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Abstract

This White Paper, commissioned by the Coleman Foundation, has a three-fold objective.  First, drawing from a nine country survey project of the Strategic Alliance Research Group (SARG) and a U.S. based survey project funded by the National Federation of Independent Business (NFIB), current statistics regarding the prevalence of alliance use, the types of alliances formed, and the governance structures for those alliances is reviewed.  Second, drawing on a wide range of academic research conducted during the past eight years by SARG, the unique challenges and outcomes for SME-based alliances are highlighted.  Finally, based on what has been learned, a set of recommendations are provided for future research believed to be of importance both to the academic study of SME-based alliances and to the owners and managers of SMEs and their alliance partners.
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Introduction

Alliance formation by small to medium-sized enterprises (SMEs) is often an integral component of the networking process critical to obtaining of support and resources for survival for SMEs as well as in a much broader context the innovation enterprise for firms of all sizes.  There has been important research pertaining to the choice for form alliances as well as the types of alliance structures chosen and alliance outcomes.  Too often this research does not take into account the unique nature of the SME as it relates to resources.  

In the following report we will briefly review several key areas of research relating to SME-based alliances and what we believe to be the unique characteristics of SMEs that suggest a need for academic research unique to SME-based alliances.  This review will be supplemented by what we have learned from a 10-year survey project conducted by the Strategic Alliance Research Group (SARG) of nine countries and a recently completed nation-wide survey of U.S. based SMEs.  From this review of both research and survey findings, we will suggest some of the things we have learned about SME alliances as well as provide suggestions for future research we think critical in this vital area.
SME-Based Alliances

Alliance Use by SMEs

In this overview of alliance use and research, we conceptualize alliances as voluntary interfirm agreements that establish exchange relationships between firms but which involve no joint ownership (Barringer & Harrison, 2000; Dickson & Weaver, 1997).  In beginning in 1995 the SARG research group began collecting date relating to the alliance use of Small to Medium-sized (SMEs) manufacturing firms.  To date, surveys have been collected from 2054 SMEs in nine countries (not including the U.S.).  The results of that survey indicated that 69.4% of the SMEs currently held or had held in the past at least one alliance relationship.  In 2004, a nation-wide random survey of 610 SME manufacturing firms and 151 small businesses of all types was conducted in the US supported by the National Federation of Independent Business (NFIB).  The results of that survey found that approximately 64% of the manufacturers and 63% of the small businesses currently hold or have held some type of alliance.  
The SARG study found that these SMEs surveyed utilized a wide range of alliance types.  The following is a list in order of most utilized.

· Long-term distribution agreements

· Purchaser-supplier agreements

· Long-term marketing agreements

· Long-term production agreements

· Export management or trading alliances

· Technology alliances (R&D product)

· Technology alliances (R&D process)

· Long-term licensing agreements

In the U.S. sample, the most utilized alliance type by the manufacturers was long-term production agreements while the small businesses utilized licensing agreements most often.  The second most utilized alliance for both the manufacturers was purchaser-supplier agreements and the small businesses was distribution-based alliances.  Not only are a significant number of the SMEs in the two studies utilizing alliances, many indicated holding multiple alliance relationships over time.


Tables 1 and 2 report the demographics for both studies.  Each study drew from multiple industries (10 for the SARG study and 11 in the U.S. study).
Table 1: SARG Study of Nine Countries

	Country
	Total Sampled
	Useable Surveys1
	Percent Responding
	No

Alliances
	One or More Alliances
	Percent with Alliances

	Australia

Finland

Greece

Indonesia

Mexico

Netherlands

Norway

Sweden

  Totals
	1373

400

400

890

650

300

2465

600

7078
	313

121

228

285

363

131

433

180

2054
	22.8

30.8

57.0

32.0

56.0

43.7

17.6

30.0

23.9
	137

14

56

149

173

44

88

28

689
	176

107

172

136

190

87

345

152

1365
	56.2

88.4

75.7

47.7

52.3

66.4

79.7

84.4

66.5


Table 2: NFIB U.S. Study of SMEs
	Alliance

Type
	1-9 Employees 

(% holding)
	10-19 Employees

(% holding)
	20-249 Employees

(% holding)
	All Manufacturers

(% holding)
	Small businesses

(% holding)

	Licensing

Export or Import
Marketing

Distribution

Production

R&D Product

R&D Process

Purchaser/Supplier

Outside contracting
	18.1

11.3

17.5

17.6

24

9.8
5.4

19.6

20.1
	22.9

15.4

18.9

21.9

27.4

14.4

8

28.9

28.9
	23.4

22.4

21.5

26.3

33.7

17.6

7.8

29.8

28.8
	20

14.4

18

20.1

26.5

12.2

6.7

23.5

23.2
	32.5

7.3

25.2

20.5

11.3

12.6

5.3

13.9

28.5


Challenges Unique to SMEs

Survival for SMEs is often contingent upon the forging of strong external networks with various individuals capable of providing support and resources (Birley, 1985; Ostgaard and Birley, 1994; Tjosvold and Weicker, 1993).  The alliance relationships of SMEs often grow out of these networks of interpersonal relationships (Larson, 1992) since the limited boundary spanning capabilities of most SME managers does not provide for a wider range of potential partners and because such existing relationships are often based upon some level of existing trust either provided by the network or prior experience.  Alliances drawn from such interpersonal networks are frequently governed more by relational constraints than by structural controls over opportunism.  This conclusion is supported by the findings of Lazerson (1995) and Larson (1992), who have found that even in those alliances in which formal contracts are in place SMEs rarely call upon the contracts in order to settle disputes.  

