.
é/JONKC)PING INTERNATIONAL

BUSINESS SCHOOL
JONKOPING UNIVERSITY

Comprehending Organizations Cultural
Compatibility as a Success Factor in

Alliance Formation
Five Case Studies on Cultural Compatibility

Paper within Master Thesis in Business
Administration
Author: Dolf Grande
Neda Angela Sobhi
Tutor: Anna Nyberg
Hamid Jafari

JonkGping May 2012




Acknowledgement

We would like to express our gratitude and undying appreciation to the many
individuals who have supported and encouraged us along our journey. Without them,
we would not have had the knowledge, strength and stamina to complete our research.

First and foremost, we would like to thank our supervisors, Anna Nyberg and Hamid
Jafari, for their help and guidance throughout the process of writing this thesis.
Without their support, we would still be lost in the entirely complex world of thesis
writing.

We would also like to thank our interviewees Tomas Miillern, Soéren Eriksson,
Michael Gates and Peter Hdrd for the valuable insight and outlook on various
subjects tied to this study and for taking the time out of their busy schedules to aid us
in our project.

Our family and friends cannot go unrecognized, as it was their love and faith that
gave us the motivation to reach our goals.

Most importantly, our research would have been nothing without the inspiration and
wisdom of Sir Richard D. Lewis. His presence, dedication and admiration for culture
and language, and most valuable insight we gained from him is, without a doubt,
priceless.

To those mentioned, we sincerely thank you once more in helping us prevail and
fulfill our ambition in our pursuit and completion of this research.

Dolf Grande Neda Angela Sobhi

Jonkoping International Business School, May 2012



Master Thesis within Business Administration

Title: Comprehending Organizations’ Cultural Compatibility as a
Success Factor in Alliance Formation.

Authors: Dolf Grande, Neda Angela Sobhi

Tutor: Anna Nyberg, Hamid Jafari

Date: May 14", 2012

Descriptors: Compatibility, Culture, Alliance, Partner Selection

Abstract

Problem: To compete effectively in today’s global market, organizations are eager to
expand their operations abroad. Entering a partnership accounts as a preferred way of
doing this. In order to be allowed to participate in many important markets, corpora-
tions must recognize the influence of cultural orientations other than their own. In
many cases it appears that this is however neglected, considering that up to two out of
three partnerships ends in dissolution. Causes related to the cultural aspect of a rela-
tionship are often mentioned to form the root of the problem.

We noticed that a vast number of studies have focused on how culture affects single
organizations, fewer studies however focused on how partnerships are affected by
cultural aspects. And even fewer studies have tried to decipher the role that cultural
compatibility has prior to entering a partnership. More so, throughout our extensive
literature review, we have noticed that there has not been obtained a comprehensive
understanding of what cultural compatibility entails.

Purpose: The intentions of our research are twofold: first, we have theoretically de-
rived a framework that allows a comprehensive understanding of cultural compatibil-
ity as well as its influence on alliance performance, and second, we have explored
how this theoretically derived framework is reflected in practice.

Method: To achieve the purpose of this study we completed a qualitative, exploratory
research including five case studies and five interviews/consults. The case studies
were well selected based on requirements such as industry significance and the impli-
cation of a high level of cultural diversity.

Conclusions: The major conclusion to our research indicates that cultural compatibil-
ity is not necessarily a requirement prior to entering a relationship, but unveils to be
moreover a foundation that partnering firms should strive for in the early stages of
their coalition. Additionally, we have obtained many valuable insights, yet utmost we
have experienced that the subject is extremely complex, and that further research on
the topic as well as the framework is indispensable to further justify our findings.
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1 Introduction

The purpose of our introductory chapter is to provide meaningful preliminary insight
into the nature and complexity of culture on alliance formation in today’s business
and academic world. To achieve this goal, background and problem definition are
introduced, followed by research questions, purpose and implications necessary to
highlight the importance and value of our work.

1.1 Background

Today’s era of rapid globalization forces the worlds of numerous industries, e.g.
academia, automobile, airline, to extend their presence into multiple markets and
countries around the world to satisfy with their customer’s demands in context to
supply chain services. Joining an alliance or starting a partnership seem to be
preferred ways of achieving such company objectives (Brockelman & Cucci, 2000).
Through forming an alliance, two or more firms combine their individual strengths
and unique resources (Whipple and Frankel, 2000). This trend is reflected in the
number and value of mergers and acquisitions that continue to grow at record rates.
The Institute of Mergers, Acquisitions and Alliances (IMAA) records show that the
number of transactions worldwide has increased from barely 5,000 in 1985 to almost
50,000 in 2007. The excitement of mergers and acquisitions is driven by the anticipa-
tion of financial success due to reduced competition, operational synergies, and access
to larger customer bases (Senese J. , 2007). Accordingly, we can conclude that the
strong interest in expanding into new markets can be validated from the supporting
figures of mergers and acquisitions.

