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ABSTRACT

This paper considers the relationship between subjective measures of international alliance performance and a set of variables, which may act as predictors of success before the alliance is formed (pre-alliance formation factors), and a set of variables which emerge during the operation of the alliance (post-alliance formation factors). The empirical study, based on a web-survey, investigates a sample of Danish partner firms engaged in 48 equity joint ventures and 70 non-equity joint ventures with international partners. The results show a significant relationship between alliance performance and partner reputation preceding alliance formation as well as strong relationships between collaborative know-how, trust, and protectiveness and alliance performance during the operation of the alliance.

Keywords: International strategic alliance, Performance, Alliance formation

INTRODUCTION

International strategic alliances are a rapidly growing organizational form attesting to the growing importance of conducting business across institutional and national borders. The dramatic growth of international joint ventures between firms is fundamentally reshaping the nature of international business. As market complexity is growing, inter-firm collaboration has become a crucial component in the pursuit of international competitive advantage. Yet such international collaborative arrangements are very complex to manage successfully, partly because of the difficulty of matching the goals and aspirations of autonomous organizations, headquartered in two or more countries. Often, it seems, the good intentions and rational motives behind these alliances are not congruent with the strategic direction of either firm on its own, let alone the strategic direction of both in unison. Consequently, IJVs are frequently plagued with high degrees of instability and poor performance (e.g., Harrigan, 1985; Beamish & Delios, 1997).

Research on strategic collaboration between firms has received increasing attention in the literature during the last two decades, reflecting the increasing frequency and importance of strategic alliances in business practice. Two main streams, in terms of focus, in this literature can be identified. One stream is mainly concerned with examining the underlying conditions favoring alliance formation (i.e. motivation for alliance formation and partner characteristics) as an explanation for alliance behavior and outcome (e.g. Harrigan 1986). From this perspective, resource exchange and the value of the resource accessed in an alliance are of central concern. Researchers articulating this perspective furthermore view alliances and networks as alternative mechanisms to markets or hierarchies for addressing specific strategic needs (e.g. Hennart, 1988; Williamson, 1991). Hence, in this tradition, alliances, analyzed as isolated transactions, are undertaken to secure scarce and valuable resources critical for a firm's survival and prosperity. The other research stream, emphasizing the importance of positioning a transaction in the context of the ongoing relationship between the firms involved, focus on the interactive (and dynamic) nature of cooperation between organizations (e.g. Gulati, 1995a; Ring & Van de Ven, 1994). As suggested by Parkhe (1993b) and others, a history of trust and the prior relationship between the firms engaged in a relationship influence the willingness to "partner" (e.g., Gulati, 1995b; Levinthal & Fichman, 1988). It is not the resource per se, but the social network of relationships in which a firm is embedded, that leads to partnering. According to this perspective, it is the characteristics of the relationship between the firms as an ongoing pattern that should be the focal point for understanding alliance behavior and outcomes. Rarely have the two streams been combined in order to investigate the underlying factors that promote (or impede) successful outcomes in international strategic alliances (Saxton, 1997)
. This study aims at combining elements from these two streams of research in an attempt to gain a more complete understanding of the determining factors of international alliance performance. In addition, a multi-dimensional approach to performance measurement is offered in order to better capture the complexity of international strategic alliance performance.

The paper is organized as follows: The following section provides a review of the relevant literature on determinants of performance in international strategic alliances and develops a set of research hypotheses. Data collection and method is discussed in the third section. The fourth section presents results and the fifth discusses the findings. The final section addresses limitations of the study and offers avenues for future research.   

INTERNATIONAL STRATEGIC ALLIANCE PERFORMANCE

Measures of Alliance Performance

As mentioned above, the debate in the literature on alliance outcome has predominantly been focusing on outcome as a result of either (1) conditions surrounding the formation (e.g. Kogut, 1988a; Park & Ungson, 1997) or (2) collaborative processes and partner interaction (e.g. Ring & Van de Ven, 1994; Larsson et al., 1998). Many of the early empirical studies concerning performance in international alliances relied on a variety of financial and objective indicators, such as profitability, growth and cost position (e.g. Tomlinson, 1970), survival (e.g. Killing, 1983; Geringer, 1990), duration (e.g. Harrigan, 1986; Kogut, 1988b), instability of ownership (e.g., Gomes-Casseres, 1987), and re-negotiation of the alliance contract (e.g. Blodgett, 1992,). Other scholars link not only duration and performance, but also include the underlying motives behind the alliance formation. For instance, Anderson and Weitz (1989) propose a model in which “perceived continuity of relationship” is a dependent variable, determined in part by trust, reputation for fair play (i.e. the absence of perceived opportunism), and communication between the parties. According to Anderson and Weitz (1989), a convergence of the latter variables promotes long-term relationships, which in turn facilitates the attainment of the alliance motives of flexibility, scale economies, efficiency, and low overhead. Although implicitly linking motivation for alliance formation to performance outcome, the primary focus of these studies (e.g., Porter & Fuller, 1986) is on the relationship between repeated interaction and motives for alliance formation. Duration and survival of the alliance is seen as a prerequisite for success. 

However, international strategic alliances may not be intended to fulfill standard financial objectives such as profit generation, but may instead be formed to fulfill a range of motives, such as enhancing parent learning (e.g. Kogut, 1988a), improving strategic positioning of the parent firms (e.g. Contractor and Lorange, 1988), or gaining legitimacy within the larger social environment (e.g. DiMaggio and Powell, 1983). Hence, the extent to which an international alliance has achieved its aims may not be adequately reflected by financial and objective measures. For instance, Gulati (1998) pointed out that termination combines natural and untimely deaths, since some alliances may be designed for limited duration, which will not be distinguished from an unplanned termination when a single measure of termination is used. Moreover, Reuer and Koza (2000) argue that measures of termination assume only the fittest IJV survives and that stability is in the partner’s best interest. This is further supported by studies that propose learning and options explanations for performance, recognizing that one partner selling out is different than termination by liquidation (e.g. Gomes-Casseres, 1987; Hennart et al., 1998). In fact, as argued by Geringer and Hebert (1991), despite poor financial results, liquidation, or instability, an international alliance may have met or exceeded the parents’ objectives and so be considered successful by one or all of the parents. By the same token, an international alliance may be viewed as unsuccessful despite good financial results or continued duration and survival. As suggested by Anderson (1990), perhaps parents need to recognize that most international alliances should be evaluated more subjectively over a longer period of time than is usually the case. By utilizing strictly formal, financial measures of performance, managers run the risk of terminating the alliance before it has reached its full potential. This has lead several researchers to turn to subjective, perceptual measures of a parent’s satisfaction with alliance performance in an effort to provide information regarding the extent to which the alliance has achieved its overall objectives (e.g. Killing, 1983; Beamish, 1985). To shed even more light on the ongoing debate about alliance performance measurement, some researchers have empirically evaluated the compatibility of various objective and subjective measures (e.g. Geringer & Hebert, 1991; Glaister & Buckley, 1998). Others have argued that the appropriateness of a measure varies with the context (e.g. Yan & Gray, 1995) or the research question (e.g. Gulati & Zajac, 2000; Reuer & Koza, 2000). Hence, in light of this controversy it is hardly surprising that the operationalization of international alliance performance has proved difficult, with no consensus on the appropriate definition and measure of this concept (Glaister & Buckley, 1999). 

As shown by Olk (2002), at least two main dimensions of strategic alliance performance exists; one pertaining to the level of analysis (the alliance or the partner), the other related to the purpose of the evaluation (e.g. optimization, strategic interest, multi-interest, or sequential), which combined produces several approaches to alliance performance evaluation. Similar to the multi-interest approach identified by Olk (2002), this paper acknowledges multiple evaluators of an alliance who may use different, and sometimes conflicting, criteria of performance. Hence, due to the nature of the sample, in this paper, alliance performance is approached from a “partner multi-interest” (Olk, 2002) perspective, focusing on multiple dimensions of performance for the focal partner. Related studies in the literature have identified a variety of performance measures, including partner-related performance and IJV economic performance (e.g. Osland & Cavusgil, 1996), partner satisfaction and partner profit (Mjoen & Tallman, 1997), capability development, meeting partner objectives and estimated ROI (e.g. Steensma & Corley, 2000), and strategic needs of the partner, net spillovers from the alliance’s activities, and an overall assessment of alliance effectiveness (Parkhe, 1993c). Other studies have emphasized the importance of country context (e.g. Osland & Cavusgil, 1996) as well as partner relationships in terms of control (e.g. Yan & Gray, 1994) and a differentiated effect for various partner differences (Olk, 1997). Many of these studies show that, while related, the measures capture different aspects but collectively indicate performance.

