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Global Strategic Alliance M ember ship:
Market Versus|Institutional Criteria

ABSTRACT

Globa drategic dliances have become a mgor research topic within dl aress
of management research. However, exigsing studies focus on performance rather than
on partner search and sdection; and even the research on partner selection does not
andyze the dtudion of an “exiging” globd draegic dliance evaduating potentia
new members. The purpose of this paper is thregfold. First, we show that the
evaudtion criteria for new members need to combine market as well as culturd and
indtitutional factors, eg., a so-cdled “dud criteria gpproach”. Second, we andyze
forces that propd existing GSAs to place more emphass on such culturd and
indtitutional criteria besdes market ones. Third, we examine factors that can be used
or consdered as vaid indicators for an gpplicant’s cultura and ingtitutiona identity.

Keywords

Alliances, Culture, Dud Criteria Approach; Globd; Inditutions;, Market Criteria;
Norms, Strategic Alliances, Vaues



Global Strategic Alliance M ember ship:
Market VersusIngtitutional Criteria

INTRODUCTION

A firm's ability to exchange knowledge and negotiate within a network of
sociad relationships has become increasngly criticdl to success in today's globa
business environment. Most of the vast past research on globd drategic dliances has,
however, tended to rely primaily on economic and market performance andyss it
has thus, we believe, underestimated the complexity of such reationships and in 0
doing has tended to enhance less than fully our understanding of such structures and
processes. Beamish and Killing (1997), Gulati (1998) and Spekman et a. (1998) for
example provide a comprehensive recent review of the draegic dliance literature.
Past research as set out in such overviews treats an dliance as a datic entity and
ignores the fact tha it may undergo a life cycde (Spekman et d. 1998). This life cycle
perspective, which has profound implications for partner sdection, has not been
adopted by and developed in previous sudies in investigating this issue — as far as we
can ascertan. Moreover, this past andyss has not sufficiently analyzed the role of
uncertainty, complexity, and the importance of politica contexts. In other words, past
research on GSAs has only told part of the story.

In this paper, we highlight the role of inditutional factors, such as culturd and
socid ones, as well as the conventiona market and economic criteria emphasized in
most previous research in assessng vaue and overcoming such highly uncertain and
changing globa economic environments in the sdection of new members for existing
drategic dliances. We bdieve tha previous studies on partner sdection have not
aufficiently taken into condderation these inditutiond factors (Duysters et d, 1999,
Hitt et a. 2000; Shenkar and Yan 2002). We are not, however, underestimating the
role of one set of criteria a the expense of the other; rather, we seek to bring out the
complexity of the issues involved in the “Dud Criteria Approach” that we later set out
in this paper.

Research in globd drategic dliances (to be referred to as GSA from now on)
has shown that once andyss moves awvay from purdy market and economic modds
of perfect information and frictionless exchange, it is clear that decisons on drategic

dliance peformance and new member sdection in the so-cdled “red world” are



predicated on imperfect competition and co-operation based on cultura and/or socid
inditutiond factors, as wel as reaionships a a naiond or internationd level (Burt,
1992; Coleman, 1990; Granovetter, 1985; Keohane, 1988; North, 1990; North and
Weingast, 1989; Olson, 1965; Ostrom, 1992; Putnam, 1988; Schelling, 1960).
Reated research in internationd relations and internaiona politicd economy on co-
operdion and patnerships has dso shown the importance of ‘culture, involving
beliefs, vaues, and norms as fundamenta drivers of exchange, partnerships and co-
operation (Axelrod, 1984; Cowhey, 1993; Jervis, 1988; Joynt and Warner, 2001,
Schelling 1960, 1966; Snidal 1991; Sugden 1986; Y oung 1991).

In contrast to the transaction cost- and economics- oriented scholars, the more
behaviourdly-oriented inditutiond and socid science researchers beieve that co-
operative exchange may not necessarily need be driven soldy by opportunigtic
motives (Boisot and Child, 1988; Burt, 1992; Choi, 1994; Granovetter, 1985; Frank,
1988; Ouchi, 1980). These researchers, who include sociologists, psychologists and
anthropologists, show that exchange rdationships may be mantaned even without
invoking legd and contractud governance mechanisms of a formd kind. In this
gsrand of research, factors such as culture, history, shared vaues and socid norms
play an important role in enforcing trust-based exchange, in a amilar way to pardld
ressarch in internationd relaions and internationd politicd economy dudied the
nature of path dependent historical criteria in successful collective action (Grieco,
1990; Haas, 1992; Keohane, 1988; Krasner, 1991; Martin, 1992, 1993; Mayer, 1992,
Ostrom, et al., 1992; Putnam, 1988).

