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ABSTRACT

This thesis provides a cross case examiration of seven
strategic partnerships in technology based companies.
Thirteen variables have been selected from the
literature as a basis for developing propositions that
explore the meaning of success to test against empirical
data. Pattern matching is used to compare the
empirically based findings with the theoretical
propositions. Although it was discovered there is an
interaction between the independent variadles, twelve
of the thirteen propositions were supported in differing
degrees by the research. Since the interaction between
the variables is not yet understood, it is not possible to
predict whether a partnership will be successful with
only a subset of variables at work.
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1.0 INTRODUCTION

Over the last decade, firms of all sizes have turned to strategic partnerships
as a tool to enhance their competitiveress. Especially in technology intensive
industries, companies have used partnerships as a corporate tool to maintain their
advantage in a rapidly char'ging business environment. As the demarcation between
industries and technologies becomes increasingly blurred, companies see strategic
partnerships as a way 10 share expertise in complementary technologies. The
growing popularity of partrerships is evidence of the many benefits they hold:
flexibility, ability to respond rapidly to changing market conditions, and reduction

of the learning curve at all stages in the production process.

Companies select strategic partnerships because they are motivated to gain
ac.ess 10 new markets and new technologies, reduce financial and research and
development risk, speed new product development, deveiop cos. competitive
production, and block competitive moves (Mariti and Smiley, 1983; Mytelka, 1987;
Sorenson, 1988, Chesnais, 1988). Overall motivations have not changed so much
over the years, but the ways in which firms react are changing in response to
changing market conditions. Market changes can be summarized into three issues:
1) increased global activity causing firms to face greater competition within both

domestic and international markets; 2) the cost of performing research and

development is increasing so rapidly that partnering is seen as a significant risk
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reduction mechanism for innovative firms that want to stay on top of several
research areas; and 3) an increase in technological development resul*s in a shorter
product life cycle requiring firms to be more productive just to maintain the status

quo.

Ghemawat (1986) points out that firms relying on technology have difficulty
sustaining a competitive advantage. The rapidity with which one technology can be
supplanted by another erodes the investment that often represents a firm's
competitive advantage. Ghemawat asserts that pooling resources in strategic

partnerships helps to reduce technology attributable risks.

Many authors have noted (Mytelka, 1987; Mowery, 1988; Chesnais, 1988;
Slowinski, 1988; Powell, 1987; Mariti and Smiley, 1983) that technology intensive
firms are more likely to seek diverse forms of collaboration. While there is some
variation regarding the industrics included in this category, the following can be
considered representative of those mentioned: informatics, telecommunications,
electronics, heavy equipment, chemicals, pharmaceuticals, automotives, aerospace,
computer hardware and software, biotechnology and nuclear science. Firms in
these industries have been quick to adopt enabling technologies, which in turn make

parinering more practicable. Enabling technologies include telecommunication

devices, computer hardware and software, facsimile machines, data standards, bar
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codes, information networking capabilities, and computer aided design and

manufacturing.

Although Canadian firms are not leaders in establishing strategic alliances,
there has been a marked increase in partnering activity worldwide. With the
exception of a handful of large firms, most Canadian technology based companies
are relatively small. During the last decade several of these small entrepreneurial
companies have sought out and formed alliances with large firms as a means of
commercializing a product or develcping process innovation. Some of the resulting
relationships have been carefully thought through in advance, and the benefits have
been rewarding. Other relationships have been less successful, and the relationship

has been terminated.