An investigation on Institutionalizing Alliance Capabilities in 2000 by the Corporate
Executive Board confirms this growing interest in inter-organizational expanding, re-
porting heightened alliance activity by averagely large companies. The report also in-
dicates that the preferred method of achieving strategic objectives — in this case for
the telecom industry — was to ally with others, rather than develop internally, out-
source or carry out a joint venture, merger or acquisition (Molony, 1999)'. However,
the same source reports that the rate of failed alliances have ranged from 30% up to
70%, suggesting that companies experience severe difficulties when attempting to de-
velop organization-wide alliance competencies. Sir Richard D. Lewis also supports
this finding, indicating that most mergers fail, speculating around 51% (R. Lewis,
personal communication, 14-03-2012). Furthermore, the study indicates that shifts in
partners’ strategic objectives and clashes of corporate culture are both top causes of
alliance failures at 87% and 69%, respectively, while both securing organizational
wide engagement and managing alliance skills transfer are both integration efforts
that are coming up short>.

As a result of globalization, the increasing connections between companies forming
an alliance do not imply that cultural differences are diminishing or disappearing. On
the contrary, as pointed out by Doug Ivestor, the former CEO of Coca Cola, “as eco-
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nomic borders come down, cultural barriers go up, presenting new challenges and op-
portunities in business” (Javidan & House, 2001). According to an explanation pro-
vided by Sir Richard D. Lewis, it is critical to understand the other company’s pur-
pose in doing business, which is partly rooted in its cultural background. (R. Lewis,
personal communication, 14-03-2012).

Other reasons for failure amongst alliances occur when excessive rivalry eclipses co-
operative tendencies (Park & Ungson, 2001). Park and Ungson (2001) postulate that
alliance failure results from competitive rivalry and managerial complexity that act as
destabilizing characteristics within an alliance. They also state that there is a lack of
explanations as to why strategic alliances fail, but further mention poor management,
poor communications, lack of trust, competitive rivalry, lack of top management
commitment, and cultural differences, may be a few factors to failure (Park &
Ungson, 2001). Unfortunately, many international organizational alliances fail to
meet expectations because the cultures of the partners are incompatible (Cartwright &
Cooper, 1993). Collectively, all of these failure factors boil down to one major pitfall,
which is poor partner selection at the early stages of international alliance formation.
Therefore, an integrated coordination of all processes and operations within a strate-
gic partnership is therefore a prerequisite for a successful alliances (Lonngren,
Rosenkranz, & Kolbe, 2010). In other words, aligning “the way things are done”; an
expression which describes culture, as described by Martin (2002).

Given the impact a partner can have on alliance success, partner selection is critical
(Kannan & Tan, 2004). However, partner selections are usually driven by financial
and strategic considerations (Cartwright & Cooper, 1993).

Yet, Hofstede argues that one should think twice before applying the norms of one
person, group, or society to another. Information about the nature of the cultural dif-
ferences between societies, their roots, and its consequences of such should precede
decision and action (Hofstede & Hofstede, 2005). An opinion well expressed by Sir
Richard D. Lewis is that differences in culture imply differences in behavior, which
can impede doing business successfully (R. Lewis, personal communication, 14-03-
2012). It is therefore critical to understand this phenomenon in the initial phase of
partner selection, as this step determines the outcome of successful alliance formation.

Forming an alliance is not an easy feat. Whipple and Frankel (2000) state that “while
interest in such arrangements remains strong, it is well accepted that creating,
developing, and maintaining a successful alliance is a very daunting task”. We
wonder why it is a “daunting task” and how to turn it around in order to make it a
simple and successful integration process.

1.2 Problem Definition

As the background indicates, culture may not be recognized as a key component dur-
ing partner selection. In other words, why is it not considered a vital ingredient for
success during this stage since it has such a major impact?