Even though the SME alliance may be drawn from an existing network the choice to depend upon relational controls over more formal contractual or equity-based controls is not easy for SMEs given the potential hazards present.  Frequently when formal contracts are negotiated, given the complexity of managing the potential for opportunistic behavior by alliance partners, SMEs often don’t have the resources and administrative skills necessary to utilize such controls in an effective manner (Leiblein & Reuer, forthcoming). There is also an additional rationale for dependence upon relational controls by SMEs.  Many appear to believe the reliance upon a formal contract to settle disputes “implicitly conveys a message of distrust and therefore should be avoided (Larzerson, 1995, p. 49). 
Structure, Control and Uncertainty in SME-Based Alliances


Alliances may take many forms ranging from informal cooperatives governed by simple agreements to highly structured and formalized equity-based relationships (Lorange & Roos, 1991).  Differentiating between these types of structures has proven to be problematic in past research (Murray & Siehl, 1989).  One differentiation that has a strong history of support is one that distinguishes between alliance structures involving some form of equity investment and alliance structures that are based on agreements wit no equity involvement (Gulati, 1995; Osborn & Baughn, 1990).  Consistent with past use and theory, alliance structure will be defined in terms of agreement-based or equity-based relationships in this study.


Transaction cost economics specifies that the transaction costs associated with alliances or hybrid market relationships change significantly with the involvement of equity investments (Williamson, 1985, 1991).  Non-equity based alliances or agreements are characterized as quasi-market forms.  Equity-based alliances are utilized, according to Gulati, “when the transaction costs associated with an exchange are too high to justify a quasi-market, non-equity alliances” (1995: 89).  Both transaction cost and resource dependency theory predict that when faced with uncertainty regarding transactions, firms will tend to move the transaction from the market and to place them within relationships providing greater levels of control (Podolony, 1994).  

Environmental Uncertainty and Alliance Structure  Environmental uncertainty is viewed as a situation in which there is a great deal of variability in the firm’s environment (Buchko, 1994).  This variability limits the ability of firm leaders to judge the current or future state of the firm’s environment.  Environmental uncertainty is composed of both an objective and a perceived state (Buchko, 1994).  The objective state is the actual environmental conditions that exist in a firm’s industry or country setting.  The perceptual state is the firm’s environment, as the leaders of the firm perceive it (Boyd & Fulk, 1996).  Both types of uncertainty have been shown to play an important role in the alliance process (Dickson & Weaver, 1997).  Because the focus of this research is the strategic choice regarding alliance structures our primary focus is on the perceptions of the strategic decision leaders of the SME.  In order to allow the relationship of perceived environmental uncertainty and the choice of alliance structures to stand in clear relief we include several controls for objective uncertainty.


Transaction cost economics links environmental uncertainty to the choice of alliance structures through the agency of perceived transaction costs.  Williamson (1985) argues that the more uncertain the firm’s environment the greater the potential transaction costs.  A high level of perceived transaction costs is assumed to lead firm leaders who choose to form alliances to choose more highly structured equity-based alliances.  

Multiple Dimensions of Uncertainty Impacting Alliance Structure Although perceived environmental uncertainty has traditionally been viewed as a unitary construct, Buchko (1994) and Milliken (1987) have argued that it is a multidimensional construct.  The findings of Dickson and Weaver (1997) suggest that firm leader’s perceptions of uncertainty vary based on the source for the uncertainty.  Two specific types of uncertainty and one precondition for perceived uncertainty appear to have the primary impact on the choice of alliance structures.

Past research suggests that one important precondition for uncertainty perceptions is the maturity of the firm’s market or the specific life cycle stage of the firm’s industry.  For SMEs there appear to be contradictory forces that might affect the choice of equity-based alliance structures when concerns about future growth and profits are considered.  The basis for Pfeffer and Salancik’s (1978) resource dependency theory is the need to acquire resources or the firm’s possession of critical resources.  In contrast to large firms, For SMEs, resource dependency rather that resource sufficiency appears to be the norm (Calof, 1993).  As a consequence, the ability to contribute resources or to make equity investments in alliance relationships may be lacking for many SMEs, particularly when there is uncertainty regarding the future profitability and growth of such relationships.  Conversely, the interest of firms with ample resources in contributing to equity-based alliances may also be limited by uncertainty regarding future growth and profitability.  These arguments suggest that SME decision leaders who view the future potential for growth and profits as uncertain may judge the resource costs and exit costs associated with equity-based relationships to be greater than the potential reduction in transaction costs afforded by such relationships.  The decision leaders that judge the future potential for growth and profits as relatively certain will be more likely to commit the financial or organizational resources required


