spinning off an
existing plant to a new owner. Many joint ventures last only a limited time does not necessarily
mean that they have failed in their purpose. The original intent on the part of the partners may

have been to deal with temporary market condition or a product with limited life.

Joint ventures are typically used for one particular activity; the synergies developed are
exhausted over a finite time period. As a result, the venture is subsequently dissolved or it may
be discontinued by one partner buying out the other. One of the major failure of joint venture
in Pakistan is observed in fulfilling specific requirement of the borrowing enterprises has been

in the area of adapting borrowed technology to suit local conditions. The concept has been
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condemned on the ground that it seeks to promote outdated production processes and use of
inefficient machinery. In fact the expectation from adaption of technology is quite the contrary.
Pakistan associates actually want that new technology would be transferred; but that at the same
time it would be :aade less expensive and less dependent on intricate requirements for
maintenance and reuiacement. There are other areas in which technology can be simplified and
the capital equipruent made less expensive. However, joint ventures seem to ignore such

requirements.

It has also been complained that foreign firms with only arrangements for technical cooperation
would not seriously consider proposals to carry out substantial changes in the layout of
technology. According to this argument, if foreign firms participate in the equity of a joint
venture, they would have greater incentives for carrying out major changes in response to local
conditions. This generalisation is again too sweeping and requires modification in the context
of the specific nature of the industrial activity being carried out and scheme of its operation.
The truth is that all the disabilities appear to be concentrated against smaller firms. Whether
they operate through technical agreement or have direct participation, they appear to be a
disadvantage in their quest for adapted and/or adopted technology. On the other hand, the larger
firms, even when they depend on agreements for technical cooperation, can use their own

resources to experiment with advantage.

No doubt, a large firm with equity participation from abroad will engage much seriously in

research and development to bring about the desired changes. But the critical question that
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remains unanswered is: what help did it receive from its partner in the joint venture? By their
nature, joint ventures are often unstable and difficult to manage, being most useful during
periods of transition. Observation of the current management practices suggests ambivalence
concerning the use of this strategy, which involves sharing both capital and risk. Thus, because
of the unique nature of the cooperation when equity investments are involved, decisions to

engage in joint ventures are based onr different criteria than are strategic alhances.

Strategic alliances are anything but easy. They require extreme clarity in regards to objectives,
strategies, policies, relationships, and people. They create a heavy demand on management time
and effort and require both partners to be tolerant of ambiguities. This ensures that the
participating companies maintain a reasonable and effective degree of cooperation and

commitment throughout the life of the agreement.

Adequate safeguards from the government of Pakistan are also necessary to ensure thai strategic
alliance is being implemented. Some small industries of Pakistan are also engage in cooperative
contractual business relationships with foreign firms through sub-contracting. The important
role of small industrics in the national economy of Pakistan has already been recognized. It is
estimated that the average contribution of small industries to the GDP is about 4.7 percent. It
is also estimated that about 80,000 small industrial units provide employment to over 2.2 million

workers, which works out to 75 percent of the entire industrial labour force of the country.

Surgical Instruments Industries comes in the category of small industries. This industry needs
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concerted efforts for upgrading the general and technical know-how of the manufactures. In this
industry, very few collaboration in the form of sub-contracting are in operation but their
performances are not satisfactory. Surgical instrument industry can capture the world market.
Pakistan and Germany are the only two major suppliers of surgical instruments in the world.
The market is so wide and regional location of both countries is so different that each can
expand its own market without disturbing the other. In any case, Pakistan has certain advantage
over Germany in terms of cheap labour, 100-years experience, and established global reputation.
Korea, France, Hungary, Poland and England are also in the ficld but their exports are
negligible. In terms of cheap labour, 100-year old localized skills, suitable monetary and fiscal
incentives, and world-wide reputation, Pakistan has all those text book advantages which are
associated with localization of industries. However, technelogical and managernial inadequacics,
with reference to fastly changing global medical requirements, stand in the way of Pakistani
exporters capturing the entire world market. Export of surgical instruments accounted for only
1.4 percent of Pakistan’s total export in 1990-91 but during the decades 1980-90 they increased
at an average annual rate of over 22%. This growth continues unabated. However, the industry
presently consists of about 400 small and medium labour intensive production units, providing

jobs to over 40,000 workers.

The potential of surgical instruments industry, an earner of sizeable foreign exchange, needs to
be fully explored. For this purpose constant efforts are required to improve international
competitiveness in terms of quality, range of products, and favourable trade agreements with

foreign countries.
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For qualitative improvements modern techniques of production need to be introduced on a wider
scale. At present the emphasis is on the production of metal instruments and equipment of
traditional styles. There is an urgent need for research and advancement in the production of
electro-medical apparatus of high quality. Advanced countries have prescribed specific standards
of importing surgical instruments. For example, Medical Devices Act (1990) of the U.S.A.
prohibits the import of surgical goods which do not confirm the standard laid down by it.
Principal advantages of subcontracting from foreigner point of view that Pakistani suppliers often
offer less expensive and less restrictive work rules, as well as lower land and fzcility costs, than

foreign suppliers or in-house sources.

A fundamental disadvantage with subcontracting is the potential loss in flexibility and control
that results when a firm eliminates its production capacity through a contract with another firm.

This has been the complaint of makers of surgical instruments.

Performance of the Industries in the Research and Development Sector.

Pakistani industries lack of research and development programs. Only 17 (40%) companies
surveyed have a separate and complete R&D department. 11 (25%) have partly R&D section
(R&D activities are carried out on line or by developm.at team working on the shop floor). 15
(35%) companies reported that they do not undertake any R&D (Fig. 7). The major R&D

activities performed by the industries arc
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I) Process development

1I) Product development

III)  Time and motion study

V) Quality improvement

V) Design and testing

VI)  Modification of the imported technology to suit local needs and
conditions

VII)  Alternative of raw materials

IX) Waste reduction

The Pakistani companies are found to rely more on their partners for design and drawings. The
survey shows a lack of interest of the companies in developing new products or processes. the
companies that have good interaction with their collaborators tend to spend less on R&D. They
maintain that in case of any problem they can fall back on their collaborator. They are confident
that their in-house R&D department and their well trained work force to take care of the day to
day problems. Chief executives officer of one of the chemical industries points out that the
Pakistani market has been price conscious but not quality conscious. Investments in R&D result
in an increase in product price which may lead to a decline in market share. Supply of goods
and services has been much less than the demand. Companies have enjoyed monopoly in certain
sectors where there has been no competition and the need for the better quality of products has
never been realized. Since the Pakistani customers had no choice in their purchases, it was a

sellers’ market.
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Managing Directors of five public sectors complain that R&D programs run for years without
producing useful results. R&D department have been overstaffed. They feel that government
institutions must develop a more market oriented attitude. Universities and other technical
education institutes are not playing an important role in this field. Commonly cited problem is
the iack of communication between the industries and the universities. The industry sector feels
that the universities are too theoretically inclined to solve practical problems. They also feel that
these educational institutions have failed to upgrade themselves with the changing industrial
scenario, and that they suffer from undue bureaucratic control and red-tape. They agree that the

universities should provide more practical training.

Today the time between the creation of new knowledge and its practical application is shrinking
rapidly. Universities of developed countries are consequently playing an increasingly direct role
in shaping the ideas industry turns into new goods. Business-university alliances in Pakistan may
be organized several ways: university group research, individual projects, and shared facilities.
Sharing cosily equipment with universities, or working in their laboratories, makes it possible
to conduct experiments that would otherwise be out of reach. Shared learning through contacts
with faculty researchers can be an important additional benefit. Business sponsorship can
provide income, equipment, employment opport.. ities for students, consulting opportunities, and
a keener awareness of applications for faculty. Industrial projects also give students a valuable
glimpse of the world of business. Business-university alliances work best when people on both
sides believe they are getting good value. In Pakistan, university links can be valuable

regardiess of companies size.

93



Factors Influencing Collaborations

There is a varieiy of factors influencing the Pakistani companies to enter inio a foreign

collaboration.

FACTOR # 1 Dangers of Equity

This is very significant factor affecting the collaboration process. 63 percent (27) respondents
are willing to have a collaboration with more than S0% share. The results of a survey
substantiates that both ~arties are unwilling to have their foreign associate intervening in matters
of the use of know-how supplied or the management of the jointly owned entity. Both parties
want more than 50 % equity because it ensures majority position and control over personnel,
brand decisions, and investment choices. A number of joint venture negotiations were actually

broken of because no agreement could be reached on this sensitive problem.

This kind of difficulty arose for instance in the negotiations between the government and foreign
companies for a large chemical project. It was argued that government would have 51 percent

of the capital, and the foreign corporation would share remaining 49 percent.

Although agreement had been reached on many points, the negotiations ultimately failed to reach
any satisfactory conclusion. Although the government and the foreign investors all had valid
reasons for their firmness, it seems fair to say that, with little more flexibility from both sides,

an acceptable compromise might i..ve been formed.
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This need for control is deeply rooted. The tradition of Western capitalism lies behind it, a
tradition that has long taught managers the dangerously incorrect arithmetic that equates 51%
with 100% and 49% with 0%. Fifty one percent buys you full iegal control, a control of

activities.

