Opening Profile: Backfire! The DaimlerChrysler AG Global Alliance Hill-s I-he Brakes 

A financial turnaround plan that DaimlerChrysler AG laid out earlier this year appears to be in big trouble as losses accelerate. Chrysler's losses for 2001 are estimated at three billion Euros ($2.74 billion). 

Jorgen Schrempf, the German chairman and CEO of Daimler Chrysler had expected to make billions of dollars in cost savings and synergies from the merger of Daimler-Benz and Chrysler. In 1998, Schrempf pledged that the alliance would have the clout and profitability to take on everyone and be the most profitable automotive company in the world. Now, the company is taking extreme measures to get Chrysler back to profitability, a move expected to take two to four years, because of weak sales and spiraling costs; Chrysler's losses in the fourth quarter, for example, were $1.3 billion. 

What went wrong? Much of the problem seems to stem from culture clashes, in particular the attitude of Schrempf toward the merger, Chrysler, and the Americans. 

While Schrempf touted the alliance as a merger of equals in 1998, in 2000 he said that Daimler never intended to be an equal partner with Chrysler and that he had said that to gain shareholder approval. But DaimlerChrysler today is essentially a holding company run from Stuttgart that oversees separate business units, which share few products. From the beginning, the marriage was clearly not one made in heaven as Schrempf portrayed, because it was not long before it was clear that he did not view Chrysler as an equal, making it obvious that the American executives would have little more privilege in Stuttgart than the use of the men's room. Morale among the Americans was poor from beginning, with the Ger· mans making it clear that it was a takeover not a merger, and holding meetings only in German, knowing that the Chrysler executives did not understand. 

Part of the problem also has been that the synergies expected from the alliance have proved elusive. The macroeconomic forces which led to the alliance in the first place intense competition, global industry overcapacity, and high need for capital-proved too much for the alliance. While Daimler needed to spread its R&D spending over a broader sales base, Chrysler's sales were already eroding. Then the Americans complained that the Germans were not allowing Chrysler to follow their own successful strategy to build cars inexpensively and sell at a good profit. So Schrempf, admitting that implementing the alliance was turning out to be 

Cont 

Much harder than doing the deal in the first place, restructured to allow Chrysler more autonomy. Unfortunately, Chrysler ran into more competition than expected, and was forced to give massive incentive plans to move inventory, thus eroding profits. 

Dieter Setscrew, a veteran Daimler executive has been made the new Chrysler's president and chief executive (Robert Eaton's successor); he plans to idle six plants over the next two years, slashing 26,000 U.S. jobs-about a fifth of the workforce. Wolfgang Bernhard has been assigned as chief operating officer. The other five on the seven-member rescue team are Americans. So, with 2001 losses for Chrysler estimated at $1.9 billion, perhaps the first cooperative German-American team, born out of necessity, will give Chrysler its best chance at a turnaround. In spite of some Chrysler executives' griping that they don't want the Germans there, everyone recognized that there must be a team effort to save the company. Setscrew and Bernhard are making inroads at cultural integration by eating in the employee cafeteria rather than the executive dining room and mingling with Chrysler designers to learn about new products. 

In the meantime, Schrempf concedes that the real value of the alliance won't be realized until there is joint production of cars by Daimler and Chrysler, which will take a couple of years. However, DaimlerChrysler's problems have made companies around the world cautious about global mega mergers. 

SOURCES: www.charlotte.com/observer January 30, 2001; www.businessweek.com January 15, 2001; Wall Street Journal, November 8, 2000; Wall Street Journal, October 27, 2000; www.FT.com (Financial Times, November 2, 2000); Wall Street Journal, September 20, 2000. 

It is no longer an era in which a single company can dominate any technology or business by itself. The technology has become so advanced, and the markets so complex, that you simply can't expect to be the best at the whole process any longer. 

Strategic alliances are partnerships between two or more firms which decide can better pursue their mutual goals by combining their resources managerial, technological-as well as their existing distinctive competitive vantages. Alliances, often called cooperative strategies, are transition m - 

That propel the partners' strategy forward in a turbulent environment faster than would be possible for each company alone.2 Alliances typically fall under one of three categories: 3 

• Joint ventures-when two or more companies create an independent company; an example is the Naomi corporation, created as a joint venture between Toyota and General Motors, which gave GM access to Toyota's manufacturing expertise and provided Toyota with a manufacturing base in the United States. 

• Equity strategic alliances-in which two or more partners have different relative ownership shares (equity percentages) in the new venture. As with most global manufacturers, Toyota has equity alliances with suppliers, subassemblies, and distributors; most of these are part of their network of internal family and financial links. 

• No equity strategic alliances-when agreements are carried out through contract rather than ownership sharing. Such contracts are often with a firm's suppliers, distributors, or manufacturers, or they may be for purposes of marketing and information sharing, such as with many airline partnerships. 

Global strategic alliances are working partnerships between companies (often more than two) across national boundaries and increasingly across industries. A glance at the global airline industry, for example, tells us that global alliances have become a mainstay of competitive strategy: 

Not one airline is competing alone; each major U.S. carrier has established strategic links with non-U.s. companies. Delta is linked with Swissair, Sabena, and Austrian; American with British Airways, U.S. Airways, JAL, and Qantas; Northwest with Continental, KLM, and Alitalia; and United with SAS, Lufthansa, Air Canada, Thai, South African Airways, Vary, Singapore, Air New Zealand, and Annett Australia. 4 

Alliances are also sometimes formed between a company and a foreign government, or among companies and governments. The European Airbus Industries consortium comprises France's Aerospatiale and Germany's Daimler-Benz Aerospace, each with 37.9 percent of the business; British Aerospace has 20 percent, and Spain's Constructions Aeronautics has 4.2 percent. 