This paper ams to provide a conceptua framework for anayzing new
membership sdection for an “exiding” GSA, when both market and inditutiona
factors are dready taken into account. Although market performance and indicators
may be a primary factor in new membership, we suggest that others such as culturd,
socid or inditutiond indicators, which may often be embedded among the exising
member firms, can dso play an implicit role, as well as a some times even an explicit
one, in the evauation process for new members (Cowhey, 1993; Granovetter, 1985;
Grieco, 1990; Keohane, 1988; Inman and Rubinfeld, 1997; North, 1990; Ostrom,
1992; Snidd, 1991; Stein, 1982; Weingast, 1997 Young, 1991). This suggestion is
smilar to the idea that any membership to a new club or association requires market
as wdl as culturd, socid or inditutional credentis. However, the reaive “critica
mass’ or “weghting” of the respective ddes to the patnership may dso be a



condderation. A “heavy-weight” GSA may have lessr problems perhgps with a
much smaller partner in terms of compatibility; in this sense, Sze does maiter.

To be more specific, the purpose d this paper is to andyze the criteria used in
assessing new drategic dliance membership by the existing members of the GSA. We
attempt to adopt the life cycle perspective advocated by Spekman et d. (1998) in
examining this issue. Recent reviews of the drategic dliance research such as Choi
and Lee (1997), Gulati (1998), and Spekman et a. (1998) show that this area, in
paticular, the evduaion of potentid new patners by the exising members of GSA,
has not been sufficiently addressed in the literature.

The mgor conjectures and contributions of this paper are as follows. First, we
believe that culturd/socid fit or compdibility is one of the key determinants of a
GSA’s success. Therefore, an exiging GSA, when evauating a new gpplicant, should
adopt a dual criteria gpproach that takes both economic/market and cultura/cultura
gudifications of a new agpplicant firm into congderation. Second, we beieve that
catan factors such as uncetanty, complexity and difficulty in assessng an
goplicant’s vaue, will drive GSAs to place more emphasis on nor-economic, cultura
or socid inditutiond criteria Third, we beieve GSAS in asessng the inditutiona
identity of an agpplicant, tend to focus more on certain indicators than others, for
example, the embeddedness of an gpplicant in an exiding socid network (Gulati
1998). In this paper, we provide a preiminary but genera framework for andyzing
such culturd and socid, as wel as inditutiond identity factors and their role in
setting the foundations of new membership evaudtion of “exiding” GSAS.



MARKET VERSUSINSTITUTIONAL CRITERIA

The mgority of globd draegic dliances fal in a few years (Beamish and
Killing, 1997; Bleeke and Erngt, 1993; Harrigan, 1988; Gulati 1998). The high falure
rate of GSAs across the world of globa busness continues to be one of the most
important areas of research in various aeas of management research, including
drategic management, international  busness and organization theory. Although
secting a “wrong” partner is supposedly one of the mgor causes for these falures,
previous research has not pad sufficient atention to the issue. Beamish and Killing
(1997), Gulati (1998) and Spekman et d. (1998) provide a recent comprehensive
review of the literature on drategic aliances. The mgority of the existing research has
focused on market performance, rather than partner sdection. Among the studies that
investigate this issue (Bronder and Pritzl, 1992; Dwyer and Oh, 1988; Geringer, 1988,
Lorange and Roos, 1993), scant attention has been devoted to the non-economic
aspect of a patne’s qudification, with few exceptions (Bronder and Pritzl, 1992,
Geringer, 1988). In paticular, none of them invedigaes the scenario in which an
exiding GSA evauates a new gpplicant.

Under a purely market or business based framework, the assumption is that the
contribution and vaue of the firms gpplying for membership can be easlly measured
and evauated and will thus serve as the only criteria of the international negotiations;
thus there are no measurement costs or uncertainty and there will be clear
trangparency about requirements for new members. Figure 1 below shows the
abgtract system of anonymous exchange used in a purdy market-driven model for
andlysing transactions and co-operation in joining an existing GSA. A generd
weakness of such aframework is the emphasis on outcomes, rather than processes,
which helps to show the nature of the negotiations and co-operation that lead to
particular outputs.



Figure 1
GSAs and Market Criteria: Business, Financial Data

Pure market evaluation

Applicants »

Research in international relations, politics and psychology on collective
action (Olson, 1965) and co-operation al indicates the importance of non-market-
driven criteria when an agent is to edtablish a cooperative relationship with others.
Putnam (1988), developing the earlier works of Gourevtich (1978), Rosenau (1969),
has andyzed the importance of two levels of andyds in terms of domesic and
internationd interactions in internationd co-operation.  His andyss shows tha such
co-operdive negotitions are neither purdy domestic nor purey internationa, and
need to take into account such dud causes and condraints as domestic welfare
concerns, internationa economic laws and so on.