An emphasis on control through equity, however, immediately poisons the relationship. Equity

by itself is not the problem in building successful alliance.

Chief executives devote more time screening potential partners in financial terms than to
managing the partnership in human terms. They worry more about controlling the relationship
than about nurturing it. They fail to develop their company’s collaborative advantage and

thereby neglect resource.

Good partnerships don’t work on the basis of ownership or control. It takes effort and
commitment and enthusiasm from both sides. This is a misconception of Pakistani managers that
total control increases chances of success. Companies that have enjoyed successful ventures for
years can have things quickly go sour when they move to a literal, equity- and contract- based
mode of ownership. Pakistani managers should realize that as the relationship between partners
deepens and as mutual trust and confidence build, there may come a poiat when it no longer
makes sense to remain two separate entities. The lesson of more than 50 %equity is painful:
having control does not necessarily mean a better managed company. You cannot manage a

company which based through control. In fact, control is the last resort. It’s what you fall back
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on everything else fails and you're willing to risk the demoralization of workers and managers.

In Pakistan most of the collaborations are in the form of joint ventures. Joint ventures may also
work, but there are two obstacles to success. First, there is a contract, and contracts-even at
their best-can only reflect an understanding of costs and markets and technologies at the moment
companies sign them. When things change, as they always do, the partners don’t really try to
compromise and adjust. They look to the contract and start pointing fingers. After all,

managers are human. They are sweet on their own companies and tolerant of their own mistake.

The second problem with joint ventures is that parent companies behave as parents everywhere

often do. They don’t give their children the breathing space-or the time-they need do grow.

This is not to say that joint ventures cannot work. Many work quite well. But Fifty-fifty
partnership has the highest rate of success, so it will be beneficial for both the parties to form
collaboration/venture based on strategic alliance on 50-50 basis. A 50-50 strategic alliance
creates a spirit of partnership. It gives both firms the opportunity to affect all decisions equally.
It presses parents to overcome any problems by working together.  50-50 is not so much a
magic number as it is an attitude about cooperation. Unlike lead parent arrangements, where
operating decisions don’t get to the board, parents of 50-50 must agree on the significant issues.

This puts a premium on mutual understanding.

A 50-50 board must provide clear and consistent signals to management. Consensus decision-
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making and taking care of each other’s need are esseatial here. Other important practices hinge

on strategic alliance starting and operating conditions and on the need to build a strong

organizatiori.

It is essential that all significant parent influence on a 50-50 strategic alliance be visible. Avoid
any attempt to convey hidden signals. Otherwise trust and open communications are violated.
Although 50-50 collaborations do not exist in Pakistan, some officials are in the opinion that
equality would lend a special feeling of partnership to the parties. Strategic alliances that are
not fifty-fifty can, of course, succeed. One way to boost the odds of success is to realize that

the alliance is a win-win situation rather than a zero-sum game.

An alliance is a lot like a marriage. There may be no formal contract. There is no buying and
selling of equity. There are guidelines and expectations. The basic concept behind strategic

alliances is synergy. By joining together, partners are able to accomplish more than they could

separately.

Alliances that both partners ultimately deem successful involve collaboration rather than mere
exchange. Strategic alliance cannot be controlled by formal systems but require a interpersonal
connections and interna! infrastructures. We should not take a narrow, opportunistic view of

relationships, evaluating them as barely tolerable alternatives to outright acquisitions.

In some cases it is also observed that Western companies neglect the political, cultural,
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organizational, and human aspects of the partnership. Strategic alliance relationship is mere than

just the deal.

FACTOR #2 Government Objectives and Policies Towards Collaboration

One major goal of the government in promoting foreign-collaboration is the potential substitution
of imports by local production. Of course, there are other objectives such as transfer of
technical and managerial know-how. The trade and industrial policies of Pakistan are an

important factor affecting international business ventures.

Law and order, political stability and consistency in economic policies are critical factors when

it comes to investment related decisions. Pakistan scores rather poorly on all these accounts.

Investors also find it difficult to operate in a system in which policies and tariff structures
undergo frequent changes. According to the one CEO, the government changed the import duty
on sugar five times during 1991 alone. During the same period, the export duty on cotion yarn

was modified on six occasions.

In 1992-93 budget, the government has levied a 12.5 per cent sales tax on all raw materials used
by industries set up in the industrial estate in Hattar, near Islamabad (capital of Pakistan).
Previously this was a tax concession to attract investment in the area. Subsequently, a polyester
manufacturing plant with a production capacity of 50,000 tons per annum was sct up in Hattar

with Japanese collaboration.
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The message ir. all this for potential foreign investors cannot be encouraging. Pakistan is not the
only country desperately seeking investments from the main industrial economies-the aim being
to raise the rate of growth of the manufacturing sector and to expand the base of trained and
skilled manpower. In the global business environment of today, a host of countries are falling

over each other to attract foreign investment.

Furthermore, additional inflows of capital, even from existing enterprises, depena upon the

general environment for investment,

Investment laws, policy consistency, perceptions of political stability, the law and order situation
and the social and cultural values of society all play their parts in determining the investment
climate in any particular country. This environment, however, is also influenced by the mode
of operation of multiple official agencies and the extortionist tendencies of its employees. In
Pakistan, these include the difficulties encountered by industrialists in the income tax office and
the problems faced in getting No Objection Certificates from the government agencies to gain
access to infrastructure. Then there are the cumbersome and at times infuriating dealings with
labour inspectors, power supply linesman, and the staff of the municipality. Most foreigners

find these demands distasteful.

Foreign investors have often complained about the complexity of procedures and "red tape” in

Pakistan that impedc the rapid realization of the project.
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The government of Pakistan should encourage participation of foreign company in all the fields
of economy. The policy of government should be very clear. Pakistan should give to foreign
investors all legitimate facilities and assurance and expect that foreign firms will participate in

Pakistan endeavour to make the country self sufficient in all fields.

Strategic alliances between companies of different nations provide opportunities to deal with
what ever country has the more favourable governmental environment. Goods can be

manufactured in the country with the lowest taxes, regulatory restraints, or labor costs.

Foreign investors have so many options these days that they don’t want to put their money into

any country without a proper assessment to the domestic situation.

FACTOR # 3 Mutual Trust and Commitment
Lack of trust and mutual understanding have been reported by nine companies. Strong
commitment and trust by both parties are essential for the success of the venture. There are

major complaints on both sides.

The essential elements of success for any venture is "trust” which is missing from the nine
collaborations operating in Pakistan. Pakistani partners usually believed that (1) foreign
company is thinking only of selling its equipment, and want to take home money they have
invested in the collaboration by making handsome profits on sale of technology. (2) foreigners

normally send people who are somehow useless in their headquarters companies. They don’t
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send their best or even their good people. (3) foreigners think that we have only money and
nothing else to contribute to the collaboration. (4) foreigners consider the profits of the parent

company to be more important than the proiits of collaboration.

The foreigner on the other hand thought that (1) from beginning, the lack of trust between the
partners make things difficult to operate. (2) Pakistani somehow don’t trust us. (3) to create
mutual trust, both sides should prove to each other that the success of the collaboration will be
mutual interest. (4) some Pakistani believe that they should watch for foreigners because they

are here to make fast money.

In summary, the existence of such internal and external variables in collaboration companies
create human relation problems. It is magnitude of such problems that creates conflict, resulting

in mistrust, and thus failure of collaborations.

The CEO of one automobile industry complained that old technology was provided for the
manufacture of automobile. There is lack of trust between both the parties. It is also observed
that Pakistani parties are afraid when they form collaboration from single party and there are not

competitors, the Western parties take advantage of the situation and maximize profit.

The importance of trust is apparent in all relationships. During the evolution of the relationship,
the amount of trust rose and fell, reflecting the quality of climate of the relationship. Trust were

increased on the basis of personal reiationships, on the other hand, trust was worn down over
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time by the lack of internal support, and trust was destroyed by cultural differences when these
were not bridged successfully. Trust was also quickly destroyed when the partner’s trust was

misused.

The principal of trust is that the partners do not act strictly on the basis of their own short-term
self interest, but instead are considerate of their partner’s interests and position expecting the
same behaviour in return. Thereby, trust stabilizes relationships and helps avoid conflicts. A
high degree of trust has a positive effect on communication and increase the partnc:s’ tolerance
and flexibility. It also produces some unexpected benefits. Mistrust undermines communication

and cause the partners to "retreat into their shell”.

Of course it cannot be denied that human relations problems do contribute to the creation of
mistrust among parties. But this is not a phenomenon unique to collaborations. Human relations
problems exist in any partnership. Parties to any venture, even from the same country, might
possess different characters and cultures. In an international collaboration the magnitude of such
differences might be greater. The creation and protection of trust should occupy a premier spot

on management's list of concerns.

‘To be successful, a strategic alliance must operate on the principle of fair exchange. There must
value in the relationship for both the parties. A strategic alliance should not be established

unless there is a strong likelihood of cooperation and on-going two-way communications.



Commitment is necessary for success and is required at each step in the process. Commitment
is required to overcome initial uncertainties associated with a new country or partner. One
executive with a successful international corporation has stated : "Commitments is probably the

single most critical factor for successful entry into foreign markets”.

Commitment has also been characterised as a challenge. Commitment is built and becomes an

important value in a corporation.