Determinants of Alliance Performance

Alliance performance is a complex, systems-level concept that becomes relevant only when its component parts are thoroughly understood down to the operational level. Multiple factors determine the performance outcome of international strategic alliances, ranging from the nature of the industry and institutional environment, within which the alliance operates, to the quality and commitment of the alliance management. Since inter-organizational collaboration, especially across national borders, is path-dependent and continuously changing over time, it is conceptually important to distinguish between factors contributing to performance at the outset of an international strategic alliance and factors determining the ongoing development of performance in the relationship. Consequently, the following discussion of the determinants of performance in international strategic alliances is separated into two categories: pre-alliance formation factors and post-alliance formation factors pertaining to different stages during the relationship development. Pre-alliance formation factors refer to variables pertaining to the time before the alliance is formed, in particular prior experience with partner, the reputation of the partner, and the perceived learning potential. Once the alliance is formed and operating, post-alliance formation factors, such as collaborative know-how, trust, protectiveness, and cultural distance are hypothesized to determine the performance of the alliance. The individual importance of many of these variables has long been recognized in the strategic alliance literature; however, their simultaneous effects on international alliance performance have thus far been ignored. Figure 1 shows the conceptual model discussed in detail below.
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 Pre-Alliance Formation Factors 

1. Prior Experience with Partner

From a transaction cost perspective (TC), firms are likely to enter collaborative arrangements when the transaction costs associated with an exchange are intermediate and not high enough to justify vertical integration (Williamson, 1985). TC researchers operate on an assumption that in choosing governance mode, managers will be motivated solely by efficiency considerations; that is, they will select the least costly of the alternatives, taking account of the combined effects of transaction and production costs (e.g. Williamson, 1985: 61). Other motivations, such as equitable outcomes and learning considerations, are understated in these analyses. TC analysis also assumes that economic actors are opportunistic. Thus, the implications of trusting behavior in designing governance mechanisms are generally ignored. Moreover, TC research treats each transaction between firms as an independent event. As noted by Doz and Prahalad (1991: 148): 'the usefulness of transaction cost analysis for research on management processes is limited by...its primary focus on single transactions as units of analysis.' This assumption is particularly inappropriate in situations where firms repeatedly enter into relationships of transactions with each other, since as the length of the interaction between partners increases, the economic and informational transactions become increasingly embedded within the social relations of the partners, which helps establish trust and deter opportunism (Granovetter, 1985).
 

What is often missing in the study of economic exchange is the fact that a social context provides the environment within which economic exchange can be initiated.

The desire and willingness to expend resources in the development of long-term relationships is closely linked to a firm’s prior experiences with that partner and the extent to which positive or negative expectancies have been fulfilled. Larson (1992), from her field study, found that individuals who made the decisions were predisposed to connections with particular firms and people because of their histories. It was these histories and the webs of trusted connections that reduced uncertainty and improved the likelihood of new transactions moving from arms-length relations to close collaborative alliances. The historical preconditions thus set a context of expectations and obligations with moral overtones that frame the actions that follow. Hence, experience earned from prior engagement serves as evidence to justify subsequent risky steps beyond the accumulated evidence (Das and Teng, 1998). That is, faced with a situation in which one can be taken advantage of, a natural response is to restrict one’s transactions to those who have shown themselves to be trustworthy. Thus, a benefit of prior affiliation is that it allows the partner firms to know each other better thus facilitating a greater understanding of the respective capabilities and resources they are seeking to access and combine (Saxton, 1997). In addition, prior relationships indicate a history of repeated interaction, which may lead to relational advantages and stability. Thus, from a game-theoretic perspective, giving incumbents an advantage in the next round serves as a signal to the partner that the focal firm is playing a long-run “repeated game” (Fundenberg & Levine, 1998). 

Although affiliation has been empirically demonstrated to affect alliance behavior and a propensity to engage with a firm (e.g. Levinthal & Fichman, 1988), it’s impact on subsequent performance is less clear. For instance, Saxton (1997) found prior affiliation to be positively related to initial satisfaction but not to long-term benefits to partners.    Arinõ et al. (2001) found prior experiences to be a critical determinant of future levels of relational quality. These direct experiences are likely to influence the parties’ views of each other’s capabilities and trustworthiness in the face of internal or external challenges (Lewicki & Bunker, 1996). As noted by Arinõ et al. (2001: 112), ‘the interpretation of these experiences is a complex, multi-dimensional problem that is a function of the number, frequency, and gravity of their interactions; the difference between actual and expected outcomes; the nature of any transgressions; the intentions or motivations attributed to a partner’s behavior; and the advance warning and/or post factor explanation of its actions by the partner’. It follows that successful previous cooperation between the partners leads to the development of skills and routines that are specific to the relationship. These intangible relationship-specific assets include knowledge about the strategy, structure, and operation of the partner organization as well as familiarity with its executives and managers, thereby increasing the cost of terminating the exchange relationship and motivating partners to act non-opportunistically (Stump and Heide, 1996). In international strategic alliances, where the likelihood of failure due to dissimilarities is high, this source of information about cultural (both organizational and national) characteristics of the partner firm can save valuable time and agony in the early states of alliance formation. In addition, it seems easier to strengthen personal ties that are already in place than to start anew. Hence, prior experience with a partner may increase the likelihood of predicting accurately expected behavior of the partner and thus reduce the potential for conflict. Consequently, one would expect prior experience with a partner to be positively related to international alliance performance:

Hypothesis 1: Prior experience with a partner is positively related to alliance performance.

2. Partner Reputation 
Reputation refers, in this study, to the knowledge held by individuals about the potential partner in terms of this partner’s behavior in prior network relationships in addition to more traditional attributes of reputation, such as innovativeness, quality of management, employee talent, financial soundness, use of corporate assets, social responsibility, quality of product/services etc. Hence, the concept of reputation is closely related to Mayer et al.’s (1995) concept of integrity, since among the biggest concerns of firms entering into alliances is the predictability of their partner’s behavior. In lack of prior experience with a particular partner, the next logical step is to rely on the reputation of that firm, which is a direct consequence of prior relational behavior (Granovetter, 1985). Research suggests that most firms are embedded in a social network of prior alliances through which they are connected with one another either directly or indirectly (Kogut et al., 1993). The concept of structural embeddedness focuses on the informational role of the position an organization occupies in the overall structure of the network (Gulati, 1998; Uzzi, 1996). Thus, the type of network in which a firm is embedded defines the opportunities potentially available; its relative position in this structure and the types of interfirm ties it maintains defines its access to those opportunities (Uzzi, 1996). Within such a dense social network, reputational considerations play an important role in a firm’s potential for future alliances, because these social affiliations determine the firm’s perceived status and serve as a source of legitimacy. This is especially true for firms entering new markets or industries or collaborating across organizational and national boundaries, where affiliation with a known firm might signal quality and trustworthiness and thereby serve as a foundation for a favorable evaluation by a potential partner. Consistently, Larson (1992) found credibility and a positive reputation for business practices and business performance to be important attributes for her sample of entrepreneurial firms. Entrepreneurial firms sought partnerships with firms that had strong industry reputations because such alliances would give them product-quality benefits as well as enhance their own reputations. Affiliation with respected individuals and organizations could potentially lift new players into a higher status group of top industry names. Furthermore, a firm’s reputation can influence the perception of an entire industry (e.g, IBM). In terms of ISAs, the establishment of foreign trade councils by many countries to support international trade, which help firms obtain valuable information about potential foreign partner firms, serves as a source of reputational information. For instance, whereas the business license of a focal firm can provide information about its legal capacity, registered capital, and business scope, foreign trade councils can usually provide invaluable reputational information regarding local (consumer) perceptions of the focal firm, its competitive position, and its relationship to local authorities.

A firm with a reputation of being honest, fair, and trustworthy gives one the first piece of evidence to take some initial risk. Consistently, Saxton (1997) found reputation to be significantly positively related to alliance outcome in his study of dyads. Alternatively, once a firm has acquired a reputation for not being reliable in collaborative relationships or in general, future partners will perceive this firm as a greater liability in terms of inter-firm collaboration. If affiliation with a respected organization enhances a second firm's reputation by earning it legitimacy and credibility, then the failure of a relationship could have a serious impact on reputation and status and, subsequently, on business (Larson, 1992). Hence, similar to Burt and Knez’s (1996), I argue that particularly the historical trustworthiness of parties in previous interaction with others is important, and that it is the social context (e.g. networks) that makes reputational effects possible. Therefore, locating a partner with a good reputation seems to be an early indicator of successful collaboration.

Hypothesis 2: A favorable reputation is positively related to alliance performance.

3. Learning potential 

The concept of the learning organization and organizational learning has been described and influenced by the work of a number of writers. The concepts and ideas are not new and date back over 40 years (e.g. Simon, 1960; Cyert & March, 1963). Building on this literature, learning can be seen as a process of gaining new knowledge or insight, leading to individuals modifying their behavior and actions. For instance, Fiol & Lyles (1985: 803) view learning in relation to individuals and organizational agents alike as ‘the process of improving actions through better knowledge and understanding’. Leavitt and March (1988: 319) argue that organizations learn when they ‘encode inferences from history into routines that guide behavior’. Accordingly, Garvin (1993) views a learning organization as an organization skilled at creating, acquiring and transferring knowledge, and modifying its behavior to reflect new knowledge and insights. Learning organizations are skilled at five main activities: systematic problem solving, experimentation with new approaches, learning from their own experience and past history, learning from the experiences and best practice of others, and transferring knowledge quickly and efficiently throughout the organization (Garvin, 1993). 

