Preparing for the negotiation process of SME alliancesin emerging markets

Abstract: The topic of this paper is the internationalisataf Small and Medium-sized transnational
corporations (SME TNCs) by means of cross-borddaloorative ventures. Technological advances
are transforming the international economic enviment and escalating the entry of SMEs into new
markets overseas. In this context it becomes ofostnmportance to take the perspective of SME
managers to understand this new phenomenon. Weimxahe perceptions of British and German
managers regarding prospective alliances with mpafirm based in a big emerging market. The case
of Brazil is taken as a suggested example. Coimiigberceptions regarding prospective contributions
from the emerging market partner firm, such ashitedogy’ and ‘capital’, are identified as possible
obstacles for negotiations. The case for use & dhisimilar knowledge in the informal phase of
negotiations of alliances is made. The paper furttiscusses the implications for International
Business practitioners, researchers and policy reake

I ntroduction

The pattern of transformational change that therhational Economic Environment has undergone in
recent years is expected to escalate the entrynafl @and medium-sized transnational corporations
(SME TNCs) into overseas markets. Drivers for gliglaéion, such as advances in telecommunications
and transport (UNCTAD, 1999), seem to establislyreergistic effect with the fast growth of Big
Emerging Markets (BEMSs), respectively facilitatiagd attracting the interest of SME TNCs to these
markets. SME TNCs attempt to maintain their contipeiness by establishing “international potfolios
of locational assets” (UNCTAD, 1995). The ever ngsicompetition in the international business
environment drives SME TNCs to develop these gjrase Moreover, SMEs account for a large share
of TNCs (UNCTAD, 1998; Fujita, 1998; UNCTAD, 2008Ithough traditionally the image of TNCs
has been mainly associated with very large and dala&ganisations (UNCTAD, 1999). For instance,

SME TNCs account for over half of TNCs in ltaly a®weden in 1996 (UNCTAD, 1999).



Furthermore, the literature suggests that SMEs’achmpn national systems of innovation is very

important (UNCTAD, 2005).

Big Emerging Markets (BEMs) such as China, Brdaitlia, and Mexico are increasingly important in
the world arena (Cavusgil et al. 2002). So muckhab the centre of gravity for international busise

Is expected to shift towards these countries agbms in the next 20 years. A number of BEM-based
firms should become large players on the world’® H¥rgest enterprises (Govindarajan & Gupta,
2000). The international business literature reiggradion-developed markets tends to be very limited,
although lately a few countries and regions suc@lasa and, Brazil / Mexico have been attracting th
attention of researchers (see Yeung & Mok, 2008yifio & Mixon, 2004; Schlevogt, 2000; Kotabe et
al., 2000),. Opportunities for Business in emeggimarkets may involve high technology projects. A
number of areas of high-technology attract bothegoment and private attention in these markets. The
recent acquisition of IBM’s PC Unit by a Chinesengany, Lenovo, is an example of this trend. BEMs
particularly in Latin America and in the countriegransition (including China) are expected towsle
strong technology driven growth at the start of Midlennium (Santos & Leal Filho, 2005; Simos,
2000), contrary to commonly encountered assumpiiotise literature (UNCTAD, 2005). Clusters of
high technology firms and science parks shouldiveca high volume of these investments (Business
Week, 1998). By setting operations in clusters, SM#I gain “access to skills, common services,
physical and knowledge infrastructure, networkisgpport for partnerships, branding, marketing,
production systems, innovation, technological watct co-financing from private and public players”
Vossen (1996). Particularly for SMEs in high tedogy sectors, industrial clusters seem to be “a
perfect environment” (European Commission, 2003hréddver, mirroring recent developments in

transition economies in Eastern Europe, where enanotegration is seen as preceding the political



integration process (Clegg et al., 1998), emergmaykets may find similar paths for economic

development.

This paper addresses the potential for conflictegation in the start-up phase of alliances in aglpi
business environment, such as one might expecEM® By analysing the importance allocated to a
list of prospective contributions from alliancesirmers based on the literature, it is possibideatify
some conflicting perceptions. The study aims thaate some of the most relevant conflict genegatin
issues that might be expected in the informal plodsegotiations of alliances. In this contexsibioth
important and illuminating to take the perspectioeE SME managers to understand this new

phenomenon.