A preliminary review of the literature on the compatibility of company culture indi-
cates that most extant research focuses on defining and measuring culture (through
culture models) and how this affects the performance of a single organization. Con-
siderably fewer researchers have explored the role and magnitude of culture in a dy-



adic or multi-dyadic relationship. Moreover, only few have started to investigate if
there is a way to decipher the compatibility of culture prior to forming an alliance.
Martin (2002) states that the current literature on culture is often conflicting in its
conclusions, making it difficult to adjudicate one truth. However, we believe that cul-
ture contributes significantly to successful international collaboration. Since under-
standing cultural differences has evolved into a thriving field of study, we believe that
understanding and acknowledging cultural factors throughout the partner selection
phase in forming an international alliance is key to recognizing this one common
truth.

1.3 Research Question

Based on the above discussion, the main research question is as follows:

How can implementing an international, dyadic alliance based on cultural
compatibility components contribute to success with the proper partner selec-
tion?

Sub questions with regard to the main research questions are:
1. Why is culture a critical driver for alliance success?
2. Why is culture a critical success driver to alliance formation?

3. What are the aspects and dimensions of culture that should be taken into
consideration with regard to compatible alliance formation? Or, in other
words: How can we express compatibility in terms of culture?

1.4 Purpose and Significance of the Study

As outlined above, this study aims to explore the nature and complexity of culture in
regard to partner compatibility. Ultimately, we will try to determine on how cultural
compatibility matters when forming a strategic international alliance across the global
market. The aim is to identify key compatibility components and their contribution to
alliance success.

1.5 Managerial Implications

In terms of its contributions, the findings of this study will aid in understanding and
redefining the importance of culture with an emphasis on partner selection. In other
words, we aim for the recognition that cultural compatibility is equally important as
resource complementarity, market coverage and other factors when selecting a
compatible, strategic partner.



1.6 Academic Implications

This study will seek to provide a comprehensive overview on cultural compatibility of
international alliance formation, including its definition, the dimensions involved and
its impact upon success or failure of alliances.

If our theory is supported, further research will be required in the areas such as
redefinition of roles and how partner selection is conducted.



2 Literature Review

Throughout this chapter, we explore and analyze literature to “extend the reader’s
field of acquaintance with the complex cases of the real world” (Boulding, 1958 cited
by Stebbins, 2001). Extensive review of literature is presented, revealing theories,
previous studies and related literature on our subject.

2.1 Globalization

Globalization is not limited by geographical base, culture, or language rather, as
companies evolve toward global sourcing, supply chains lengthen (Byrne, 1992).
However, it is continually expanding and increasing the complexity of doing business,
especially when trying to deal with cultural differences, new business practices, and
logistics challenges (Zubrod, 1996). As a result, the necessary action from companies
taken in order to understand the specific needs, requirements, and customs of as many
as 200 to 300 regional markets are evident in order to compete in the world
marketplace (Byrne, 1992). In connection, logistics is critical to successful global
competiveness, more so than the domestic markets (Zubrod, 1996). Additionally,
Zubrod (1996) postulates that most companies underperform, both internally and
externally in going global because they are either “too local” or tailor strategies to
reflect too much cultural diversity.

2.2 An Alliance to Compete Globally

Collaboration has been referred to as the driving force behind effective supply chain
management (Min, et al., 2005). Globalization impacts the territorial reach of, for
instance, carriers and shippers, and therefore results in the formation of strategic
alliances and partnerships. Managing and leading these new partnerships and alliances
demand special skills, knowledge, commitment, and a good bit of wisdom (Neuschel
& Russell, 1998). According to Zubrod (1996), to effectively manage international
operations such as logistics, sensitivity to — if not expertise in — the distinct cultural
needs of the markets, sources, and organizations in foreign countries is essential to
success as a global player. Moreover, Gopal, Viniak, & Caltagirone (2004) mention
that to compete successfully in this type of environment, companies need to rethink
their sourcing strategies, especially when a company has design and development
organizations spread over multiple countries and when its products are produced and
sold globally.

Unfortunately, most strategic-planning approaches fail to strike an effective balance
between the global and local aspects of running an international business (Zubrod,
1996). Zubrod’s (1996) research concludes that the alignment of geographical
strategy with the forces affecting the logistics industry and forcing it to change is
responsible for approximately 40% of relative globalization success. Overcoming
cultural barriers i1s a major and time-consuming process to execution, requiring a
long-term (three-to-five-year) effort (Zubrod, 1996). What is needed is a plan for
strategic sourcing that is efficient, global, and incorporates the key capabilities and
perspectives of the organization (Gopal, Viniak, & Caltagirone, 2004).