Alliances may comprise full global partnerships, often joint ventures, in which two or more companies, while retaining their national identity, develop a common, long-term strategy aimed at world leadership. The intent of the DaimlerrChrysler global partnership was to achieve these kinds of objectives, though by 2001 it had run into problems (see the opening profile). Whereas such alliances have a broad agenda, others are formed for a narrow and specific function including production, marketing, research and development, and financing. More recently, these include electronic alliances, such as Covariant, which is redefining the entire system of car production and distribution through a common electronic marketplace (featured in the accompanying E-Biz Box). 

1. To avoid import barriers, licensing requirements and other protectionist legislation. Japanese automotive manufacturers, for example, use alliances such as the GM- Toyota venture, or subsidiaries, to produce cars in the United States so as to avoid import quotas. 

2. To share the costs and risks of the research and development of new products and processes. In the semiconductor industry, for example, where each new generation of memory chips is estimated to cost over $1 billion to develop, those costs and the rapid technological evolution typically require the resources of more than one, or even two, firms. Intel, for example, has alliances with Sensing and NMB Semiconductor for DRAM technology development; Sun Micros sterns have partners for its RISC technology, including N.V. Philips, Fujitsu, and Texas Instruments. Toshiba, Japan's third largest electronics company, has over two dozen major joint ventures and strategic alliances around the world, including partners such as Olivetti, Rhone-Poulenc, and GEC Allstholrn in Europe, LSI Logic in Canada, and Sensing in Korea. Fornix Sato, Toshiba's CEO, recognized long ago that a global strategy for a high-tech electronics company such as his necessitated joint ventures and strategic alliances. 

3. To gain access to specific markets, such as the ED, where regulations favor domestic companies, which was one of the enticements for Chrysler to ally with Daimler-Benz. Firms around the world are forming strategic alliances 

. with European companies to bolster their chances of competing in the ED and to gain access to markets in Eastern European countries as they open up to world business. Chun Joe Bum, chief executive of the Daewoo Electronics unit, acknowledges that he is seeking local partners in Europe for two reasons: (1) to provide sorely needed capital (a problem amidst Asia's economic woes); (2) to help them navigate Europe's still disparate markets, saying, "1 needs to localize our management. It is not one market. 7 

Market entry into some countries may only be attained through alliances-typically joint ventures. South Korea, for example has a limit of 18 percent on foreign investment in South Korean firms. 

4. To reduce political risk while making inroads into a new market. ~;. 

Corporation, for example, determined to stay on the right side of the resb:ic- Y tie Chinese government while gaining market access, formed a joint verbiage;;' with RSD, the Chinese appliance maker, to manufacture and market was- C: machines and refrigerators; May tag also invested large amounts in jointly owned refrigeration products facilities to help RSD get into that markettCola-a global player with large-scale alliances-is not beyond using Osijek very small-scale alliances to be "political" in China. The company utilizes 5e-. Nor citizens in the party s neighborhood committees to sell coke locally. 

5. To gain rapid entry into a new or consolidating industry and to take advantage of synergies. Technology is rapidly providing the means for overlapping and merging of traditional industries such as entertainment, computers, and telecommunications in new digital-based systems, creating an information superhighway. As evidenced by such partnerships as the MCI-WorldCom merger in August 1998, such developments are necessitating strategic alliances across industries in order for companies to gain rapid entry into areas in which they have no expertise or manufacturing capabilities; competition is so fierce that they cannot wait to develop those resources alone. Many of these objectives, such as access to new technology and to new markets, are evident in AT&T's network of alliances around the world, as shown in Exhibit 7-1. Agreements with Japan's NEC, for example, give AT&T access to new semiconductor and chip-making technologies in order to learn how to better integrate computers with communications. Another joint venture with Zenith Electronics will allow AT&T to co develop the next generation of high-definition television (HDTV).8 

Challenges in Implementing Global Alliances 

Effective global alliances are usually tediously slow in the making but can be among the best mechanisms to implement strategies in global markets. In a highly competitive environment, alliances present a faster and less risky route to globalization. It is extremely complex to fashion such linkages, however, especially where many interconnecting systems are involved, forming intricate networks. Many alliances fail or end up in a takeover in which one partner swallows the other. McKinsey & Company, a consulting firm, surveyed 150 companies that had been in alliances and found that 75 percent of them had been taken over by Japanese partners.9 Problems with shared ownership, the integration of vastly different structures and systems, the distribution of power between the companies involved, and conflicts in their relative locus of decision making and control are but a few of the organizational issues that must be worked out. But recent economic woes in Asia have turned the tables somewhat, with Western companies having to buyout their financially stressed allies in order to survive. 

Often, the form of governance chosen for multinational firm alliances greatly influences their success, particularly in technologically intense fieldscals, computers, and semiconductors. In a study of 153 new alliances, researchers found that the choice of the means of governance-whether a contractual agreement or a joint venture-depended on a desire to control information about proprietary technology.lO Thus, joint ventures are often the chosen form for such alliances because they provide greater control and coordination in high-technology industries. 