The background of this research is the biotechnolimglustry. Modern biotechnology, normally
associated with genetic engineering, emerged ag¢nideof last century and was viewed as capable of
promoting an unparalleled technological revolutfon humanity. It is portrayed as a way to solve
humanity's major problems: malnutrition, diseasergy, and pollution (OTA 1984, p.65), as well as a
very promising technology for sustainable developiria the next century (EU White Paper 1994,
p.115). As the development of this technology isejanainly, in a few developed countries (Shan and
Song 1997), and humanity’s major problems are aunated in less developed economies, it is very
important to find ways to facilitate the transfdrtbis knowledge. This biotechnological revolution
having originated in the United States, and expamdiater, to other developed countries, has only
started to reach emerging economies. The utitinadf various forms of cooperation between firms of
emerging economies and firms of developed countaesong which are alliances and non-hostile
M&As, can accelerate the process of transfer arghtation of advances already reached in developed

countries, as well as the development of new prisdaicd processes. For instance, over 75% of SMEs



in Japan consider M&As as an important strategy CUND, 1999). By further examining the gap in
technology between developed and emerging econpraied the problems associated with the
expansion of technological knowledge, one can spesaible answer, namely, co-operation among
firms, in general, and, more particulary the traatgmal strategic alliance.

The increasing importance of Transnational Strate@iliances (TSAs) alongside transnational
production has been pointed out by several autfiBuskley & Ghauri 2004, Hagedorn & Duysters
2002, Contractor, F., & Lorange,P. 2002, Dunnirg7; Lorange & Roos, 1993; Hennart, 1988; Shan
et al., 1994; Raveed & Renforth, 1983). Co-operatipportunities have been used not only by large
established corporations but also by smaller comegaithese co-operative agreements may be utilised
to enter emerging markets as well as to expantetieological knowledge to those economies.
Buckley and Casson (1988) draw attention to thetfeat co-operation success relates to charagosrist
of the management of the venture itself. Traditiofuems of entry, particularly those based on
financial ownership and tight control, are beinpstituted by alliances based on the complementarity
of resources and skills (see Glaister & Buckley97)9 mutual trust, and on the ongoing development
of business relationships (Lane & Beamish, 199@jti€ularly at the initial stages of preparatiom fo
the negotiation process, including the partner céiele stage of the collaboration, managerial
perceptions could be decisive. The main focus o thaper is on the differences in managerial
perceptions of potential partners’ contributionsam alliance and its implications to the negotiatio
process at the alliance formation stage. The papdresses this gap in the International Business
literature. There are very few studies on negotiat between companies of developed industrial
economies and their counterparts in BEMs. Thesebemnbecome even smaller when considering
negotiations for alliances in this context. Pramtiérs, researchers and policy-makers should beemad
aware of the relevant aspects of business negotgatn BEMs. When facing a negotiation, executives

should feel as well prepared as the managemerdtlire suggests (Cavusgil et al. 2002), so that the



may walk through their negotiation path “under shade” (i.e., protected from the blazing sun),4e u

a Latin American expression.

BEMs and biotechnology

Brazil may be seen as representative of other BEWs China, Mexico, India) for high technology, in
general, or biotechnology in particular. Brazikgislation was modified to allow patenting of genet
engineered micro-organisms in the last decade tl@@fore the country does not have a substantial
number of alliances connected to modern bioteclyyo{Pe Mattos et al., 2002). However, the inflow
of foreign investments in this area has increasdxtantially since 1997, particularly associatethwi
large companies such as Monsanto, Hoechst-Schéimg, Chemical and Du Pont (Chemical Week
1999 & 2000). In certain niche markets (e.g., sayis¢ Brazil is about to take on a leadership positi
regarding the export of genetically modified progu@sriffin et al. 2005, USDA 2005). This trend is
expected to continue as Brazil joins the intermatialevelopment of this promising scientific area a

in certain markets. Small and Medium-sized Entegwi(SMES) as well as larger companies are
expected to contribute and benefit from this trefite more formal recognition of Intellectual Prayer
Rights (IPRs) in BEMs is expected to attract mooeekgn Direct Investment (FDI) to those countries,
particularly FDI involving high-technology (Manslkie2000; Maskus & Yang 2000). Brazil and its
recent legislation concerning pharmaceutical paténtcluding biotechnological products) are part of
this picture. Intellectual Property Rights (IPRyikdation is expected to act as an incentive fe th
internal development of this technology, or its@d#on to the local market (World Bank 1999).

The Biotechnology sector in Brazil

Intermediary biotechnology in Brazil is well advadcin Universities, as well as in private and

government research centres. Some genetically radddroducts are expected to reach the market



very soon as Brazil and other Latin American caestadjust to changes in patent regulation affgctin
the biotechnology sector (The Economist 2004, Cghraoin 1999).