Learning is becoming the focal tool for future competitiveness in strategic relationships. As alliances increasingly become a fact of life in the business environment, exploiting the learning potential of alliances will become more important. By bringing together different firms with unique skills and capabilities, alliances can create powerful learning opportunities. For instance, Crossan and Inkpen (1995) argue that the ability to extract knowledge and skills through alliances may become vital to survival. Similarly, Osland and Yaprak (1995) state that developing strategic alliances to learn from a partner can be a faster and more effective method of acquiring specific knowledge. Bronder and Pritzl (1992) developed a model for successful strategic alliances and in this model they sensitized important issues for successful strategic alliances. The model consists of four phases and in the final phase they address "learning" as a contributor to the prosperity of alliances. While the focus of their model is on exploiting learning opportunities during the post-formation stage, I argue that without active management of the learning process and an understanding of the nature of alliance knowledge, many of these opportunities will remain unexploited. 

The formation of an alliance represents a strategic initiative that has the potential to create experiences, actions, and strategic choices that provide the basis for learning. However, the formation of the alliance cannot ensure that its learning potential will be realized. Accessibility is not sufficient for effective learning, however, the conscious efforts of management in the formation stage of the alliance to assess the potential for learning by targeting partners with complementary skills and resources improves the likelihood of knowledge development during later stages of the alliance. Although the organizational learning literature has highlighted the importance of the capacity to absorb knowledge by increasing R&D intensity (e.g., Cohen & Levinthal, 1990), much less attention has been focused on the process of gaining external knowledge access. Getting access to such new knowledge requires networking effort that is different from investing in R&D. Hence, both external knowledge access and internal learning capacity are important for innovation and performance, since high learning capacity permits a unit to successfully apply or replicate new knowledge (Tasi, 2001). As demonstrated by Bertodo (1999), alliance success depends on managerial willingness to learn, an ability to control the pace of information transfer and acquisition, and a determination to exploit the newly acquired skills to reduce fixed costs.

Hamel (1991) identified two main antecedents associated with partner learning: alliance learning intent and receptivity. Inkpen (2000) focused on the ability of the firm to learn and suggested that learning effectiveness is closely related to Cohen and Levinthal’s (1990) notion of absorptive capacity. Absorptive capacity refers to the capacity of an organization to internalize the knowledge transferred to it. The level of prior related knowledge and the organizational form are considered the main determinants of absorptive capacity. In terms of knowledge and learning, Szulanski (1996) found absorptive capacity to be one of the most important origins of stickiness. Lyles and Salk (1996) argue that the capacity to learn (measured by the joint venture flexibility, creativity, and knowledge about employees) significantly influences the level of knowledge acquisition. Absorptive capacity (or learning capacity), then, may be best described as creating the space, opening up for developing the capability of "learning to learn". However, as argued by Mowery et al. (2002), the ability to learn may in part be influenced by the willingness to learn. 

Despite the logical notion that alliances create learning opportunities, and although organizations often talk in glowing terms about their alliances' learning potential, research suggests that learning through alliances is a difficult, frustrating, and often misunderstood process (Inkpen & Crossan, 1995). Evidence suggests that learning orientation is positively related to commitment and, indirectly, to relationship quality and performance (e.g. Kandemir et al., 2002). Thus, if the initial motivational intent behind the alliance includes explicit attention to knowledge development and learning and this intent is later manifested in considerable resource commitment to knowledge development and internalization for commercial purposes through absorptive capacity, one would expect a high potential for learning to have a positive impact on alliance performance.
Hypothesis 3: A high learning potential is positively related to alliance performance.

Post-Alliance Formation Factors

4. Collaborative Know-How

Once the alliance has been formed, prior experience at cooperating becomes essential to the management of collaborative ties in order to benefit from the resulting interdependencies (Powell et al., 1996). Alliances are often viewed (from resource-based and organizational learning perspectives) as vehicles to acquire knowledge and learn new skills (e.g. Mothe & Quelin, 1999) and the experience gained from prior international collaboration may influence subsequent international strategic decisions. Accordingly, accumulated experience and increased familiarity with different national cultures are conducive to overcoming mistrust, attenuating opportunism, and facilitating cooperation (Mohr and Spekman (1994). The role of previous experiences on alliance dynamics has been explored both in more inductive, case-based analyses of interorganizational collaboration (e.g. Doz, 1996) and tested empirically on a large sample (Reuer et al., 2002). Reuer et al. (2002) found no support for the impact of general collaborative experience on post-formation governance changes in alliances, however, they found that the role of prior related technological experience was negatively related to governance changes in the present collaboration, lending support to Simonin’s (2002) contention that collaborative know-how is different from general collaborative experience. Finally, some researchers have challenged the value of experience per se, arguing that it often constitutes a poor teacher (e.g. Levinthal and March, 1993). 

While the importance of collaborative experience in relation to alliance performance has been noted by several researchers (e.g. Lei and Slocum, 1992; Barkema et al., 1997), few have recognized the multi-dimensionality of collaborative know-how and how it affects different aspects of alliance relationship development. Addressing this gap in the literature, Simonin (1997) empirically found support for the emergence of a distinct form of collaborative know-how, which helps achieve greater benefits in subsequent alliances. As suggested by Simonin (1997; 2000) and others (e.g. Powell et al., 1996), this collaborative know-how affects the ability of firms, engaged in strategic alliances, to understand and adopt proper procedures and mechanisms for knowledge accumulation, transfer, interpretation, and diffusion – and ultimately learning. As argued by Powell et al.: ‘the development of cooperative routines goes beyond simply learning how to maintain a large number of ties. Firms must learn how to transfer knowledge across alliances and locate themselves in those network positions that enable them to keep pace with the most promising scientific and technological developments’ (1996: 119-120). These findings are consistent with findings from organizational learning (e.g. Pennings et al., 1994) and resource-based view of the firm (e.g. Prahalad and Hamel, 1990; Miller and Shamsie, 1996), where the value of collaborative competency has long been recognized as important for transfer and internalization of both tangible and intangible assets. 

Building on prior research suggesting that alliances go through several stages of evolution (e.g. Das & Teng, 1997; Brouthers et al., 1997), Simonin (2000; 2002) identified five separate dimensions of his collaborative know-how construct via factor analysis. Of the five underlying factors pertaining to the assessed level of corporate expertise with aspects of (1) managing and monitoring, (2) negotiation, (3) search and selection, (4) knowledge and skills transfer, and (5) exiting, only the “negotiation” factor (2) and the “search and selection” factor (3) relate directly to pre-alliance formation. The remaining three factors identified all pertain to ongoing aspects of alliance management. Since changes in the environment, business climate, venture objectives, and the commitment of partner firms warrant modifications to the original agreement, negotiation (factor 2) should be considered an ongoing ordeal as well (Brouthers et al., 1997). Know-how in the management processes related to different phases of ongoing alliance evolution is likely to eliminate disruptive noise and uncertainty in the relationship and enhance collaboration. Thus, although collaborative know-how arguably also plays an important role in the pre-alliance formation process, in this model, it is argued to have a more profound influence on performance in international strategic alliances. 

Hypothesis 4: Collaborative know-how is positively related to alliance performance.

5. Trust

Trust has been included in numerous relationship studies conducted in both domestic (see Anderson & Weitz, 1989; Morgan & Hunt, 1994) and international (see Johnson et al., 1996; Larson, 1992) settings. The literature suggests that one of the most critical factors determining alliance performance is the degree of trust between the partners (e.g. Madhok, 1995; Das & Teng, 1998, 2001). Trust has been shown to increase cooperation, improve flexibility, lowering the cost of coordinating activities, and increasing the level of knowledge transfer and potential for learning (e.g. Smith, Carroll and Ashford, 1995). The benefits from interfirm trust range from lowering agency and transaction costs in uncertain environments and inducing desirable behavior (e.g. Gulati, 1995) - via reduction of the extent of formal contracts (e.g. Larson, 1992) and improvement of firms’ ability to adapt to environmental complexity and change (e.g. McAllister, 1995) - to facilitation of dispute resolution (e.g. Ring and Van de Ven, 1994). For instance, Arinõ and de la Torre (1998) concluded that, in the absence of a reserve of trust, IJVs that experience threats to stability often dissolve. Other scholars have linked trust to knowledge transfer (e.g., Uzzi, 1996), sharing of critical information (e.g. Moore, 1998), and knowledge protection (e.g. Norman 2002). In fact, according to Sherman (1992: 78), ‘the biggest stumbling block to the success of alliances is the lack of trust’. 