Cross-border partnerships, in particular, often become a "race to learn"-with the faster learner later dominating the alliance and rewriting its terms. In a real sense, an alliance becomes a new form of competition. In fact, according to researcher David Lei, 

Perhaps the single greatest impediment manager’s face when seeking to learn or renew sources of competitive advantage is to realize that 

Co-operation can represent another form of unintended competition, particularly to shape and apply new skills to future products and businesses.ll 

All too often, cross-border allies have difficulty in collaborating effectivelyesspecially in competitively sensitive areas, creating mistrust and secrecy, which then undermine the purpose of the alliance. The difficulty that they are dealing with is the dual nature of strategic alliances-the benefits of cooperation versus the dodders of introducing new competition through sharing their knowledge and tee&&no logical skills about their mutual product or the manufacturing process. Marriages may fear that they will lose the competitive advantage of the firm's proprietary technology or the specific skills that their personnel possess. The cumulative learning that a partner attains through the alliance could potentially be applied to other products or even other industries that are beyond the scope of thru alliance, and therefore would hold no benefit to the partner holding the original knowledge.12 As noted by Lei, the Japanese, in fact have far out learned there’s. Allies in developing and applying new technologies to other uses. Examples are •• the power-equipment industry (e.g., Westinghouse-Mitsubishi), the office equipment industry (Kodak-Canon), and in the consumer electronics industry (Gender Electric-Samsung). Some of the trade-offs of the duality of cross-border ventures are shown in Exhibit 7-2. 

The enticing benefits of cross-border alliances often mask the many pitfalls. •• addition to potential loss of technology and knowledge or skill base, other ~ of incompatibility often arise, such as conflicting strategic goals and ob~ cultural clashes, and disputes over management and control systems. Sometinlls it takes a while for such problems to evidence themselves, particularly if insufficient homework has been done in meetings between the two sides to work out * implementation details. The alliance between KLM Royal Dutch Airlines •• Northwest Airlines linking their hubs in Detroit and Amsterdam, for example, Jeesulted in a bitter feud among the top officials of both companies over methods five' running an airline business-the European way or the American way-and c: JIII! I"j cultural differences between the companies, as well as a power struggle at tholepin over who should call the shots.13. 
There is no doubt that many difficulties arise in cross-border alliances in m~3 both national and corporate cultures of the parties, in overcoming language -1 communication barriers, and in building trust between the parties over how to sl.-:~ proprietary assets and management processes. Some basic guidelines, given ~l will serve to minimize potential problems. However, nothing is as important as ~ in a long "courtship" with the potential partner to establish compatibility star • call and interpersonally and setting up a "prenuptial" plan with the pros partner. Even setting up some pilot programs on a short-term basis for some of planned combined activities can highlight areas that may become problematic. 

1. Choose a partner with compatible strategic goals and objectives and one with whom the alliance will result in synergies through the combined markets, technologies, and management cadre. 

2. Seek alliances where complementary skills, products, and markets will result. If each partner brings distinctive skills and assets to the venture, there will be reduced potential for direct competition in end products and markets; in addition, each partner will begin the alliance in a balanced relationship. 14 

3. Work out with the partner how you will each deal with proprietary technology or competitively sensitive information-what will be shared and what will not, and how shared technology will be handled. Trust is an essential ingredient of an alliance, particularly in these areas; but this needs to be backed up by contractual agreements. 

4. Recognize that most alliances last only a few years and will probably break up once a partner feels that it has incorporated the skills and information it needs to go it alone. With this in mind, you need to "learn thoroughly and rapidly about a partner's technology and management: transfer valuable ideas and practices promptly into one's own operations."15 

Some of the opportunities and complexities in cross-border alliances are illustrated in the following section on joint ventures in the Commonwealth of Independent States (CIS). Such alliances are further complicated by the different history of the two parties' economic systems and the resulting business practices. 

'Ratite emend rest 

Joint Ventures in the Commonwealth of Independent States Invest early and move as fast as you can.... Benefit from the fireside prices in the largest market in the world. 

I've seen too many westerners fall for the line, "Our license will be riving any day," which usually means never. 

These comments reflect both the opportunities and the threats involved in national joint ventures (IJVs) in the CIS. Those opportunities include natural resources and cheap land, a highly educated and low-cost workforce high quality basic research skills, and a huge, relatively untapped, market of· pie who have had little previous opportunity for quality consumer Those taking advantage of those opportunities include 35,000 Western co that have set up shop in Moscow alone, and over 20,000 joint ventures in 

Of those IJVs, 2,800 are U.S.-Russian. They include Caterpillar, IBM, and GE. Hewlett-Packard, Pepsi-Co., Eastman Kodak, and AT&T, as well as though smaller IJVs-primarily in software, hotels, and heavy industrial p Many, like Bell Labs, are involved in research and development, taking tag of the high level of education and technical capabilities of the Russians.. 

The roadblocks to successful IJV s in the CIS are many. The overriding corn as of this writing in 2002 continues to be the possibility of a repeat 1998 economic collapse with the devalued ruble, the lack of debt and capital, and the no convertibility of currency. In fact, the barter system taken over, with individuals, companies, and governments trading services goods with no money changing hands. Russian teachers were being. Vodka. Many foreign companies were losing large amounts of money, some, such as RJR Nabisco, had withdrawn altogether. Most potential new lances were put on hold by Western companies. In fact, as a result of the gnomic problems, many Russian companies benefited by reinforcing their kept positions, with some strong local players gaining a foothold, such Will-Bill-Dan, which produces dairy products, canned vegetables, and jug 

Western companies had varied reactions to the financial problems. 