Research confirms an increase in partnering activity, but this does not imply
that all or even most arrangements are successful. In fact, two recent studies
conducted by McKinsey & Co. and Coopers & Lybrand suggest that 70% of joint
ventures have failed. The poor record of success on the one hand, and the
attractive opportunities on the other, have made strategic partnerships a worthwhile
area of study. Sirategic partnerships afford flexibility that make them attractive
alternatives over the traditional option of acquisition -- ar activity that has not

proved to be particularly successful in technology intensive industries (Doz, 1988).
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Several trends have been noted in the area of inter-business relationships.
First, an increase in business collaboration strategies has been identified for firms
facing dynamic market conditions, particularly where technology plays a key role in
product/industry development. Second, the compatibility between large and small
firms has become more evident (Venture Economics, 1986, 1987; Hull and
Slowinski, 1987; Hull, Slowinski & Collins, 1988, Abonyi, 1988; Harrigan 1985,
1988a, 1988b). Third, there is great opportunity for financial and R & D risk
reduction. This highlights the importance of strategic partnerships in emerging
technologies and incustries. Fourth, small firms cannot be expected to compete
successfully against la-ge, stable and concentrated firms (Ferguson, 1988). This
conclusion flies in the face of the popular notion that small entrepreneurial firms
will save North American industry. The fifth and final trend is the movement
toward a flatter organication in which specialists and knowledge workers perform
the bulk of the work (Drucker, 1988). The implication for strategic partnerships
is that firms will organize around specialty functions that become increasingly
information-based. Developing expertise in specialty areas will probably involve

collaboration to establish competitive advantage.

Seven case studies have been selected representing technology intensive

companies that have pursued at least one strategic partnership. The thesis is an

exploratory cross-case analysis to contrast and compare significant variables that
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have been identified in the research literature. A summary of each case is included

in the appendices.

2.0 THESIS OBJECTIVE AND DEFINITIONS

The main purpose of this thesis is to explore several factors identified in the
academic and business literature as contributors to the success of strategic
partnerships. Therefore the primary research question is: What variables contribute
to the success of strategic partnerships? The results of the cross case analysis will add

new dimensions to existing research on the subject.

2.1 Propositions

Several propositions have been developed based on the preceding research
literature and form the basis of the cross case analysis. In the research proposal,
a set of 8 covariant propositions (displayed in Appendix A.8) were laid out. Since
performing the empirical research, it has become evident that the set of
propositions would be best served by expanding them to include a causal set. It
has also E.. ..e apparent that restructuring some of the covariant propositions
would aid the research by being better able to focus on the research question
initially posed. Moreover, not all the data can be put into the covariant structure.
Thus two sets of propositions have been formulated. The first set is an abbreviated

set of covariant proposals, and the second is the causal set. They have been




numbered to reflect a partnership’s natural progression.

Covariant Propositions

2.

The more strategically a partner is selected, the more successful the
partnership.

The higher management’s commitment to the initiative, the more successful
the partnership.

The more communication occurs, the more successful the partnership.

Causal Propositions

1a.

1b.

10.

If both partners have in place a corporate plan which identifies a strategic
partnership as the most desirable strategic option, then the partnership is
more likely to be judged successful.

If both partners have defined the goals and objectives for the relationship,
then the partnership is more likely to be judged successful.

If both partners commit top people to the negotiation process and make
an agreement on a comprehensive set of issues, then the partnership is more
likely to be judged successful.

If both partners consciously set out an organization structure designed to
meet the objectives of the partnership, then the partnership is more likely
to be judged successful.

If both partners share responsibilities according to each partner’s area of
expertise, then the partnership is more likely to be judged successful.

If both partners put in place monitor and control mechanisms, then the
partnership is more likely to be judged successful.

If both partners put in place an incentive structure to encourage staff
commitment to make the partnership work, then the partnership is more
likely to be judged successful.

If both partners assign capable staff to the partnership in sufficient numbers,
then the partnership is more likely to be judged successful.
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11.  If both partners conduct performance evaluation of the relationship, then the
partnership is more likely to be judged successful.

12.  If both partners exhibit a willingness to be flexible when unanticipated
situations arise, then the partnership is more likely to be judged successful.

13. If both partners have acquired new knowledge as a result of their
relationship, then the partnership is more likely to be judged successful.

2.2 Strategic Partnerships Defined

The term ’strategic partnership’ or ’strategic alliance’ has been loosely used
to convey the general idea of firms working together. Omne definition follows:

Strategic partnerships are .. long term agreements among firms

designed to deal with the uncertainties of technological change.