Most studies concentrate on two key components of trust; a cognitive component, derived from confidence in the reliability of a partner, and a behavioral component, derived from confidence in the intentions, motivations, honesty, or benevolence of a partner. Despite this attention to trust in alliance literature, the majority of research on trust is anecdotal, with little evidence of economic benefits. For instance, addressing behavioral issues in cross-border marketing partnerships, Aulakh et al. (1996) found that initiating and fostering norms of continuity, flexibility, and information exchange between the firms are positively related to trust, thereby illustrating the importance of trust building ex post. The study did not, however, establish a direct significant relationship between trust and performance. Dyer and Chu’s (2000) study of supplier-automaker relationships in the US, Japan, and Korea found strong support for process-based determinants of trust for all countries but did not link it to performance. The majority of scholars dealing with trust in economic exchange, however, focus on how best to institute adequate control mechanisms when trust is not available (Blodgett, 1991; Yan & Gray, 1994). Trust is more or less seen as a magic ingredient, poorly understood much like the concept of luck, and usually attributed ex post; successful alliances seem to involve trust; unsuccessful alliances do not (Koza and Lewin, 1998). One reason for this lack of evidence is the intangible nature of trust, making it hard to define, not to mention quantify and measure
. While empirical confusion still exists in terms of defining trust and sources of trust, the extant literature seems to agree that trust has a positive, albeit limited and indirect, impact on performance (cf. Smith & Barclay, 1997; Jap, 1999). Child (2001) concludes: ‘despite the value placed on it, trust remains an undertheorized, underresearched, and therefore poorly understood phenomenon’. Hence, how trust, particularly conceptualized as a dynamic phenomenon, operates to affect the performance of interfirm exchange remains somewhat of a mystery. Consequently, we need to measure performance differently in order to capture the real benefits of trust in international joint ventures.

For any strategic alliance to be formed and function, a minimum of inter-firm trust must exist. In fact, as argued by Arrow (1972: 357): ‘Virtually every commercial transaction conducted has within itself an element of trust’. Trust is an important component of IJV performance because it provides for greater adaptability in an IJV, as well as improves knowledge exchange, a key component of organizational learning and IJV success (Dodgson, 1996; Das & Teng, 1997). Consistent with this, Dodgson (1993) found that trust facilitated learning between alliance partners in his study of two biotechnology alliances. Since the knowledge being exchanged may be not only tacit but also proprietorial (specific), and as such constitute important elements of a firm’s competence and competitiveness, high levels of trust are positively related to knowledge transfer. Uzzi (1996) reported from his field study that trust acted as the governance mechanisms of embedded relationships and as such facilitated the exchange of especially tacit knowledge-related capabilities and information. In other words, trust promotes voluntary, non-obligating exchanges of assets and services between actors. Hence, many researchers (see for instance Park & Ungson, 1997; Das & Teng, 1997) suggest that trust is important because it reduces the likelihood of opportunistic behavior, facilitates control through a shared- value system, and it tends to increase efficiency and improve performance. If, as noted by Williamson (1985: 19), “transaction costs are the economic equivalent of friction in physical systems”, then we may conceptualize trust as the behavioral ‘lubricant’ that can improve a system’s (here an alliance’s) operating efficiency. Child (1998) operates with three phases of alliance development, ranging from formation via implementation to evolution. In this paper, trust refers to both the implementation and continuous evolution phases of alliance development as these are overlapping and seem difficult to separate. As an alliance matures over time, trust intensifies, attachment between partners develops, and partners become more familiar with each other’s idiosyncrasies (e.g. Meschi, 1997, Gulati, 1995a). Consequently, a significant outcome of trust is that it facilitates tighter social relationships and hence reduces uncertainty in transactions. In collaboration across organizational and national boundaries, where the level of complexity makes it virtually impossible to monitor in detail all aspects of exchange, trust is even more important. Hence, as the level of trust increases the (perceived) need to monitor diminishes
. It follows, then, that trust is an important determinant of alliance performance because it increases a firm’s access to external knowledge and strengthens its ability to- in conjunction with its network partner- create new innovative and efficient ways of combining existing knowledge-related capabilities and resources in order to extract superior rents. Hence: 

Hypothesis 5: Trust is positively related to alliance performance.
6. Protectiveness

Transaction cost economics assumes that agents are opportunistic, demonstrating self-interest and guile (Williamson, 1985). Williamson (1985) asserts that opportunism does not pose the same difficulties for transactions within firms as it does for transactions between firms. He provides three reasons: 1) common ownership of assets limits incentives for individuals within firms to be opportunistic, 2) internal organization is able to use authority to direct behavior, and 3) individuals within firms are likely to be better informed about conditions or be better able to monitor behavior than those in different firms. Hence, the lesson of opportunism, Williamson maintains, is that contracts must recognize conditions, which promote opportunism and provide appropriate safeguards, such that contractual commitments become credible (Williamson, 1993). Strategic collaboration has been advanced - from a traditional Williamson-like transaction cost standpoint – as an intermediate form between market and hierarchy, in order to explain the existence and economic justification of these networks. Knowledge exchanged in a collaborative arrangement may be proprietorial and thus provide important elements of a firm’s defining competence and competitiveness. Therefore, consistent with the resource-based view of the firm, knowledge protectiveness is often seen as an appropriate safeguard against opportunistic behavior in strategic alliances. Because of inter-partner asymmetry of knowledge demand and supply, it is expected that partner protectiveness and accessibility to its knowledge will be correspondingly asymmetrical. Hence, in general, international alliance partners are likely to be more protective of their knowledge resources when their competitive advantage relies on them. Consequently, in a situation of high competitive overlap between partners (for instance in a horizontal alliance), the firms will strive to restrict knowledge sharing because of the risk of knowledge spillover (Yan & Luo, 2001). Partners often adopt explicit measures, deploy shielding mechanisms, and engage in defensive actions to protect the transparency of their competencies, particularly when the embodied knowledge is explicit and held by only a few experts. 

As argued by Doz, Hamel, and Prahalad (1986), the transparency or permeability of the organizational membrane between partners can be regulated through the adoption of strict policies or the development of shielding mechanisms, such as “walling off” (Baughn et al., 1997) proprietary technology. In addition, gatekeepers can be assigned to filter information access and disclosure across organizational boundaries. However, employing explicit knowledge protective policies and procedures is likely to have a negative impact on the perception of honest and open collaboration (e.g. Norman, 2002). Moreover, protectiveness not only reduces the amount of information exchanged but may also lead to uncertainty and conflict. Although correlated, empirical evidence suggests that trust and protectiveness are distinct constructs (e.g. Norman, 2002).

The ability to learn through joint ventures does not simply rest on the firm’s internal absorptive capability and willingness to learn; it also depends on the willingness of external sources to cooperate (i.e. minimize protectiveness) (Pisano, 1988). Reciprocity suggests that accessibility to a partner’s knowledge depends, to a large degree, upon the extent to which the focal firm is open with its own knowledge to the partner. Protectiveness not only reduces the amount of information exchanged but also leads to uncertainty and distrust. This argument is supported by Madhok & Tallman (1998), who argue that safeguarding may hinder learning (performance) in strategic alliances. Lyles and Salk (1996) furthermore suggest that when disruptive to the operation of the alliance, protectiveness will contribute to the escalation of cross-cultural and other conflicts between partners. Protectiveness is likely to hinder effective alliance management and may cause uncertainty and misunderstandings, suggesting that in order for successful collaboration to take place in international strategic alliances, the level of protectiveness should be at its lowest.  

Hypothesis 6: Protectiveness is negatively related to alliance performance.

7. Cultural Distance

By their very nature, international strategic alliances are affected by differences in national cultures (Barkema & Vermeulen, 1997; Park & Ungson, 1997). The adverse affect of cultural differences between IJV partners on alliance performance has been suggested by several scholars (e.g. Barkema and Vermeulen, 1997; Mjoen and Tallman, 1997). This is consistent with the traditional internationalization perspective, which suggests a negative relationship between national cultural distance and performance. In fact, as argued by Meschi (1997), most problems encountered in international joint ventures can be traced back to cultural factors, be they national or organizational. Lyles and Salk (1996) report that not only conflicts but also cultural misunderstandings rooted in cultural differences can minimize flows of information and learning. Moreover, Killing (1983) found that joint ventures, where one partner is from a developing country and the other from a developed country, are more likely to lead to decision impasses due to divergent attitudes. Beamish (1985) showed that such joint ventures have a higher rate of failure than those formed between two firms both originating in developed countries. Mowery et al. (1996) found that distance and cultural differences were key obstacles to interfirm collaboration for U.S. firms engaged in international alliances compared to firms engaged in domestic alliances. Hennart and Zeng (2002) found differences in national culture (measured as a dummy: one if one partner was American and zero if both were Japanse) to be negatively related to joint venture longevity, however, the results were driven by dissolutions resulting from the sale of the venture to one of the partners. When focusing on dissolution due to liquidations and sale of the venture to a third party, however, Japanese-U.S. joint ventures had the same longevity as Japanese-Japanese joint ventures, suggesting that changes in the external economic environment rather than cultural differences triggered the dissolution of the JV (Hennart & Zeng, 2002)
. Several other scholars have cited cross-cultural conflicts between parents of different nationalities as reasons for high dissolution rates of IJVs (e.g., Shenkar & Zeira, 1992). In addition, cultural asymmetry (Hamel, 1991) can sometimes lead to an unbalanced situation between partners in their attempt to decode, transfer, and interpret knowledge. Thus, language, cultural heritage, and alignment play a key role in creating difficulties for identifying market opportunities and raises barriers to communication between partners. Although the statistical evidence is sometimes mixed
, the majority of literature agrees on the potentially negative effects of national cultural differences. 