Likewise, in psychology, research demondrates that in any collective decison
making dtuation, decisons about the admittance of new members is rady done
through sngle, clear criteria, such as busness or financia factors (Keohane, 1988;
Olson, 1965, 1982; Ostrom, 1993; Putnam, 1988).

Furthermore, the anadyss of patner sdection dso bears smilarities to the
recent research in organization theory that has begun to combine research on
negotiations and codition andyss (Murnighan and Brass, 1991; Polzer, et d., 1998).
These works have blended the more economic and rational aspects of negotiation
andyss with the more socid and socid psychologicd aspects of codition andyss.
Cadition research, which has smilarities to work on collective action (Olson, 1965,
1982) in political science and internationd relations (Keohane and Ostrom, 1995),
shows that once coditions form, cognitive processes of socid interaction lead to
amplify certain <dient aspects and characterigics of group members (Tgfd and



Turner, 1986). These boundaries and points of sdience are the focd points, made
famous by Schelling (1960), and who showed that shared vaues, beiefs can alow co-
operation and co-ordination through such foca points.

The dua criteria gpproach to drategic dliance membership proposed in this
paper is dmilar to the above, in tha a one levd of negotiations there are the
economic criteria of new membership, which can be more widdy understood by
exiging members and potentid applicant firms. But a a second level of negotiations,
there are the culturdly or socidly driven, inditutiond criteria that can be important in
terms of long-term compatibility and co-operation with the adready exising members
of the drategic dliance. This dud criterion is rdaed to the notion of “culturd
compdtibility or fit" that is discussed by a few dudies on partner sdection. Bronder
and PritZ (1992) acknowledge the importance of a “culturd fit” in sdecting an
dliances partner. Spekman (1988) emphasizes that sdlection of a good partner
depends heavily on “goa congruence” between partners. Wilson (1995) points out the
importance of socid bonds and the role these play in dliance development and
continuity. Indudtry practitioners dso indicate that many dliances falures can be
dtributed to ther ignorance of “cultura compatibility” among the dliance partners
and a third to hdf of al falures atributed to the human dimenson (Fedor and
Werther, 1995).

This is not to say that “culturd compdibility” is a sufficent condition for
suceess in dliance patnership formation, however. There are ill dliances that fall
even where the conditions for culturd maich have been met. Smilaly, there ae
dliances that perform well but where the partners are not culturaly matched. In the
paper, we are taking about the probabilities of success in dliance formation. From
the studies cited above, it would seem that the probability of success is enhanced if
the culturd fit is more gppropriate. The question of how to measure this “fit” is
however problematic.

It should dso be recognized that culturd/socid compatibility carries a wider
meaning. It is manifeted a both nationd and corporate leve. Although a firm's
corporate culture is intringcaly linked to its nationd culture, a firm may find partners
that are compatible at the corporate level but not a the nationd leve or vice versa

The fallowing figure can illudtrate this point.



Figure 2

Corporate Culture and National Culture

Corporate Culture
High Low
High (High, High) (High, Low)
National Culture
Low (Low, High) (Low, Low)

GSAs and potentid gpplicants can locate in al four quadrants. For instance, a
UK firm and a US firm may find themsdves quite smilar in terms of ther naiond
culture but vedly different in terms of their corporate culture. Similar Stuations can
occur between a Chinese and a Korean or a Japanese firm. We bdlieve that corporate
culture is the dominating force in internationa busness cooperation and the
assessment of culturd/socid compatibility a corporate leve is influenced by the
broader compatibility a nationd level but shaped by it. Therefore, we do not intend to
dwell on the cultura/socid compatibility issues a the macro leve.

In the current context, e.g., where exising GSAs choose a partner among new
goplicants, we believe that, dthough busness or market-based criteria are important
in sdecting such a partner, the integration of corporate culture between an existing
GSA and its applicant proves 1 be vita to the success of their future cooperation. It is
cler that whether or not this integration can be achieved critically depends on the
socid/cultural compatibility between an existing GSA and its applicant. Therefore, we
believe tha an exiting GSA, when it evduates an applicant, should adopt a dud
criteria gpproach, which emphasizes both market and inditutiond criteria, in order to
be successful. Hence:

Proposition 1: The adoption of a dua criteria gpproach by an existing GSA

when it evauates a new gpplicant will increase the likdihood of the dliance's

future success



This propogtion is based on the premise that given other things being equd,
the higher the culturd/socid compatibility between an existing GSA and its gpplicant,
the more likdy the aliance will be successful. Adopting a dud criteria gpproach will
endble an exiting GSA to better identify a culturdly/socialy compatible partner
among a group of new gpplicants. The reasons why the adoption of dud criteria
approach enhances the probability of a GSA being successful are further eaborated as
follows. Fird, trus among dliances members is a criticd determinant of an dliance€'s
success (Bleeke and Erngt, 1993; Buckley, 1992; Yoshino and Rangan, 1995).
Therefore, trust may be consdered as the “cornerstone of the drategic partnership
(Spekman, 1988). Trust can increase cooperation and collaboration, improve
relationship flexibility, increese qudity, lower the cods of co-ordinating activities
(Smith, Carroll, and Ashford, 1995) and improve dliance productivity and efficiency
(Aulakh, Kotabe and Sahay, 1996; Ring and Van de Ven, 1992; Stkin and Roth
1993).