FACTOR # 4 Transfer of Technology
A main problem encountered by the unsuccessful collaborations was the low quality of imported
iechnology. One automobiie company blamed that old technology was the main reason ( This

automobile company has lost money amounting of Rs. 507.10 million in 1992).

Pakistan has been importing technology for the last 47 years. Initially agriculture sector
received highest priority. Pakistan is a land of villages where 74 percent of the population
derives its livelihood, directly or indirectly from a traditional agriculture. In agriculture sector,
the poor state o affairs of Pakistan has as its root cause, the backward and inefficient technology
used by farmers. Traditional method of farming have been very inefficient. Majority of the
farmers have been using wooden ploughs for tilling the soil, indifferently selected seeds,

inadequate fertilizing and unscientific cultivation practices of past centuries.

Pakistan lacks modern technology needed for efficient utilization of resources. The modern
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technology is available to it through foreign companies but its cost is too high. Pakistan can not
afford to buy technology thats why most of the collaborations with foreign companies is to
access the technology. Particularly, the petroleum industry is capital intensive and technology
driven. The common impression about ’transfer of technology’ is that it is a fixed pool of
something that it can be packed and transported like a commodity. This is certainly impression
one gains from hearing Pakistani official. This gives an impression that are both dealing with
so many tons of some commodity. But technology is not in any sense a pool or sum of anything
finite in quantity or quality. It is being constantly changed and updated. It may involve

equipment and tools that can be transferred, but it is much more than this.

Technology is really a combination of factors that inciude all tools, equipment, processes and
patents. But it also involves a certain intangible additional input knowledge of an ability to
manipulate and use of those tools, equipment, or processes for the attainment of the specific
ends. This involves human development, a conditioning of the human mind to comprehend

certain techniques and relationships, how certain things work, and why or why not.

Oil industry planners in Pakistan are showing increasing interest in the formation of strategic
alliance for oil exploration and production. This is for a variety of reasons. First and foremost,
exploration for domestic oil is becoming more and more attractive in view of ever increasing
energy consumption and because there is excellent promise of finding more oil. Acquisition of
modemn technology is therefore needed for undertaking of exploration/development activities.

Secondly, it is necessary to build up the technological capability in the oil sector to control and
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manage scare oil resources. An effective program of transfer of technology from the developed

countries assumes a critical role in the light of these considerations.

About 877,000 square kilometres are in Pakistan consists of sedimentary basins (on shore:
611,000 sq.km, off shore: 216,000 sq.km). The recoverable oil and gas potential of this area
has been estimated 36-53 billions barrel of oil and 140-143 TCF of gas (Mahmood, 88). The
oil and gas discovered so far correspord to 'css than 1 percent of the gas potential of the
country. The relatively small sizes of oil and gas discoveries in relation to the estimated

resource potential are due to inadequate exploratory effort.

Foreign oil companies can play an important role in oil exploration/development activities in
Pakistan. There are currently 23 foreign oil companies operating in Pakistan under various
forms of contract. Although the predominant concern of these oil exploration contracts is
limited to matters such as distribution of exploration risks, division of profits and contro! of
production and physical oil, they do contain a provision for some amount to be spent on overseas
training of Pakistani professionals in various disciplines of petroleum technology. Such
provisions, however, do not provide enough motivation for both the parties. Thus, in the
absence of trust, motivation in the present circumstances, foreign oil companies seem to be

rather ineffective vehicles for transferring modern petroleum technology to Pakistan.

Pakistani firms cannot afford to acquire the resource and competence they need due to the lack

of financial resources. Frequently, the knowledge and assets that they seek cannot be purchased.
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In these situations, strategic alliances could be considered as a means of copying the
uncertainties and building strengths. Strategic alliance can be a means of utilizing a new
manufacturing process, a by-product, or a new capability. Strategic alliance could build internal
strengths by offering firms a window on promising technologies. To providing access of modern
technological information, strategic alliance could offer better opportunities for engineers to
exchange technical staff (a useful future of R&D) and could save firms costly and unnecessary

duplicate research and development efforts.

Strategic alliances are particularly appropriate where projects involve great uncertainties, costly
technological innovations, or high inforriaiion costs. Strategic alliances should not be a way to
hide weaknesses. Rather, if they are used prudently, strategic alliances can be a way of creating

internal strengths.

Strategic alliances have the advantage of minimizing the risks inherent in a fast-changing,
growing world economy. The nature of risk reciction in strategic alliances, however, is some-
what different from other firms of collaborations. This is because each partner is more closely

linked to the success of the venture.

FACTOR # 5 Absence of Management Principles
A major problem noted in the operation of collaboration is the absence of clearly spelled out
management principles. In most of the public joint ventures in Pakistan, the managers are

chosen on the basis of nominations by the shareholder countries based on personal trust, job



promotion and prior experience in national government work which may bear no relationships
to the present work. In one case, for example, a specialist in transport was selected to manage
an enterprise producing fertilizers. This method of selection applies not only to top
management at the board-of-directors level but also to the executive manager down to
department and section in charge. It was recognized that several types of conflicts might arise
due to the differences in management philosophies, styles, and practices brought in by the

partners from different countries.

Conflict arises when one of the partners does not fully subscribe to the profit maximization
objective and insists on achieving other objectives in the management of the joint venture. This
situation may be typified by joint ventures involving the public sector, the more so when it is
represented by managers who are seconded from civil service. Due to their background and
training these managers have different attitudes towards cosi-consciousness and efficiency from
those of the foreign partner. Such differences often result in disagreement within the

management team.

Conflicts within in the management tend to become more intense as the organisational structure
becomes more complex, especially so when the partners come from countries with distinctively

different economic, social, political and cultural systems.

It is observed that in some cases ventures do not use modern scientific management tools like

planning, budgeting, management of objectives, and so on which facilitated proper delineation
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of duties and an assessment of performance by matching results achieved against established
corporate goals. A senior executive mentioned that areas like project scheduling, monitoring
and feedback in which know-how was always weakest. But this is also the area in which
quickest and biggest gains as managerial know-how develops and effective centrols can be

established.

Pakistani managers were unanimous in noting that collaborations were harder to manage than
wholly owned business units. Since there was no need for firms to form collaborations if they
could do everything by themselves, and since firms would not use collaborations without
considerable incentives, it is reasonable to assume that firms used collaboration to expand their

competitive capabilities and create new strengths.

If managers are open to change, strategic alliances can be a way to build strengths through
innovation. Managerial practices could be modernized through strategic alliance with other
firm’s innovation information systems and administrative techniques. Partners could become
more flexible strategically, since strategic alliances could facilitate better information exchange
and could enhance communications, if they are managed effectively. Strategic alliances offer

an excellent method for training managers.

Effective management of strategic alliances will depend on trust, mutual respect, and a
willingness among partners to negotiate any dispute. A policy of open and enhanced

communications is necessary in order to air the perceived inequities that could develop within
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partner relationships.

FACTOR # 6 Infrastructure

One of the most significant drawback in industrial growth in Pakistan is lack of infrastructure.
The dramatic differences in energy , transportation, and telecommunication infrastructure among
countries at different levels of economic development. For example, whereas the United States
consumes 7,193 Kilograms of oil per capita and has 667 cars and 760 telephones per 1,000
people, the low-income LDCs consumes 314 Kilograms per capita and have four cars and five

telephones per thousand (Source: Comparative International Stastics, 1988).

Pakistan has very slow growth of facilities in the shape of water, power, telecommunication and
roads. It is reported by one manager of an electrical industry that lack of these facilities is a
major hinderance to industrial development of Pakistan and in this situation it is difficult to

convince foreign partners to invest in Pakistan.

One managing director of chemical industry complain that facilities are often lacking for
transportation, telecommunications, electrical, water waste disposal, and other utilities. Port
capacity is often inadequate, service inefficient, and charges high. Air cargo service is often

hampered by low frequency of flights.

The government of Pakistan should acknowledge the need for rapid and overall infrastructure

development. Foreign investors have so many options these days they don’t want to put their
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money into any country where they don't feel comfortable. Pakistan must create local

environment hospitable for foreign investors.

FACTOR # 7 Learning or Transfer of Skill

Seven executives mentioned that learning opportunities that collaboration in Pakistan can bring
are either not understood or poorly exploited by the Western partner. One executive pointed that
"when the workers in our collaboration suggested way to improve the productivity of our plant,

the Western partner just felt offended".

Other mentioned that our professionals cannot turn on a particular computer, or run a software
or explore a new feature in the software because the foreign partner under whom it works is on
vacation. Some professionals are afraid that doing even a minor operation will upset the delicate
balance under which these equipment operate and which can only be set and maintained by the
foreign partner. If even after years of expesure, people don’t have the self confidence to try a
new option in a sofiware or move a piece of hardware, where is the technology transfer?
However, even after many years of use, professionals seem to know only a cookbook, routine
approach. They are not encouraged or given freedom to experiment, discover, modify and

manipulate the technology.

It is also indicated that short overseas trips are taken by professionals each year to get training.