Another aspect of cultural distance, however, pertains to organizational cultural distance (see Schein, 1992 for a thorough discussion of organizational culture). As noted by Madhok & Tallman (1998), congruence in the organizational cultures and capabilities between alliance partners influences the extent to which partners are able to realize the synergistic potential of an alliance. Moreover, similar organizational values are likely to coordinate behavior and reduce uncertainty (Das & Teng, 1998) thereby contributing positively to performance. While it is difficult to align incentives and managerial aspects between two distinct organizations engaging in a collaborative arrangement, the problems are even more pronounced among organizations from different national cultures. Interestingly, Pothukuchi et al. (2002) found that negative effects on IJV performance originated more from differences in organizational culture than from differences in national culture in their study of IJVs between Indian firms and firms from other countries. Moreover, organizational culture is embedded into the regional and national culture in which the firm operates. For instance, based on Hofstede’s (1980) national cultural scores and Kogut and Singh’s (1988) formula, Preet & Madhok (2002) measured the national cultural congruence as a function of the cultural distance between the home countries of the responding firms (Brazil, Chile and Mexico in their sample) and the countries of the respective partners. Corporate cultural congruence was measured as the similarity in various aspects of organizational cultures of allying partners, including organizational philosophies, goals and values. While national cultural congruence did not relate significantly to alliance flexibility, organizational cultural congruence did. Moreover, as suggested by Geringer (1998), merely being different does not necessarily lead to problems and cultural differences may actually facilitate organizational learning. Hence, the partner’s national or organizational culture has the potential to affect in depth all aspects of the collaboration, including performance. 

Empirical findings are inconsistent due to the methodological and theoretical confusion related to the cultural distance construct (see Shenkar, 2001). Despite the mixed results of prior research, empirical as well as anecdotal evidence suggests that cultural distance is an important component of IJV success, although the relationship can be debated. In summary, at least four interrelated negative effects of cultural distance on IJV performance can be identified: (1) cultural distance can lead to communication problems, which may hamper knowledge exchange and inter-organizational learning, (2) cultural distance can increase managerial conflicts due to misunderstandings, which may lead to additional costs, (3) cultural distance can influence partner firm approaches to conflict resolution, which may adversely impact operations, and (4) cultural distance can erode applicability of certain partner competencies, which may decrease the potential benefits from cooperation (Park & Ungson, 1997). Hence, if cultural distance is measured as a multidimensional construct spanning national, organizational and communicative culture, one would expect the following relationship:

Hypothesis 7: Cultural distance is negatively related to alliance performance.

DATA COLLECTION AND METHOD

This study involves Danish partner firms in international strategic alliances with partner firms from a variety of countries from predominantly Europe, North America and Asia. All alliances were still in existence up until 1995, however, the respondents were asked to select the most recent alliance when filling out the survey. Since no publicly available database of Danish firms engaging in international strategic alliances exist, a list of potential firms was generated from the KOB database
. Through a targeted reduction of the initial database, consisting of all Danish firms and organizations, both public and private, I created a target sample base of 1851 private firms
. The reduction criteria were based on interviews with firms engaged in international strategic alliances (of which several had fewer than 30 employees), press announcements and research on how the database was constructed. As it was impossible to determine a priori which firms engage in international strategic alliances and since my definition of international strategic alliances is broad, I decided to survey a rather large sample of private, Danish firms, with at least 20 employees and a high degree of internationalization (evidenced by activities in more than one foreign country). Consequently, the sample consisted of a large subset of firms for whom the survey was not relevant. However, the idea behind this sampling method was to capture as many of the firms engaged in international strategic alliances as possible. The first question on the survey was designed to identify membership of the desired sample (i.e. “has your firm engaged in an international strategic alliance – as defined..”). Respondents were encouraged to log on to the web page even if their firm did not engage in an international strategic alliance as defined, since this would help identify the actual size of the sample. If respondents answered “No” to the first question regarding their involvement in an international strategic alliance, they only had to fill out one more question regarding preferred survey methodology for future questionnaires.

While the KOB database provides some financial indicators and industry information, it is less useful when attempting to identify motivational factors and critical sociological dimensions pertaining to the management of these alliances. As the database is merely capturing firm specific information, no indication of alliance activity and/or management is reported. Hence, in order to obtain the requisite level of detail on strategic sociological management issues it was necessary to approach the Danish partners directly. To gene-rate data from a fairly large sample and given time and cost restraints it was decided to ad-minister a web-based survey. Since target firms were engaged in international activities and 91% (Statistics Denmark, 2001) of private Danish enterprises with more than 10 employees are reported to have access to the Internet, the survey was conducted in English through a web page. A preliminary test indicated that language was not a significant barrier to target respondents as well as the convenience and time reducing aspects of a web survey were highly appreciated. Using English as the language of choice on the questionnaire furthermore enables extension of the study to include foreign partner firms.

The questionnaire was compiled from several sources. First of all, a series of semi-structured interviews with key managers of two Danish partner firms were conducted over a period of 4 months in order to identify relevant issues pertaining to the formation and management of international strategic alliances. One firm was at the negotiation stage when the first set of interviews was conducted; the other had been engaged in the alliance for several years, yielding a somewhat broad perspective of relevant issues. Secondly, a comprehensive literature review of strategic alliance and international joint venture literature yielded an impressive list of questions deemed relevant. On the basis of the semi-structured interviews and the literature review a suitable questionnaire was devised and published on a web page. The questionnaire and web design was tested for language and design issues by MBA and Ph.D. students at a large West Coast (U.S.) research institution and for content by faculty at both a large West Coast (U.S.) research institution and a Danish business school. Finally, the survey was tested on site at the two Danish partner firms. This final stage allowed the researcher to observe the behavior of the respondents as they filled out the web survey and confusions, both in terms of content and design, were eliminated
. This final test indicated that the questionnaire was an appropriate instrument to obtain the data required.

A total of 1851 letters were sent out in the spring of 2001. In exchange for their participation in the study and to provide motivation and accurate responses, the respondents were assured of anonymity, security in data collection method (i.e. password protection and the host server belonged to a renowned university) and were promised a summary report of the findings. After two reminders 362 firms had filled out the online survey of which 119 were usable (i.e. they had indicated engagement in an international strategic alliance). There were no missing data since the online survey was designed in a way that did not allow respondents to submit without filling out all relevant questions, however, all questions included a “not in a position to answer” option in order to allow respondents an “out”
. The initial response rate was about 20 per cent, however, due to the sampling technique a more realistic response rate can be derived by reducing the sample by the number of non-respondents for whom the survey was not relevant. As I suspected a large proportion of non-respondents did not belong to the sample of firms engaging in international strategic alliances, I called 50 (randomly selected) firms among the non-respondents in order to test this hypothesis and disprove non-response bias. As predicted, 84 per cent of the non-respondents indicated that they did not belong to the sample (i.e. did not engage in international strategic alliances), 16 per cent indicated (indirectly) membership of the sample but would not fill out the survey due to time constraints or company policies. Only 2 per cent (1 firm) was engaged in international strategic alliance activity and filled out the survey after the phone call. Hence, the final number of usable responses was 120. Since 84 percent of the firms contacted after the survey had been conducted did not belong to the sample, it seems fair to assume a percent-wise reduction of the leftover non-respondents in order to establish an estimate of the “relevant” sample. After the percent-wise reduction, the net response rate was 33 per cent (120 of 364). 

Sample Characteristics

The sample is composed of 120 international strategic alliances of which 48 are equity joint ventures (EJVs) and 70 are non-equity joint ventures (NEJVs). Two respondents did not indicate alliance form. The time dimension of the study runs from 1985 to 2001 with 90 per cent of the alliances formed in the period 1997-2001. Due to the dyadic nature of the study, where the alliance had more than one foreign partner, the Danish respondent was asked to identify the ‘most important’ foreign partner. As a result, the data set comprises 73 alliances (60.8% of total) with partners in Western Europe, predominantly with EU members (94.5%); 15 alliances (16.7% of total) with North American, mostly United States, partners; and 10 alliances (8.3% of total) with Asian, primarily Indian and Chinese, partners. The rest of the alliances were formed with partners from Australia, Eastern Europe, the Baltic States or South America. 

In terms of industry, 83 (69.2%) of the alliances are in the manufacturing sector and 37 (30.8%) in the tertiary sector. 

The absolute size of the Danish partner was measured in terms of turnover and number of employees (generated from the KOB database), however, no reliable data on the absolute size of the foreign partner were obtained. Among the Danish partners, the number of employees ranged from 20 (the minimum) to 3500 with a mean of 194.91 and a standard deviation of 426.751.Turnover data only existed for 58 firms and ranged from 9,112 (1000DKK) to 3,966,761 (1000 DKK) with a mean of 599,225.09 (1000DKK) and a standard deviation of 854,248.76. 

Operationalizing Performance

To cover the complexity of this construct, a principal component analysis with ‘varimax’ rotation was performed on items tied to financial, operational, and effectiveness dimensions, as recommended by Venkatraman and Ramanujam (1986). The factor analysis produced four factors with eigenvalues greater than one, combined accounting for 85.4 percent of the variance in the data. 