Trus can dso be a poweful control mechanism for governing economic
transactions (Bradach and Eccles, 1991; Dyer, 1996; Gulati 1995). Research indicates
that the devdopment of trust between dliance patners is dgnificantly influenced by
the culture of the dliance participants (Jennings et d., 2000). For socidly/culturaly
compdtible firms, due to their shared vaues, bdiefs, norms or common practices, it is
relatively easer for them to develop trust and therefore incresse the odds of their
dliance being successful. Trudt, therefore, may be higher where culturd fit is
optimised.

Second, adthough the lack of trust will hinder the effective communications
and collaboration among dliances members, the lack of proper mechanisms or
channels through which effective collaborations and communications can  be
conducted is another reason to be blamed. For a GSA condsting of culturdly/socdly
compatible members, besides the fact that trust is relatively esser to develop among
its members, it is dso more likdy for such a GSA to edablish mechanisms or
channds to facilitate its members collaboration and communications. Trudt,
therefore, may here reduce transaction costs.

Moreover, culturd/socid competibility among its members dso enables
GSAs to edablish a more flexible governance dructure and to cultivate the
contribution and vadue of each member, including the newly joint ones. These
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advantages collectivdly  will increese the likdihood of a GSA’s success.
Compatibility, therefore, may also reduce transaction costs.

We ds0 bdieve that exiging GSAs are more inclined toward adopting this
dua criteria gpproach. The intuition is as follows Exising GSAs have dready
edablished a set of explicit or implicit beliefs, rules, norms or common practices, eg.,
an dliances corporate culture (as didinct from the wider culturd setting that the
dliance members may belong to) which enables each member to function properly.
GSAsS members jointly create this culture over the course of their cooperation and via
repeated interactions through which they have become aware of the difficulties in
working with members from various backgrounds, in particular, members from
different cultural backgrounds. Therefore, they are acutely aware of the importance of
accepting a culturdly/socidly compatible member into this “club” in order to
preserve an existing corporate culture.  We bdieve that for new firms potentidly
joining an exiging GSA, the exisging members will tend to depend further on such
exclusve exchange based on dliance norms, beiefs and higtoricd transactions. For
example, exiging members will rdy on traditiond criteria and to prefer new members
firms presenting a lower, culturally and/or socialy defined psychic distance (O Grady
and Lane, 1996), in combination with the more tangible, busness and financid
factors and criteria for new membership. Such “psychic’ disance has been a widdy
resserched factor in  preventing the implementation of particular internationa
partnerships. On the contrary, for a firm that is not currently in a GSA, even though it
may have prior dliance experiences, the dud criteria approach that srongly
emphasizes the cultura/socid criteria may not sound as obvious or as necessary as for
those existing GSA members. Hence,

Proposition 2: Exiging GSAs are more likely to adopt adua criteria

gpproach when evauating an gpplicant compared to firms that are not
involved in GSAs

Although we believe that existing GSAs have a higher tendency to adopt a

dud criteria approach, this tendency is aso subject to a set of factors that are to be
discussed below.

1



FACTORSDRIVING THE ADOPTION OF A DUAL CRITERIA APPROACH

Research in nonmarket transaction societies by anthropologists and legd
researchers has shown how sdection of co-operative partners is carried out in such
societies (Landa, 1994; Posner, 1980; White, 1970). ULhder conditions of uncertainty,
which often occur as trade and exchange spreads into broader territories, such
societies have a tendency to use “fixed” identity characteridtics to determine optimal
co-operative exchange partners, al negotiations are restricted by the drivers of fixed
identity. This criterion of fixed identity is that of relatedness or closeness of the
actors and in many such non-market exchange societies, this is based on ethnic
background and kinship. It may aso apply to homogeneous groups such as the
oversess Chinee in Ada; the Eagt Indians in East Africa; the Syrians in West Africa;
the Lebanese in North Africa; the Jews in medievd Europe; the Medic merchant-
bankers in 15th century Forence (Choi, 1994; Geertz, 1978; Greif, 1989; Landa,
1994; Posner, 1980; Sahlins, 1965). This phenomenon is Smilar to firms choosing to
internationalise initidly towards countries that represent a lower, psychic distance
(O Grady and Lane, 1996), in terms of cultural and socid vaues, structure and so on;
it may be andogous to our emphass on the importance of inditutiond identity in
reducing such psychic digance by the existing members of a GSA towards new
goplicant firms.