But, in the absence of clear objectives, these trips tend to degenerate into pleasure trips.
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The broader objectives of human development and confidence building can be achieved in a
foreign aid based technology program only if enough attention is paid to these objectives and
they are made an essential component of the program. A success story of achieving these
broader objectives is the cooperation between CIDA (Canadian International Development
Agency) and OGDC (Oil and Gas Development Corporation) in the development of human
resources . The success of the program is due to its emphasis on teaching students how to
transform latest concepts into useful and hands-on skills and letting them apply, adopt,
experiment and modify these skills for new situations on their own. This facility is likely to play

an important role in the development of indigenous technology base in Pakistan.

Strategic alliance is the opportunity for learning. By sharing information and know-how, the
stage is set for more learning than a single organization could achieve by itself. This process
ensures compliance in the coilaboration and builds a basic for further collaboration. However,
if the goal of strategic alliance is to learn, it may be necessary for top management to take more
directive role in specifying what is to be learned. If senior management does not create a clear

sense of mission, learning is unlikely to take place.

By clearly establishing learning as a fundamental goal of strategic alliance, senior management
can both spur and legitimize the efforts of employees to learn from their partners. The specific
learning goals senior management establishes for the alliance will determine the breadth and

depth of the partner knowledge activity sought by operatives.
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Managers from both partners must become teachers as well as learners. When managers accept
teaching and learning roles, they demonstrate interest and respect, which helps build the

goodwill that is so useful in smoothing over cultural and organizational differences.

Relationships usually require and often stimulate changes within the partners, changes that they
may not anticipate at the outset of the collaboration. When two companies place themselves in
intimate contact with each other through an alliance, it is almost inevitable that each wiil
compare itself with others. How do we measure up to our partner in the systems sophistication
or operational efficiency? What lessons can we learn from our partner? In fact, learning from

partners is part of realizing the full value of the relationship.

Joint learning occurs because group problem solving can lead to better solutions. As managers
from different organizations engage in joint problem solving, they are learning flexibility and
adaptive efficiencies. As their organizations problem solve together, they reduce the time it
takes to put a new product on the market. If the product fails, they may have time to correct

their mistakes.

The bulk of learning will take place not at the senior management level, but the operational

level.

FACTOR # 8 Conflict of Objectives

A senior executive of one of the largest enterprise in Pakistan complained that objectives of the



partaicrs are r.ot the same.

Bince each partner to a joint venture is itself a legal entity, it brings to the arrangements a
certain thought process and it seeks to achieve certain objectives. The plain fact of the matter

15 that objectives of the partrier may be no means coincide.

A ciilzboration is supposed to give benefits of some kind to all parties involved. These benefits
vary :n scope and nature, depending on parties involved. In some of the cases in Pakistan, the

objectives of various parties involved in collaborations are not common and may often be

conflicting.

In Pakistan, 22 families dominate the manufacturing activities which are not operated by
government enterprises and have become partners in some collaboration. Their objective was
expansion through diversification, but not necessarily growth in a given collaboration. Thus,
limited capacity and shortage of supply in the industries would only increase and prices and
result in higher prefits. They would rather gain monopoly in another industry through a new
collaboration than expand the capacity of existing ventures. They preferred a quick pay back

and profitability.

On the other hand, Pakistani partners offered the advantages of knowledge of local culture,

markets, government contracts, influence in the community.
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It is obvious that both parties have had enough reasons to get together and form a collaboration.
At the same time, there were enough potential elements of diversity in the objectives of the two

sides to create conflicts and build v mistrust in daily operations and decisions.

FACTOR # 9 Long Term Commitment
The collaboration partners often differ in the long-term objectives. The need for long term
commitment was acknowledged by almost 30 officials. They pointed out that, it builds trust and

confidence between the parties involved.

The Pakistani culture emphasis on patience and long-term focus can strongly influence the
approach of strategic alliances. Pakistani firms view collaborations as a long-term relationships

based on mutual trust.

It is also a general complaint that Western firms typically concentrate their best resources in
North America and Europe. Lack of commitment from Western partner is also a complaint

from Pakistani side.

Personal relationships also play an important role, Pakistani cultures place a great deal of

emphasis on the obligation and commitment to maintaining these personal relationships.

Pakistani participants are willing to form the strategic alliance and have a desire to see the

formation through on a long-term basis. Without this enthusiastic attitude, the strategic alliance
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is sure to fail. Trust and long-term commitment, not short-term gains are the heart and soul of

the solid strategic alliance.

Strategic alliances take a long time to develop because different corporate cultures must be
Jjoined to make one efficient organization. Pakistani partners should possess or be persuaded to
possess the attitude of team work and believe that long term benefits of the company are their
personal benefits as well. This could only be achieved by proper selection of the partners.

Long-term views about how best to gain profits can be quite different from short-term

perspectives.

FACTOR # 10 Flexibility

In five cases in collaborations in Pakistan, it is observed that there is lack of flexibility and

coordination.

Success in the cooperative management requires flexibility. Success ultimately depends on the

partners’ abilities to make adjustments their relationship as necessary.

Operating misfit c2n be overcome by making adjustments in the way both sides work together.
Unexpected changes will occur in any relationship. Success depends to a great extent, on the
partner’s flexibility to adapt to these changes and refocus and reposition the alliance when

necessary.
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Even though it is important to layout "rules and responsibilities” clearly, it is impossible to
foresee all constraints and opportunities. Business environments are often unpredictable. One
should be open to ancillary agreements that allow for wider roles and forms of interaction. For
example, a change in tax laws might make the original remuneration mechanisms less than
optimal for partners. Flexibility can be built in the strategic alliance from the beginning.

Fundamentally, flexibility is a managerial state of mind.

Flexibility is one of the main operaiional advantages of strategic alliances. This is particularly
true for firms unable to keep up with rapidly changing consumer preferences, but which seek

to meet customer demands.

Coordination is the quality of the relationship between human factors in a working system and
is often equated with cooperation. Cooperation includes both a behaviour component (willing

work together) and an attitude (absence of selfishness).
Cooperation is the quality of the relationship between human factors in a system consisting of
mutual understanding, shared goals and values, and an ability to work together on a common

task.

Being flexible means being willing to create flexible systems where people are given autonomy

to make economic decisions.
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FACTOR # 11 Interaction, Information and Communication

Four CEOs mentioned a lack of support from the collaborators, particularly when our engineers
tried to improve the technology to suit according to the local conditions. The communication
gap with the collaborator is often a major constraint. A variety of different communication
channels are in use in Pakistan like management committees, progress meetings, and board
meetings. It is important to design the communication with the partner according to the rationale
of the relationship. A liberal information policy is essential for keeping the partner informed
about unexpected difficulties, and thereby keeps up the goodwill. A high degree of
communication between the partners, open discussions of problems, and a good personal

understanding can help to reach this goal.

FACTOR # 12 Stability of Relationship

It is reported by six officials that the most common conflicts in the collaboration in Pakistan
occur over money : capital infusions, transfer pricing, licensing fees. The complexity of roles

each partner has with respect to other can make economic decisions difficult.

Usually only a few staff people are dedicated full-time to the relationship. Others are evaluated
on the performance of their primary responsibilities and therefore often neglect duties relating
to the collaboration. Collaboration managers, more concerned about their future in the parent
company that appointed them, often give priority to their own company’s events or executives

and subordinates than those of the partner.
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The effective management of relationships to build collaborative advantage requires managers

to be sensitive to political, cultural, organizational, and human issues.

FACTOR # 13 Culture Difference
Thirty two officials strongly disagree that cultural differences with their collaborators was ever

a problem.

Cultural similarities and similarities in organizational structures simplify and expedite the
transfer process. One of the major reasons for the high number of collaboration w 1 UK in the
initial years is the cultural similarity stemming from the long relationship between the two

countries.

A senior manager of electrical company indicated that it is more comfortable to work with the
collaborators who are supportive and have previous knowledge and understanding of the

prevailing situation in Pakistan.

FACTOR # 14 Participation

It was complained by four CEOs that the venture was not totally supported by all departments.
Employees in other department may not experience the same attraction as chief executives did.
Generally chief executives spent a lot of time together both informally and formally. Other

employees had not been in touch with one another.
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FACTOR # 1§ Management Structure
Decision-making and information flow are treated equally because the source of data and how

and who implements a decision can be as important as the decisions themselves.

In Pakistan, the organization management consists of seven levels. The following four
breakdown of management levels is recommended.
. Top Management. Board of directors such as CEO, Managing Director,
President.

o Upper Middie Management. Those of the Vice-Presidential level

responsible for sales, production, finance, etc.
. Middle Management. Department heads, Superintendents.

. Lower Management. Foreman and supervisors working at the first line

above the working force.

The critical management problem noted is the scarcity of high-calibre staff for senior positions
in some disciplines. The remedy includes: (a) periodic review of the salary package to make
it compelitive and attract and retain highly qualified and experienced staff. (b) external

development courses, seminars and conferences; and (c) on-the-job training.

FACTOR # 16 Identify Conflict Points
Conflicts can be better managed by spotting them ahead of time and figuring out how to handle

them. Plan for them, assess their seriousness, and take preventive measures.
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Most public ventures face competition from private sector, which pays salaries and wages and
grants numerous privileges that cannot be provided by public ventures. Five CEOs complain
that foreign personnel in collaborations receive higher salaries than Pakistani personnel; this
sometimes causes conflict. Efforts by Pakistan to narrow the gap in salaries between Pakistan

and foreigner personnel as far as possible are a desirable objective.