Brazil is the world’s largest producer of coffeecand largest producer of Soya beans, and the \world
third largest producer of corn (USDA 2005, Chemigétek 1999 & 2000), and therefore has an
enormous potential market for agricultural biotedogy products. The country also presents a very
high potential for growth in other biotechnologeas, such as pharmaceutical products. Brazil leas th
potential to become one of the three largest emgrgiarkets for pharmaceuticals in the world (De
Mattos 1999). The recognition of pharmaceuticalepet (including biotechnological products) in
Brazil is expected to act as an incentive for thternal development of this technology, or its

adaptation to the local market.(see World Bank 199826-27)

Theor etical Background

Business Negotiations

Cross-cultural business negotiations are not essist Developing a negotiation strategy in advasce
one way to increase the chances of success (Wedgka K 1994b; Ghauri & Usunier 2003).

Partners' contributions to alliances in BEMs, whach the focus of this study, are strongly assediat
with business negotiations of collaborative arrangets. In this regard, differing expectations from
partners of an alliance can become a potentialceoof conflict (De Mattos et al. 2002). This study
aims to identify partners’ expected contributiohattare more likely to generate conflicts during th
negotiation process. It is important that thesgedéhces are brought to the negotiation table gsiney
could hinder all stages of the negotiation proeessimplementation of the alliance.

For instance it is expected that each party willeha number of objectives or a desired outcome when
considering a strategic alliance. These objectiwayg evolve, for instance, according to the chamges

the perceptions of the parties around a certam @éthe negotiation. Preparation prior to negairsd



could lead to the emergence of common and complamermbjectives rather than emphasising
conflicting objectives (see Ghauri & Usunier 1998preover, a list of potential contributions would
not only speed up the process of negotiatiart,would also establish a clear path for discussiod
understanding of each other's views. Finally Isttbrt-term and long-term expectations over potentia
contributions from the partners would be expecteditectly affect the negotiation process (Ghauri &
Fang 2000). The stronger the long-term expectatmasthe more likely it is the conclusion of aldea
The short-term ones are connected to the aspedtsafurrent negotiation. Assuming that most of
these expectations were developed prior to thetraigm process based on the available information,
it would be reasonable to expect that steps coelthken in order to pre-empt possible conflicts and

strengthen the favourable (common and compleméentégctives.

Perceived Differences in Partners’ Contributions the Alliance

Geringer (1991) points out the importance of parteelection with regard to International Joint
Ventures (1JV) and, by implication, to other forwisinternational collaboration among firms. In the
study, he suggests that the choice of a partneriniflyence the “overall mix of available skills and
resources, the operating policies and procedunesthee short and long-term viability of an [JV”.i@t
authors highlight the time and effort senior mamaget spend in finding the right partner (Lane &
Beamish, 1990; Young et al., 1989). Lane and Bdaifii990) suggest that this is true particularly in
Less Developed Countries (LDCs), the reason bdiagexecutives in these countries are likely to be
more relationship oriented than North Americansbgrjmplication, other Anglo-Saxon cultures such
as the British.

Millson et al. (1996) list several items a firm dedo be aware of concerning a prospective paftmer

a new product development alliance. Stopford antisN&972) affirm that the inclusion of partners in



entering foreign markets may be seen as a resporsssts(potential conflicts) and benefi{potential
contributions) from a prospective partner, in addito the need to complement resources.

Millson et al. (1996) propose two stages closelynaxted to the intention of pursuing an alliance,
namely: “awareness” and “exploration”. In the stagsignated the “exploration stage” the assessment
of the partner’s needs is included. Furthermorgyaessful alliance is based on co-operation tasvard
meeting the needs of both partners over the lomg (eane & Beamish, 1990). In addition, Dong et al.
(1997) suggest that each partner should identdgsof potential disagreement or conflict and remai
aware of this throughout the duration of the veamtuAccording to Lane and Beamish (1990),
successful joint ventures, and by implication sastd alliances, need to recognise the specifigdon
term needs of the venture, those of prospectivinga and how these needs may be filled.