A source of uncertainty that past research suggests may have an impact on the choice of alliance structures arises from a perceived general inability on the part of firm leaders to assess the impact of future changes in such environmental factors as future product markets, barriers to trade and economies of scale (Auster, 1987; Murray & Siehl, 1989).  Labeled as general uncertainty (Dickson & Weaver, 1997), this perceived inability to assess the impact of environmental changes has been linked to higher levels of cooperative behavior between firms (Devlin & Bleakley, 1988).  Transaction cost logic would suggest that the more uncertain firm leaders are regarding these impacts the greater will be their perceptions of future transaction costs.  In order to offset these perceived transaction costs firm leaders will prefer more highly structure relationships.  
A second source of uncertainty linked to the choice of alliance structures is that arising from concerns related to technological complexity and volatility (Devlin & Bleackly, 1988; Hagedoorn, 1993; Hladik, 1988).  Although the relationship between general uncertainty and the use of more highly structured alliance relationships appears to be positively related, Osborn and Baughn (1990) offer support for an inverse relationship for technological uncertainty.  Their research suggests that the fear of a loss of proprietary technology as well as concerns about committing to longer-term more binding relationships cause firm leaders with strong concerns about the volatility of the technological environment for their firm to prefer agreement-based rather than equity-based relationships.  This is based on the assumption that equity-based relationships require higher levels of disclosure regarding technologies as well as produce higher liabilities relating to exit costs.  
Entrepreneurial Orientation and Alliance Structure  The beliefs, values and predisposition of the key decision leaders within firms can have an important effect on firm level strategic decisions according to Tyler and Steensma (1995).  The entrepreneurial orientation of the key decision leader has been proposed as one variable differentiating firms that choose cooperative behavior form firms that choose to go it alone (Covin & Slevin, 1989; Shan, 1990).  Dickson and Weaver (1997) suggest that the key decision leader's entrepreneurial orientation may also influence the choice of cooperative strategies.  Lumpkin and Dess describe an entrepreneurial orientation as an orientation that is characterized by "autonomy, innovativeness, risk taking, proactiveness, and competitive aggressiveness" (1996, p. 162).  Covin and Slevin (1991) suggest that entrepreneurial individuals also have a strong tendency towards technological leadership.  Both Palich and Bagby (1991) and Covin and Slevin (1991) conclude that a decision leader's entrepreneurial orientation has an important impact on how the leader views the firm's environment.  Palich and Bagby (1991) argue that entrepreneurially-oriented leaders are not necessarily more willing to take risks, but are more likely to frame seemingly risky and uncertain environments in a more positive light than are more conservatively-oriented leaders.  Their research indicates that the manner in which a more entrepreneurially-oriented decision leader frames his or her environment is quite different from the manner in which a less entrepreneurially-oriented leader might frame the same environment.

This logic would suggest that in general the more entrepreneurially-oriented and risk taking the decision leader the less likely he or she will be to prefer equity-based alliances.  This logic does not always hold since research relating to technological uncertainty would suggest that the more risk-taking the decision leader the more willing he or she might be to take the risk of forming equity-based relationships.  

Differences in Structural Choices across National Settings   The applicability of prevailing theories of entrepreneurial behavior for cultures outside of the United States has received a good deal of attention (McGrath, MacMillan and Scheinberg, 1992; McGrath, MacMillian Yang and Tsai, 1992).  McGrath et al., (1992) conclude from their research that current concepts are not necessarily applicable to cultures that do not have the strong focus upon the individual that is found in the United States.  Therefore, it is important in any cross-national study to test for differences across countries not only because of the theoretical concerns, but also because of potential environmental and cultural difference.  The recent findings of Steensma, et al. (in press), pertaining specifically to the formation and use of equity ties in technological alliances, suggest significant cross cultural-differences

The results of the SARG study of 2054 SMEs in nine countries indicated that of the alliances held by the SMEs just over 54% involved some type of equity investment.  Of the total number of alliance relationships 41.6% were governed by some form of written contract, 19.1% indicated that no contracts were held, while 35% chose not to respond to the question.  In the U.S. study of 610 SME manufacturers and 218 small businesses, of those with alliances, 22.6% of the manufacturers and 15.4% of the small businesses report they had made equity investments in their most recently formed alliances.  Twenty-six percent of the manufacturers and 21.2% of the small businesses reported that their alliance partners had made equity investments in the alliance.  Interestingly 36.6% of the manufacturers and 40.4% of the small businesses reported that they had a prior social or business relationship with the alliance partner before forming the alliance.  Many, almost 40% of the manufacturers and 44% of the small business owners had known their alliance partners for over five years prior to forming the alliance.
Figure 1: Alliance structure and control choices
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SME Satisfaction with Alliances  

The need to acquire critical resources unobtainable internally often motivates small-to medium-sized entrepreneurial firms (SMEs) to seek out cooperative relationships with firms possessing the requisite resources.  These alliances unfortunately too often do not result in highly satisfying experiences for the SMEs.  Resource dependency theory (RDT) suggests that firms seek out alliance relationships in order to stabilize organizational outcomes and to overcome environmental uncertainties (Pfeffer & Salancik, 1978).  Alliance relationships are assumed to have positive outcomes if the relationships allow participating firms to reduce uncertainties associated with outside dependencies (Gulati, 1993).  Although a good deal of research has been conducted in an attempt to understand why firms enter into alliance relationships, why they choose to structure those relationships in specific ways and why certain outcomes are derived from the alliances, relatively little research has focused on the attributes of satisfaction with alliances (Weaver & Dickson 1997).  Although past research and reason would suggest that there is a strong link between the financial and strategic rewards provided by an alliance relationship the true attributes of satisfaction with an alliance relationship appear to be somewhat more complex.  


Resource dependency theory (RDT) is a particularly useful tool for understanding the attributes of alliance satisfaction for small-to medium-sized entrepreneurial enterprises (SMEs).  In contrast to larger firms, for SMEs resource dependency rather than resource sufficiency is often the norm.  SMEs are much less likely to possess resources providing a wide range of competitive advantages and, while possessing at least some resources of interest to other firms, are more likely to feel compelled to enter alliance relationships that are characterized by power imbalances than are larger more established firms (Calof, 1993).  Because the SME alliance relationships are often characterized by power imbalances the factors influencing the potential outcomes of the alliance relationship for the SME are to an extent unique.