Many problem arise in Pakistan because the foreign partner's representative do not have enough
extended authority to make decisions locally. Too often the foreign representative have to go
back to their headquarters for approval of their decisions. Strategic alliance could run much

more efficiently if the foreign representative were given some more authority and autonomy.

Another problem in the collaboration’s operation is the behaviour of the top Pakistani managers
conveying to their local employees that they have not total confidence in their foreign partner.
It is up to the top managers to convey confidence, even they are really fighting each other in

the private.

FACTOR # 17 Inadequate Information

Pakistan lacks adequate information-gathering and informaticn disseminating infrastructure, as
reported by two managing directors and six managers. Good information on domestic and
foreign supply and demands, prices, availability of technology, financing, and government
regulations is often unavailable. Such domestic information sources as trade journals,

newspapers, radio and TV are restricted by lack of skilled research personnel.
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Although there existed a good number of collaborations in Pakistan, there had been very limited
exchanges of information on their operational experience. Even regional and international
agencies involved in promotion and research on collaborations had not been sufficiently engaged
in the dissemination of information. Such limited dissemination not only deprived the existing
ventures from learning from their respective successes and failures but also left potential

organizers and participants in collaborations without any guidance.

FACTOR # 18 Negotiations

The negotiation process used by Pakistani firms is often confusing to foreign partners. It is

reported by three CEOs and four managing directors.

In the West, negotiations generally follow a series of concise, logical steps until a successful
conclusion of the negotiation process is achieved. In contrast, in Pakistan, the negotiators want
1o review; in detail all the issues that may come out in the negotiations and thus take time out for

deliberation.

Strategic alliance negotiations should not solely be aimed at maximizing one’s own advantages.
Rather it should consider the long term benefit of all parties and make sure that the skills and
resources of each partners will be utilized more effectively. Undue restriction on the role of
either partner will reduce the partner’s enthusiasm and willingness to cooperate. Each partner
has to be aware of his dependency on the other partner’s good-will and cooperation and type of

knowledge and expertise, for the purpose of mutual success. To avoid later conflicts, the
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managerial authority and responsibilities over the day-to-day operations of the strategic alliance

to be clearly defined and assigned.

Since cooperative success is dependent on the contributions of both partners, only relationships
that benefit both parties work. Therefore, it is important for each side to be aware of its

partner’s interests.

To create straiegic fit, the negotiation process must produce a clear understanding of the
partner’s resources and interests. Only then can be the relationship be built on a solid
foundation. This understanding is developed in detailed and open discussions, and through the
avoidance of hidden agendas. The required degree of openness dictates that the partners are
convinced on the sincerity of their counterparts. Openness in the negotiation process requires

trust, but it also creates goodwill between the partners.

In summary, negotiations must lay a sound foundation for a cooperative relationship, by
establishing for a viable strategic alliance strategy on the basis of shared interests, by providing
a clear concept for implementation. This will give the cooperation a "running start" and

increase the likelihood of being able to keep it running smoothly.

FACTOR # 19 Staffing of Strategic alliances
Strategic alliances should be staffed with the best people available. It is reported by two

managing directors and three general managers that best people are not engaged in collaboration.

122



It is also complained that western firms typically concentrate their best resources in North
America and Europe. From the very early stages of strategic alliance, resources should be
pooled and differentiated. Management functions such as accounting, production and technology
are basically universal. Accordingly, leaving these fields without dispute to the foreign partners
should cause no problems. But sales method, labour relations, government contract are local
matters and it is in the interest of strategic alliance to put local managers in respective positions
as soon as possible. Only Pakistani can be expected to have the necessary knowledge of local
customs, laws, business practices and to be able to provide easier access to product and labor

markets.

Employees directly involved in an alliance should be experienced at working in a cooperative
atmosphere and must be dedicated to the advancement of the alliance. The employees of each
participant must be committed and loyal to the alliance, avoiding favouritism between the
participants. All employees must understand the alliance’s objectives and the vision that the

participants have for alliance.

Employees working in strategic alliance relationships must have personality characteristics
include the following: honesty and forthrightness, sensitivity to the needs and cultures of others,
team member, loyalty, innovativeness, patience, adaptability to changing situations,

cooperativeness, commitment, and openness.

Strategic alliances must be staffed with people who can be open and honest with one another.
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Employees must be able to discuss problems without hiding anything. People who actively work

in strategic alliance relationship must be able to work with others.
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CHAPTER 6

Conclusions / Recommendations

Fundamental changes are occurring in the very nature of business enterprise. As the intensity
of global competition increases, many companies are forced to reevaluate their niche in the
world market place. One of the most striking examples of the global market-place has been
described by the George Shultz, former U.S. secretary of state. He tells of a shipping label on
integrated circuits made by a U.S. firm that read: "Made in one or more of the following
countries: Korea, Heng Kong, Malaysia, Singapore, Taiwan, Thailand, Indonesia, Mexico,

Philippines. The exact country of origin is unknown".

The rapid changes in the international economy offer both threat and opportunity, the Pakistani
firm is forced to review its strengths and weaknesses and to rethink its long-term strategy.
Streaming, down sizing, accelerating development, and organizational restructuring are often

responses to foreign competition.

Pakistan is engaged in a massive programme of the growth, aimed at raising living standards and

Lreaking out of the shell of poverty and under-privilege. The achievement of better society
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obviously necessitates a very substantive programme of investments and this calls for investment
funds. Pakistan seeks to raise funds through taxation and through borrowing domestically and
abroad, but these sources have their limitations and consequently Pakistan is forced to undertake
the very difficult task of selecting investment priorities. What are the options open to Pakistan?

An option has now emerged, namely the creation of strategic alliance.

Because Pakistan is not self sufficient with know-how, there is often a need to import know-
how. Strategic alliances are an important vehicle for the sharing of know-how . This sharing,
however, has so far been almost entirely between the developed and developing countries largely
due to the fact that knowledge was available from the developed countries only. The future
development of industries in Pakistan must be based on indigenous technology as far as possiblc.
In order to promote technological self reliance, the government recognises the necessity for
continued inflow of know-how, where Pakistan skills and technology are not adequately
developed. Today’s product rely on so many different critical technologies that most Pakistani

compznies can no longer maintain cutting-edge sophistication all of them.

Even more complex is the need which Pakistan has for acquiring, absorbing and adapting
modern technology. Without this there is little hope of development. Pakistan prefer this

method, but there are dangers involved.

Firstly, one-time purchase of technology leaves Pakistan at a particular stage of development anc

we must recognise the brutal fact that technology is advancing so fast that what was purchased
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yesterday could be out-moded today. The fast rate of generation of scientific and technological
knowledge has led the high rate of obsolescence of processes, techniques and technologies.

What is a revolutionary innovation today becomes a museum piece in a span of a decade or so.

Secondly, the sellers of technology having no direct involvement in the production process, may

not necessarily be interested in the success of the venture.

Thirdly, they are not committed to the transfer process and the success of venture. The strategy
of the strategic alliances as a channel for transferring technology has in this context considerable

merits.

The investment opportunities in the form of strategic alliance for Western firm in all the fields
specially in the power sector are very lucrative. Presently, Pakistan is suffering from an acute
power crisis. The total installed capacity is 8312 MW out of which hydro generating capacity
is nearly 3000 MW and the remaining capacity is thermal. The main reason for the chronic
shortage in power supply is lack of financial resources for thermal power generation. Despite
the fact that the large allocations were made for power sector projects at the cost of health,
education and communication sectors, the actual outlays have never been enough to meet the
requirements.  More than 50 percent of Pakistan national budget is earmarked to energy
development programs and about 25 percent of our total foreign exchange earnings are cor.-umed
in oil imports. On the other side, the country’s power shortage is normally in that vicinity of

10-15 percent of the pcak generating capacity which res"s in load shedding and national
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economy suffers. Pakistan suffers a loss of US$50 million per day because of load shedding

(Leghari, 1994).

The energy consumption growth rate in Pakistan is more than 10 percent per annum which is
a healthy sign as regards national development but it is very difficult to sustain such as high

growth rate because of cunstraints and impediments.

Cheap labor is the greatest myth about Pakistan. True, the minimum wage is less than SO Cents
(US) per hour. It is not true that Pakistani workers are uniformly unskilled and incapable of
producing high quality goods. Foreign companies should hire and train the young workers.

Cuality of the product will be high if they invest in training and equipment.

The quality of Pakistani managers is not consistent. Small and medium sized businesses tend
to be run by owner-operators, many of whom are neither sophisticated nor progressive . They
have no formal business training and provide their workers little training and equipment- offering
the minimum wage and poor working conditions in returns. By contrast, there is a small elite
core of Pakistani managers, usually in the large companies. These are men and women that hold

a good university degree, have studied at the best business school around the world.

Strategic alliances must be seen as a co-operative efforts. If an strategic alliance cannot be seen

in this light, then the venture is doomed.
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Strategic alliances are a way for firms to acquire strengths and resources that they lack.

Successful strategic alliances are made, not born. Like any relationship, it must be worked at

to realize its full potential.