Hut and KFC (whose food was a luxury at that time) withdrew from M~ feeling that the market did not warrant their presence. Pizza Hut was in an M venture with the city of Moscow, which held 51 percent. But when sales ion bled and at the same time its agreement with the City of Moscow was exp~ and the city was demanding excessive increases in rent, the company decide to leave.18 However, most large global companies-accustomed to economy upheavals in Russia-stuck to their long-term plans.19 Gillette, for exam which has had a joint venture with Leninist, forming Petersburg Products ~ ternational (PPI) since 1990, stayed and continues its commitment there. But was not without its problems during the difficult 1998-99 period. The effect distribution systems it had painstakingly built up collapsed, as there who] salvers and retailers ran out of money and stopped their orders. 

Overnight, the ability to invoice and receive payment disappeared. So Gillette had to rebuild the distribution system and develop financial support for its suppliers, offering them credit to be paid upon their next orders.2o 

Gillette now employs over 500 people throughout Russia and has built another $40 million razor blade manufacturing plant near St. Petersburg. Other Western companies are trying to move into locally based production in order to cut down on the expenses of a lot of expatriate staff: 

DANONE, the French dairy group, opened its second Russian factory in 2000; Marlon, the Italian fridge manufacturer, bought Steno, a local competitor with which it already had links; and in 2001, the Greek-based Chi pita acquired a bakery in St. Petersburg.21 

In spite of continued economic progress since then, however, long-standing problems continue, including the lack of clear legal protection for investments, contracts, or rights to natural resources, and the lack of efficient infrastructure for sourcing materials, communication, transportation, and living arrangements. Problems involving organized crime-often referred to in the media as "the Mafia," and called "the racket" by Russians-add considerably to the cost of operating businesses such as hotels. When MNCs refuse to pay for "protection," they often suffer, as with the bazooka attack on the bottling plant that Coca-Cola was building in Moscow. 

During 2001 and 2002, Russia's inflation rate continued to decline and consumer demand was growing again, especially for Western products. President Vladimir Putin continues to support free-market mechanisms, and Russia's stock market has performed very well.22 In spite of the continuing political uncertainty and economic risk, joint ventures in the CIS offer great opportunities for both partners. Western companies willing to take the risk can pick up assets very cheaply because of the Russian need for hard currency, capital, new technology, and management skills.23 Foreigners may now own 100 percent of a venture, although to get office space, supplies, and other essentials, it is often necessary to have the local partner own at least half. All registered citizens may now own and operate a business, and the governments in most parts of the CIS are encouraging the privatization of businesses, to move rapidly to a market economy-and to stave off economic disaster. 

Exhibit 7-3 shows the joint venture relationship between a U.S. firm and a CIS firm, the different goals that they bring to the venture, and the barriers caused by their different operating environments.24 

Success requires clearly defined goals, and any proposal must contain solutions to the systemic problems, such as the establishment of efficient supply channels and the repatriation of profits in hard currency. Most managers in the CIS are inexperienced in solving commercial problems based on a capitalist market economy, such as the sourcing of inputs and financing. Western managers still have to teach their joint venture partners about competition, advertising, pricing, distribution networks, and accountability. 

The following are some suggestions for foreign companies to minim risk of IJV s in the CIS: 

Choose the Right Partner The primary reason for IJV failure is a poor Ida teen partners-because of lack of compatible goals or strategy, because partner company is unreliable, or because it lacks the necessary licenses , produce a product or to export it or be involved in development of Nat sources. Check with regional government offices about whether the pore: partner has the requisite licenses, appropriate registrations, and redial backing and history; also check on the status of future rights to assets wm previously under the control of the state, such as those for property, nay sources, or a reserve of shareholdings for future privatization voucher hold 

The choice of a Russian partner can make or break a venture. A load partner may come with risks: you could end up inheriting his "Krishna," or laundering money (Krishna is the Russian term for pay for "protection,).25 

Businesspeople must realize that there are established procedures ting out of disputes with partners and those procedures take place our court system. In Russia a handshake is more binding than a look-pa: 

document, so disputes are best solved quietly-" of ten through the mediation of crushes." Paul Tatum, U.S. hotel developer, ignored those procedures to his peril. When he took on his fight for control of the Radisson Slavyanskaya Hotel in 1997, he was gunned down in front of his two bodyguards. 

Find the Right Local General Manager In a survey of 33 successful joint ventures, Lawrence and Vlachoutsicos found that delegating to the right Russian (or Ukrainian, etc.) executive is the secret to success for an IJV because that manager is familiar with the local networks and ministries, the suppliers and markets, and the maze of regulatory issues involved. In addition, local managers are part of the culture of the Russian Mir, or collective; this involves direct bonds of loyalty between managers and employees, hands-on management practices and wide consultation but top-down final decision making. 

Choose the Right Location the political risk of investments in Russia decreases from south to north and west to east, according to the consultant Vladimir Kind. Because most people in Siberia have stayed far away from communism and the centers of power and political turmoil in the European parts of Russia, investments there and along the Pacific coast are more reliable. These areas also have considerable natural resources available. Now that regional leaders have more autonomy, and some have set up economic zones with tax privileges, Kind recommends that IJVs branch out, away from Moscow to those areas, and to the Russian Far East, where many Japanese IJVs have set up. 