The first factor, relational equity, explained 29.4 percent of the variation and had an eigenvalue of 4.26. This factor was based on items capturing the value of the relational exchanges with external constituents through marketing, distribution, and customer service (see Morgan and Hunt, 1994). As the relationships to customers, partners, suppliers, and investors improve so does the performance of the alliance (three items, Cronbach’s ( = 0.91). The second factor, financial performance, explained an additional 19.3 percent of the variation and had an eigenvalue of 1.72. This factor represented the relationship between financial performance and perception of overall alliance performance. The scale was based on three items from Glaister and Buckley (1999) reporting actual performance versus projected performance in terms of sales, market share, and profitability. This scale had a Cronbach’s alpha of 0.79. The third factor, learning, explained 18.1 percent of the variation and had an eigenvalue of 1.32. This factor captured learning issues of performance measured as level of knowledge transfer and knowledge development resulting from the alliance. This scale had two items with a Cronbach’s ( = 0.88. The last factor, efficiency, measured the degree to which the alliance had resulted in more effective/efficient procedures and lower operation costs. This factor explained 16.6 percent of the variation and had an eigenvalue of 1.04. Cronbach’s alpha for this two-item construct was 0.76.

Although there is much disagreement in the management literature on a valid measure of performance, the multidimensional operationalization proposed here seeks to overcome some of the drawbacks of prior measures of performance that relied heavily on measures like survival and duration of the alliance (cf. Harrigan, 1988). 
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Measures of Determinants of Performance 

The variables discussed in the section, which develops the hypotheses, are summarized in table 1. This table indicates the method of variable measurement, frequencies when appropriate, and the direction of the hypothesized relationships. Prior experience with partner was measured as a dichotomous variable (1 or 0) according to whether or not prior relationships between the two firms existed. Partner reputation refers to the importance of the reputation of the partner when selecting the partner for the alliance. Reputation was measured on an ordinal scale from 1-7 according to importance of reputation when selecting this partner. Learning potential refers to the intent behind the alliance in terms of technology/knowledge development. The focal firm was asked a series of questions regarding the underlying motivation for collaboration and partner choice in terms of access to technology/knowledge in order to assess the learning potential of the partnership. The three-item construct had an alpha value of 0.84.

According to Lei and Slocum (1992), collaborative know-how has an important impact on performance. In this study, collaborative know-how is the extent to which the firm possesses collaborative experience. Following Simonin (1997, 2000) the focal firm was asked to assess itself in terms of level of know-how in various alliance-related tasks, such as identifying and selecting a partner, experience with international partner, and alliance management. Cronbach’s alpha for this construct was 0.77. Building on Morgan and Hunt’s (1994) findings that trust is key to relational performance, trust, in this study, is measured as a multi-item construct on an ordinal scale from 1-7. The first item asked respondents to evaluate the overall level of trust between partners, whereas the other two items were adopted from Cummings and Bromiley’s (1996) instrument to measure inter-organizational trust, measuring confidence in partner to move joint projects forward and the risk of opportunism. Cronbach’s ( for this construct was 0.78. Protectiveness is distinct from trust in that it measures the degree of internal stickiness (Szulanski, 1996). Following Simonin (1999a) this construct was measured as a two-item construct on ordinal scales from 1-7, based on the extent to which the partner firm has restricted the focal firm’s access to knowledge/competencies (according to the focal firm) and the extent to which the focal firm has restricted its partner’s access to knowledge/ competencies (Cronbach’s ( = 0.82). The final construct hypothesized to influence alliance performance in international strategic alliances is cultural distance. 

Based on Mowery et al. (1996), Grant (1996), Harrigan (1986), Lyles and Salk (1996), and Simonin (1999a), cultural distance was measured as a multi-item construct on ordinal scales from 1-7. Attempting to overcome some of the criticism of this construct (see Shenkar, 2001) the items measure several dimensions of cultural distance; national cultural distance, communicative distance, and organizational cultural distance. Cronbach’s alpha for this construct was 0.83. 

Control Variables

As indicated above, the sample includes different types of alliances, categorized according to whether or not a separate entity was established. If a separate entity was established, the alliance was coded as an equity joint venture (EJV) and conversely, if no separate entity was established, the alliance was coded as a non-equity joint venture (NEJV). As noted by several authors (e.g. Geringer, 1991; Saxton, 1997), the administrative governance form of a collaborative arrangement may testify as to the motives of the partner companies and hence have an impact on expected performance outcome. The underlying assumption is that there is a correlation between alliance form and commitment since EJVs typically involve considerable financial investment and managerial time and hence are assumed to represent a longer term commitment than NEJVs. To control for alliance type, this variable was entered as a dummy, coded 1 for EJVs and 0 for NEJVs. The size of the firm was entered as a raw score of number of employees
 in order to control for the possibility that alliance performance may be spuriously higher in large firms. The industry sector of the alliance was also entered as a dummy variable, coded 1 for the manufacturing sector and 0 for the tertiary sector in the initial model, however, the results showed that industry had no impact and hence it was omitted in the final analyses in order to increase statistical power.
 Removing the effects of the control variables improves confidence that the findings center on the hypothesized relationships, above and beyond the effects of exogenous influences at the firm, alliance, and industry level. 

Test Methodology

Pearson correlations were run between each of the hypothesized variables and the four performance variables in order to test for individual relationships. Then, three distinct multiple regression models
 were run to determine which combinations of factors predicted alliance performance. Model 1 included the pre-alliance formation variables; Model 2 included the post-alliance formation variables, and Model 3 included both sets of variables. Alliance form and company size were treated as control variables in the regression procedure. The regression equation for each of the four dependent variables of the full model was:

Y = ß0 + ß1X1(alliance form) + ß2X2(size) +  ß3X3 (prior experience with partner) + ß4X4(partner reputation) + ß5X5(learning potential) + ß6X6(collaborative know-how) + ß7X7(trust) + ß8X8(protectiveness) + ß9X9(cultural distance) + E

RESULTS

Table 2 reports the means, standard deviations, and correlations for all variables in the order hypothesized. As could be expected, the dependent variables are relatively highly correlated, however, the correlation coefficients are 0.5 and below, indicating that the four measures of performance are capturing different aspects of perceived alliance performance.
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In general, Relational equity is relatively strongly correlated with Prior experience with partner, Trust, Protectiveness and Cultural distance (each significant correlation has the expected sign). Similarly, there are relative strong significant correlations between the Financial performance measure and Prior experience with partner, Collaborative know-how, Trust, and Protectiveness (each significant correlation has the expected sign). The Learning performance measure correlates with Prior experience with partner, Partner reputation, Collaborative know-how, Trust, and Protectiveness (each significant correlation has the expected sign). Finally, I observe high significant correlations between the Efficiency performance measure and Collaborative know-how, Trust, and Cultural distance (all with the expected sign).
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Table 3 displays the results of the multiple regression analyses for combinations of the independent variables with alliance performance as the dependent variables. The variance inflation factor (VIF) was used to assess multicollinearity. The VIF scores (all less than 1.7) suggested that while multicollinearity does exist, it will not significantly influence the stability of the parameter estimates (Dielman, 1991). The threat of unequal variances (heteroscedasticity) was checked by the Levane test. The results (p>.10 for all predictor variables) showed no pattern of increasing or decreasing residuals, thus suggesting the presence of homoscedasticity in the regression test. Model 1 shows the effects of the pre-alliance formation variables on alliance performance. The Learning performance measure (P3) is the only dependent variable for which this model is significant at the p<0.05 level (F=2.40, R2=0.10). The only variable with a significant coefficient (p<0.05) is Prior experience with partner, which is positively correlated as anticipated. Model 2 captures the effects of the post-alliance formation variables on alliance performance. For Relational equity as the dependent variable (P1) this model is significant at the p<0.01 level (F=5.55, R2=0.23). The coefficients for Trust and Protectiveness are both significant at the p<0.01 level in the predicted direction. For Financial performance as the dependent variable (P2) the model is significant at the p<0.01 level (F=14.27, R2=0.43). The coefficients for Collaborative know-how and Trust are significant at the p<0.01 level with the anticipated signs. The coefficients for Protectiveness and Cultural distance are significant at the p<0.05 level with the anticipated direction (negative) for Protectiveness but the opposite (positive) for Cultural distance. For Learning (P3) as the dependent variable the model is significant at the p<0.01 level (F=7.51, R2=0.29). The coefficients for Collaborative know-how and Protectiveness are significant at the p<0.01 level with the anticipated signs. For Efficiency (P4) as the dependent variable the model is significant at the p<0.01 level (F=3.56, R2=0.16). The coefficient for Trust is significant at the p<0.01 level in the direction anticipated.