RDT suggests that the overarching motivator for firms to form alliances is the desire to reduce or manage external environmental uncertainties.  It would seem logical that to the extent that the alliance relationship is successful in reducing perceptions of uncertainty the more likely the participants are to express satisfaction with the relationship.  Likewise to the extent that the relationship does not reduce uncertainty the less likely the participants are to be satisfied with the relationship.  

Alliances may meet the financial goals of the participants and still not yield satisfactory results, as perceived by the participants, if the alliance does not meet the strategic goals of the participants.  The inverse situation is also possible.  Alliance satisfaction, for purposes of this study, is assumed to encompass both the strategic and financial expectations of the participating firms.


The attractiveness of the industry as determined by the potential for growth and profitability has been suggested as having as strong impact on how firm managers view the environment of the firm (Eisenhardt & Schoonhoven, 1990).  Environmental uncertainty is created when firm leaders perceive that the potential for growth and profitability is limited.  Thus the more attractive the industry the lower will be uncertainty perceptions.  Based on the assumption that firm leaders enter into alliance relationships to reduce uncertainty it is assumed that the more attractive the perceived future of the industry the more likely firm leaders are to express satisfaction with their alliance relationships.

It would appear, drawing on the work of Dickson and Weaver (1997), that two specific types of environmental uncertainty might also have impact on alliance satisfaction.  The perceived inability of the SME leader to assess the impact of future changes in the firm’s environment such as market shifts, changing trade barrier and changing economies of scale are defined as general uncertainty (Sarkar, Echambadi & Harrison, 2001).  Growing concerns regarding technological complexity and volatility, particularly in certain industry groups, have been shown to have significant impact on firms.  Technological uncertainty is derived from increasing rates of change, product complexities and risks of technological obsolescence (Celly, Spekman & Kamauff, 1999).  It is assumed that to the extent that SME leaders perceive the existence of these types of uncertainty they will be less likely to express satisfaction with their alliance relationships.


The relative power position of the firm is suggested by RDT as having a significant impact on the perceived outcomes for alliance relationships.  Research suggests that whenever there is a power imbalance in an alliance relationship there is the potential for opportunistic behavior by either the low power or the high power partner (Steensma & Lyles, 2000).  Both the absolute size of the firm and the financial strength of the firm have been suggested as appropriate indicators of firm power.  To the extent that the SME is at a power (size or financial strength) advantage it is assumed that the potential for alliance satisfaction will be greater.


The structural form of the alliance relationship has been shown to have a significant impact on the outcomes of the relationship (Deeds & Hill, 1999).  It is assumed that the greater the control over the relationship the greater the control over the outcomes and thus the greater the satisfaction with the alliance.  Both RDT and transaction cost economics (TCE) suggest that the greater the level of “non-recoverable” assets in an alliance relationship the more likely the parties to the relationship are to behave in an appropriate manner (Zaheer & Venkatraman, 1995).  Contracts, which specify penalties should alliance participants not behave in the best interest of the alliance, are also assumed to provide control over alliance outcomes (Hill, 1990).  Because contracts are not perfect control mechanisms, since not all possible contingencies in a relationship can be predicted in advance, there can be uncertainties relating to both the potential enforcement of the contract and the penalties (Gulati, 1995).  It is therefore assumed that while an alliance relationship governed solely by contracts will provide some level of control it will not be as significant as relationships that also included some level of equity commitments.  Some SMEs, due to resource constraints, a desire not to reveal too much information as might be required by a contract and to significant levels of trust in potential alliance partners, choose to enter relationships with neither equity or contractual controls.  Although these relationships may be built upon high levels of trust, trust in and of itself may not provide the level of control provided by either equity or contracts.  It is therefore assumed that in comparison to alliances governed by equity, alliances governed solely by informal agreements will have a lower potential to reduce uncertainty and thereby produce satisfaction in the relationship.


No matter what the control mechanisms employed in the alliance relationship, past research has suggested that there is still a significant opportunity for opportunistic behavior (Dickson & Weaver, 2002).  Perceptions of opportunistic behavior are assumed to reduce the alliance satisfaction expressed by SME leaders.


Research suggests that the country environment for an alliance relationship may have an important role in influencing levels of trust
(Dyer & Chu, 2002).  Clearly the external environments and thus levels of uncertainty may vary widely based on the primary nation of operation.  From the laws governing alliance relationships to the enforceability of contracts the social environment of firms there is the potential for great variance across countries.  It is therefore assumed that the national setting for the alliance relationship may have a significant influence on alliance satisfaction.
The data collected by the SARG group as well as the NFIB study provide several interesting findings regarding alliance satisfaction.  In the SARG study of 2054 SME owners and managers in nine countries, 78.8% of the respondents report that their alliances had “met their expectations.”  Of the 610 U.S. based SME manufacturers and 151 U.S. small businesses surveyed, approximately 60% report that their alliance relationship had met their expectations, while 19% of the manufacturers and 27% of the small businesses felt it had been better than expected.  Only 17% of the manufacturers and 15% of the small businesses characterized their alliance experience as being worse or much worse than expected.  Interestingly, approximately 77% of the U.S. SME manufacturers and 63% of the small businesses noted that their alliance relationships had been profitable while 19% of the manufacturers and 28% of the small businesses characterize it as “break-even” or not profitable.
Alliance Readiness

As noted by Kale, Singh and Perlmutter (2000), and evidenced in the preceding discussion, alliance research in general has had three primary foci.  These three foci are the motivation to form alliances (Ghemawat, Porter & Rawlinson, 1986; Park, Glen & Gallagher, 2002; Sakakibara, 2002; Sakakibara 1997) along with the choice of specific alliance partners (Chung, Singh & Lee, 2000; Gulati, 1995; Hitt, Ahlstrom, Dacin, Levitas & Svobodina, 2004; Osborn & Baughn, 1990), the choice of alliance governance structures (Das & Teng, 2001a; Hagedoorn & Narula, 1996; Hagedoorn, van Kraneburg & Osborn, 2003), and the success or failure of alliances (Madhok & Tallman, 1998; Pisano, 1990; Teece, 1986; Zaheer, McEvily & Perrone, 1997).  