Control the IJV to ensure that hard-currency cash flow will be available, it is best to set up the IJV to provide for more operational self-sufficiency than Western managers are used to. This would avoid world suppliers who require hard currency and local suppliers or distributors who provide poor-quality products or services. The venture's best chance of success is to be vertically integrated to retain control of supplies and access to customers. Not only does this avoid some problems of currency convertibility, but it also controls the high chance of shortages of critical materials and supplies. McDonald's, for example, controlled these elements and also the quality of its inputs for its Russian restaurants by setting up its own farms for potatoes and beef. Other ways to deal with the hard currency problem are (1) to sell products to other foreign businesses within the Commonwealth that hold hard currency; (2) to use IJV rubles to buy raw materials or other products that are marketable in the West-and for which hard currency is paid (as when PepsiCo bought vodka and ships); and (3) to export products. Of the 33 joint ventures studied by Lawrence and Vlachoutsicos, most had yet to repatriate profits to the West. 

There is no doubt that the CIS needs more laws to control business; one less obvious area needing attention is that of cultural differences and how they affect operations. 

While we refer to the new republics by one name-the Commonwealth of Independent States-it is easy to forget that they are separate republics, each with its own identity, culture, dominant language, ethnic and religious traditions, and economic and labor histories. Different terms are used to differentiate among native Russians (Great Russians), neighboring Ukrainians (Little Russians), and Byelorussians (White Russians). Foreigners need to learn about 

Exhibit 7-4 

Potential Problems and Solutions for U.S.-CIS IJVs 

Financial infrastructure: hard currency cash flow and repatriation; capital availability 

Organized crime 

Access to materials and supplies; poor quality Infrastructure: transportation, communication, banking 

Market access and distribution 

Operational licenses; rights to assets and resources; liabilities under old system 

Political risk 

Strategic and reliability conflicts Personnel and operational conflicts Motivation; compensation 

Reinvest; vertical integration; avoid hard currency deals; get local bank guarantees 

Local relationships 

Vertical integration, make or supply own 

Set up operational self-sufficiency where possible 

Set up alliances; own systems where possible Validate with central and local authorities before commitment Minimize by locating in New England or Far Easily: possible Explore compatibility and background of praline£ Hire local executives and general manager Give respect; supply goods and services not accessible to employees 

The particular people in the region where they plan to establish business... earners should take time to get to know Russians on a social basis, for According to K vent, "many deals are hatched in saunas between talk of and philosophy." In particular, it is a mistake to talk down to Russians; well educated and advanced in high-technology issues and they are s the apparent superiority and wealth of Americans. 

Joint ventures in the CIS require a long-term financial and commercial fitment from the foreign partner, including the support of Western on. Sonnet. Reparable profits may not be realized for the first few years of the true’s existence.26 (See Exhibit 7-4 for additional information.) 

IMPLEMENTATION McDonald’s STYLE 

• Form paradigm-busting arrangements with suppliers. 

• Know a country's culture before you hit the beach. 

• Hire locals whenever possible. 

• Maximize autonomy. 

• Tweak the standard menu only slightly from place to place. 

• Keep pricing low to build market share. Profits will follow when economies of scale kick in.z7 

Decisions regarding global alliances and entry strategies must now be put motion with the next stage of planning-strategic implementation. Imply 

Station plans are detailed and pervade the entire organization because they entail setting up overall policies, administrative responsibilities, and schedules throughout the organization to enact the selected strategy and to ensure it works. In the case of a merger or IJV, this process requires compromising and blending procedures among two or more companies and is extremely complex. The importance of the implementation phase of the strategic management process cannot be overemphasized. Until they are put into operation, strategic plans remain abstract ideas-verbal or printed proposals that have no effect on the organization. 

Successful implementation requires the orchestration of many variables into a cohesive system that complements the desired strategy-that is, a system of fits that will facilitate the actual working of the strategic plan. In this way, the structure, systems, and processes of the firm are coordinated and set into motion by a system of management by objectives (MBO), with the primary objective being the fulfillment of strategy. Managers must review the organizational structure and, if necessary, change it to facilitate the administration of the strategy and to coordinate activities in a particular location with headquarters (as discussed further in Chapter 8). In addition to ensuring the strategy and structure fit, managers must allocate resources to make the strategy work: budgeting money, facilities, equipment, people, and other support. Increasingly, that support necessitates a unified technology infrastructure in order to coordinate diverse businesses around the world and to satisfy the need for current and reliable information. An efficient technology infrastructure can provide a strategic advantage in a globally competitive environment. Jack Welch, while CEO of General Electric (he retired in late 2001) used to refer to his e-commerce initiative, saying: 

It will change relationships with suppliers. Within 18 months, all our suppliers will supply us on the Internet, or they won't do business with us. 

An overarching factor affecting all the other variables necessary for successful implementation is that of leadership; it is people, after all, who make things, happen. The firm's leaders must skillfully guide employees and processes in the desired direction. Managers with different combinations of experience, education, abilities, and personality tend to be more suited to implementing certain strateegies.28 In an equity-sharing alliance, sorting out which top managers in each company will be in which position is a sensitive matter. Who in which company will be CEO is usually worked out as part of the initial deal in alliance agreements. This problem seems to be frequently settled these days by setting up joint CEOs, one from each company. Setting monitoring systems into place to control activities and ensure success completes, but does not end, the strategic management process. Rather, it is a continuous process, using feedback to reevaluate strategy for needed modifications and for updating and recycling plans. Of particular note here we should consider what is involved in effective management of international joint ventures, since they are such a common form of global alliance, yet are fraught with implementation challenges. 