The success of a strategic alliance depends on a wide variety of factors. Through an extensive
study with 43 foreign collaborations, the research identifies the following major factors that

influence the cross-border alliances. These factors are:
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Danger of Equity

Literature Survey

Field Survey

Comments

Control of ownership is
very significant factor
effecting the collaboration
process. An emphasis on
control through equity is
poison for the relationship
(Austin, 1990; Blecke &
Ermnst, 1991).

27 (63%) respondents want
a collaboration more than
50% share, because it
ensures majority position
and control.

This is very critical issue
influencing the success of
the collaboration. This is
the misconception of
Pakistani managers that
total control increases
chances of success. Good
partnerships don't work on
the basis of ownership or
control. The potential for
such conflict is universal
and constant. Where
appropriate measures to
prevent or reduce such
conflicts were undertaken,
enterprises have usually
done well in achieving their
objectives.

Participation

Literature Survey

Field Survey

Comments

Employees of both the
partners must buy-in and
commit to the formation of
the alliance (Badger, 1992).

Four execuitives complained
that ventures are not totally
supported by all
departments.

Alliances are not always
totally supported by all
levels. All management
levels must buy-in and
commit to the formation of
alliance. Firms normally
form an alliance with the
support of top-level
management like CEQs.
This docs not automatically
mean that the entire
employee body from each
company is behind the
strategic alliance.
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Objectives of the partners

Literature Survey

Field Survey

Comments

The success of the
collaboration depends on
harmonizing the interests of
both the partners. Know-
how suppliers want
profitable operations and
applications to enhance
their corporate goals
whereas owners want to
expand their markets to
increase their sales volume
{(Derakhshani, 1984).

The main objectives are: i)
To access technology
(53%). ii) To enter market
(18%). iii) To improve the
existing production line
(14%). To share risk
(10%).

In some cases, the
objectives of various parties
involved in collaboraticns
are not common and may
often be conflicting.

Today's product rely on so
many different critical
technologies that most
Pakistani companies can no
longer maintain cutting-
edge sophistication all of
them. Pakistan prefer to
buy the technology but
there are danger involved.
Firstly, one-time purchase
of technology leaves
Pakistan at a particular
stage of development and
Pakistan must recognise the
brutal fact that technology
is advancing so fast that
what was purchased
yesterday could be out-
moded today. Secondly, the
sellers of technology having
no direct involvement in the
production process, may
not necessatily be interested
in the success of the
venture. Thirdly, they are
not committed to the
transfer process and the
success of venture.

The partners must have a
common goal and share the
same vision of strategic
alliance. This purpose and
vision are the basis oi the
relationship and are
typically documented in a
memorandum of
understanding.
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Government Policies

Literature Survey

Field Survey

Comments

Law and order, political
stability and consistency in
I economic policies are
critical factors when it
comes to investment
decisions (Kardar, 1992).

The Government changed
the import duty on sugar
five times during 1991
alone. During the same
period, the export duty on
cotton yarn was modified on
six occasions. The
government has levied a
12.5% sales tax on raw
materials used by industries
set up in the some industrial
estate, until 1992-93 budget,
this tax had been conceded
to attract investment in the
area.

Foreign partners have
complained about the
complexity of procedures
and "red tape" that impede
the rapid realization of the
project.

Foreign investors find it
difficult to operate in a
system in which policies
and tariff structures
undergo frequent changes.
This message cannot be
encouraging for foreign
investors.

The policy of government
should be very clear.
Pakistan should give to
foreign partners all
legitimate facilities and
assurance and expect that
foreign firms will
participate in Pakistan
endeavour to make the
country self sufficient in all
the field.

Management Structure

Literature Survey

Field Survey

Comments

The wide inter firm
diversity in management
styles, organizational
structures, and other
operational-level variables
exists across firms from
different parts of the world
(Parkhe, 1991).

The organization
management consists of
seven levels.

Although it is difficult to
draw a line between levels
but four management levels
is better for organizations
The four breakdown of
management levels is as (i)
Top management (ii) Upper
Middle Management (iii)
Middle Management (iv)
Lower Management.




Inadequate Information

Literature Survey

Field Survey

Comments

Pakistan lacks adequate
information-gathering and
information dissemination
infrastructure. Good
information on domestic and
foreign supply and
demands, prices, availability
of technology, financing and
government regulations is
often unavailable.

Although there existed a
good number of
collaborations in Pakistan,
there had been very limited
exchanges of information
on their operational
experience. Even regional
and international agencies
involved in promotion and
research on collaborations
had not been sufficiently
engaged in the
dissemination of
information. Such limited
dissemination not only
deprived the existing
ventures from learning
from their respective
successes and failures but
also left potential
organizers and participants
in collaborations without
any guidance.

The pamphlet"Guidelines
for opportunities for foreign
investors” should be
available free of charge in
all Pakistani Consulates.

lack of infrastructure such
as transport,
telecommunication impedes
the collaboration process
(Austin, 1990).

growth of facilities in the
shape of water, power,
telecommunication,
electrical, water waste
disposal, and other utilities.

Infrastructure
Literature Survey Field Survey Comments
In less developed countries, | Pakistan has very slow Pakistan should

acknowledge the rapid and
overall infrastructure
development. Pakistan
must create a local
environment that is
hospitable for foreign
investors.
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Mutual Trust and Commitment

Literature Survey

Field Survey Comments

Asian firms view alliances
as a long-term commitment
based on mutual trust which
takes many years to develop
(Truckeret, 1991).

Lack of trust and mutual
understanding have been
reported by 9 companies.

The Pakistani culture
emphasis on patience and
long-term focus strongly
can influence the approach
of strategic alliances.
Pakistani cultures place a
great deal of emphasis on
the obligation and
commitment to maintaining
the relationship. Pakistani
cultures place great value
on family bonding,
conformity, acceptance of
the group consciousness,
and most importantly,
patience. In the strategic
alliance, these values
translate into a focus on
long-term gain over short-
term profit.

Trust and long-term-
commitment are the hecart
and soul of a strategic
alliance. Strategic alliances
should be formed on the
basis of trust. The partners
must demonstrate their
ability to be trusted.

Trust is fundamentally a
question of feelings. More
trust is built via the
exchange of information
and the inter dependencies
that this creates.
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Staffing

Literature Survey

Field Survey

Comments

Alliances should be staffed
with the best people
available (Badger, 1992).

Collaborations are not
always staffed with the best
people. It is reported that
Western firms typically
concentrate their best
resources in North America
and Europe.

Strategic alliances should
be staffed with the best
people available. From
the very early stages of
strategic alliance, rescurces
should be pooled and
differentiated. Strategic
alliances must be staffed
with people who can be
open and honest with one
another. Employees must
be able to discuss problems
without hiding anything.
People who actively work
in a strategic alliance
relationship must be able to
work with others.

Flexibility

Literature Survey

Field Survey

Comments

Legalities can make
relationships rigid and
reduce responsiveness to
changing business
conditions (Austin, 1990).

It is observed in S cases that
there is lack of flexibility
and coordination.

Success depends on
partner’s flexibility.
Flexibility can be built in
the strategic alliance from
the beginning.
Fundamentally, flexibility
is a managerial state of
mind.

Flexibility is one of
the main operational
advantages of strategic
alliances.
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Negotiation

Literature Survey

Field Survey

Y

Comments

Although negotiations with
Asian firms may be difficult
for those unaccustomed to
the Asian styles, as a
general rule great care is
taken to ensure that both
sides in the negotiation
clearly understand all
negotiated terms (Kobayshi,
1988; Goldenberg, 1988).

Sometimes it takes 2-3 years
for collaboration become
operational after
collaboration signed. The
negotiation process used by
Pakistani firms is often
confusing to foreign
partners. In Pakistan, the
negotiatiors want to review
in detail all the issues that
may come out in the
negotiations and thus take
time out for deliberation.

The negotiation process
must produce a clear
understanding of the
partner's resources and
interests. Only then can be
the relationship be built on
a solid foundation. This
understanding is developed
in detailed and open
discussions, and through
the avoidance of hidden
agendas. Undoubtedly, the
required degree of opcnness
dictates that the partners
are convinced on the
sincerity of their
counterparts. Openness in
the negotiation process
requires trust, but it also
creates goodwill between
the partners. Negotiations
must lay a sound
foundation for a
cooperative relationship.

Conflict Point

Literature Survey

Field Survey

Comments

Pakistani personnel get less
salary than foreign
personnel. Private sectors
also pay more salaries and
wages than public sectors.

Too often the foreign
representatives go back to
their headquarters for
approval of their decisions
because they don’t have
authority to make decisions.

Efforts by Pakistan to
narrow the gap in salaries
between Pakistan and
foreign personnel as far as
possible are a desirable
objective.

Strategic alliance could run
much more efficiently if the
foreign representative were
given some more authority
and autonomy.
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Cultural Differences

Literature Survey

Field Survey

]
Comments

Due the differences of
cultures across the national
border, it is one of the
major problems in
collaboration (Chung &

When Joint venture has
been formed to marry
dissimilar cultures, there is
always a risk that the
arrangements will fail
because partners are too
dissimilar and unwilling to
compromise (Harrigan,
198S).

Lee, 1989; Gerlach, 1987).

Culture difference is not a
problem in the
collaborations surveyed.