The importance of potential partners’ contributioas pointed out by Stopford and Wells (1972),
depends upon the strategy of the firm, and on Wadlability of each factor under examination. What
Stopford and Wells mean by strategy is the ongtitgl strategy for the firm and its impact on the
venture, the availability of factors would includempany internal resources. Geringer (1991) points
out the need for research of the differences itercai weighting based on culture and nationality. O
the other hand, a recent study (Glaister & BucklE397), could not support this claim regarding the
importance of these issues concerning British firomdlaborative ventures with firms of developed
industrial countries. Another recent study (Dongakt 1997) indicates differences in the perceived
importance of contributions between culturally eiffint foreign investors. Furthermore, in certain
emerging markets (e.g. Latin American countries}ifiess deals and partners may be found in
circumstances as fortuitous as cocktail parties (e & Beamish, 1990). However, it is likely that
any executive involved in a potential alliance whiihve a mindset that will value the potential
contributions of each of the partners. Specificaltlis may well result in objective or subjective

weightings of the contributions (Cavusgil & Gha02).



The literature presenting lists of alliance parsheontributions and conflicts is somewhat limited.
Eight publications with detailed lists of potent@dntributions of partners were found (Stopford &
Wells, 1972; Raveed & Renforth, 1983; Beamish, 188¥994; Erden, 1997; Dong et al., 1997; De
Mattos et al., 2001; Geringer, 1991; Glaister & Bayg, 1997).

Four different perspectives of “partners contribng” can be examined in the context of transnationa
alliances, between the firms of developed and emgngarkets. Each partner perceives contributions

deriving from their own firm, as well as those adnitions brought in by the other partner firm.

Expected contributions and their influence in theegotiation process

It would be expected that a good preparation fgotiations should include the examination of eatch o
the contributions expected from the partner as a®lbne's own potential contributions to the atlean
Based on the literature including detailed listgpofential contributions of partners (see referenoe
the previous section), a list of the 18 most reié@ntributions from the local economy partners wa
compiled and it is shown below (see De Mattos et 28102 for detailed comments on each
contribution). The exploratory survey describedhia coming sections will identify some of the most
relevant conflict-generating partners’ contribugson

1. Accessing capital

2. Accessing raw materials

3. Gaining access to general knowledge of the econpuoilifics, and customs

4. Gaining access to knowledge of local financing

5. Guide to important personalities in the local scene

6. Avoiding political interventions

! Although only examining developed countries, Giistnd Buckley (1997) found some supporting evidesfdhe variation regarding
the relative importance of selection criteria ville primary geographical location of a collaboratienture.



7. Attaining political advantages

8. Meeting governmental (legal) requirements for lamahership

9. Faster entry into the local market, consideringeghisting alternatives to the foreign

partner

10. Better access to the local market for goods prodlbgehe alliance than would have been

possible with a wholly owned subsidiary

11.Better access to the local market for goods pradlabeoad by the foreign partner

12. Better export opportunities for goods producedHsydlliance

13. Appointing a suitable Managing Director

14. Appointing suitable marketing managers

15. Appointing suitable managers or experts in proaductR&D or other technical area

16. Hiring inexpensive labour

17. Adopting advanced technology

18.Bringing complementary product lines to the venture

All of the above partner contributions may be aggted further by using a simple model for
categorising FDI motives initially suggested by Bley and Mathew (1980). The categories suggested

by these authors are Market-seeking, Efficiencyisgg and Resource-seeking (Figure 1).
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Figure 1: Groups of alliance-partner contributions
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Resear ch question
The main objective of the study is to identify grestive conflicts or congruencies of the
partners’ motives for establishing an alliance ibig@ emerging market. Research questions or

hypotheses could be associated with each one ol&heontributionsshown in the previous

section._For examp]ehe following research questions could be assediwith the contribution

accessing capital

Q1 - Is_accessing capitabnsidered to be a contribution of “greatest ingace?

Q1a — Should the answer to Q1 be positive, are ttidierences in perceptions of
executives from the developed European countriesvegad and/or their
counterparts from the Big Emerging Market relatveaccessing capital

Q1b - Should the answer to Q1 is positive, areetltBfferences in perceptions
from the group of European executives categorisetinmst compatible” and the
group categorised as “least compatible” relativadoessing capital

Further to identifying the contributions potentyaljenerating conflict, the following research
question could also be examined.
Q2 - Do the contributions showing conflicts in gegstion belong to one (or more)
group of generic motives for alliances (marketoteses, efficiency)?
It is expected that identifying the group (or greupf motives that are most common could
generate a better understanding of the negotigifogess. The negotiators would be able to

generate business alternatives that would be nitr&ctve to their prospective partner. This

mechanism could lead to insights on the prospeg@rtner’s perspective.