Strategic partnerships do not require either equity participation or

remuneration for goods and services. By pooling resources, especially

in technological expertise, they facilitate a reduction in the costs, risks

and uncertainties associated with research and development (Mytelka,

1987).
Relucing cost and risk associated with commercialization of goods and services
should be added to the above definition. This involves pooling marketing and
distribution resources as well as product development _xpertise. Partnership
objectives often focus on developing a product idea or technology for the future,
and therefore tend to involve areas that are removed from core areas of business.
Figure 1 illustrates the functional areas in which partnerships most often occur.

They include R & D, complementary technology access, sales and marketing,

service and distribution, cost competitive manufacturing, and financing. Several of

these functions may be required to commercialize a product or improve




Figure 1: Functional Areas of Alliances
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Source: Adapted by D. Vink-Ellis from D.J. Teece, "Capturing Value
from Technological Innovation: Integration, Strategic
Partnering and Licensing Decisions".




9

process technology for cost minimization objectives. These functions revolve

around a core concept or technology that is the focus of the whole process.

Hull & Slowinski (1987) use the Market-Hierarchy continuum to illusirate
the different types of business relationships based on the amount of interaction and
dependence which distinguish the different types of business agreements on this

continuum. Hull & Slowinski describe the different relationships:

On the right end of this continuum is the conventional
hierarchy approach: in-house development of new products. However,
many companies have perceived a need to stimulate new technology
development outside their traditional hierarchies by creating
intrapreneurial subunits. ... It is hoped that intrapreneurial approaches
will provide easier paths to innovation than the more traditional
chain-of-command. [Some] companies have gone even farther in
distancing new technology development from the hierarchy of the
parent company by spinning out new companies as corporate
ventures. The parent company usually retains a strong equity position
in the new firm while providing its managers with significant equity
positions.

On the left of this continuum is the open-market approach.
In theory, each transaction in the open market is independent of all
others, as is illustrated by competitive bidding. However, when buyer
and seller have repeated transactions and/or long term contracts, ihe
marketplace becomes somewhat less open. In this instance,
contractual relationships may develop that are characterized by
reduced uncertainty and informal agreements which transcend the
legally specified exchange.
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Market Hierarchy
+ + + s e e +

Open Market Contractual Strategic Jont Corporate Intraprencunal  Corporate

ie compet- Relationships Parinerships Ventures Ventures Subunit Hierarchy

itive bidding 1e. long term 1e. collaboratrve te. third org. ¢ scow-autonomous wesingle

contracts contribuiions by controlled by company. corp hierarchy

each to the hicrarchies of at  remains majonty within

relatonship beyoad least two founders equity one org

contractual minmmum

Hull and Slowinski point out that making a distinction between hierarchies
and open market relationships is important because of the "intangible interaction”
that characterizes strategic partnerships. Sharing expertise, trust and a willingness
to share agendas are intangible factors that are uncommon to other inter-business

relationships.

2.3 Success Defined

At this point a definition of success is put forward. Webster’s Dictionary
defines success as a favourable outcome; successful describes something turning out
to be as was hoped for. In a strategic partnership there can be no single definition
of success since every company enters the relationship with differen: objectives and
different expectations. Different corporate objectives often include one or more of
the following:

a) improved ability to respond to competitors’ threats,

b) a shift in competitive strengths to respond to changing markets
C) revenue generation

d; new products

€) new markets

f) new technology

g) increased credibility

h) cooperate with rivals to stave off developments in harmful areas
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i) risk reduction (technology, market, financial)
j) source of financing, and
k) others not yet uncovered in empirical research
Therefore, a successful strategic partnership is one that meets one or more of these
objectives as they correspond with corporate objectives. It follows that a strategic

partnership is more likely to be successful if objectives have been previously

defined. Without objectives, the whole initiative is merely a gambile.