Managing Performance in International Joint Ventures 

Much of the world's international business activity involves IJV s, in which at least one parent is headquartered outside the venture's country of operation. IJVs require unique controls; ignoring these specific control requisites can limit the parent company's ability to efficiently use its resources, coordinate its activities, and implement its strategy.29 

The term IJV control can be defined, according to Scan, as "the process through which a parent company ensures that the way a joint venture is managed conforms to its own interest."30 Most of a firm's objectives can be achieved by careful attention to control features at the outset of the joint venture, such as the choice of a partner, the establishment of a strategic fit, and the design of the IJV organization. 

The most important single factor determining IJV success or failure is the choice of a partner. Most problems with IJVs involve the local partner, especially in less developed countries. In spite of this fact, many firms rush the process of partner selection because they are anxious to "get on the bandwagon" in an attractive market.31 in this process, it is vital to establish whether the partners' strategic goals are compatible (discussed in the previous chapter). The strategic context and the competitive environment of the proposed IJV and the parent firm will determine the relative importance of the criteria used to select a partner.32 IJV performance is also a function of the general fit between the international strategies of the parents, the IJV strategy, and the specific performance goals that the parents adopt.33 Research has shown that, to facilitate this fit, the partner selection process must determine the specific task-related skills and resources needed from a partner as well as the relative priority of those needs.34 To do this, managers must analyze their own firm and pinpoint any areas of weakness in task-related skills and resources that can be overcome with the help of the IJV partner. 

Organizational design is another major mechanism for factoring in a means of control when an IJV is started. Beamish et al. discuss the important issue of the strategic freedom of an IJV. This refers to the relative amount of decision-making power that a joint venture will have, compared with the parents, in choosing suppliers, product lines, customers, and so on.35 it is also crucial to consider beforehand the relative management roles each parent will play in the IJV because such decisions result in varying levels of control for different parties. An IJV is usually easier to manage if one parent plays a dominant role and has more decisioning responsibility than the other in daily operations; alternatively, it is easier to manage an IJV if the local general manager has considerable management control, keeping both parents out of most of the daily operations.36 

International joint ventures are like a marriage-the more issues that can be settled before the merger, the less likely it will be to break up. Control over the stability and the success of the IJV can be largely built into the initial agreement between the partners. The contract can specify who has what responsibilities and rights in a variety of circumstances, such as the contractual links of the IJV with the parents, the capitalization, and the rights and obligations regarding intellectual property. Exhibit 7 -S lists some of the major areas of allocation of responsibility that can be delineated in the joint venture agreement to lessen the potential for strife later. 

Of course, we cannot assume equal ownership of the IN partners; where ownership is unequal, the partners will claim control and staffing choices proportionate to the ownership share. The choice of the IN general manager, in particular, will influence the relative allocation of control because that person is responsible for running the IN and for coordinating relationships with each of the parents.37 

Where ownership is divided among several partners, the parents are more likely to delegate the daily operations of the IN to the local I] V management-a move that resolves many potential disputes. In addition, the increased autonomy of the IN tends to reduce many common human resource problems: staffing friction, blocked communication, and blurred organizational culture, to name a few, which all result from the conflicting goals and working practices of the parent companies.38 Regardless of the number of parents, one way to avoid such potential problem situations is to provide special training to managers about the unique nature and problems of INs.39 

Various studies reveal three complementary and interdependent dimensions of IJV control: (l) the focus of IN control-the scope of activities over which parents exercise control; (2) the extent, or degree, of IN control achieved by the parents; and (3) the mechanisms of IN control used by the parents.40 

We can conclude from two research studies-Granger’s study of 90 developed country INs and Scan and Breamish’s study of 10 IJVs in Mexico-that parent companies tend to focus their efforts on a selected set of activities that they consider important to their strategic goals, rather than attempting to monitor all activities.41,42 Scan also found a considerable range of mechanisms for control used by the parent firms in his study (detailed in Exhibit 7-6), including indirect mechanisms such as parent organizational and reporting structure, staffing policies, and close coordination with the IN general manager (GM). Monitoring the GM typically includes indirect means, perhaps bonuses and career opportunities, and direct mechanisms, such as requiring executive 

Committee approval for specific decisions and budgets. These studies show that a variety of mechanisms are available to parent companies to monitor and guide IJV performance. 

The extent of control exercised over an IJV by its parent companies seems to be primarily determined by the decision-making autonomy the parents delegate to the IJV management-which is largely dependent on staffing choices for the top IJV positions and thus on how much confidence the partners have in these managers. In addition, if top managers of the IJV are from the headquarters of each party, then the more similar are their national cultures, the more compatible their managers will be. This is because there are many areas of control decisions where agreement will be more likely between those of similar cultural backgrounds.43 

The many activities and issues involved in strategic implementation-such as negotiating, organizing, staffing, leading, communicating, control, and so nonage the subjects of other chapters in this book. Elsewhere we include discussion of the many variables involved in strategic implementation which are specific to a particular country or region, such as goals, infrastructure, laws, technology, and ways of doing business, people, and culture. Here, we take a look at three pervade- 

Save influences on strategy implementation: government policy, culture, and the Internet. 