Model 3 represents the full model with all independent variables. As such, this model offers a stronger, multivariate test of the hypotheses and allows examination of how the pre- and post alliance formation variables simultaneously affect alliance performance.  For Relational equity as the dependent variable (P1) this model is significant at the p<0.01 level (F=4.53, R2=0.27, adjusted R2=0.21). Individual coefficients for Partner reputation (p<0.05), Trust (p<0.01) and Protectiveness (p<0.01) are significant in the predicted direction. For Financial performance (P2) as the dependent variable this model is significant at the p<0.01 level (F=9.56, R2=0.44, adjusted R2=0.39). Individual coefficients for Collaborative know-how (p<0.01), Trust (p<0.01), Protectiveness (p<0.01), and Cultural distance (p<0.05) are significant. All signs of these coefficients are as expected except for Cultural distance. For Learning (P3) as the dependent variable this model is significant at the p<0.01 level (F=5.61, R2=0.31, adjusted R2=0.26). Individual coefficients for Collaborative know-how and Protectiveness are significant at the p<0.01 level in the direction anticipated. For Efficiency (P4) as the dependent variable this model is significant at the p<0.01 level (F=2.42, R2=0.17, adjusted R2=0.10). The coefficient for Trust is significant at the p<0.01 level and the sign is as expected. In terms of model fit, for Relational equity (P1) as the dependent variable, the full model explains an additional 19 percent of the variance in performance over the model, which includes only the pre-alliance formation variables (Model 1). Compared to the model, which includes only the post-alliance formation variables (Model 2), the full model explains an additional 2 percent of the variance. Similar results can be observed for Learning (P3) as the dependent variable, whereas Financial performance (P2) and Efficiency (P4) are best explained in terms of the post-alliance formation variables. Hence, including both pre- and post alliance formation factors seems to explain certain aspects of alliance performance (i.e. Relational equity and Learning) better than a model that incorporates either set of variables alone. On the other hand, Financial performance and Efficiency seems to be explained best by the post-alliance formation variables, although the differences between Model 2 and the full model (Model 3) are tiny.


Overall, the test offers strong support for hypotheses 4 (Collaborative know-how), 5 (Trust) and 6 (Protectiveness). There is weak support for hypothesis 2 (Partner reputation), however, contrary to hypothesis 7, Cultural distance shows a positive relationship with performance. The findings do not lend support for hypotheses 1 (Prior experience) and hypothesis 3 (Learning potential).   

DISCUSSION


Although many will agree that the performance of international strategic alliances often falls short of expectations, our understanding of the underlying determinants of alliance performance is rather limited. The purpose of this study is to further the understanding of the complexity of performance in interfirm relationships, across national borders, as it relates to different stages in the development process of the alliance. To accomplish this, a set of pre-alliance formation variables; prior experience with partner, partner reputation, and learning potential, and a set of post-alliance formation variables; collaborative know-how, trust, protectiveness, and cultural distance were identified and their individual and simultaneous effect on alliance performance assessed. In order to unlock the “black box” of alliance performance, four different aspects of alliance performance were measured. The most interesting finding for the pre-alliance formation variables was that partner reputation (when selecting the partner) is important for alliance performance measured as relational equity. Not surprisingly, selecting a partner with a favorable reputation has a positive impact on subsequent relational exchanges with customers, suppliers, and distributors as predicted in hypothesis 2. The fact that partner reputation has no effect on the other three performance measures suggests that reputation is a complex subjective construct, which direct effect on alliance performance seems to be more psychological in terms of relational marketing than internal performance. 


For the post-alliance formation variables, the findings confirm the importance of collaborative know-how, trust and a low level of protectiveness in managing the alliance. Collaborative know-how (Hypothesis 4) seems particularly important for financial performance and learning, indicating that experience in alliance management improves the effectiveness of alliance activities. Since efficiency is measured at the focal firm level, it is hardly surprising that collaborative know-how is not significantly affecting this measure. Perhaps more surprising is it that collaborative know-how also does not affect relational equity. Given the importance of relational equity for alliance performance, one would expect firms with alliance experience to better understand the value of relational exchanges. Perhaps the results attest to the difficulty of transforming previous, somewhat tacit, knowledge into useful mechanisms for managing relational equity in subsequent relationships. As predicted, trust (Hypothesis 5) and Protectiveness (Hypothesis 6) are highly significant across most performance variables. Hence, this study provides support to previous findings of the importance of trust and relationship characteristics in explaining alliance behavior and success (e.g. Saxton, 1997). Unexpectedly, yet consistent with Lane et al. (2001), trust does not exhibit positive significant influence on learning. The findings that trust is not affecting learning and protectiveness is not affecting efficiency indicate that trust and protectiveness are distinct constructs. Moreover, contrary to Simonin’s (1999a) findings, protectiveness has a negative impact on knowledge transfer and alliance performance. Hence, in this study protectiveness is negatively correlated with both learning, relational equity, and financial performance, suggesting that utilizing a multi-dimensional measure of alliance performance provides a more clear understanding of this construct’s impact on performance. 


Cultural distance was predicted to have a negative impact on performance, however, the findings show this construct to have a slight positive effect on financial performance thereby adding to the ongoing debate about the theoretical and methodological properties of this construct as well as the inconsistent empirical findings (for a thorough discussion see Shenkar, 2001). As suggested by Morosini (1998) and others, cultural differences, particularly when measured at different levels, have the potential for synergy as well as disruption. Perhaps controlling for closing distance mechanisms such as cultural attraction (both organizationally and geographically), acculturation and level of internationalization would yield more consistent results. An alternative explanation for the lack of support for the negative relationship between cultural distance and performance could be the fact that about 61 percent (73) of the partner firms in this study were from Western Europe with most of them (69) from other European Union countries. Although the European Union arguably is still far from being culturally integrated, the cultural distance between EU countries can be assumed to be relatively lower in general than the cultural distance between EU countries and non-EU countries, particularly when measured as a composite of national, organizational, and communicative distance. Hence, the political, monetary
, and cultural integration of the EU may have suppressed the effect of cultural distance on alliance performance. Finally, it is possible, as suggested by Simonin (1999a) that other factors, such as collaborative know-how and absorptive capacity, exert moderating effects on the relationship between cultural distance and alliance performance.


The moderate correlations between the measures of performance together with the finding that the list of significant independent variables differ somewhat for each model when varying the dependent variable suggests that the four performance measures are capturing different aspects of alliance performance. The Relational equity measure is a subjective assessment of alliance relationship performance. Conceptually this measure is a proxy for the extent to which the alliance is successful in managing its relational equity that is its relational exchanges with customers, suppliers, and distributors. The Financial performance measure is a subjective assessment of alliance performance in terms of meeting its financial objectives. Learning, on the other hand, is a measure of the extent to which the alliance has resulted in development of new technology/knowledge, regardless of whether this has been commercialized or not (i.e. the financial impact might not have been recorded yet). The final performance measure, Efficiency, taps into the perception of whether or not the alliance has led to process modifications and operational efficiencies for the focal firm. 

LIMITATIONS AND FUTURE RESEARCH DIRECTIONS

Although the use of subjective performance measures provides much needed information regarding the extent to which the IJV has achieved its overall objectives, these types of measures remain subjective and are thus exposed to serious limitations and biases. One such limitation stems from the data collection methodology of using respondents from one partner only. Clearly, collecting data from each parent of the IJV regarding its level of satisfaction with the IJV would enhance the reliability of the subjective measures, however, it also presents a myriad of logistical and cost barriers. Hence, the key issue is whether data collected from one parent represents a reliable measure of IJV performance and even a reliable estimate of the other partner’s perception of this performance. On this issue, Geringer (1991) found significant positive correlations between the two parent firms’ assessments of the IJV performance. Moreover, Geringer (1991) also found support for his hypothesis regarding a parent’s actual reported satisfaction with IJV performance and the perceptions by its partner. In addition, only very few studies have tested the consistency between objective and subjective measures of performance in alliances and although some initial support for this relationship has been shown (cf. Geringer, 1991), more formal testing of the consistency between objective and subjective measures of IJV performance is needed. Hence, reliance on a single parent company respondent as a data source appears to be a justifiable option, particularly when the respondent represents one of the key stakeholders (i.e. the managing director of the parent company with direct responsibility for the IJV).

Another limitation of this study is the generalized definition of international strategic alliances employed and the limited scope (duration) of the alliances. Perhaps an alternative explanation for the failure to support hypothesis 3 (Learning potential) can be found in the nature of collaboration included in this study. Parent firms may seek collaborative access to other firms' knowledge but will not necessarily wish to internalize the knowledge in their own operations. For example, a firm primarily involved in distribution activities may form an alliance with a manufacturer to ensure a stable product supply. Through the alliance, the distributor firm gains access to manufacturing skills. If the distributor has no acquisition intent associated with its partner's manufacturing skills, the manufacturing knowledge embodied in the alliance outputs has limited value to the distributor beyond the terms of the collaborative agreement. Moreover, the relationship between a firm’s ability to learn and the choice between alternative governance modes (e.g. joint venture over acquisition) offers an interesting avenue for future research (Moon, 1999). In addition, the effects of learning potential on alliance performance may simply be longer-term than captured in this study. Since respondents were asked to report on the most recent international strategic alliance in order to secure reliability of memory, most alliances had been formed within the last 5 years. Hence, controlling for type of alliance (horizontal or vertical), the nature of the agreement (motivation) and duration may prove beneficial for future research. 

Determining international strategic alliance performance is a complex process and remains a challenge to researchers and managers alike. This study has attempted to shed new light on the antecedents of international alliance performance while paying attention to the different stages of ISA development. Although this study employs a multidimensional operationalization of alliance performance, more theorizing and empirical testing is needed in order to fully appreciate the complexity involved in ISA management. Perhaps then we will be able to determine not only why- but also whether IJVs succeed or fail.
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Table 1: Measurement of Variables and Expected Direction of Signs

	Variables
	Measurement
	Expected Sign

	
	
	P1
	P2
	P3
	P4

	Dependent variables
- Relational equity (P1)

- Financial performance (P2)

- Learning (P3)

- Efficiency (P4)


	Multi-item construct (three items), measured as ordinal scales from 1=’Worse than expected’ to 3=’Better than expected’. See text for details.