2.2.1 Definition of Alliance

Now that the significance of effectively and strategically cooperating on a global
scale has been established, a definition of what cooperation in the form of partnering
is and contains is required. It is noticed that the current literature is rife of formal def-
initions that describe some form of partnerships. Common examples among others are
alliance, joint ventures, consortiums, product swaps, license agreements as well as
supplier and buyer agreements (Bleeke & Ernst, 1993) (Borys & Jamison, 1989).
However, it appears that in practice the terms are seldom used correctly, e.g.
interviewees misusing and interchanging definitions (Banks Pidduck, 2006). It
therewith becomes inevitable that definitions are used interchangeably in literature as
well when researching partnering agreements.

Whipple and Frankel (2000) define alliance as “a long-term relationship where
participants cooperate and willingly modify their business practices to improve joint
performance”. Another and more appropriate definition to this research is presented
by Hertz (1996), whereas she defines a strategic alliance as a relationship between
two organizations that have some impact on the total network of the industry and will
lead to changes in the network positions of the organizations involved in the strategic
alliance. The latter definition emphasizes on the impact rather than the longitudinal
aspect of forming an alliance, which is essential to this study as it particularly focuses
on comprehending cultural influences. The definition addresses multiple forms of
partnerships, such as alliances, mergers and joint-alliances, and therewith omits the
confusion that may arise from misinterpreting these definitions. The definition of
Hertz (1996) also primarily considers a dual relationship, which this study will focus
upon. For these reasons, the definition given by Hertz (1996) will be used in the
proceedings of this research. Going forward, considering that we are investigating
alliances in a global context, will from now on refer only to “international strategic
alliances” when referring to any form of partnership.

According to Pett and Dibrell (2001), a strategic alliance has to fulfill a set of criteria.
An alliance is seen as a form of cooperative relationship or hybrid type of
organization. A hybrid organization exists when two or more companies start an
attempt to compete as single unit, while also combining essentially incongruous
elements. There are several criteria to a hybrid organization. For one, there needs to
be a strategic element in the alliance. Second, the organization involved should be
aware of the boundaries of the organization as well as the potential boundaries and
mechanisms to resolve problems and operations. A third criterion facing a hybrid is
the need to produce wealth and value to the organizations involved, whilst eyeballing
that the organizations involved do not lose their ‘core competencies’. Finally, the
hybrid type of organization should be geared towards the stability of the alliance (Pett
& Dibrell, 2001).

2.2.2 Types of Contracts

There is a distinction between the recurrent and the relational contract type of hybrid
organization. A recurrent contract is a continuity of short-time agreements of
collaboration in which both companies remain more autonomous, while pursuing an
acceptable long-term agreement of collaboration. Such a relationship can only be
successful when two essential criteria are respected: trust and risk. (Buckley &



Casson, 1988) (Ring & Van de Ven, 1992). Trust is having confidence in each other’s
goodwill towards the relationship, whereas risk is the willingness to reduce
uncertainty to the goals of the alliance. When these elements are present organizations
can exchange knowledge, resources and take advantage of each other’s capabilities.
As companies then explore the different advantages made possible to them, and the
levels of trust and risk increase, the recurrent relationship may evolve into a relational
contract alliance (Pett & Dibrell, 2001).

2.3 Alliance Process

There are many authors that have tried to framework the alliance process. One of the
first models by Kogut (1988) is proposing three simple sequential stages; formation,
operation and outcome. His model was considered rather passive, whilst the actual
process was perceived more active. Later models therefore speak more of stages such
as formation, implementation and evaluation (Lorange & Roos, 1992) or courtship,
negotiation, start-up, maintenance with two outcomes, dissolution or extension of the
alliance (Murray & Mahon, 1993). Another aspect that authors have come to realize is
that alliances can be social entities, fulfilling personal or political motives. On the
other extreme, they can be serious, business-oriented relationships, where profitability
and creating wealth are the only motivations. This led to two different suggestions on
how the alliance formation is executed. One is the resource-based, more rational form
of selection and the other is network-based where negotiation is likely to be at the
heart of alliance formation (Banks Pidduck, 2006). It is therefore important to
understand the motives for forming an alliance.

2.3.1 Motives to Form an Alliance

Firms can have various reasons to form an alliance. Motives are (1) to move into
international markets in a response to keep up in the increasingly competitive global
environment, (2) to gain access to new external recourses, technology and internalize
skills from alliance partners, (3) to achieve economies of scale and scope and reduce
the financial and political risk of performing specific activities in different
international locations through use of global alliances. And (4) global alliances also
offer strategic flexibility without sacrificing the autonomy of firms, since they can be
developed and disbanded, if necessary, relatively quickly in response to changing
demands in the global marketplace (Kim & Park, 2002) (Sambasivan & Nget Yen,
2010).