A good contemporary illugtration of this phenomenon we may citeisthe case
of “Sno-foreign” joint venturesin the People' s Republic of China, where aforeign
GSA partner, say in Hong Kong or the Overseas Chinese domain, may choose a
culturaly compatible domestic Chinese state owned enterprise. Again, even if not as
culturdly close asin this example, a Japanese or South Korean GSA partner may be
relaively more a ease with a PRC gpplicant than one from a psychicaly distant
culture. Since not dl GSAs are dways made with culturdly or socidly close partners,
there may be situations where these conditions are necessary and where they are
sufficient or both.

Compared to economic or market-based criteria, which are draightforward
and “objective’ in the sense that gpplicants qudifications can often be quantified and
therefore are comparable across firms inditutional criteria are subjective and
intringcally complicated. Hence, the adoption and implementation of a dud criteria
goproach can be a difficult and time-consuming task. GSAs may be rductant to



pursue it even though they are aware of its importance. However, under certain
circumgtances, GSAs are compelled to endorse such an approach in evauating its
potentid partners. We believe the following factors have strong influence on a GSA’s
motivation to adopt a dud criteria approach: environmenta uncertainty and
turbulence, complexity of future task and difficulty in assessng an goplicant’s vaues

and contributions.

Environmental Uncertainty and Turbulence

The internationd environment is complex with information uncertainty and
characterized by actors moving to gan a competitive advantage, combined with
interculturd differences (Larson, 1988). The nature of negotiations for new members
in any GSA is becoming increesngly complex, with mixed motives in mogt decision
meking (Schdling, 1960). Therefore, uncertainty and turbulence in environments
where GSAs operate exert strong influence on GSAs attitude toward such a dud
criteria goproach. In a highly uncertain and volatile environment such as emerging
markets in Ada and South America, unexpected yet dgnificant events that ether
directly or indirectly affect a GSA’s busness operation occur on a regular bass.
Responsiveness of a GSA, for example its speed to adjust its strategies and respond to
these everts is vitd to its survivd. Such respondveness criticdly depends on the
flexibility in a GSA’s management. A flexible management gyle is more likdy to be
edablished among socidly/culturdly compeatible firms due to ther shared bdiefs,
vaues and norms through which an implicit understanding can be generated.

In ahighly uncertain and turbulent environment, member firms, under
enormous anxiety and pressure, are more likely to pursue opportunistic behavior to
preserve their own interests. Unfortunately, in such an environment, no contractua or
legd arrangements can sufficiently safeguard the pursuit of a GSA’s common interest
and to prevent members sdlfish behaviors. Trust is believed to be able to reduce the
need to create forma, costly governance mechanisms and lower the cost of
coordinating exchange (Jennings et d, 2000). Trugt, as discussed previoudy, is more
likely to be established among socidly/culturaly compatible firms. Trust aso breeds
mutua commitment and effective collaboration, both of which are indispensable for a
GSA to operate successfully in an uncertain and turbulent environment. Under this
circumgtance, existing GSAS, therefore, are more likely to be compelled to adopt a
dud criteria approach which can better identify culturaly/socidly competible
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members, hence, ensure the development of trust and flexibility in the dliance's
management and & the same time, reduce the cogt of monitoring its member firms.
Therefore,
Proposition 3: High uncetanty and turbulence in environments where
GSAs operate will make GSAs more likdy to adopt the dud criteria
approach and accept gpplicants that are socidly/culturdly compatible with
thelr existing members

Complexity of the Task
Firms form dliances to achieve certain drategic gods. Thesetasksvary in

their achievability due to the level of complexity, hence, the level of difficulties
involved. Complex tasks require higher level of coordination and cooperation.
Moreover, drategicaly critica knowledge is often tecit and can only be transferred
and shared successfully through certain informa channels (Choi and Lee, 1997). The
development of trust will certainly increase the members' willingnessto collaborate
and share knowledge. It ismore likely for culturaly/socidly compatible firmsto
create the amount of trust needed for massive cooperation and at the sametime,
establish proper channels and mechanisms through which tacit knowledge can be
effectively trandferred and shared. GSAs are more keenly aware of the importance of
cultural/socia compatibility among its membersin achieving certain godls, especialy
godsthat are intrindgcaly complex and require massive amount of cooperation and
collaboration, for example, information sharing, knowledge exchange and tranfer.
Therefore, they are more likely to adopt dud criteria gpproach if the task is
complicated.