Government Influences on Strategic Implementation 

There are many areas of influence by host governments on the strategic choice and implementation of foreign firms. The profitability of those firms is greatly influenced, for example, by the level of taxation in the host country and by any restrictions on profit repatriation. Also important influences are government policies on ownership by foreign firms, on labor union rules, on hiring and remuneration practices, on patent and copyright protection, and so on. For the most part, however, if the corporation's managers have done their homework, all these factors are known beforehand and are part of the location and entry strategy decisions. But what hurts is for managers to set up shop in a host country and then have major economic or governmental policy changes after they have made a considerable investment. 

Unpredictable changes in governmental regulations can be a death knell to businesses operating abroad. While this problem occurs in many countries, one country which is often the subject of concern by foreign firms is that of China. In a survey of European investment in China, for example, 54 percent of companies questioned said their performance in China was worse than they had anticipated. Caterpillar, Inc. was one of the companies with rapid market growth in producing diesel engines in China in the early 1990s-eonstruction was booming and foreign investment was flooding in. But in 1993, China, afraid that foreign investment was causing inflation, revoked tax breaks and restricted foreign investment. The tables turned on Caterpillar after that because there was not enough domestic demand for their products.44 In addition, as reported in the Wall Street Journal, "the world's auto industry guessed wrong on China."45 Certainly the market potential is there-only one Chinese out of every 110 has a car-but big problems are causing foreign car ventures to withdraw. Peugeot-Citroen SA of France abandoned their factory in China, and Daimler-Benz AG of Germany withdrew before it even started. Beijing is even worrying GM, which has invested millions in China, including 21 joint ventures and other projects. Out of concern that China cannot handle a surge in cars on its inadequate roads, with little parking and few service stations, the government has stopped an auto-loan program, and many cities can no longer issue license plates for private cars. Also Beijing has prohibited government officials below the rank of minister from buying big cars.46 

Political change, in itself, can of course bring about sudden change in strategic implementation of alliances of foreign firms with host-country projects. This was evident in May of 1998 when President Suharto of Indonesia was ousted following economic problems and currency devaluation. The new government began reviewing and canceling some of the business deals linked with the Suharto family, including the cancellation of two water-supply privatization projects with foreign firms-Britain's Thames Water PLC and France's Suez Lyonnais des Beaux SA. The Suharto family had developed a considerable 

Fortune from licensing deals, monopolies, government "contracts," and protection from taxes.47 Alliances with the family was often the only way to gain entry for foreign companies. 

Cultural Influences on Strategic Implementation 

Culture is one variable which is often overlooked when deciding on entry strategies and alliances, particularly when we perceive the target country to be familiar to us and similar to our own. However, cultural differences can have a subtle and often negative effect. 

As many of Europe's largest MNCs-including Nestle, Electrolux, Grand Metropolitan, Rhone-Poulenc-experience increasing proportions of their revenues from their positions in the United States, and employ over 2.9 million Americans, they have decided to shift headquarters of some product lines to the United States. As they have done so, however, there is growing evidence that managing in the United States is not as easy as they anticipated it would be because of their perceived familiarity with the culture. Rosenzweig documents some reflections of European managers on their experiences of managing U.S. affiliates. Generally, he has found that European managers appreciate that Americans are pragmatic, open, forthright, and innovative. But they also say that the tendency of Americans to be informal and individualistic means that their need for independence and autonomy on the job causes problems in their relationship with the head office Europeans; Americans simply do not take well to directives from a foreign-based headquarters. Resenzweig gives some comments from French manager’s below.48 

FRENCH MANAGERS COMMENT ON THEIR ACTIVITIES 

IN THE UNITED STATES 

"Americans see themselves as the world's leading country, and it's not easy for them to accept having a European in charge." 

"It is difficult for Americans to develop a world perspective. It's hard for them to see that what may optimize the worldwide position may not optimize the U.S. activities." 

"The horizon of Americans often goes only as far as the U.S. border. As a result, Americans often don't give equal importance to a foreign customer. If a foreign customer has a special need, the response is sometimes: 'It works here, why they need it to be different? 1II 

"It might be said that Americans are the least international of all people, because their home market is so big." 

Other European firms have had more successful strategic implementation in their U.S. plants by adapting to American culture and management styles. When Mercedes-Benz of Germany launched its plant in Tuscaloosa, Alabama, U.S. workers and German "trainers" had doubts. Lynn Snow, who works on the door line of the Alabama plant, was skeptical whether the Germans and the Americans would mesh well. But now she proudly asserts that they work together determined to build a quality vehicle. Said Jorgen Schrempf, CEO of Mercedes' parent, Daimler Benz, "'Made in Germany' -we have to change that to 'Made by Mercedes,' and never mind where they are assembled."49 

The German trainers recognized that the whole concept of building a Mercedes' quality car had to be taught to the American workers in a way that would appeal to them. They abandoned the typically German strict hierarchy and instead designed a plant in which any worker could stop the assembly line to correct manufacturing problems. In addition, taking their cue from Japanese rivals, they formed the workers into teams which met every day with the trainers to problem solve. Out the window went formal offices and uniforms, instead using casual shirts with personal names on the pocket. To add to the collegiality, get-togethers for a beer after work are common. "The most important thing is to bring together the two cultures," says Andreas Rancher, who has guided the M-Class since it began in 1993, "You have to generate a kind of ownership of the plant. “So the local community has also embraced the mutual goals, often having beer fests, and including German-language stations on local cable TV. 