It is important to highlight that alliances prove useful to access new global markets
and/or acquire highly sought after resources to gain a competitive edge, while
maintaining their vigilance upon other strategic priorities (e.g. domestic market share)
and so remain autonomous to a certain degree. (Pett & Dibrell, 2001).

2.3.2 Framework of the Strategic Alliance Process

Using the two hybrid arrangements, Pett and Dibrell (2001) provide a framework that
examines the integral components of an alliance. The framework is designed around
four stages: the exploration stage, the recurrent contracts stage, relational contracts



stage and the outcome stage. Within each stage there are elements to consider and
evaluate, which determine whether or not to continue investing in the current alliance.
To get a more comprehensive view the stages and influencing components are briefly

discussed.
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Figure 1: Process Model of Strategic Alliance Formation, Pett and Dibrell (2001)
2.3.3 Exploration Stage

This stage considers the discussion on how to bring together two or more autonomous
organizations in an attempt to complement each other. The authors indicate that in
this step it is essential to consider national and company culture and to understand the
impact of cultural differences and similarities. Furthermore, firms should examine
both levels of autonomy and the compatibility of their motives and objectives.
Organizational characteristics are also considered however less significant such as
relative performance, relative size of the company and network associates (Kim &
Park, 2002). Complementarity, compatibility and organizational characteristics will
help the potential partners to allocate appropriate resources to work the alliance.
Additionally, needs and demands should be compared to access dependency. External
factors referring to governmental regulations, national culture and environmental
conditions should be inquired.

Key in this stage is to foster one’s own organization’s goals and achievements. In this
stage multiple potential partners should be evaluated and eliminated, because as
management will realize, many potential partners will not fit into the organization’s
long-term plans. Pett and Dibrell (2001) specify that although this stage might be
time-consuming, it should be considered well, as it will significantly affect the further
development of the alliance.



2.3.4 Further Development of the Alliance

In the further development of the relationship, costs and benefits arise. In the
recurrent contract stage the key factor is communication, whereas both firms will
further balance ability to requirements. In this stage the organizations bring some type
of competitive or comparative benefit to the agreement. As satisfaction increases the
level of trust, the organizations may enter the relational contract stage. This stage
entails structuring the relationship to “optima forma”, thus preventing opportunistic
and unfavorable behavior. Efficiency, stability and legitimacy are key words to this
stage. The outcome stage is the result of the agreement. Results can either be gaining
competitive edge (e.g. opening new markets, new products translated in a monetary
reward or organizational learning) or discontinuity of the agreement. Pett and Dibrell
(2001) note that dissolution of the alliance (either long-term or short-term) does not
necessarily mean that the alliance was unsuccessful. All stages share the necessity of
monitoring and evaluation. Monitoring the behavior of the partner is considered a
costly procedure (Kim & Park, 2002).

As stated in the background of this study and as the alliance further develops, culture
can play an important role as it can cause conflict. Culture shapes the behavior of
alliance managers as well as the interpretations imposed by alliance managers on
alliance functioning. Differences in culture (national or corporate) are likely to be
reflected in differences in organizational routines or standard operating procedures
and it is these differences that create problems of appropriation and coordination.

2.4 Alliance Success and Failure

By combining individual strengths and unique resources, partners seek to achieve
mutual benefit, or sometimes referred to as a win-win relationship. Literature shows
that nearly thirty to seventy percent of the alliances fail, indicating that a significant
amount of alliances have difficulties maintaining their relationship. Literature reveals
that the financial and technical aspects of the alliance is not so much the issue,
however the organizational aspect appears to be the greatest barrier in developing a
successful alliance. A study that was executed in the United States revealed that only
one out of five alliances established guidelines for maintaining the relationship.
Without guidelines, managing an alliance becomes a haphazard task. For this reason
people play an important role, as it requires a specific skill to modify traditional habits
and beliefs and adopt new ways of conducting business. Another prerequisite for
adopting an alliance is the obtaining of enhanced performance. Goals must be
achieved and performance must be enhanced in order for both the firms to
acknowledge that the transition to an alliance is worthwhile. As such, it is not solely
interpersonal attributes, rather factual performance that defines alliance success and
failure. “Win-win” therefore has both a ‘soft’ people-oriented as well as a ‘hard’
business-performance implication. In essence, performance and people skills interact
to determine the viability and success of an alliance. (Whipple & Frankel, 2000).



