ALLIANCE MANAGEMENT 					
CAPABILITIES OR HELPING SMES		
TO THRIVE THROUGH
The complexity and dynamics inherent to alliances – and any type of network arrangements – has determined
that the kernel of their success is the firm’s ability to manage such configurations; i.e. to build in the organisational skills and competencies that effect the superior performance of the alliance. Much of the literature on
networks and alliances of the last fifteen years has been focused on either their social aspects or on some
partial elements contributing to their success, especially at the initiation phase. Only recently (second half of
2000s), have an increasing number of academic works directed their research interest to the managerial aspects involved in taking alliances to fruition and assumed a dynamic strategic perspective along the entirety of
its life cycle1, the emphasis now being on what it really takes in the day-to-day of an organisation to make an
alliance successful. Unfortunately, though, the great bulk of these works have focused on large firms.
In general, managing properly the networks within clusters to get access to information, foster knowledge
exchange and develop and leverage the firm’s IC base and innovation potential requires carefully selecting
the partners and a firm’s own criteria or dimensions to successfully participate in a productive network of interactions. In this attempt, to control for the following criteria seems apparent:

ÐÐ social capital assets: in order to access networks and to interact, basically personal ones
ÐÐ relational assets or indirect capabilities: are those assets not directly related to production, but to
manage interactions and relationships
ÐÐ reciprocity or strategic and social interdependence: the partners in networks expect a win-to-win relationship; i.e. one partner shall offer something of value in exchange of another valuable asset
ÐÐ absorptive capacity: to select (scan), seize (access), internalize and exploit external available knowledge
ÐÐ distance management: (curvilinear effect) regarding geographical, social and cognitive distance, involving problems of lock-in. For instance, a focal firm needs a “non-equal” partner to learn things. In
addition, a firm that is over-embedded in a network may experience potential lock-in problems
ÐÐ similar cognitive schemes: the partners ought to share believes, goals, and paradigms
ÐÐ balance of weak and strong ties: also related with the concept of distance and necessity of openness
to different networks and ties
1

It is not surprising that this increased interest on alliances is coincident with the emergence of open business models and the
insertion of (open) clusters onto global networks.
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ÐÐ national and/or global networks to offset inertia: beyond the local context is richer!
ÐÐ traded (formal) and un-traded (social, informal) interactions
ÐÐ personal and inter-firm interactions, managing and investing in both these levels
ÐÐ accumulated network resources, acquisition of new knowledge and learning in and from the network
ÐÐ the importance of history and experience: having participated in previous alliances and networks matters; this enables dynamic path dependence in the sense that the firm’s (positive) prior experience in
alliances influences the formation of new alliances, trust building being a key consideration
ÐÐ learning skills: to manage alliances which will build the indirect capabilities
ÐÐ reputation building: to be confident partners: increasing the social capital of the network
ÐÐ management of the dilemma between private and common benefits: related to the overall scope (in
markets) of the organization and the scope of the partnership; appropriate mechanisms

Following Gulati (1998), the success of an alliance depends on some key factors whose relevance varies as
the alliance evolves. These may include (1) the formation phase, wherein a firm deciding to initiate an alliance selects an appropriate partner, (2) the design phase, wherein a firm (and its partner) set up appropriate
governance to oversee the alliance, and (3) the post-formation phase, wherein a firm manages the alliance
on an ongoing basis to realize value (Schreiner et al., 2009). The concentration of critical success factors in
the early stages of the alliance life cycle suggests that systematic preparation and careful planning are key
for its success. A priori, this statement could give the erroneous idea that appropriate founding conditions and
configuration at the outset of the alliance would ensure the success of the collaboration. Indeed, the Effort EU
project, especially addressed to clustering SMEs, identified one of the main reasons for failure of SME networks as the lack of planning of the alliance and, particularly, of a systematic and rigorous process of partners’
selection, both two pertaining to the pre-arrangement or initiation stages.
Locating the greater part of the success factors at the early stages of the alliance’s life cycle, may underestimate the significance of the fact that the full value of an alliance can only be developed as it evolves.
Recognising this fact, which ultimately is underpinned by the ‘learning by doing’ paradigm, entails that, essential to the firm’s success in managing alliances, is to count on an internal management process – and their
corresponding competencies and capabilities – to thrive through along its life paths, and not simply and only
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to allocate the firm’s resources, energy and commitment to the phase of start-up. Drawing upon the RBV,
networks theory and the dynamic capabilities concept, a few works found empirical support for the idea that
firms can develop alliance capability by having extensive experience in managing alliance relationships (Zollo
et al., 2002; Hoang and Rothaermel, 2005). In this view, evidence suggests that the strategic rationale of the
collaboration, the fit of the partners and the chosen configuration of the alliance together form the foundation
for its development (Kale et al., 2009; Schreiner et al., 2009; Hoffman, 2007; Ahuja, 2000). Thus, Schreiner et
al. (2009: 1399) duly note:

“A well-conceived alliance structure and agreement provide a potential frame for generating benefits
in the post-formation stage. But they are of limited value in actually realizing that benefit if they are
not complemented by appropriate post-formation management practices that address the almost
inevitable and unforeseeable contingencies that arise in the dynamic process of managing that alliance on an on-going basis.” (emphasis is ours)

Hitherto, it seems apparent that: (1) the overall success of an alliance depends greatly on the firms’ management abilities to run it throughout its life cycle, and (2) these management skills can be built through recursive
learning experiences in similar endeavours. Relevant to CADIC’s aims, these findings imply that the Cluster
Management Framework, besides ensuring the appropriate collaborative environment and tools to help the
SME cluster thrive through and accomplish its objectives, ought to build and develop in each of the cluster
SME members (and especially so in the catalyst SME) the management capacity to cope with and learn from
the experience of clustering. We acknowledge that much of the success of CADIC as a whole (and this is central to the possibilities of expanding the CADIC clusters as well as the further success of the CADIC concept
during the exploitation phase) will depend on how successful the SMEs are in apprehending this new role and
introducing and enhancing the alliance management capabilities within their current business models.
In this respect, the work of Hoffman and Schlosser (2001) on 164 Austrian SMEs is revealing and also provides strong support for CADIC’s aims and prospects. These authors showed that both content and process
factors are critical for alliance success. Among the content factors they identified “Precise definition of rights
and duties”, “Establishing required resource” and “Contributing specific strengths” to be key. On the other
hand, process-oriented factors like “Deriving alliance objectives from business strategy” and “Speedy imple© CADIC Guideline. Design by Fraunhofer IPK. Image: Fotolia/ Julien Eichinger.
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mentation and fast results,” proved decisive for alliance success. Particularly interesting and relevant for the
successful deployment of CADIC SME clusters are the significant differences they found between critical and
perceived success. Significantly, “deriving alliance objectives from business strategy”, “precise definition of
rights and duties” and “Contributing specific strengths and looking for complementary resources” were clearly
underestimated by all unsuccessful SMEs.
Especially relevant here is Kale and Singh’s (2009) model of key success factors for single alliances. The
main interest of their framing lies in the fact that the identification of the key factors is spread along the three
main stages of the alliance life cycle: (1) the alliance formation and partner selection –key to this stage are
the degree of commitment, and the (IC) complementarity and (strategic) compatibility of the potential partner;
(2) the alliance governance and design –the alternative mechanisms oscillate around equity sharing or ownership, contractual provisions and relational governance; and (3) the post-formation alliance management
–wherein the key elements are the coordination mechanisms, development of trust and relational capital,
and conflict resolution and escalation. The choices and trade-offs that take place in each phase are framed
and driven by the vision and goals of the network. In addition, the degree of closeness (in terms of social and
cognitive distance) of the partners influence the governance principles agreed on. In general, the closer they
are the looser the mechanisms. Other factors influencing this decision are the degree of specialisation of the
knowledge being exchanged and the sector or core set of activities of the network. It is to be expected that,
the more specialised the technology and traditional the (industrial) sector, the more regulating and tight the
governance system will be. Seemingly, these elements evolve with the network and should be adjusted accordingly in order to avoid it stifling. They are not static blocks but dynamic constructs subject to permanent
reconfiguration. Through the lens of CADIC, the consideration of these aspects finds an appropriate response
in the process evaluation system intended for the cluster.
Schreiner et al. (2009) developed further the capabilities common to the post-formation phase of an alliance