One common theme in most alliance research is the assumption that there is a capacity, within the firm or that can be acquired within the firm’s environment, to support the alliance decision.  When firm resources and or environmental resources have been considered they have been considered within the context of the influence of such resources on the choice of cooperative behavior, structural choice and outcomes.  What has been less considered are the minimum necessary resources to support such activities.  Gulati (1998) suggests that there is a need to study factors that “may lead to the availability of and access to alliance opportunities in the first place” (p. 295).  This leads to a fundamental question that should serve as a prequel to any focus on strategic alliance choice.  Can we identify those firm and environmental attributes that are necessary but not necessarily sufficient for alliance formation?  We conclude our question with “not necessarily sufficient” since that is where existing research begins—the factors influencing the choice to form an alliance once the necessary resources exist.  Our review of the literature suggests to us that this should be a major focus for SME-based alliance research.  In the following section we outline what we know about alliance readiness and suggest potential attributes for study.


The Resource Based View of the firm (RBV) suggests that firm strategies, rather than being determined by the competitive environment, are determined by resource capacities (Barney 1991; 2001; Eisenhardt & Schoonhoven, C.B. 1996).  In addition, institutional theory (Scott, 1995; Zucker, 1987; 1988) identifies key components of the institutional environment that may be linked to alliance readiness.  Rather than considering these institutional attributes as constraints or normative pressures on strategic choice, as does institutional theory (Martinez & Dacin, 1999), because our focus is not what motivates but rather what enables, we extend RBV to consider them to be bundles of resources critical in determining alliance readiness at the institutional level.  These two theories serve as the foundation for our conceptualization of alliance readiness.
As previously noted, we conceptualize alliances as voluntary interfirm agreements that establish exchange relationships between firms but which involve no joint ownership (Barringer & Harrison, 2000; Dickson & Weaver, 1997).  Although such agreements, unlike joint-ventures, do not establish a jointly owned entity there are often significant resources required in attracting alliance partners, structuring relationships, managing relationships and extracting value from the exchanges over time.  We define alliance readiness as the SME’s ability to attract, establish and structure and maintain an alliance over time.  We make the assumption that if an SME is able to maintain alliance relationships over time that the SME is capable of extracting value, to greater or lesser extent, or alliance use would cease.


Firm Resources and Alliance Readiness  RBV assumes that firms are collections of resources that are to some extent heterogeneous in respect to similar firms.  The more difficult these resources are to transfer, copy or substitute, the more likely the firm is to attract alliance opportunities (Barney, 1991; Das & Teng, 2000).  Existing research indicates such alliance readiness resources as those ranging from reputation (Dollinger, Golden, & Saxton, 1997), to specific technological capabilities (Hagedoorn & Schakenraad, 1994; Harrison, Hitt, Hoskisson & Ireland, 2001; Park et al., 2002), to knowledge or market capabilities (Barringer & Harrison, 2000).  Specific to SME alliance readiness we suggest a firm resource framework reflected by SME size and managerial, financial, internationalization, and risk propensity capacities.


Firm size has often been used as an indicator of a wide range of resources held by the firm (Gulati, 1993).  Specific to alliances, Hagedoorn and Schakenradd (1994) suggest that firm size is a relevant proxy on one hand as a barrier to alliance entry while on the other as a proxy for diversification which greatly enhances the firm’s ability to form an alliance.  Sakakibara (2002) reports that past findings relating firm size to the motivation to form alliances has been mixed with some studies finding a negative relationship and others either a positive or non-significant relationship.  Analyses grounded in a resource dependency perspective have often predicted nonlinear relationships with larger firms seen as having a greater capacity to form alliances but less of a motive to do so since their dependency on resources garnered from interfirm relationships is less.  Under these predictions, it is typically assumed that the rate of alliance formation will increase with firm size but taper off after a certain size, indicative of resource sufficiency precluding the need for alliance formation (Burgers, Hill & Kim, 1993; Park, et al. 2002).  Hagedoorn and Schakenraad (1994), considering size as it relates to technology-based firms, suggest that while larger firms are more likely to form alliances so too are smaller firms if they have desirable technological resources.  Given the varying prescriptions regarding firm size and the choice to form alliances, Gulati (1999) chose not to specify the direction of the relationship between firm size and the choice to enter an alliance.  The findings of his research suggested that the relationship was positive.  A number of recent research efforts suggest that one reason for the inconsistent findings may be that size has more of a moderating than direct effect on the strategic choice to form an alliance (Dickson & Weaver, In press; Park et al., 2002).