2.4.1 Fundamental Factors

There has been done a fair amount of research on the topic of alliance success factors.
Authors have identified a considerable number of factors that may lead to success
(when embraced) and might equally so cause failure (when neglected). Whipple and
Frankel (2000) compiled eighteen factors from an extensive literature review. These
eighteen factors are listed below in Figure 2.

FACTORS WHICH MAY INFLUENCE ALLIANCE SUCCESS/FAILURE
Ability to Learn from Partner Leadership on Our Part
Ability to Meet Perfromance Expectations Partner Compatibility
Accomplishment of Strategic Objectives Senior Management Support
Clear Goals Sharing of Critical Information
Compatible Goals Similar Organizational Culture
Compatible Information Systems Technical Sohpistication
Equivalent Human Recource Commitment Trust
Equivalent Physical Resource Commitment Willingness to be Flexible
Lack of Financial Constrains Written Agreement or Contract

Figure 2: Factors which may Influence Alliance Success/Failure, Whipple and Frankel (2000)

In the article of Whipple and Frankel (2000), the authors listed the top five factors
that were perceived as most significant by both partnering firms in regards to
maintaining a long-term relationship. Although they appeared in slightly different
order the top five consisted of trust, senior management support, the ability to meet
performance expectations, clear goals and partner compatibility.

Trust is often mentioned in the literature as a critical factor. An acceptable level of
trust is a prerequisite for many other factors to subsist. Whipple and Frankel (2000)
distinct two forms of trust: characteristic-based trust (i.e. integrity, identification of
motives, consistency of behavior, openness and discreteness) and competence-based
trust (i.e. specific competence, interpersonal competence, competence in business
sense and judgment). Trust is related to commitment and communication between
supply chains partners, which are two other aspects often mentioned in the literature.
Trust is forged and maintained by effective communication and moderates the impact
of communication on commitment as shown in Figure 3 on the next page (Zeffane,
Tipu, & Ryan, 2011). If communication is ineffective this can lead to mistrust and
possible dissolution (Elmuti & Kathawala, 2001). Effective communication signifies
the quality of the information transmitted and joint utilization, and requests a degree
of joint participation and openness of both firms (Mohr & Spekman, 1994). This is
also a prerequisite for heaving and maintaining clear goals according to Whipple and
Frankel (2001).
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Organizational
Commitment

Effective _——
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Trust precedes commitment
And/or moderates the impact
of communication on commitment

Figure 3: An Alternative-Consideration for future research, Zeffane, Tipu & Ryan (2011)

Trust and commitment are also very much intertwined with the sharing of critical
information and asset investment (Kwon & Suh, 2005), which in turn has a direct link
to ‘ability to learn from partner’ (Suseno & Ratten, 2007) and ‘ability to meet
performance objectives’ (Kocuglu, Imamoglu, & Ince, 2011). The latter concerns
execution and evaluation of partner’s goals as well as individual goals. The focus is
on the alliance rationale: improving both partners’ competitive position in the market
by carrying out the day-to-day responsibilities in respect to the alliance. Whipple and
Frankel (2000) signal in their research an apparent inequity in how partnering firm’s
perceive each other’s contribution and how keen they are on taking responsibilities
(reflecting ‘top management support’) in the alliance. The authors identify these
inequities as potential points of conflict.

Partner compatibility refers to the ability to plan and work together in a productive,
solution-oriented manner. Partner compatibility is specifically concerned with two
issues: (1) assessment of operational philosophy and style; and (2) cooperation and
problem-solving ability (Whipple & Frankel, 2000). Sarkar, Echambadi, Gavusgil and
Aulakh (2001) distinguishes between operational compatibility and cultural
compatibility, wherein cultural compatibility refers to congruence in organizational
goals, philosophies and values and operational compatibility refers to procedural
congruence. They also add another critical factor for alliance success, namely
recourse-complementarity. The authors claim, based on their empirical study that
collaborative value creation, measured in project performance (relating to financial
survival: e.g. perceived performance, project quality, client satisfaction and
efficiency) and strategic performance (relating to strategic uncertainties and
organizational learning), requires the pursuit of partners that posses
similar/compatible characteristics on certain dimensions and pursuing of
dissimilar/complementary qualities on other dimensions.