3.0 LITERATURE REVIEW

3.1 Types of Partnerships

Different types of strategic partnerships have been used to structure
agreements to accommodate diverse and complex requirements. The following
typology outlines basic structures that are commonly used. Agreements frequently
include elements rrom different types of partnerships which can be combined to
meet the special requirements of a situation. This typology excludes the popular
equity based joint venture since it has a substantial body of research to support it

already.

3.1.1 Joint Research & Development
The escalating costs of research and development have prompted firms with

complementary technologies to partner as a way of reducing financial risk and
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diversifying themselves across opportunities. With limited R & D resources, firms
strive to balance two requirements: 1) secure value across efforts, and 2) avoid
large investments in marginal projects. R & D provides a good linking function for
activity between firms, firms and government, firms and universities and among

consortia. Projects can be established with either basic, applied or mission critical

objectives.

3.1.2 Licensing

Technology or expertise may be purchased under license as a patent or with
a lump sum and royalty scheme. The cost will vary according to the level of
advancement and the extent to which the technology or expertise has been proven
and/or developed. Licensing reduces client risk and internal development costs, for
often the technology is underpriced and includes marketing assistance, oproduct
design, and production process specifications (Killing, 1980). An agreement can be
struck as a one time deal, but more frequently includes future developments by the
licensor within the lifetime of the agreement. Cross licenses may occur within the
same industry, often between firms of similar size and strength. Some licensees
develop very close links with licensors in a relationship that resembles a joint R &
D agreement. For instance, Apple Computer regularly requested improvements

from Adobe, the firm from which Apple’s free-form graphics capability was

licensed. Another purpose for licensing is to extend a technology’s life cycle by
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licensing it to a lesser developed market once the technology is no longer

competitive in established markets.

3.23 Co-marketing Agreements

A co-marketing agreement is an agreement through which one firm agrees
to grant another firm access to a market in which it is well positioned. This type
of agreement often involves sharing marketing and distribution channels. In order
for it to be strategic, there must be commitment to the effort from both sides. For
example, a firm with developed distribution channels must have something at stake
when it sells another firm’s product. It might have disconticued developing and
manufacturing a similar product of its own. Or it might push another firm’s
product to fill in a gap in its own product line. 8oth situations require motivation
to sell the product, a philosophy that is not necessarily shared by an agent or

distributor in a tactical relationship.

3.1.4 Co-production Agreements

A co-production agrcement is an agreement in which process innovations are
developed to achieve economies of scale in production. At this stage product
development is usually complete and volume output is necessary. It is common for
an engineering firm to strike a co-production agreement with a firm specializing in

manufacturing. The manufacturing firm contributes expertise to the production
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process to permit cost competitiveness. In return it can be granted the status of

preferred supplier.

3.1.5 Competitive Alliances

The Business International Corporation (1987) defines competitive alliances
as

. ventures between strong international companies that generally

remain competitors outside the relationship. Most [alliances] have

well defined strategic objectives and are designed to serve global or

at least regional markets. Alliances are based on reciprocity; partners

offer comp.ementary products, facilities, skills and technologies. The

greatest incidence is in manufacturing, although they are also found

in the services, natural resources and retail industries. Most

competitive alliances are related to the core business of the partners.

Competitive alliances comprise all types of strategic partnerships previously
described. The fundamental distinction is that the partnership takes place between
competitors, and therefore, it is subject to 2 more formal and guarded existence.
Another distinction i1s that competitive alliances usually involve two Gr more large
international firms that agree to contribute equity to the undertaking. Many

competitive alliances are equity based joint ventures that constitute a third

corporate entity. Finally, unlike other strategic partnerships, the objectives of

competitive alliances are. often related to the partners’ core business.
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3.2 Risks and Disadvantages

Some general caveats are listed, followed by agreement-specific
disadv~ntages. In general there is risk that a partner will not perform according
to expectation. Performance may fail for a number of reasons; a partner
exaggerated certain expertise, or it does not control the tasks it was responsible for.
The technology may not develop the advantages foreseen, or another technology
may displace any advantage. There is also the risk that one firm seizes control
leaving the other feeling cheated. Or, just the opposite can happen; neither firm
has clear control which results in a partnership that lacks direction (Harrigan,
1985). One partner may imitate an innovatior: with the intent tc compete head to
head Finally, partnerships can carry large organizational and operational costs.
Some of these costs can be calculated up front, but others are hidden, or do not
become obvious until well into the venture. While concentrating on these

administrative complexities, there is the danger of scattering competitive strengths.