An important consideration is that each of these prior studies has as its focus the strategic choice to form an alliance.  In regards to alliance readiness our goal is to illuminate those resources that are necessary to enable alliance formation.  Given this focus RBV logic would suggest that SME size would have a direct effect and be positively related to alliance readiness for two key reasons.  SME size is an indicator of the SME’s readiness to enter an alliance since firm size has been established as reflective of the firm’s ability to attract alliance opportunities.  Larger SMEs typically have a great deal more to offer potential partners whether it is specific internal process capabilities or specific market knowledge and position.  Although clearly there may be instances in which a smaller SME might have unique technologies that might provide alliance opportunities, when looking across all SMEs it appears to be a reasonable prediction that size matters.  Second, beyond opportunity there must be a resource capacity for forming, structuring and maintaining the alliance.  For example, negotiating and renegotiating contracts to govern the relationship can be a resource intensive process (Reuer & Arino, 2002).  It should also be noted that most prior work, Park and colleagues (2002) work with startups being an exception, utilize larger firms to test the relationship between size and the strategic choice to form an alliance.  The range of sizes from what is considered small to large may be qualitatively different than the range of sizes from small to large for SMEs (typically defined as firms with less than 500 employees).  

A less considered firm resource that is none-the-less critical to alliance readiness is managerial capacity.  It would appear that in most alliance research, the general assumption is made that the larger the firm the greater the managerial capacity.  For the limited size range represented by SMEs this is often not the case.  Carney and Gedajlovic (2001) characterize firms of this size as being governed by “personal capitalism” which denotes management resting with the founding entrepreneur and often in later generations by family members typically augmented by only a few salaried managers.  Such firms often have limited managerial capacity to either coordinate or monitor activities, such as alliances, necessary for growth.

Managerial capacity is associated with alliance readiness in two key ways.  First, the ability to form an alliance is predicated upon the capacity for environmental scanning, both in identifying opportunities and in understanding the task and general environment.  Opportunity recognition, typically conceptualize as the process of perceiving the possibility for creating a new business or improving an existing one (Kickul & Gundry, 2002), has received a good deal of attention in recent years (Ardichvili, Cardozo & Ray, 2003).   In research, focusing on firms of the size considered in this analysis the entrepreneur or general manager and his or her social and business networks have been considered central to the opportunity recognition process (Nicolaou & Birley, 2003).  Recognizing and capitalizing on external opportunities has been associated with the environmental scanning capacity of top management (Elenkov, 1997; Garg, Walters & Priem, 2003).  Beal (2000) suggests that for SMEs, aligning competitive strategies with the external environment of the firm is central to top performance.  It would seem to follow that for SMEs the ability to recognize external opportunities leading to alliance formation as well as environmental conditions critical to alliance formation is highly dependent upon the managerial capacity of the firm.

Second, the ability to successfully manage an alliance and extract value is predicated upon both the capacity to monitor the relationship for opportunistic behavior and to provide relational governance to supplement more formal alliance governance.  A central concern in the management of alliance relationships is the ability to monitor for and manage against opportunistic behavior (Dickson & Weaver, in press).  Particularly for SME managers, who often feel taken advantage of by alliance partners (Alavarez & Barney, 2001), the capacity to manage the relationship is critical both in the formation of the alliance and in the ability to extract future value.  Dyer, Kale and Singh (2001) suggest that those firms that have a dedicated managerial function for managing the alliance are much more likely to avoid opportunistic behavior and extract value.  For SMEs the managerial capacity to manage the relationship is critical since it often is the primary source for relational governance in the relationship.  Poppo and Zenger (2002) argue that relational governance supplements formal governance and allows the flexibility firms need to deal with future relational uncertainties.  Thus it would seem that for SMEs a critical readiness attribute is managerial capacity sufficient for environmental scanning, opportunity recognition, alliance management and value extraction.  


Das and Teng (2002) argue that there are four types of resources critical to the alliance process.  These include technical, physical, managerial and financial.  Firm financial resources are critical to alliance readiness in three key ways.  First, there must be a minimum level of financial capacity to attract alliance partners.  Park et al. (2002) put forward that resource poor firms have limited means for forming alliances and are less likely to attract alliance partners since they are unable to provide an equitable alignment of resources suggested as necessary by Das and Teng (2000).  Particularly in developing countries, Hitt, Dacin, Levitas, Arregle and Borza (2000) suggest that firms are likely to select alliance partners in part based on financial assets.  Second, there must be a minimum level of financial capacity in order to form and structure the alliance.  Alliance formation often requires investment in co-specialized assets (Deeds & Hill, 1999).  Although these assets are often not financial in nature there is still a financial cost to the SME.  Additionally, it is costly to execute the types of complex contracts that are often necessary to govern the alliance relationship (Teece, 1986).  There is also the cost of agreement enforcement which often is dependent upon equity investments and transaction specific assets (Colombo, 2003).  All of which have a financial cost to the SME.  


A fourth SME-based resource conceptualized as an attribute of alliance readiness is SME internationalization.  For some time strong links between international trade and alliance formation have been suggested (Morris & Hergert, 1987; Murray & Siehl, 1989).  Typically the strategic choice to add international sales has been seen as a motivating factor in the choice to form alliances.  There are a number of reasons to also view international involvement as a resource for alliance readiness.  International involvement provides the SME with a much broader foundation for knowledge associated with R&D, marketing and manufacturing.  International diversification also provides a much broader network for SMEs from which alliance partners may be drawn (Zahra, Ireland & Hitt, 2000). 