Cross-cultural differences
play a vital role in the
formation and management
of strategic ailiances, and
they should not be allowed
to get in the way of the
purpose of the strategic
alliance. Pakistani cultures
place great value on family
bonding, conformity,
acceptance of the group
consciousness, and most
importantly, patience. The
partners don’t have to be
steeped in the language and
culture of a country they
are doing business with,
sometimes that is not wisest
course.

Value system differences
have to be directly
addressed. In global
corporation partners create
their own value systems so
that the cultural differences
have a minimal impact on
the corporate values.

When doing business in
Pakistan, foreigners have to
be aware of the value
system differences, but it is
difficult to define in black
and white what makes
value systems different.
Foreigners have to be
flexible and adhere to the
corporate value system.
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Learning / Training of Workforce

Literature Survey

Field Survey

Comments

Organizational theorists
define learmning as "the
development of insights,
knowledge, and associations
between past actions, the
effectiveness of those
actions, and future actions,"”
and adaption as "the ability
to make incremental
adjustments” (Parkhe,
1991). Continuous training
and up gradation of

Seven executives mentioned
that existing collaboration
did not bring the learning
opportunities for both the

partners.

Regular job-training and
training by the foreign
partners help the work
force in understanding
know-how. The
communication between
universities and technical
education institutes can
ensure better training of the
work force. Training
clauses must be spelied out
in collaboration

knowledge of the workforce agreements.
is necessary (Austin, 1990).
R
Interaction, Information and Communication
Literature Survey Field Survey Comments

The interaction between the
employees of both the
partners promotes thz flow
of information
(Derakhashani, 1984).
Good communication
between the partners can
help to reach their goal
(Speigel, 1993).

Four CEOs complained that
lack of support from the
collaborators, particularly
when their engineers tried to
improve the technology to
suit according to the local
conditions. Communication
problem becomes significant
when the collaborators are
from non-english speaking
country.

Physical and cultural
distances complicate
communications.
Infrequent and imperfect
communication can easily
cause misunderstandings
and turn insignificant
operating problems into
organization crisis. Set up
a system of regularly
scheduled communications
to keep partners informed
of progress

Stability of Relationship

Literature Survey

Field Survey

Comments

Stability of relationship
helps in the flow of
information between the
partners (Derakhshani,
1984).

It is reported by 6
executives that only a few
staff people are dedicated
full-time to the relationship.

The effective management
of relationships to build
collaborative advantage
requires manager to be
sensitive to political,
cultural, organizational, and
human issues.




Summary

A strategic alliance must be based on a clear understanding of each partner’s resources
of interests, focus on a specific goals derives from this understanding, fair to both

partners, and carefully to provide flexibility.

Cooperation management focus on the creation of trust and goodwill creates the best
basis for a mutually beneficially relationship. It gives the partner a high degree of
tolerance, raises the intensity and openness of communication, and makes operating
adjustments and renegotiations easier. Thereby, it protects a relationship from becoming

dormant or dysfunctional.

Both partners have something of value to contribute to the relationship. Their motives

for entering into the strategic alliance must be positive.

The relationship fits major strategic objectives of the partners, so they want to make it

work. Partners must have long-term goals in which the relationship play a key role.
Communication must be open. Partners share information required to make the

relationship work, including their objectives and goals, technical data, and knowledge of

conflicts, trouble spots, or changing situations.
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The partners must behave toward each other in honourable ways that justify and enhance
mutual trust. They should not abuse the information they gain, nor do they undermine

each other.

Strategic alliance is the opportunity for learning. The partners must develop linkages and
shared ways of operating so they can work together smoothly. Partners should become
both teachers and learners. Joint learning occurs because group problem solving leads

to better solutions.

The partners must need each other. They have complementary assets and skills. Neither

can accomplish alone what both can do together.

Treat the strategic alliance as a personal commitment. It’s pecople that make alliances

work.

Anticipate that strategic alliance wiil take up management time. If partner can’t sparc

the time, don’t start it.

Make sure both partners have mutual expectations of the strategic alliances. One happy

and one unhappy partner is a formula for failure.

Celebrate achievements together.
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Recognize your partner’s interest.

Strategic alliance relationships don’t work on the basis of ownership and control. The
potential for such conflict is universal and constant. Where appropriate measures to
prevent or reduce such conflicts were undertaken, enterprises have usually done well in

achieving their objectives.

Strategic alliances between companies of different nations provide opportunities to deal
with what ever country has the more favourable government environment. The policy of
government should be very clear. The government should give to foreign investors all
legitimate facilities. The government should acknowledge the rapid and overall

infrastructure development and create local environment hospitable for foreign investors.

Strategic alliances should be supported and committed by whole firms at all levels. All

management levels must buy-in and commit to the formation of alliance.

Strategic alliance negotiations should not solely be aimed at maximizing one's own
advantages. Rather it should consider the long term benefit of all parties and make sure

that the skills and resources of each partner will be utilized more effectively.

Strategic alliances should be staffed with the best people available. Employees directly
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involved in an alliance should be experienced at working in a cooperative atmosphere and
must dedicated to the advancement of the alliance. All employees must understand the

alliance’s objectives and the vision that the participants have for alliance.
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Contribution to Strategic Alliances.
Our analysis found that although cross-border alliances pose may challenges, they are in fact
viable vehicles for international strategy. Expanding at home in core businesses is often the
most appealing growth strategy. But in many industries, it is not an option. Managers are left
with the choice of diversifying at home or expanding abroad. We found that expanding through
cross-borders alliances is often a much more attractive option than diversifying by acquiring

domestically.

The establishment of strategic alliances is beneficial to both countries. While foreign countries
play a useful role in the diversifying the production structure of the host country through
efficient use of available resources, the host countries also help the foreign countries in many
ways. Besides earning foreign exchange through dividends, royalties and know-how charges,

they are also instrumental in effecting increasing exports goods.

'n structuring strategic al..ances, the issue of financial ownership should be separated from
managerial control. When one partner has a majority stake, it tends to dominate decision
making and put its own interest above those of its partner, or for that matter, of the strategic
alliance itself. Both partners tend to be worsz off as a consequence. When ownership is
uneven, one parent typically exercises control, sometimes in ways that are not in minority

partner’s interests.
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It stands to reason that strategic alliances between two strong partners are a safer than strategic
alliances between two weak partners. But many strong companies actually seek smaller or
weaker companies to partner with in order to control the strategic alliance. Weaker companies
often seek a strong partner to get them out of trouble or to build their skills. Our analysis
suggests that these strategies do not work well because the “weak link"” becomes a drag on the

alliance’s competitiveness and cause friction between the parents.

The hallmark of successful strategic alliances that endure in their ability to evolve beyond initial
expectations and objectives. This requires autonomy for the alliance and flexibility on the part

of the parents.

Flexibility allows strategic alliances to overcome problems and to adapt to changes over time.
If they are to evolve, alliances also need the capacity to resolve conflicts. A strategic alliance
is best able to resolve or avoid conflicts when it has its own management team and a strong

board with operational decision-making authority.

Flexibility is important because it is inevitable that the objectives, resources, and relative power
of the parents will gradually change. Even the most astute parent companies cannot anticipate
these trends and other events that will occur during the life of the alliance. Flexibility is also
needed to overcome problems, which many alliance encounter in one form or another early on.

The link between flexibility and success is strong.
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Negotiating every aspect of the strategic alliance in excruciating detail and spelling out the rules
in legal documents will not guarantee healthy evolution. But there are ways to build in
flexibility, namely by giving the alliance a strong president, a full business system of its own
(manufacturing, marketing, sales, distribution, and R&D), complete decision-making power on

operating issues, a powerful board, and sense of identity.

Parent companies typically retain responsibility for decisions about financing and governance
structure, but operating decisions are best made by managers whose sole focus is the strategic
alliance. Ensuring that the alliance does not need to depend on either parent for the basic

operating functions reinforces the separateness and also simplifies coordination of those

activities.

Giving that strategic alliance strong leadership further encourage autonomy. Managers of
successful alliances embrace their authority and build employee loyalty to the strategic alliance
rather than to that parent companies. Such loyalty is not always easy to cultivate in light of the
fact that key employees usually are drawn from the narent companies and are likely to return

there. But strong leaders can win the support they need to operate as a freestanding business.

Establishing a strong board of directors is important. Sometimes strategic alliances slip from
top management’s attention, which may be understandable since they are not really part of the
parent companies’ everyday operations. Lack of a strong board for the strategic alliance creates

delays as key decisions are pass up and down the parent organizations’ chains of command.
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Strategic alliances are tough to pull off, but they are necessary. While every strategic alliance

is unique, there is a lot to be learned from the lessons of existing partnerships.

Managers need to remember that alliances by their nature are laden with tensions. No matter
how well structured they are, most alliances get into trouble at one point or another. Strong
companies make attractive partners, but they also present a competitive threat over time. The
objectives and styles of parents will differ. Neither fifty-fifty nor majority cwnership is a
guarantee of fair or good management decisions. And as the strategic alliance grows, tensions

will arise between the parent and the strategic alliance.