M ethodology and Data Collection

The data were collected by means of questionnaimespleted in face-to-face semi-structured

interviews. A total of 55 interviews were carriedton 53 firms. Of the 55 interviews 29 were
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British executives (28 firms), and 26 German exeest (25 firms). Most of the interviewed
executives were managing directors and severdlevhtcould be classified as ‘owner-managers’
The UK firms were located mainly in the South ofgiamd. The German firms were situated
three cities that are known to have a high indalstoncentration in the biotechnology sector:
Berlin, Dusseldorf, and Munich. The firms were géed randomly from two directories --Bio
Technologie (1996) and Coombs and Alstn (1996).prAgimately 65% of the firms contacted
by fax and telephone agreed to participate in thevey. The case for equivalence and
comparability between respondents is strengtheryethd choice of locations near universities
and research centres, which facilitates spin-offnganies, and the environment of the
biotechnology sector itself, which must promoteawvation for its survival.

Germany and the United Kingdom were selected figrdtudy, because they are considered to be
the two most active countries in the European blutelogy sector (Ernst & Young 1995).
Brazil was chosen as representing emerging ecomsopnesenting large potential markets. The
interviews were tape-recorded, after obtainingmpcmnsent from the interviewees. This method
was accompanied by taking hand-written notes duting interview. The language of
communication was English. It is worth pointing thét all German executives were quite fluent
English speakers. After the completion of the rvieavs, some selected sections were
transcribed verbatim. The data from Brazil wasesti#d in a previous study in that country (see
De Mattos & Sanderson 2001).

During the interview, the respondents were askiedr proceeding through the questionnaire, to

choose, without ranking, the three contributioresytherceived as “of greatest importahtethe

establishment of an alliance with a BEM partnamfiA triangulation approach was followed in
the analysis. An exploratory quantitative analysss carried out using frequency tables and Chi-

square test results. Qualitative comments of teparedents during the interview were also used.
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Table 1: Highlighting the Conflicts of the Perceived Importance of Potential Contributions "OF GREATEST IMPORTANCE" from Emerging Economy Partner Firms

Key:
Potential Contribution
(frequency)
% over respondents
|:| Difference in Percentual Frequency (Less than 20% point differences not always represented)
Rank over frequency All European Most Compatible Least Compatible
(74 exec.) (55 exec.) (18 exec.) (18 exec.)
Top third Lower third
C9 C9 C9 C17
1st (38) (27) (12) (8)
51% 49% 61% 38wHx 44%
C3 C3 C1
2nd (31) (21) @)
42% 38% 39%
C10 Cc10 Cc9
3rd (25) (20) (6)
34% 36% 39% 33%
C1 Cc1 C1;C14 C10; C18
4th (19) (15) 4 (5)
26% 27% 22% 28%
Summary of the mentioned contributions: * p<0.1
cl.Capital; c2.Raw materials; c3.General knowledge; *** n<0.01

c4.Local financing; c5.Local personalities;

c6.Political interventions; c7.Political advantages;

c8.Governmental requirements; c9.Speed of entry into local market;
c10.Access to local markets vs. subsidiary;

cll.Local market for foreign partner's prod/s; c12.Export opportunities;
cl13.Managing Director; c14.Marketing Director; c15.Technical personnel;
c16.Low cost labour; c17.Technology; c18.Complementary products.

British German Brazilian
(26 exec.)

(29 exec.) (19 exec.)

c9 C9
(15)
52%
C10 C1; C10
(11) )
38% 35%

C4; C5 C2;C10;C11

(5) (5)
19% 26%
C1; C17 C2; C14) c1
(6) (4) 4
21% 15% 21%
* p<0.15
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Findings

The four most frequent choices in each group of dysis

This survey examines differences and similaritiesn@nes the four (4) most frequent choices of
potential (future) contributions “of greatest imfaorce” from European executives to the
establishment of an alliance with an Emerging MaRartner Firm (EMPF). The firms are

clustered in seven (7) groups of analyaithough the focus remains on the comparisonaigs

of firms by country, and by compatibility. Thus tlggoups of analysis are: Fifty-five (55)
‘European Executives’ of which twenty-nine (29) edBritish executives (BE), and twenty-six

(26) German Executives (GE), the group of firms trmmnpatibleto alliances comprising 18

executives and the firms least compatitiethe establishment of alliances, regardlessheir t

country of operation or national background. Thalgsis emphasises the responses up to the
fourth rank of frequency distribution for each gooas shown in Table 1. The analysis tries to
identify contrasts focusing on the four higher mnkfrequency.

Several differences in perceptions relative to ithportance of prospective contributions in
cross-border alliances were identified. The mekvant contrasts are highlighted below.