Joint K & D agreements are at risk of being formed without a clear insight
into the long term overall competitiveness of the firm (Nueno and Oosterveld,
1988). If the partnership is made in isolation of overall corporate objectives, the

effort may wind up eroding strengths rather than increasing them.

The licensor in a licensing agreement risks creating a competitor by licensing
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out its technology. The irreversibility of the commitment (Porter, 1983) makes 1t
unwise for 2 licensor to enter an agreement in a market in which it plans to enter
itself. Howevei, citering the ~ame market with a different technology (or entering
a different market with the same technology) would not cause channel conftict.
The licensor must accept that he has no control over the marketing and product
roll out plans. Finally, licensing is not usually a high revenue form of market ¢ atry,
a characteristic that is in line with the low levels of risk and commitment that are

involved.

Co-marketing partners may turn out to be less complementary than
expected. This problem can often be reduced using reliable market research. Co-
marketing will fail if the activity is not truly strategic. Marketing of another firm’s
product/service must complement or advance the marketer’s position in the
marketplace or the agreement cannot be expected to endure. This problem can
be avoided by determining the strategic complementarity before reaching a final

agrecment.

The risk of a co-production partnership is that production is not done as

expertly or as cheaply as expected. Such a problem can undermine the entire entry

strategy and image of a firm trying to enter a new market.
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Competitive alliances require sharing control. Large equity investments and
organizational interdependence cause the stakes to be so high that one partner tries
to seize control. Staff work together on a partner’s premises so the risk of
compromising security is greater. There may be information leakage that occurs
as a result of the alliances a partner has with other competitors. Finally,
management may encounter motivational problems and find that employees are

reluctant to cooperate with the ‘competition’.

3.3 Key Factors of Success

The strategic partnership typology has been presented, the motivations for
entering strategic partnerships discussed, and the risks and drawbacks highlighted.
Selected factors concerning partner selection and partnership management are
reviewed from the business and academic literature. These key factors are put
forth as propositions and are compared against empirical data. Partnerships are

not expected to succeed without close attention and careful management.

3.3.1 Plan and Consider Strategic Options
Those with practical experience in the area of strategic partnerships advise
others to consider aliernative options before making a commitment to look for and

form a strategic partnership (Sorenson, 1988). If corporate objectives can be

achieved within time and resource constraints without a strategic partnership, their
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advice is to select a non-partnering option. Other options include direct
investment, equity share investment, merger/acquisition, outright purchase, or in-

house development.

An economic analysis contributes to the decision making criteria. Contractor
and Lorange review the increased/decreased costs and revenues of entering

cooperative alliances over establishing wholly owned subsidiaries.

Table 1.Increased Revenues from the Cooperative Venture Over the Fully Owned Subsidiary.

Direct

* Other partner’s knowledge of the market.

* Other partner’s intangible assets such as technology, patents, and trademarks.
* Other partner’s ties to government and/or importiant buyers.

* One fewer competitor; hence potentially larger market share.

* Faster entry, improved cash flows.

* Access 10 market otherwise foreclosed.

Indirect

* More complete product line to help overall sales.

* Technical or new product ideas learned from other partner and diffused to other parts of the
company.

* Mark-ups on components or product trade with pariner.

Table 2.Decreased Costs from the Cooperative Venture Alternative Compared to the Fully Owned
Subsidiary

Direct

* Economies of scale from iarger market share.

* Rationalization based on each partner nation’s comparative advantage.

* Government incentives and subsidies given to CVs only.

* Lower capital cost and overhead due to using slack or underutilized equipment or design
capabilitics in each partner.

* Less duplication of headquarters personnel.