These inherent tensions require more flexibility on the part of the parents than many other

business strategies. Alliance managers should structure the alliance to minimize these tensions.
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Questionnaire
Part A. Personal Data :
L.oYour name comrme e

2. YOUr POSItION —-mom o

3. Name Of YOUT COMPANY ==-enmmmmms e oo

4. Address e e e e e e

5. Number of employees () 1-50 () 51-100 () 101-500 () 500 and above

6. Net worth of your company in 1992-93 fiscal year --------=-=---cc-eomooeem o
7. Total revenue earned in current fiscal year-----------s--eceocecommeoeo
Part B. Form and Structure of the Collaboration / Agreement

1. 'What type of collaboration do you have with your foreign partner ?
(please check more than one boxes if necessary)

() strategic alliance (base on long-term-commitment and trust)
() joint venture without any investment by the foreign company
() equity joint venture with the foreign company
(please provide the percentage of foreign equily) ---==-----mecmoomcommamoo
() licensing or Cross-licensing agreements
() turmkey project
() product-in-hand contract
() consulting and/or engineering contract
() Sub-Contracting
(0 Franchising
(b Long-term supply contracts
() other ( please SPeCify )----mmmemmemmm oo

2. What form of agreement is used?
() formal contract
() memorandum of understanding

() verbal

3. Have any adjustments been made to the legal agreement over the life of the
COHADOTAtION T == o e e o



4. Has the "Scope” of the collaboration been enlarged or reduced over the life of the
collaboration? If so, in what way has the scope of the collaboration changed, and what
motivated those changes?------

5. In general, what forms does the collaboration take? Which activities are joint".

() Research
() Development
() Marketing
() Manufacturing

6. Has the "form" of the collaboration changed in any way over the life of the
collaboration? If so, in what way has the form of the collaboration changed, and what has
motivated these changes?
L4 1o Y e ) B — -

7. Who initiated the formation of collaboration?
(please check more than one boxes if necessary)

() we contacted them directly

() we contacted them through Government of Pakistan

() we contacted them through the diplomatic / trade mission of that
country

() we contacted them through some other agency(please specify)

10. Please give us the details of the type of business for which you
CONAbOTAtEd. ~ - mm o e e

1. Did you receive any financial assistance from government ?
0O Yes (O No
If "Yes", please give the details-----==-n-emmmomeoomm oo

A-2



12. When was the participant agreement to form collaboration signed?

13. When did the collaboration become operational?------------«-e-cmememmomommmee .

14. 1If there is significant lapse of time between the formation and the start of
operations, please state the reasons. T

15. Please specify the type of R&D you have

() Complete and Separate
(0 No R&D units
(O In-house

16. Please elaborate on type of R&D activities performed---------===-===cmoeoeeeeee_____

17. Did you believe your partner has a different objectives and goals from those of your own
firm. B T I SN R

18. If you were to enter into another collaborative venture with foreign
entity , what type of agreement will you prefer, please give your previous experience with
foreign collaborations.

() strategic alliance (base on long-term commitment and trust).
() imports of know-how
() joint venture without any investment by the foreign company.
() equity joint venture with foreign company.
(please provide the percentage of foreign equity you would prefer)

(O Other (please specif )

19. Please explain your reason for choosing the answer to question 18.

20. What considerations are different in forming collaborations in Pakistan than the other
countries?

() Cultural differences?

() Government requirements?

() Financia! requirements?

() Other (Please Specify)------mmmmmmommr e

A-3



21. In your view and experience, what are the critical management problems in your
collaboration. Which effect its efficient operation?

(O Lack of trained staff

() Frequent turnover of staff

() Inadequate compensation levels

() Complex and time-consuming decision-making processes

() Lack of clear-cut accountability and periodic performance evaluation
(O Insufficient policy guidance from top-levels management

() Other critical management problems in your collaboration (please specify)---------

22. In your opinion, what would be done to solve the above problems?
Please specify in detail.----

23. Does the collaborations receive regular policy guidance from the government on major
issues such as pricing, policies, profit levels, raising investment resources, source of

finance, etc? Please specify issues and frequency.----

Part C. Motivation:

1. What strategies are used in forming a collaboration ?
(please check more than one box if necessary)

() to access technology.

() to open a new product line.

() to improve the existing product line.

() to gain an advantage over competitors in the home market.

() to counter our competitors who have forcign coliaboration(s).

() to get an exposure to international business practices.

() lack of trained manpower to handle any new technology.

() lack of experience with the type of technology we would like to have.
() prestige.

() to share risk.

() to share profit.

() to enter a new market.

() other( please specify)--- -- -- e

A-4



2. Please rate the three factors, from the above list, which you consider to be the most
significant.

Factor Number 1.----ccemmeeeceee
Factor Number 2.----—cccccceeeee
Factor Number 3.-----ccemeceeee-

3. What was your position in business at the time you entered the collaboration?

() Market share

() Rate of new product introduction
O R&D budget

() Growth rate

() Geographic coverage

(O Revenue and profit

4. What was your partner's position in the business at the time the collaboration was
formed (in terms of the above parameters)--------=---moeomooomomo

6. What were the weaknesses in your skills profile or market position that led you to scek
a partner? What strengths did you have that made you a potentially attractive partner?

7. What were the weaknesses in your partner’s skills profile or market position that led them
to seek a collaboration? What strengths did your partner possess that made them a potentially
AUFACHVE PATINETY - oo e

OrMEA T — o



9. What criteria are used to choose the particular partner ?
(please check more than one boxes if necessary)

() they were there market leaders in this field.

() they had the most advanced techanical knowledge in this particular field.
() they were the only one with the techanical knowledge sought for.

() they were the only one willing to collaborate with us.

() they were willing to invest.
() they had the full line of products and /or services in this field.

() we were given the permission to use their trademark.
O current/past agreement and relationships

() culture.

() similar corporate philosophy.

() other( please specify )

10. Please rate three factors, from the above list, which you consider to be the most significant.

Factor Number ] .---cmacccmeceen
Factor Number 2. --———ccecaemeee
Factor Number 3.--—---mccmmeeceee

Part D. Relationship at the Operating level:

1. How many employees, from each partner, spend the majority of their time working within
the framework of the collaboration?------- -- -~
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5. What is the level, type and frequency of contacts between employees of the two
o T B

6. How are joint tasks structured?
() Composition of joint team?
() Division of responsibilities?
() Setting schedules and priorities?
() Other------mmmmmomee
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7. What types of conflict arise at the operating level?--------mcoeommmmoom e

8. How do these conflicts get resolved? o e
9. How is managerial "control” exercised within coilaboration?---------- et EE R B
10. How are "joint" decisions made? e

11. What are the most contentious issues that have arisen in the

collaboration? - e e e
12. Through what means have they been resolved?---------smmemmmmomommee

Part E. Training of Manpower
1. Did you have training clauses spelled out in the agreement ?
(OYes (ONo

2. How did you train your local manpower to use the foreign technology ?
(please check more than one boxes if necessary)

() Our engineers and technicians were trained by the experts from the
collaborating foreign company.

() Our engineers and technicians w<re trained by the foreign experts other than the
collaborating foreign company.

() We organised training programs by hiring local experts.

() Our engineers received overseas training in the facilities of our collaborator.

() Other (please Specify)-----=-=-rmmmmmm o

() No training was necessary.
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Part F. Board of Director

1.

Describe briefly the main components of collaboration (eg. enterprise management

headed by a managing director, management board/executive board/board of directors).
mponents Authori responsibilities

How many are members are on the board of directors?------------eeeoceecoemncme .

What are the criteria for the selection or appointment of the member of the board of

directors?---------- - - ----

What is the duration of appointment of the members of the board of directors?------

How often the board of directors meet? --- -- e

What is the relationship between the Board of directors and the governments? Does the
Board submit periodic reports to governments? Please specify.-----------ccoommmmmaeea

Lart G.  Vision of The Future:

1.

What is your view of the future trends of agreement/collaboration within the next five to ten
years ? Is the trend toward collaboration in increasing? If so, why,-------=-e-ememeev

Any other comment or information you wish to share with us which will facilitate our
understanding of the system and operation of your collaboration (Use additional sheets if
L g T LR R



Part H. Opinion

SA- Strongly Agree; A- Agree; N- Neutral ; D- Disagree; SD- Strongly Disagree

( Please check the approprniate boxes )

Control, Communication, culture and Training

Foreign associate should have some control SA A N D SD
over decisions regarding the venture.
Foreign associate should have no control in the SA A N D SD
managerial decisions of the jointly owned
entity.
We should have received some more training SA A N D SD
for better understanding of the foreign know-
how we use.
There should be regular training sessions by SA A N D SD
foreign associate.
There is a need to have more personal SA A N D Sb
interaction with our foreign associate.
We are not always updated by our foreign SA A N D SD
associates.
We encountered communication problems with SA A N D SD
our foreign associate due to language barriers \
and cultural differences.

Government policies
The government policy encourages foreign SA A N D SD
collaborations.
The government institutions are performing SA A N D SD
satisfactorily in providing information to the
prospective industries about the possible foreign
possible collaborations.
The government should create awards for SA A N D <D
outstanding inventions, innovations and
entrepreneurial excellence.
The government should introduce proper laws SA A N D SD
for protection of patents and copyrights.
Governmental R&D institution should be SA A N D SD
privatised to get better output.
Government should establish a liaison office for SA A N D SD

the linking the industry, university and the
R&D organizations.
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