When considering the model for FDI motives usedategorised alliance-partner contributions,
the main source of conflict seems to be mostly @ased with market-seeking strategies
("Gaining access to general knowledge of the (Joeabnomy, politics, and customs” , “Faster
entry into the local market, considering the erigtalternatives to the foreign partner”), but also
to a lesser extent, with resource-seeking strate(fiddopting advanced technology”) from
investing firms. The conflicts identified are commtesd on below for each one of the four ranks
considered.

Firstly the contributions in the first rank (highdsequency), it should be noted that “Speed of

entry into the local market” (contribution C9) Hasen chosen by all groups of analysis, except
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the group of Least Compatible (LC) firms. Elevaut of eighteen (61%) executives of Most
Compatible (MC) firms chose “Speed of entry” as antdbution “of greatest importance”,
whereas only approximately half (31%) of that numbleose it among the executives of LC
firms. The latter, by reverse reasoning, corrotasréhe importance of that item. Executives of
LC firms seem to underestimate the importance dbcal partner in speeding up the entry
process in a foreign market. With regard to therditure, the foreign executives in the Beamish
(1987) study saw this contribution as unimportdrtis could generate a conflict situation in
which the (least compatible) partner-firm would yweyossibly follow one of the following
approaches: first, their managers could remain amawf operational details that may prove
helpful in establishing the firm in the new envinoent, or in a more extreme situation executives
of the LC partner-firm may became so enmeshed air fnamework of reference that it will
jeopardise the whole operation of establishingaifiance. Should the alliance have been a way
to “buy” local acceptance, the failure would bewsdifficult to recover from. Considering the
respondents grouped by country the high frequehcgsponses concerning “speed of entry” are
relatively uniform (BE- 52%; GE - 46%). However ig interesting to note that Brazilian
executives present the highest percentage (58%)aéte of this contribution. This may indicate
their awareness of the importance both of theirepidl market, and of their capability to
increase the speed of entry of a foreign partnénah market. Moreover in an unpublished study
carried out in Brazfi among experts in biotechnology connected to gowental agencies,
universities, and research centres, the percemtigEsponses was even greater (67%), although
this contribution (or its equivalent in Portugueseds placed in second rank, whereas “general
knowledge” was placed in the first rank with 73%, ieleven (11) out of fifteen (15) specialists

selected it.

2 Refer to De Mattos (1993).
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Incidentally, GE were the only group to place tlatdbution “general knowledge” (C3) at the
same level (1st rank), reflecting part of the &tere on potential contributions. By contrastyonl
31% (9 out of 29) of BE marked this contribution“a$ greatest importance”. This difference
however could only be considered as significamnié takes an exploratory approach, therefore
should be contemplated as indicative. A possiblgdagation could be connected to the support
British companies can count on concerning inforaratbn foreign countries (e.g. DTI desks).
This resource may provide executives with more idemice in terms of relying less on local
partners’ knowledge. Moreover, considering the sdaank over frequency (second line in table
1), “general knowledge” (C3) is chosen by four lué groups of analysis. More specifically this
contribution was marked with high frequency by tgreup of the MC firms (44%) and by the
Brazilian executives (53%). Some of the availaltlerature on collaborative arrangements
between developed and developing countries firmmtpothis out as the most expected
contribution from the Emerging Market Partner-FfaMPF). Its high frequency in the group of
MC firms seems to corroborate that idea, althotgiomes in second position. The profusion in
development and availability of information systenssvering emerging economies such as
Brazil, may have led to an increase of confidentehe part of executives in regard to “general
knowledge of the local (emerging market), politesd customs”. In addition it would be
reasonable to assume that its importance wouldndiepe how culturally distant that particular
country or region is perceived by the executivesnmther words how unfamiliar the executive
is with that country or culture. This contributidiees not appear in the four first ranks for the
group of LC firms, however show a significant diface between the MC and LC group of
firms. This fact by reverse reasoning strengthdsesimportance of this contribution. It also
shows indirectly the importance of the alliancehwdt local partner firm as a strategic choice

concerning emerging economies entry mode.
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The group of LC firms has ranked “technology” (C1lin) the first position (highest frequency)
with 44% (or 8 out of 18) of the respondents. Thés also the strongest difference between the
MC and the LC firms (p<0.01). This defines a grafpexecutives that have expectations not
usually foreseen by German, British or Braziliantrepreneurs operating in the area of
biotechnology. It should be noted that severatlistiin the literature (e.g., Beamish, 1987;
Erden, 1997; Waack & Vasconcellos, 1989), preseauhriology as the most important
contributions of the foreign partner. It also starto reason that any transfer of technology,
particularly involving advanced technology, willlgiioe effective when between teams of similar
level of expertise. Finally there seems to be ascimmable number of companies with similar
(and unexpected) needs, and this indicates thefoe&ather analysis.