Multi-item construct (three items), measured as ordinal scales from 1=’Worse than expected’ to 3=’Better than expected’. See text for details.

Multi-item construct (two items), measured as ordinal scales from 1=’Worse than expected’ to 3=’Better than expected’. See text for details.

Multi-item construct (two items), measured as ordinal scales from 1=’Strongly agree’ to 7=’Strongly disagree’. Both items were reverse coded in survey. See text for details.
	
	
	
	

	Independent variables

Pre-alliance formation 

- Prior experience with partner

- Partner reputation

- Learning potential

Post-alliance formation

-  Collaborative know-how

- Trust

- Protectiveness

- Cultural distance
	Dichotomous variable (1 or 0) measured according to whether prior relationships between the partners existed (n=90) or not (n=29). One firm was not in a position to answer.

Ordinal scale from 1=’Low’ to 7=’High’.

Multiple-item construct (three items), measured as ordinal scales from 1=’Low’ to 7=’High’. See text for details.

Multi-item construct (four items), measured as ordinal scales from 1=’No know-how to 7=’Extensive know-how’ and 1=’Not at all’ to 7=’Quite a lot’. See text for details. 

Construct consists of three items, measured as ordinal scales. Level of trust among partners range from 1=’Low’ to 7=’High’. The two other scales range from 1=’Strongly agree’ to 7=’Strongly disagree’: both items were reverse coded in survey. See text for details

Construct consists of two items, measured as ordinal scales from 1=’Not at all’ to 7=’Quite a lot’. See text for details

Construct consists of three items, measured as ordinal scales from 1=’Strongly disagree’ to 7=’Strongly agree’. See text for details
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-

	Control variables

- Alliance form
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TABLE 2: Means, Standard Deviations and Correlations


Variable



Mean
 s.d.
  1
  2
  3
  4
  5
  6
  7
  8
  9
  10
  11
  12



      1.Relational equity

2.35
0.66


2. Financial performance

2.36
0.74
0.50**


3. Learning



2.21
0.71
0.39**
0.34**
4. Efficiency


3.73
1.62
0.23**
0.38**
0.06

5. Prior experience with partner
0.75
0.44
0.20*
0.16*
0.21*
0.09

6. Partner reputation

5.23
1.54
0.14   -
0.05
0.16*   -
0.06
0.19*
7. Learning potential

3.67
1.65   -
0.00   -
0.14
0.12   -
0.09   -
0.13
0.36**
8. Collaborative know-how
4.46
1.08
0.10
0.21* 
0.17* 
0.22**
0.04   -
0.05
0.12

9. Trust



4.78
1.41
0.36**
0.44**
0.20*
0.29**
0.20*   -
0.06   -
0.41**
0.14

10. Protectiveness


2.67
1.57   -
0.35** -0.47**  -
0.40**
0.01   -
0.20*
0.07
0.01
0.24** -
0.29**
11. Cultural distance

3.86
1.78   -
0.17*
0.01   -
0.12   -
0.18*   -
0.18*   -
0.04   -
0.11   -
0.37** -
0.15   -
0.04

12. Alliance forma


0.41
0.49
0.02
0.17*   -
0.20*   -
0.14   -
0.11   -
0.35** -
0.22** -
0.27**
0.06   -
0.17*
0.22**
13. Sizeb


        194.91 426.75   -
0.01
0.01   -
0.12   -
0.11   -
0.18*
0.07   -
0.05
0.20*
0.09
0.15
0.05   -
0.05


a Equity or non-equity; b number of employees;  * p < 0.05, one-tailed test; ** p < 0.01, one-tailed test.

TABLE 3: Results of Multiple Regression Analysesa


Variable



Model 1



Model 2



Model 3







Pre-alliance formation


Post-alliance formation

Full Model







P1b
P2c
P3d
P4e

P1
P2
P3
P4

P1
P2
P3
P4

Constant                                     
1.79**
2.14**
1.85**
4.75**

2.01**
0.85*
2.10**
1.31

1.29**
0.55
1.39**
1.90

Prior experience with partner   
0.19*
0.17*
0.18*
0.06






0.06
0.02
0.06   -
0.00

Partner reputation                      
0.14
0.01
0.05   -
0.10






0.17*
0.09
0.11   -
0.07

Learning potential                             -
0.01   -
0.09
0.09   -
0.09






0.07   -
0.02
0.10   -
0.02

Collaborative know-how



 


0.10
0.37**
0.23**
0.16

0.12
0.39**
0.24**
0.15

Trust


  






0.24**
0.27**
0.06
0.29**

0.27**
0.26**
0.10
0.29**
Protectiveness







          -
0.31** -
0.45** -
0.45**
0.06
          -
0.30** -
0.45** -
0.44**
0.06

Cultural distance






          -
0.11
0.13*
0.00   -
0.05
          -
0.09
0.13*
0.03   -
0.05

Alliance form                            
0.09
0.18*   -
0.15   -
0.19*

0.00
0.15*   -
0.22** -
0.10

0.09
0.19*   -
0.16*   -
0.13

Size                                           
0.02
0.04   -
0.10   -
0.10

0.00   -
0.02   -
0.12   -
0.17*
               -
0.00   -
0.03   -
0.11   -
0.17**
R2                                         

0.06
0.07
0.10
0.06

0.23
0.43
0.29
0.16

0.27
0.44
0.31
0.17

Adjusted R2                                
0.02
0.03
0.06
0.02

0.19
0.40
0.25
0.12

0.21
0.39
0.26
0.10

F




1.45
1.68
2.40*
1.36               
5.55**14.27** 
7.51**  
3.56**

4.53**
9.56**
5.61**
2.42**
a Entries represent standardized regression coefficients,  N=120; * p<0.05, one-tailed test; ** p<0.01, one-tailed test, b P1 refers to Relational Equity, c P2 refers to Financial Performance, d P3 refers to Learning, e P4 refers to Efficiency




































� For exceptions, see Saxton, 1997 and Glaister & Buckley, 1999.


� Experience is sometimes accounted for in empirical studies based on transaction cost theory, however, usually as a control variable. Hence, the logic is that if there is partner-specific experience, search costs would be reduced.  If there is country-specific experience, search costs, negotiation and other contracting costs might be reduced.





� For an excellent review of theories and issues in the study of trust see Lane, 1998.


� Although this may in turn reduce the cost of knowledge exchange, it may also lower the amount of new knowledge created if it results in some level of complacency due to “overembeddedness”.


� The findings add to the ongoing debate about both measurement of cultural distance and the use of longevity as dependent variable in joint venture studies.


� For instance, while Barkema and Vermeulen (1997) found that national cultural difference between partners have a negative impact on JV longevity, Fey and Beamish (2001) found no impact, and Park and Ungson (1997) actually reported a positive impact.


� The KOB database is a comprehensive database of all registered Danish firms. The database is updated continuously by Kobmandstandens OplysningsBureau A/S. KOB is Denmark’s largest credit agency and data for the database comes from a variety of sources, including TDC (Teledenmark), CVR (Danish state register of firms) and each local municipality. In addition, KOB conducts more than 200,000 interviews per year and co-operate with the largest international credit agencies, who are all approved by Berne Union and members of the ICIA. KOB is a member of FEBIS, BIGNet and is connected with Eurogate. Additional information can be found at www.kob.dk.


� The original reduction resulted in 1859 firms. Although the KOB database is updated regularly I cross-checked with other sources and this led to omission of 8 firms due to miscoding (i.e. out of business or parent firm not Danish).


 


� I am indebted to Dr. Don Dillman for his patience and help in the early stages of designing the web survey.


� “Not in a position to answer” was coded as missing data during data analyses.


� The number of employees was chosen as indicator of size due to a lack of consistency and missing data in the turnover data set.


� Applying a more fine-grained measure of industry – i.e. high-tech, medium-tech, low-tech in order to capture industry effects would have been preferable. Reasonably, both learning potential and protectiveness might vary with the technology intensity of the industry of the alliance or the partners, however, due to data limitation this was not possible.


� When variables are ordinally scaled, as in this study, such analyses deviate from the regression assumption of interval data (Michel & Hambrick, 1992). However, the work of Michel and Hambrick (1992), Keats and Hitt (1988) and others has demonstrated that the use of ordinal scales does not present a serious problem.


� At the time of data collection (2001) Denmark had not introduced the euro. This is a consequence of the Edinburgh Decision, which was drawn up after the rejection of the Maastricht Treaty at the referendum held in Denmark in June 1992. The Edinburgh Decision was endorsed, together with the Maastricht Treaty, by a Danish referendum in May 1993. On 28 September 2000 a majority (53.1 per cent) of the Danish electorate rejected Danish adoption of the euro. As a consequence Denmark remains outside the Eurosystem along with Sweden and the United Kingdom. However, the Danish krone is linked closely to the euro via ERMII, in continuation of the present Danish fixed-exchange-rate policy. 
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Figure 1: Conceptual Model
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