Proposition 4: Complexity, eg., the perceived difficulty of the future task,

will make GSAs more likely to adopt the dud criteria approach and accept

goplicants tha ae socdly/culturdly compaible with ther exising

members

Difficulty in Assessing an Applicant’s Values

We ds0 beieve that difficulty and uncertainty in assessing an gpplicant’s
potentia vaue influence GSAs willingness to adopt adud criteria gpproach. In many
cases, the contributions or the values of an gpplicant to existing GSAs may not be
tangible assats, such as technologica or financid resources. In fact, many of these

14



potentia contributions can only be utilized or materidized through repeated
interactions. In other words, critical information and knowledge are tecit, which is
difficult to be shared viaforma channels, such as by bureaucratic procedures
(formaization, standardization and centrdization) or by quas-forma ones such as
mesetings, seminars or conferences. Thus, the vaue of such socid knowledge that can
often be measured only over time and over repeated interactions, may be more
effectively exchanged in more socidly embedded relationships, vaues and beliefs
(Burt, 1992; Coleman, 1990; Granovetter, 1985; Jervis, 1988; Keohane, 1988; Kogut
and Zander, 1993; Putnam, 1988; Schelling, 1969, 1978). That isto say, thiskind of
knowledge is often transferred or shared through informal socid/cultural channels
such as chats, parties, and other forms of socia gatherings. Because culturaly/socidly
competible firms are more likely to fully utilize these contributions, the more difficult

it isto assess an gpplicant’ s future contributions, the more likdly it is that GSAs will
adopt adual criteria gpproach, which enables GSAs reduce potential errorsin their
partner selection.

The identification of this compatibility factor is driven by the life cyde
analyss proposed by Spekman et d. (1998). In their study, they identify seven stages
of the life cycle of an dliance and discuss the key business activities involved in each

dage. We beieve that GSAs are fully aware of the key busness activities that will be
undertaken by aliance members. In order to make the future implementation of these
key activities successful, they have to make sure that the vaue to be contributed by an
goplicant firm is subgantid and utilizable. Therefore, if such an assessment is
difficult, a GSA will be more likely to adopt a dual gpproach that will ensure the
“intangible’ vaue of an gpplicant to be maeridized in later sage of this dliance

Therefore,
Proposition 5: The difficulties in assessng gpplicants vadue or potentid
contributions will make GSAs more likdy to adopt the dud criteria
goproach and accept gpplicants that are socidly/culturally compatible with
thelr existing members

However, the relationship between the difficulty in assessng value and the
adoption of adud criteria approach is dso moderated by the centrdity of an
applicant’s function in future cooperation, e.g., theimportance of these contributions



to the success of the GSA. The more critica these contributions are, the more likely a

GSA will focus on socid/culturd criteriaand adopt a dud criteria approach.

Therefore,

Proposition 6: Centrdity of the applicants function in future cooperation

will make GSAs more likedly to adopt a dud criteria approach and accept
goplicants that ae socidly/culturdly compatible with ther  exising

members.

The conceptua framework on factors driving the adoption of a dud

criteria g@pproach as described by these propositions is demonstrated by figure 3.

Figure 3

Driversfor Dual Criteria-Based Partner Selection
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ASSESSMENT OF APPLICANTS INSTITUTIONAL IDENTITY

Assessing the economic or market-based quaifications of an goplicant is

relaively easy because business and financid data and performance measures may be

clerer to determine, athough accounting conventions and corporate transparency

may vary across cultures and countries. However, it is a difficult task to assess the

inditutional (for example cultura/socid) qudifications of a firm. The knowledge or
information that potentiad new agpplicant firms submit to an existing GSA can often be

tacit and uncodifiable and its qudity is difficult to ascertan.

With difficulties in measuring assets such as culturd and socid fit, we believe
that existing members tend to further depend on externa cues and indicators of
socid/culturd or ingtitutiona identity that are embedded in the socia structure of
member firms (Mayer, 1992; Moravcsik, 1991; Putnam, et d., 1993). This point
means that such externa cues or certification, if identified, are more highly trusted,
and more accurate indicators of the criteria used for admissons of new applicant
firms. In this section, we provide a generd framework for analyzing such socid,
inditutiond identity factors and their role in setting the foundations of new
membership evduation of exiging GSAS.