It should be noted that the attraction the emergimagket potential market (or the Brazilian
potential market, as it stands) seems to exert Bfn Considering the first and second ranks,
BE focus on contributions relating to the local kedr(“speed of entry” and “access to local
market vs. subsidiary”), whereas GE divide theiterdtion placing alongside those two
contributions, two others (“general knowledge” dndpital”). Alongside a similar concern for
the market, the GE has shown a concern for “cédp{tal) as an expected contribution “of
greatest importance” from an EMPF. This could e idication of limitations on the
availability of capital for biotechnology investntenn Germany. This was indeed mentioned in
most interviews, particularly by executives of fgnoperating in the north of the country
(Braunschweig and Berlin). On the other hand mlddbe an expected attitude underlining
German business culture as indicated by the wofdsnoexecutive interviewed: “Capital is
important as a sign of commitment”. Capital wasked in fourth place by both the British
(21%), and by Brazilian (21%) executives. This gadies the existence of national differences in

perceptions regarding the valuation of the contrdu‘capital’ by the GE.

18



With regard to the third rank in the frequency mlition (third line in table 1), “access to local
market vs. subsidiary” (C10) is placed in that posi by four groups of analysis. Seven out of
eighteen (39%) of the MC group of executives, an§, pointed out this as a contribution “of
greatest importance”. This could demonstrate tefothat an alliance with a local partner will
permit better access to the local market when cosapto the establishment of a wholly owned
subsidiary. Contrasting with this result, 28% & Ekxecutives marked this contribution as “of
greatest importance”. Ranking “local financingofi¢ribution C4) in the third position GE
strengthen the idea of their constant financialceon. Alongside it, the GE expresses concern in
accessing the key people (“local personalities’s).CThis shows another contrast with BE as
both contributions were not among the four higtaerks of that group. As a last observation,
Brazilian executives, contrary to BE and GE, lis¢ tcontribution “local market for products
manufactured abroad by the foreign partner” (ci1hia level. It is reasonable to assume that an
established distribution network on the part of Brazilian partner firm would contribute to this
end.

In the fourth rank or level, “capital” (C1) was jamned by all groups except the LC and the GE
which have already ranked it in higher positioriRaw materials” (C2) is ranked in the fourth
place by GE and in third by Brazilian executive$his could indicate an awareness of the
benefits biotechnology companies might gain usigrhicro-organisms which may be found in
certain emerging countries, especially those witipical forests as is the case of Brazil. The
easy access to these resources might become nfficaldas Emerging Economies turn them
into sovereignty issues according to the biodivgrsonvention (Rio de Janeiro 1992). By
contrast, BEs do not place “raw materials” as atrdmution “of greatest importance”. Some
could argue that this reflects better the currahiason of the sector. In most areas of

commercial biotechnology raw materials play a v&nall role. Another observation is that 22%
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of the MC firms indicated marketing expertise, agedied in the “marketing director” (C14) of
the venture, as one of the contributions “of gre&laienportance”. This corroborates other
contributions connected to the market indicatedthy group (C9, C10) as important. This
contribution is not placed in the four higher ramkghe LC firms. In a similar fashion, four (4)
GE out of twenty six (26) marked “Marketing Direct@as being a contribution “of greatest
importance”. At first this could seem to contragith the very high rank of the market
expectations connected contributions (C9,C10). Aspide explanation is that global marketing
strategies adopted by biotechnology products, qaaily pharmaceuticals, would determine the
decrease in importance for local market experthsgother possibility is that the executive
perceives the market as an attractive factor iemota start an alliance, but will only ponder the
pragmatic approaches on how to deal with it atter Istage. This is could lead to differences in
perceived importance depending on the time lergthekecutive is focusing upon at the time of

his/her answer.

Conclusions and Implications for Research and Praet

What this paper has attempted to show is that dtengial of any trans-national alliance can be
significantly influenced by the perceptions and eptptions of the principal parties involved.