Internationalization contributes to alliance readiness both in expanding alliance opportunity as well in expanding the pool of potential alliance partners.  There is a broad body of research that suggests important cross country and cross industry differences in the rates of alliance formation (Hagedoorn & Narula, 1996; Steensma, Marino, Weaver & Dickson, 2000).  These differences have been attributed to a range of resource and institutional-based factors.  International involvement has the potential of minimizing the sectoral differences for the firm whether it is through the availability of necessary resources or the ability to offset declining home markets which have been associated with reduced alliance opportunities (Park et al., 2002). Internationalization, when viewed as a resource, suggests that SMEs will be more attractive to potential alliance partners.  Importantly, since involvement in multiple international markets provides a broader range of country-specific characteristics and technological advantages (Narula, 1995), it also provides a much greater opportunity for efficient resource alignment for the SME through the alliance process.  Internationalization, when viewed as a firm-base resource, would seem to be positively associated with the SME’s ability both to form an alliance and to form an alliance with resource alignments necessary for positive alliance performance.


The SMEs orientation towards innovation, proactive behavior and risk, often considered a strategic orientation that plays a role as a moderator in the strategic choice to form alliances (Dickson & Weaver, 1997), is considered in this analysis as a resource necessary to alliance readiness.  The orientation of an SME towards more innovative, proactive and risk taking behaviors has been labeled as an entrepreneurial orientation (E/O) (Covin & Slevin, 1989; Khandwalla, 1977; Miller & Friesen, 1982; Mintzberg, 1973).  E/O has typically been assumed to be demonstrated by a firm’s top managers being more inclined to take business-related risk and to favor innovation for competitive advantage (Covin & Slevin, 1988).  Alliances have a number of inherent risks from those associated with fears of opportunistic behavior to future events that might negatively impact alliance performance (Das & Teng, 2001b).  Eisenhardt and Schoonhoven (1996) suggest that there is a strong relationship between more innovative, and often risky strategies, and the need for alliances.  

While acknowledging E/O as a unique orientation we consider such an orientation, as it relates to alliance readiness, as a firm specific resource.  Eisenhardt and Schoonhoven (1996) argue that firm capabilities impact the range of strategic responses available to the firm.  As a resource an entrepreneurial orientation impacts alliance readiness by enabling SME leaders to adequately assess and accept the inherent relational and performance risk.  


External Resources and Alliance Readiness  The preceding discussion outlines a framework of SME resources that both RBV and prior research suggest should be associated with alliance readiness.  Prior research and theory also suggest that a focus on firm resources alone provides a very limited view of the resources necessary for alliance readiness.  Particularly for SMEs, where resource needs are typically greater than for larger firms alliance readiness is also dependent upon a range of resources external to the firm but available to the firm.

The focus of this analysis is those attributes that enable alliance formation rather than those factors that motivate formation.  Accordingly we center our attention on specific attributes of the SME’s environment as resources that are available to all firms.  This means that these resources do not necessarily provide a unique or competitive advantage to a specific firm but are the resources necessary for alliance readiness for all SMEs.  Accordingly, we focus on the economic, political and legal resource foundations of the environment and more specifically we concentrate our analysis on environmental munificence, risky or risk free economic environment and legal protections.

Institutional theory suggests that certain aspects of the institutional environment of firms exert pressures towards complying with excepted norms in order to appear legitimate (Barringer & Harrison, 2000).  According to Hitt, et al. (2004), institutional factors have great power in shaping economic activity and the strategic choices of firms.  In the following analysis, rather than considering institutional attributes as normative forces we view them instead as providing resources necessary for alliance readiness.

The work of Hagedoorn and Narula (1996) suggest that firms from smaller economies are at a distinct disadvantage in alliance readiness.  Firms from larger economies have increased access to pools of resources and more extensive technological infrastructures.  Particularly in high tech sectors firms from small economies are at a disadvantage in developing their technologies (Walsh, 1988).  These economic-based disadvantages typically force firms to focus on relatively few niche sectors.  The limitations imposed upon SMEs from smaller economies make them less attractive as potential alliance partners.  These same limitations also impact the SMEs ability to appropriate value from alliances that they might be able to establish since it often limits their ability to accomplish the goals of the alliance.  Their limited pool of potential alliance partners also increases the potential bargaining hazards associated with their alliances (Reuer & Arino, 2002).  Although there is some evidence that the uncertainty and lack of resource availability in the SMEs environment might motivate the strategic choice to form alliances, from a resource perspective the more limited the external resources available to the SME the more limited their potential to attract alliance partners and to appropriate value from alliance relationships.  Keats and Hitt (1988) suggest that a munificent environment, an environment characterized by a broad range of resources supporting growth (Dess & Beard, 1984), will support expansion and the generation of slack resources supporting growth.  RBV logic suggests that the more munificent the environment the greater the SME’s alliance readiness.

Environmental risks, particularly political and economic risks, have long been associated with the transactional interactions of firms (Ghosal, 1987).  These transactional risks have typically been viewed in terms of political and economic stability and the institutional forces that impact stability.  Rasheed (2005) conceptualizes such risks as encompassing ownership, control, operational, transfer and investment risks.  Firms that choose to form alliances with SMEs want to know that their investments in those alliances will be protected.  There is some evidence that political and economic instability deters foreign investment (Oxley, 1999), particularly in those national settings in which there is a history of government expropriation of foreign-held assets.  SMEs located in high economic and political risk areas will be less attractive to potential alliance partners, less able to access stable sources of external resources and less able, over the life the alliance, to achieve the goals of the alliance.  Although some past research has not supported the link between economic and political risk and the strategic choice of how to structure an alliance (Oxley, 1999) we believe that the unattractive nature and lack of resources in economically and politically risky environments will limit SME alliance readiness.  First, it reduces the potential pool of possible alliance partners if the environment is one that discourages firms from other national settings from entering the market through alliances.  Second, it makes it difficult for SMEs to enter alliance relationships with firms from within their economic market if there are fears regarding the security of co-specialized assets.  Finally, high levels of economic and political risk limit the availability of resources, necessary to the meeting of alliance goals, in the external environment of the SME.