* Access through pariner to cheaper raw materials and;or componcent inputs.

* More productive technology or administrative methods contributed by one partner.

Indirect
* Productivity and technical improvements diffused 10 other parts of the company.
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Table 3.Decreased Revenue from the Cooperative Alternative Compared to the Fully Owned Option

Direct

* CV association does not allow firm to expand into certain lines of business in the future.

* Partner reaps the benefit of future business expansion that is not proportional to its future
contribution.

* Lower price is set on behalf of partner.

Indirect

* Partner’s desire 10 export decreases sales made by other affiliates in international
markets.

* Partner becomes more formidable competitor in the future.

Table 4.Increased Costs from the Cooperative Venture Mode Compared to the Fully Owned Option

Direct

* Cost of transferring technology and expertise to partner.

* Increased coordination and governance costs.

* Pressures from partner to buy from designated sources or sell through its distribution
channel.

* Global optimization for MNC partner may not be possible for: sourcing, financial flows, tax,
transfer pricing, rationalization of production

Indirect
* Increase in headquarters’ administrative, legal and other overheads.
* Opportunity costs of executives and/or technicians assigned 1o CV.

Source.  Farok J. Contractor and Peter Lorange, "Why Should Firms Cooperate? The Sirategy and Economic Basis for
Cooperative Ventures®, pp 3-28 in Contractor, F. and Lorange, P. (Eds.) Cooperasive Stzaicgies in Insernanonal
Business, Leungton, MA: Lexington Books, 1988, pp 21-23.

Tables 1 - 4 encapsulate the incremental and detrimental costs and
revenues associated with collaboration. The actual value placed on the factors will
vary according to the situation. However, the authors maintain that "the
cooperative mode is preferred if its net incremental profit over the fully owned
alternative exceeds the profit share of the other option(s)". The authors

acknowledge that risk-reduction effects have not been included in the tables. Other
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factors, such as the value placed on access to technology or market expertise, are

difficult to quantify.

33.2 Partner Selection

The partner selection decision should attract the attention of senior
executives owing to the level of commitment required. The number of firms placed
on a short list can be limited using criteria such as complementary technological
capability, market strength, manufacturing capabilities, and the availability of other
relevant resources (Geringer, 1988a). Information to fulfil these criteria can be
found from sources such as trade journals, headhunters, consultants, trade shows,
government networks and industry associations. Once these preliminary criteria

have been satisfied, the following factors can be considered.

a) Shared values. Both players must share a set of common values and have a
stake in partnership success. Each partner must perceive that the other is
contributing something valuable without which there would be no reason to
consider a partnership. The necessity of mutual dependency has been thought of
as a 'necessary evil’ (Geringer, 1988b). At a level of medium interdependency,
prospects for long term partnership survival are greatly increased compared with

a relationship where one party dominates. And, there must be mutual commitment

upon which to build combined strengths while minimizing weaknesses. Shared
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values set the groundwork upon which future advantage can be created.

b) Strategy. There must be a strategy before any deal is struck to ensure there
is no unintentional overlap between cooperation and competition. It is necessary
to identify and agree upon the areas in which partners will cooperate, and in which
they will remain competitors (MacKinnon, 1988). Generally companies protect
their core business from partnerships to prevent one firm from becoming too
dependent on another (Porter and Fuller, 1987; MacKinnon, 1988). There must
be consensus that the endeavour is equally and strategically important to both
partners. This might include a discussion regarding Company A’s intentions to
team up with Company B’s competitors within the lifetime of the partnership
creating "in-law" relationships. If partners have different objectives in the alliance
such as timing, ownership of output and level of remuneration, there may exist a
conflict of interest. Harrigan (1985, 1987) concludes that firms should worry less
about their partners’ traits and more about the competitive needs that the ventures

are intended to address.

¢) Compatible Management Teams. Managers from partner firms must have
compatible working styles (Geringer, 1988a; 1988b). A feeling of trust and

competency are a prerequisite for exposing and building on competitive advantages.

The ability to interact effectively will be tested when firms from different countries