As defined by Burt (1992), actors in the market and within socid structures
are asynthesis of two networks:

“...the foundation is a network of constraint generating relationships -
some mixture of kinship, authority, and intimacy relations. Built on top of
the foundation is a network of real and imagined embedding
relationships.” (Burt, 1992, p. 268)

We beieve that this dud nature which helps determine an actor's socid or
indtitutiona identity is dso linked to the idea of market sgnds (Schdling, 1969,
Spence, 1973) which hdp communication and identification under uncertainty. The
concept and importance of dgnds have been andyzed in depth in the context of
internationa co-operation and partnerships in such works as Jervis (1985, 1988),
Krasner (1991), Sebenius (1992), Larson (1988), and Fisher, et al. (1991). Milgrom

and Roberts provide amore generd definition of Sgnas.
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“...signals demonstrate to others the actor’s intentions or abilities or
some other characteristic about which the actor has private, unverifiable
information.” (Milgrom and Roberts, 1992, p. 134)

There ae a leest two potentid problems of usng dgnds in assessing new
members of an exiging GSA. Firg, the existing GSA members may be €reening and
following negotiations patterns according to certain path-dependent, homogeneous
beliefs, and cognitive maps of redity, which may not be an accurate measure of
redity (Schelling, 1960, 1966; Jervis, 1985). As andyzed by Burt (1992), certain
networks may become so dense that they may actudly hold back the dissemination of
important changes in redity that have occurred outsde the network; thus their
negotiations and information sets could be incomplete and out of date (Raiffa, 1982).
It B clear that relationships @Quanxi) in many parts of Asa may be very complex and
therefore be beset with ambiguous signds. Related to this isue is the andyds of
Granovetter (1973, 1985) and the importance of certain week ties, or relaively less
homogeneous rdationships, in developing objective views and judgments of the
externd environment.

Second, market sgnds can be manipulated by firms for drategic ends in ther
internationd negotiation podtions. In an increasngly media dependent world  with
decreesng communication cods, there is a plethora of dgnas from numerous
countries, sgnds can be fuzzy and difficult to evduate (Haas, 1992; lkenberry and
Kupchan, 1990; Jervis, 1988; Keohane, 1988; Polyani, 1966; Putnam, 1988).

Recognizing the limitations of usng dgnds to assess the inditutiond identity
of an gpplicant, GSAs may rdy on indices A diginction now needs to be made
between signas and indices. “Indices’, as defined by Jervis (1985), are:

“....Statements or actions that carry some inherent evidence that the
image projected is correct because they are believed to be inextricably
linked to the actor’s capabilities or intentions.”

(Jervis, 1985, p. 276)

Indices, unlike sgnads, cannot be as easly manipulated. In some sense, an
indexis an externd, inditutiona type of dgnd that cannot be manipulated (Choi and
Lee, 1997; Jervis, 1985; Kreps, 1990). The ability to use indices depends on a firm's
particular, or rare experience, such as past success, that other firms competing for
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entry into the exiting GSA cannot easly imitate. Success breeds success and
reinforces trust. Therefore,

Proposition 7: GSAstend to rely more on indices rather than market

sgnals because the former are perceived as more trustworthy and

credible in reflecting the true ingtitutiond identity of an gpplicant.

Proposition 8: Giving other things being equa, established and more
successtul gpplicants are more likely to be accepted into an existing
GSA, compared to relatively new gpplicants or gpplicants that have not
previoudy actively engaged in GSAs.

The reason is obvious because applicants past success, their aliance
experiences, and their embeddedness in socid network serve as strong indices.
Providing information on commitments to long run business drategies, changing of
senior management and successful past business ventures with mgor internationd
firmsareinditutiona indices rather than market Sgnas. Indices are more truthful
and trustworthy (Jervis 1985, 1988; Schelling 1960, 1966) and can thus be subtle, but
potentialy more powerful in achieving points of sdience, or shared focad points
(Schelling 1960) between existing GSA members and potentid applicant firms.
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FACTORSDRIVING INSTITUTIONAL IDENTITY

International negotiations for the condderation of new GSA firms by exiding
member firms thus includes the more tangible and measurable business, financid and
market criteria; dong with the more intangible socid, psychologica and inditutiona
identity factors. The factors driving socid or inditutiond identity have been andyzed
by researchers such as Burt (1992), Podolny (1993), Choi and Lee (1997). The key
intuition is that there are ceatan drivers of identity, which hdp to cetify or,
“legitimize’ the ovedl, vaue, content and potentid of the GSA agpplicant firm's
potential contribution (Garrett, 1993; Keohane and Ogtrom, 1995; Martin, 1993;
Moravcsk, 1991). This overdl vaue and legitimacy can include not only financid
and business contributions but aso whether the potentid new GSA applicants have
competible generd bdliefs, culture and value systems.

We bdieve there are four magor indices or drivers of inditutiona identity
which can help to determine whether a new applicant firm is accepted by the exising
members of the GSA; dthough we bdieve these are the four mgor criteria, there
could be additiona factors, as is often the case in the redlities of complex evauations
and negotiations. Firg, an gpplicant’s other business partners or clients is a driver of
identity; thus other business contacts with firms that are dready members of the
exiging GSA is an implicit index that certifies the potentid applicant firm.  This is
because this illudtrates a certain compatibility between the applicant and the exigting
GSA members (Garrett, 1993; Martin, 1993). Second, the ability and reputation for
commitment to innovative products, not only R&D but dso new management idess,
can serve as another driver of identity (Haunschild, 1994; Olson, 1992; Putnam, et d.
1993). This index shows an gpplicant firm's willingness to be flexible, which is often
required of any members of any rapidy expanding GSA, and especidly of new
members.