The work of Oxley (1997; 1999) has explored the links between attributes of legal systems and the strategic choices made by firms in structuring alliance relationships.  As with other attributes of the institutional environment, the legal systems governing a firm’s transaction environment have most often been viewed as normative pressures shaping strategic choice.  In this analysis we view the attributes of the legal system as an external resource impacting alliance readiness of SMEs.  The elements of legal systems govern both organizational and industry actions through establishing the basis for production, exchange and distribution with the intent of establishing order (Davis & North, 1971; Yiu &Makino, 2002).  The elements of legal systems typically regarded as relevant to the transactions of firms include such laws as those pertaining to intellectual property protection and protection of the financial investments of both individuals and firms (la Porta, Lopez-de-Silanes, Shleifer & Vishny, 1997; Oxley, 1999).  


The legal system governing an SME may have an impact on alliance readiness in three ways.  First, given the strength or weakness and the enforcement of laws governing transactions in a given environment firms may be either encouraged or discouraged in making the kinds of investments in co-specialized assets often necessitated in the alliance process.  Second, rights given to the owners of intellectual property and the enforcement of those rights may also encourage or discourage alliance formation.  Finally, concerns regarding the opportunistic behavior of alliance partners may be impacted by the strength and enforceability of the laws under which firms operate (Dickson & Weaver, in press).  


For SMEs the system of laws governing their transaction may be even more important than for larger firms.  Given the resource constraints of many SMEs, owners and managers must rely much more upon the external legal enforcement of contracts and agreements.  Therefore a strong system of equitable and enforceable laws may be assumed to be a resource that both support the formation of alliances and the successful operation of those alliances.  Since legal systems are very complex, it has historically proven difficult to measure which aspects of a system most influence organizational transactions.  La Porta, Lopez-de-Silanes, Shleifer and Vishny (1997; 1998; 1999; 2002) argue that the primary issue determining the strength of enforcement of contracts and property rights is the legal origins of laws.  This research, which has found broad acceptance in the finance literature, groups legal systems into four primary groups based on origin.  These include English common law and French, German and Scandinavian civil law countries.  Although their work suggest that in general economically wealthy countries enforce laws better than economically poor countries, in general they find that French civil law countries have the lowest quality of legal enforcement in terms of contracts and property rights (La Porta et al., 1999).  Their findings, using this broad measure of the origins of law, would suggest that the alliance readiness of an SME would be stronger for SMEs located in English common law, Scandinavian civil law, and German civil law countries than in those countries governed by French civil law.

The preceding discussion suggests a framework of internal and external resource capacities that are necessary for the enabling of firms to form alliances.  The strategic choice to form an alliance, while predicated upon the internal and external capacities outlined in this framework, is also contingent upon a much broader array of factors that both directly and indirectly influence the decisions of SME leaders and is beyond the scope of the present analysis.

Keys to Successful Alliances


Although a wide range of potential success factors are suggested by alliance theory and a few have been explored both by academic research and more popular press writings on alliances, we thought it would be interesting to ask the SME owners and managers surveyed in the SARG study what they believed to be the keys to successful alliances.  The responses of the 2054 SME owners and managers surveyed in the 9 SARG study countries resulted in the following ranking of the top 10 key success factors as listed by the respondents and in order of overall importance.
· Support of the chief executive officer of each company
· Clear and similar objectives and goals

· Common vision for the alliance

· Alliance structures that allow rapid response

· Key communicators identified

· Adaptive legal agreements between alliance companies

· Cooperative corporate cultures

· Safeguards against an unfriendly takeover by any one company in the alliance

· Flexible funding and evaluation systems

· Real-time information systems
Conclusions

What we have learned


The results of SARG and U.S. surveys of SMEs as well as our review of existing research and theory have provided a number of interesting results and sometimes disconnects between the outcomes suggested by theories and those that at least this preliminary look across 10 countries suggests.  What the findings appear to suggest is that:
· A significant percentage of all SME manufacturers and small businesses in general are utilizing alliances, various types of alliances and often multiple alliances simultaneously

· A significant percentage of all SMEs utilizing alliances in the two studies indicate a general satisfaction with the outcomes of their alliance relationships
· Both the resources of the SME as well as the resources available in the SME’s environment have a significant influence on the choice of alliance structures and potential outcomes of the alliance

· The unique nature of the SME, particularly as it relates to resources, suggests that all we have learned about alliances held by large firms may not always hold true for SMES are at a minimum merits study of alliances that are specific to SMEs

· SME owners and managers are typically more pragmatic in their view of the attributes of successful alliances than are the academic researches who study them

· No matter the factors influencing the ultimate success of an SME alliance the readiness of the SME to enter an alliance relationship is critical.

Future Directions


Consistent with the wide use of alliance by SMEs the academic research associated with SME-based alliances is quite broad and growing.  Our review of the current alliance research as well as our findings relating to the SARG and NFIB studies have suggested to us a number of interesting areas for future research in this critical arena.  The follow are a few suggestions for future research:
· Alliance studies that relate the unique resource aspects of the SME (size, managerial capacity, competitive position, etc.) to alliance dynamics 
· Alliance research that considers the power differentials within SME-large business alliance relationships

· In depth research into the social aspects of SME-based alliance relationships given the significant role of social relationships in both the formation and control of alliances

· Research into how SME alliance use evolves over time both in types of alliances and types of control structures
· Research into the readiness aspects of alliance formation—at the firm, industry and national levels.
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