A comprehensive model of these requirements is shown in Figure 4. The model by
Sarkar et al. (2001), indicates that there is a direct and indirect connection from inter-
firm diversity/compatibility to performance. Indirectly these factors first influence
relationship capital expressed in mutual trust, reciprocal commitment and bilateral
information sharing, whereas these then influence performance. The empirical study
highlights the significance of the direct and indirect influence of cultural and
operational compatibility to alliance performance. In Figure 4, ‘enhancing’ relations
of cultural compatibility are marked in blue. Hence, cultural compatibility has a
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significant effect on the degree of integration and consequently affects value creation
(Sambasivan & Nget Yen, 2010). Still, it must be said that only a few empirical
studies as such have linked culture to strategic alliance (Sambasivan & Nget Yen,
2010).

Inter-firm Diversity /Compatibility Relationship Capital Performance

A _____________ >
C Project

Resource Performance
Complementarity

Mutual Trust

.

Cultural
Compatibility

p R

Reciprocal
Commitment

A Bilateral

: Information
Operational

Compatibility PR ‘

Strategic
performance

Figure 4: Model of the Role of Complementarity, Compatibility and Relationship Capital on Alliance
Performance, Sarkar et al (2001)

To complete the review on fundamental factors, literature appoints a comprehensive
number of additional influencers for success and failure, e.g. interest in continuous
improvement, capability of joint problem solving, rapidness of responding to failures
in order to meet expectations (Min, et al., 2005), having a prior relationship (meaning
that the firms were network associates), partner’s reputation, degree of shared
decision making and strategic similarity (Saxton, 1997), environmental factors
(Geringer, 1991), assets, perception of opportunistic behavior, partner selection and
interdependence between alliance partners (Das & Kumar, 2010) (Sambasivan &
Nget Yen, 2010)

2.4.2 Defining Collaborative Value

The research on international alliance success has indicated that there is no single
adequate measure of success. One of the main issues is the lack of a clear definition
on international alliance success. For one, there are difficulties associated to financial
and objective measures of international strategic alliances performance. Often
information in this regard is confidential and therefore not accessible to researchers.
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Researchers have subsequently added subjective measures comprising satisfaction
and perceived performance (Kauser & Shaw, 2004). In any case the alliance is meant
to create some sort of value to the parties involved. However, previous studies appear
insufficient in providing a comprehensive and systematic view on the conditions for
value creation. Secondly, most studies concentrate on one condition only, therewith
ignoring the effects on other elements of the alliance. Thirdly, most studies focus on

the domestic alliance context despite the current trend of globalization (Kim & Park,
2002).

2.4.2.1 Objective Measures

The three traditional and foremost used criteria to assess alliance performance are
profitability, market share and sales growth. Kauser and Shaw (2004) also indicate in
their research that over 60 per cent of the respondents used other measures such as
access to market, an assessment of their competitive position and ROI as well as stock
price.

2.4.2.2  Subjective Measures

Kauser and Shaw (2004) distinguish in their research between satisfaction with the
relationship and satisfaction with the goals of the alliance. The latter is again
expressed in terms of profitability, market share and sales growth. Satisfaction with
the relationship is expressed in the following criteria: co-ordination of the activities,
interaction between managers, compatibility of activities, participation in decision
making, level of commitment, information sharing, management of activities and
level of honesty.

2.5 Culture

As earlier mentioned, culture is important to account for when selecting an
appropriate partner during and throughout the formation of an international strategic
alliance. To understand its importance and impact, it is a good idea to understand the
meaning of culture.

The word culture comes from the same root as the verb cultivate, meaning “to till the
soil”: the way people act on nature or, in other words, the way in which a group of
people solve problems and reconcile dilemmas (Trompenaars & Hampden-Turner,
2012). Culture, whether organizational or national, is frequently defined as a set of
taken-for-granted assumptions, expectations, or rules for being in the world (Adler &
Jelinek, 1986). In the broadest of terms, it is the “umbrella” of national culture,
organizational culture and the sub-cultures within an organization such as marketing,
research and development, and personnel (Trompenaars & Hampden-Turner, 2012).
Hence, culture has an element of homogeneity, where through sense making and
giving meaning to events, culture is produced (Ashkanasy, Wilderom, & Peterson,
2000). In this context a highly focused description of culture is that it is ‘a shared
meaning system’ (Shweder & Levine, 1984) (Geertz, The Interpretation of Cultures,
1973).
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Hofstede and Hofstede (2005) notes that there are different levels in how deeply we
share the meanings of culture. Figure 5 depicts the four terms that cover the concept
demonstrated in the form of an onion.

e Symbols can be words or pictures with a particular meaning and can be easily
copied by other cultures.