to account specifically for the alliance management capabilities. The authors conceptualise these capabilities
as a multidimensional construct comprising three distinct but related aspects or skills in managing a given individual alliance after its setup and once it is running: coordination –manage interdependencies with a partner
through on-going coordination with that partner; communication –credibly convey relevant information and
knowledge to the partner, including “the formal as well as informal sharing of meaningful and timely information between firms” (Schreiner et al., 2009: 1401); and bonding –develop conducive social bonds with the partner. Yet, turning to the mechanisms driving these competencies, Kale and Singh (2009) highlight three main
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building blocks as underlying the development of alliance capability in firms: prior alliance experience, creation
of a dedicated alliance function and implementation of firm-level processes to accumulate and leverage alliance management know-how and skills. Hoang and Rothaermel (2005) suggest, conversely, that structural
mechanisms like a dedicated alliance function are more effective in building alliance capability in large firms
than in small firms. More recently, following Nonaka’s knowledge cycle, Kale and Singh (2007: 54) contend
that firms can also develop alliance capability by implementing “alliance learning processes”.
Besides the pure management implications of running these processes for the success of the alliance, they
also act as a reinforcing mechanism for strengthening trust among its partners, which is essential for IC to flow
freely and spur innovation. For instance, of Sherer’s (2003) eight success factors of strategic SME networks
– participant character including trust, top management support, conﬁdence, dedication, capabilities, external
relationships, intermediaries and IT – all except for the last three, are trust related or reinforcing mechanisms
(e.g. top management support, capabilities, dedication). These findings lead the author to conclude that participants’ honesty and reliability is more important than the capabilities they bring to the network and – probably
a bit too much axiomatically – that character rather than expertise should be given priority when investigating
potential network participants. On the other hand, this is totally aligned with some of the accounts of CADIC
catalyst SMEs about which factors they look up to when analysing the potentiality of an alliance, the decisive
factor being whether the catalyst’s manager feels he/she can trust his/her peers. As Dibben and Harris (2001:
2) suggest, trust exists in one individual for another individual, and not at the level of the organisation; “the
trust between two people‘ is two trusts, one in each person”. Trust is a complex construct which develops
through a cyclical process of bargaining, interaction, commitment, and execution between the concerned
firms (Ring and Van de Ven, 1994). Apparently though, its behavioural components seem to supersede the
structural ones.
Before closing this section, we note that the majority of the ideas and concepts developed thus far assumes
the firm forms part of or pretends to create and/or manage a single alliance. Notwithstanding, the real environment tell us that companies usually partner various alliances, making these analyses quite flawed. To account
for this increasingly complex context, Hoffman (2007) and Kale and Singh (2007) have introduced the concept
of alliance portfolio capability. In brief, it refers to the organizational skills and ability to (1) form new alliances
that do not compete with others in the portfolio, (2) carefully select partners –i.e. ensure compatibility between
the potential entrant and those already part of the portfolio, (3) set up an appropriate firm-level evaluation mechanism to monitor the portfolio, and (4) coordinate activities and knowledge flows across individual alliances
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in the portfolio and others. The good news is that, in essence, the mechanisms thought for developing alliance
management capabilities can be equated to those that are necessary to managing a portfolio of alliances –e.g.
prior alliance management experience, a dedicated alliance function, and the alliance learning process. For
CADIC’s prospects, this consideration might be of especial concern for those clusters with extension aims or
during the formation or growth phase.
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