Third, a firm's close rdationships and networks, whether they be with
collaborators on joint technology projects, or competitors in certain industries, can
dso be an index of inditutiona identity; such collaboration or competition agan
shows that the gpplicant firm has a damilar saus (Frank, 1988; Haunschild, 1994,
Keohane and Ostrom, 1995) to exising GSA member firms. Fourth, outsde externd
sources of information such as Standard and Poor indexes in financid markets,

consumer reports are written by private organizations, busness magazine evauations



of economic and busness dtuations. These extend regiond and internationa
intermediaries, often linked to media and communication provide another objective
source of legitimacy and inditutiond identity for potentid gpplicant firms (Krasner,
1991; Larson, 1988; Putnam, 1988). These indices are shown in figure 4 below.

Figure 4

GSA Applicant Firm’s Institutional Identity: Four Drivers
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Proposition 9: An goplicat firm's driver of socid, inditutiona identity
to an exiging GSA is determined by the following four indices. other

busness patners, reputation for innovation and change, network of
collaborating or competing firms of amilar datus, evauaion by externd
intermediaries, especidly in the media

These four indices and drivers of inditutiond identity facilitate the neture of
evauation of criteriafor new membersto an existing GSA. This hepsillugrate
Coleman’s (1990), Burt’s (1992) and Granovetter’s (1985) research on the importance

of relationships within the socid structure and how it influences market and business
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competition as well asthe related collective action literature on internationa co-
operation (Keohane, 1988; Olson, 1965, 1982, 1992; Putnam, 1988; Schelling, 1966).
The nature of membership of an existing GSA is between being ranked or socialy and
inditutionaly identified by existing GSA members, versus being unranked or
unidentified by the exising GSA members. Such indtitutiond identification provides
the legitimacy to facilitate new membership and acceptance by existing GSA
members. Thisdud criteriaframework to GSA membership is shown in figure 5
below.
Figure 5
GSA Members and Applicants: Two-level Analysis
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CONCLUSIONS

To sum up, despite the ongoing vast research literature on globd drategic
dliances, we have found that there has been a scarcity of research on the nature of
patner sdection. Among a limited number of studies which examine partner sdection
isues, none of them explicitly invedigae factors that propd an exiging GSA to
adopt a dua criteria gpproach. In this paper, we have andyzed the criteria by which
members of an “exiding” globd drategic dliance evauate potentid new applicant
firms. Since the mgority of globa draegic dliances fal within a few years (Gulat,
1998), we bdieve that such membership criteria issues are an important area of
management research.  Frms increasingly try to join prestigious exiging GSAs. The
criteria for membership may include not only busness or financid factors, but dso
culturdl, socid, and inditutiond factors such as psychic digance, legitimacy, and
hisory. The purpose of this paper was to combine such aspects of GSA membership
criteria. We believe adopting such a dua criteria gpproach in sdecting partners will
enhance the likdihood of a GSA’s success. We aso discuss factors that prope firms
to adopt this duad criteria gpproach.

We introduced the digtinction between firms sgnds, which are more market,
business and finance based and which can be manipulated, and “indices’, tha may be
more culturdly and socidly based and less subject to such manipulation (Jervis, 1985;
Schelling, 1969). Because the vaue of an gpplicant to an exigting GSA can be
relaively intangible, such exterral cues or indices are used by existing GSA members
to determine the vaue or qudity of an goplicant firm’'s potentia contribution.  Such
indices then form an additional criterion or inditutiond identity, which can help to
influence the probability of an applicant firm being dlowed to join the GSA; such
indtitutional  identity drivers thus provide gregter legitimecy for the goplicant firm.
We bdieve the framework is a generd one that goplies in mogt Stuations involving
membership restrictions and collective action (Olson, 1965), but especidly in a globd
setting whether there is complexity, diversity and uncertainty.

Further research is warranted on the following issues. Firs, we bdieve there
is a need to andlyze in more depth the ways in which a firm's inditutional identity can
be measured and recorded. Potential trade-offs between market, busness and
financid vauaion, and inditutiond identity and legitimacy would be an especidly
important topic of research to specificaly egtablish.  Second, it will be interesting to
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investigate empiricaly the rdative importance or weighting of these factors in driving
a GSA to adopt a dua criteria approach. Third, there is a need to develop further
research on the dynamics of how potentia gpplicants to existing GSAs can develop
their sgnads and indices in order to successfully join the members of the GSA.
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