* Heroes are role models representing a culture or aspect of a culture. They can
be real or imaginary, dead or alive, however they can become extinct when
new heroes arise.

* Rituals are technically superfluous and commonalities, but socially essential.
An example is the way of greeting. Rituals include discourse.

* Values are broad tendencies to prefer certain states of affairs over others.
Values refer to feelings and deal with interpreting norms like evil versus good.

Figure 5: Onion Diagram, Hofstede (2005)

Symbols represent the most superficial, where values represent the deepest
manifestations of culture. Heroes and rituals are found in between. According to
Hofstede and Hofstede (2005), values are acquired in the early stages of our lives.
Symbols, heroes and rituals are subsumed under the term practices. As such they are
visible however, not immediately understandable to an outside observer.

Just as Hofstede and Hofstede (2005) demonstrate culture in the shape of an onion
diagram, Trompenaar and Hampden-Turner (2012) also have a geographic
representation of culture as a series of nested spheres. In their diagram the outer layer
consists of products and visible artifacts. The middle layer reflects norms and values
and the core refers to the basic assumption people strive for, which is survival.

Changes in a culture happen because people realize that certain old ways of doing
things do not work anymore, such as when a firm begins to “die”, therefore, it is not
difficult to change culture when people are aware that the survival of the community
is at stake, where survival is considered desirable (Trompenaars & Hampden-Turner,
2012). As a result, we can interpret this assumption as one of the basic motives for
“dying” firms to form alliances as well as for individuals to adapt to this change when
alliances and culture collaborate.

Whereas Hofstede and Hofstede (2005) interpret culture as values holding a
consistency in culture, Trompenaar and Hampden-Turner (2012) argue that culture is
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anything but nature, rather it is beneath awareness in the sense that no one bothers to
verbalize it, yet it forms the roots of action. The authors also mention that cultural
differences affect the process of doing business and managing and not necessarily
how to understand the people of different nationalities. It is their belief that you can
never fully understand other cultures, just as those who are married know that it is
impossible to ever completely understand even people of your own culture. Therefore,
they believe understanding our own culture and our own assumptions and
expectations about how people “should” think and act is the basis for success.

2.5.1 National Culture

Strictly spoken, the concept of a common culture applies to societies, not to countries.
Nevertheless, many nations do form historically developed wholes even if they
consist of clearly different groups and even if they contain less integrated minorities.
In Figure 6, the differences between cultures are disclosed in three sources: identity,
values and institutions. All three are rooted in history.

—
i =

Figure 6: Sources of Differences between Countries and Groups, Hofstede (2005)

Hofstede and Hofstede (2005), as well as Trompenaar and Hampden-Turner (2012),
state that national culture relates to our deeply held values such as right versus wrong
and good versus evil. The values are the core of cultures, as pictured in the “onion
diagram” of Figure 5, and acquired in the early stages of our life. Identity is much less
of a core to culture, whereas it focuses on the question of “to which group do I
belong?”. It is more rooted in practices, i.e. shared symbols, heroes and rituals.
Identity may shift over a person’s lifetime. An example is an immigrant who
successfully integrates in a different culture. Conclusively, countries have different
historically grown institutions, e.g. laws, rules, schools, sports, media. The impact of
these organizations is closely related to differences in values, hence the interplay of
arrows in Figure 6.

In some ways, Lewis (1996) agrees with Hofstede and Hofstede (2005) and
Trompenaar and Hampden-Turner (2012) as he points out and emphasizes the need to
understand the people of different nationalities and argues that cultures cannot be
defined by national boundaries. Instead he identifies three major attitudes to
approaching life and work situations. These attitudes correlate to certain generalized
values. Figure 7, the Cultural Characteristic Model by Lewis (2012), illustrates the
attidudes or charactheristics in a pyramid and indicates where on that pyramid a



national culture 1is positioned, based on generalizations. Below the three
characteristics are explained:

* Linear-active are those who plan, schedule, organize, pursue action chains,
and do one thing at a time. Rely mostly on data when gathering information.

*  Multi-active are those lively, loquacious peoples who do many things at once,
planning their priorities not according to a time schedule, but according to the
relative thrill or importance that each appointment brings with it. Rely on face-
to-face encounters and dialogues when gathering information.

* Reactive are those cultures that prioritize courtesy and respect, listening
quietly and calmly to their interlocutors and reacting carefully to the other
side’s proposals. Information gathering relies on both data and dialogue.
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Figure 7: Cultural Characteristics Model, Lewis (2012), © CultureActive Limited 2012. Published by
permission of the copyright owner