The impact of cultural differences in management style and expectations is perhaps most noticeable and important when implementing international joint ventures. The complexity of a joint venture requires that managers from each party learn to compromise in order to create a compatible and productive working environment, particularly when operations are integrated. 

Cultural impacts on strategic implementation are often even more pronounced in the service sector, because of many added variables, especially the direct contact with the consumer. Wal-Mart, for example, has not been immune to implementation problems overseas, particularly resulting from culture and lifestyle differences and from infrastructure problems. With its rapid global expansion efforts leading Wal-Mart to Indonesia, China, and South America, Wall Mart has found that it cannot insist on doing everything "the Wal-Mart way." In Sao Paulo, for example, bumper-to-bumper traffic impedes timely delivery of merchandise. Also, because Wal-Mart doesn't own its distribution system, it loses its all-important logistic advantage. Often stores in Brazil process three hundred deliveries a day, compared with seven a day in the United States.51 Add to the infrastructure problems, Wal-Mart's use of a bookkeeping system that failed to take into account Brazil's complicated tax system; failure to recognize postdated checks as the primary source of credit in Brazil since its currency problems; and merchandise errors such as American footballs instead of soccer balls, and you have an implementation plan that failed to take account of local culture and customs. 52 

In China, too, strategic implementation necessitates an understanding of the pervasive cultural practice of guan in business dealings. Discussed in previous chapters, guan refers to the relationship networks that "bind millions of Chinese firms into social and business webs, largely dictating their success."53 Tapping into this system of reciprocal social obligation are essential to get permits, information assistance to access material, and financial resources and tax considerations. Nothing gets done without these direct or indirect connections. In fact, a new term has arisen-guanxihu-which refers to a bond between specially connected firms that generates preferential treatment to members of the network. Without guan, implementing a strategy of withdrawal is even difficult. Joint ventures can get hard to dissolve and as bitter as an acrimonious divorce situation. Problems include the forfeiture of assets and the inability to gain market access through future 

Joint venture partners-all experienced by Audi, Chrysler, and Daimler-Benz. For example, 

Audi's decision to terminate its joint venture prompted its Chinese partner, First Automobile Works, to expropriate its car design and manufacturing processes. The result was an enormously successful, unauthorized Audi clone, with a Chrysler engine and a First Automobile Works nameplate. 54 

E-Commerce Impact on Strategy Implementation 

With subsidiaries, suppliers, distributors, manufacturing facilities, carriers, brokers and customers all over the globe, global trade are complicated and fragmented. Shipments cross borders multiple times a day. Are they compliant with all the latest trade regulations? Are they consistently classified for each country? Can you give your buyers, customers and service providers the latest information, on demand? 

www.Nextlink.com 9.10.2001 

As indicated in the quote above, global trade is extremely complicated. Deciding on a global strategy is one thing; implementing it through all the necessary parties and intermediaries around the world is a whole new level of complexity. Because of that complexity, many firms decide to implement their global e-commerce strategy by outsourcing the necessary tasks to companies that specialize in providing the technology to organize transactions and follow through with the regulatory requirements. These specialists are called e-commerce enablers; they can help companies sort through the maze of different taxes, duties, language translations, and so on, specific to each country. Such services allow small- and medium-sized companies to go global without the internal capabilities to carry out global e-commerce functions. 

Cross-border strategic alliances are becoming increasingly common as innovative companies seek rapid entry into foreign markets and as they try to reduce the risks of going it alone in complex environments. Those companies which do well are those which do their homework and pick complementary strategic partners. Too many, however, get "divorced" because "the devil is in the details," which is what happens when "a marriage made in heaven" runs into unanticipated problems during actual strategic implementation. 

1. Strategic alliances are partnerships with other companies for specific reasons. Cross-border or global strategic alliances are working partnerships between companies (often more than two) across national boundaries, and increasingly across industries. 

2. Cross-border alliances are formed for many reasons, including market expansion, cost- and technology-sharing, avoiding protectionist legislation, and taking advantage of synergies. 

3. Technological advances and the resulting blending of industries, such as those in the telecommunications and entertainment industries, are factors prompting cross-industry alliances. 

4. Alliances may be short- or long-term; they may be full global partnerships, or they may be for more narrow and specific functions such as research and development sharing. 

5. Alliances often run into trouble in the strategic implementation phase. Problems include loss of technology and knowledge base to the other partner, conflicting strategic goals and objectives, cultural clashes, and disputes over management and control systems. 

6. Successful alliances require compatible partners with complementary skills, products, and markets. Extensive preparation is necessary in order to work out how to share management control and technology and to understand each other's culture. 

7. Strategic implementation-also called functional level strategies-entail setting up overall policies, administrative responsibilities, and schedules throughout the organization. Successful implementation results from setting up the structure, systems and processes of the firm, as well as the functional activities that create a "system of fits" with the desired strategy. 

8. Differences in national culture and changes in the political arena or in government regulations often have unanticipated effects on strategic implementation. 

9. Strategic implementation of global trade 

is increasingly being facilitated by e-commerce enablers-companies that specialize in providing the software and internet technology for complying with the specific regulations, taxes, shipping logistics, translations, and so on for each country with which their clients do business. 