More specifically the some of the potential arearsrhistrust and conflict can be isolated and
defined and that their source seems to be rootedifierences in national culture, business
practices, and the local business environment.oNalidifferences may become a burden when
outsiders fail to spot the subtleties that exigtMeen their own culture and that of their overseas

partners.
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Contributions to theory

First, as illustrated in the paper, expectationsceoning alliance partners’ contributions may
vary. This was evinced by the comparisons carriet] that is (1) between the group of most
compatible firms and the group of Least compatifies ; (2) among groups of firms of
different nationalities. When considering the mddelFDI motives used to categorised alliance-
partner contributions, the main source of confieems to be mostly associated with market-
seeking strategies, and also, to a lesser extetiit,resource-seeking strategies from investing
firms.

With regard to the research questions, the cortabs associated with conflicting perceptions
are: (1) considering the groups of firms from difiet countries, only one contribution was
identified that is, General knowledge of the loeabnomy; (2) considering the groups of most
compatible and least compatible firms, three cbotions were identified as perceived
differently, that is technology, speed of entryd @tso general knowledge.

These differences in perceptions and expectatioag be anticipated to generate conflicts
between partners, and consequently hinder the nisadion of the alliance’s potential benefits.
The increasing number of technology-related collatlons of TNCs in emerging markets
(World Investment Report 1998) strengthens the mapae of this topic. One way of addressing
and potentially pre-empting this problem is by itfging and examining these differences and
similarities. This paper is expected to add to deselopment of this area. It is expected to
complement the available tools of both policy-makamd managers.

As Buckley and Casson (1988) suggest, managerpg@ces are important to the success of
alliances. International Managers operating inedéht business environments should be aware
of these potentially conflict generating sourceshatéver the causes of conflict, the potential

impact of identified differences in perception than effect business operations cannot be
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underestimated. They should be considered wheagamg in negotiations with prospective

cross-border partners.

Recommendations to practitioners and governments

In this context, as a pragmatic measure, checkdisexpected contributions could be used on the
initial meetings or negotiations concerning thekkshment of a cross-border alliance. However,
the process of isolating and dealing with the uagipotential areas of conflict by constructing

checklists from the literature may be termed anex or calculative solution. The use of such

lists can assist in building trust between paritiean alliance negotiation. International Business
Executives or Managers, especially those in chafgeternational operations, should be able to
amplify their perception concerning differenceswesn their home environment, and an

operation theatre abroad. Particularly relevant thee differences in expectations concerning
partners’ contributions to the potential venturkisTwould entail research prior to carrying out an
assignment overseas. In order to avoid unnecesstgy conflicts and improve the chances of a

successful collaboration, managers ought to magirhisir understanding of their own concerns
and preferences.

Understanding these results in the light of th@essed background might bear fruits at the time
one extrapolates the findings to similar situatioimsconsidering extending the results of any
study from the literature to other situations oumies limitations are important and should be
considered. Executives should consider that thesinfys represent a picture of a moment in
time.

These perceptual conflicts could also be presethdustry — University’ agreements, especially

important in cutting edge technology sectors. Trhplications for policy makers are that the

existing differences in perceptions among execatstgggests that these might also exist between
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executives in the industry, and governments keemprtonote alliances. In the process of
fostering co-operation between these groups, gavents should accommodate the potential for
conflict. For instance, one way of avoiding coet8i would be the discussion of the general
contributions each party expects. Moreover, preterg a potential conflict of expectations
could be relatively more important here considetimat academics in general would tend not to
concentrate on the shorter-term targets dictateal ciympetitive business environment.

In the authors’ view the subject is under invesddaand more research needs to be done. To
provide workable concepts and ideas for practitionieere needs to be more case material which
tracks the evolution of alliances between partrfien developed and emerging markets. The
dynamics of such alliances is an important resedogic for as alliances develop differing
relationships and differences may emerge. Therewedl be a discrete set of stages which such
alliances go through which in turn have associaié@rences in perception. This would have
important implications for the design and managdmeh strategies within partnering
organisations.

Finally the propositions herein may be applicablalt alliances not just those between firms in
developed and emerging markets. Whilst the study eeecerned with alliances between firms
in emerging and developed economies it could baeatdhat the cultural dimensions are more
relevant than the differences in overall industtievelopment.

With respect to future research, possible causeshfo differences that were indicated in the
paper may be associated with differences in histomjture, or aspects of the circumstantial
business environments, among others. These camagsbe examined by future research.
Furthermore although partners may agree that aibahon is important they may differ as to
who is to be assigned responsibility for it. Thepgcould be dealt with by further studies on

business negotiations on alliances in BEMs. As lasgthere are differences in business
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practices, researchers of the above topics arectegdo help both practitioners and policy

makers to deal with increasingly competitive busgenvironments.
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