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This study of the international partner selection of firms from emerging (Mexico,
Poland, and Romania) and developed (Canada, France, and the United States) markets
supports resource-based and organizational learning explanations of such partner
selection, a critical factor for success with international strategic alliances. Emerging
market firms emphasized financial assets, technical capabilities, intangible assets, and
willingness to share expertise in selection of partners more than developed market
firms. In contrast, developed market firms tried to leverage their resources through
partner selection. In particular, they emphasized unique competencies and local
market knowledge and access in their partner selection more than emerging market

firms.

Strategic alliances have become a highly popular
strategy for entry into international markets (Lane &
Beamish, 1990; Osborn & Hagedoorn, 1997). Alli-
ances are designed to allow partners to share risk
and resources, gain knowledge, and obtain access
to markets. International alliances are cooperative
arrangements, with cross-border flows and linkages
that utilize resources from autonomous organiza-
tions headquartered in separate countries (Parkhe,
1991). The general intent of strategic alliance part-
ners is to establish and maintain a long-term coop-
erative relationship in order to compete more effec-
tively with firms outside the relationship (Jarillo,
1988; Walker & Poppo, 1991).

Strategic alliances have become increasingly im-
portant, but a high level of dissatisfaction with
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actual outcomes relative to expectations has been
reported, and many are not successful (Madhok &
Tallman, 1998; Park & Russo, 1996). Although it is
difficult to identify precise failure rates, Hennart,
Kim, and Zeng (1998) argued that international
strategic alliances are likely to have high dissolu-
tion rates. Therefore, the decision to form an alli-
ance is a critical one. After a firm has made the
decision to engage in an alliance, its selection of an
appropriate partner is the next critical decision
(Hitt, Tyler, Hardee, & Park, 1995). Koot (1988)
argued that the partner selection process is difficult
but also critical to alliances’ success. Some re-
search exists on partner selection (Geringer, 1988;
Lane & Beamish, 1990; Saxton, 1997), but more
research is required to explain the basis on which
firms select partners. Therefore, in this research we
examined international strategic alliance partner
selection. In particular, we focused on the differ-
ences in partner selection priorities between
emerging and developed market firms.

Partner selection does not occur in a vacuum.
Much firm behavior is nested, or embedded in a
broader political, economic, and social context that
shapes action (Dacin, Ventresca, & Beal, 1999). We
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focused on international strategic alliances formed
between firms in emerging and developed market
contexts. Emerging markets have become a criti-
cally important global phenomenon, and there is
need for more research on them. In particular, there
has been little research on strategic alliances with
partners in emerging markets (Lee & Beamish,
1995). Beamish (1994) argued that joint ventures,
the most common form of strategic alliance, are the
dominant strategy used in emerging markets by
multinational firms. Specifically, we examined the
alliance partner selection characteristics of firms
from three emerging markets (Mexico, Poland, and
Romania) and three developed markets (Canada,
France, and the United States). Variation between
developed and emerging markets is likely to occur
as a function of differences in norms, resources,
and infrastructures. Hence, important differences
were expected in the partner preferences of firms
from each of these different markets.

Our theoretical explanation for the differential
partner selection criteria used by firms from emerg-
ing and developed markets is largely drawn from
the resource-based view of the firm and organiza-
tional learning theory. Our study makes several
important contributions to the literature on partner
selection and the study of strategic alliances in
general. First, our results allow for a more complete
understanding of the nature of partner selection,
suggesting that partners may be selected largely for
access to resources and organization learning that
can enhance a focal firm'’s capabilities. Second, this
study examines the importance of specific market
contexts (emerging versus developed) in explaining
differences in partner selection decisions. Finally,
our research enhances understanding of how firms’
current resource endowments and needs motivate
alliance partner selection, thereby adding value to
the resource-based literature. Inasmuch as alliances
represent a means to acquire critically needed re-
sources and competencies, this study helps schol-
ars to further understanding of the development
{that is, learning) of capabilities and exploitation
(leveraging) of resources. We begin with a discus-
sion of the theoretical arguments regarding partner
selection within emerging and developed market
contexts.

THEORY DEVELOPMENT

We propose that firms search for strategic alli-
ance partners that have resources they can leverage.
They can leverage resources that are complemen-
tary by integrating them to create synergy. Or firms
can learn skills and capabilities from their partners
that enhance their own competencies and thus,

their competitive advantages. However, the types
of resources firms seek to leverage and the capabil-
ities they need to learn will vary with their market
context (emerging or developed). Although there
may be some similarities in the resources emerging
and developed market firms seek from partners,
there are differences in the importance each places
on certain resources, capabilities, and characteris-
tics.

Resource-based and organizational learning per-
spectives help explain why firms select particular
alliance partners (Barkema, Bell, & Pennings,
1996). Firms have specific resource endowments
(Barney, 1991) but may need additional resources
to be competitive in particular markets (Hitt,
Nixon, Clifford, & Coyne, 1999). Such a need is a
primary reason for strategic alliances and for the
selection of specific alliance partners. Resources of
particular interest in cross-border alliances include
financial capital, technical capabilities, managerial
capabilities, and other intangible assets, such as
firm reputation (in the case of emerging market
firms). In addition to seeking local market knowl-
edge and access, developed market firms with large
resource endowments try to leverage their re-
sources by selecting alliance partners with comple-
mentary capabilities and unique competencies. Al-
liances provide the opportunity to combine the
resources of both partners, yet often firms enter
alliances to build their own resource endowments.
That is, they wish to acquire knowledge and learn
new skills and capabilities (Mothe & Quelin, 1998).
Less resource-endowed firms may desire to learn
new technical and managerial capabilities, whereas
more resource-endowed firms want to gain knowl-
edge of markets and build relationships to provide
access to those markets (Khanna, Gulati, & Nohria,
1998). Thus, the interactive learning opportunities
gained from the experiences of partners in an alli-
ance (March & Levitt, 1999) help firms add to their
capabilities, even tacit components, and build their
resource endowments (Lane & Lubatkin, 1998). Re-
source endowments and organizational learning
are particularly important in alliances between de-
veloped market firms and emerging market firms.
Next, we examine emerging and developed market
contexts as related to alliance partner selection.

Emerging versus Developed Market Contexts

Emerging and developed markets provide a par-
ticularly rich setting in which to contrast the firm
characteristics used in partner selection. For exam-
ple, differences in the nature of formal and infor-
mal institutions in these two contexts affect the
extent of uncertainty and ambiguity in resource
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decisions. Over time, formal institutions shape the
informal rules by which organizations operate. The
relative economic and social stability in developed
countries promotes the development and accep-
tance of rules of exchange. In contrast, the eco-
nomic and sometimes social instability in emerging
markets produces ambiguity and uncertainty re-
garding the rules of exchange; in this context, the
rules are largely emergent (North, 1990; Pedersen &
Thomsen, 1997).

Additionally, firms from developed countries
have longer established repertoires for alliance ac-
tivity than firms from emerging markets, which
usually have less experience in exploring and at-
tempting to exploit partnership opportunities. In
emerging markets, the strategic alliance is a rela-
tively new form of organizing (Lewin, Long, & Car-
roll, 1998). Also, important differences in the un-
derlying institutional infrastructures of emerging
and developed markets affect managers’ strategic
orientations (Garten, 1996). Luthans, Patrick, and
Luthans (1995) suggested that even countries that
are geographically proximal can be economically,
politically, and culturally distant in significant
ways.

Finally, although emerging economies have
grown at a stronger pace than most developed
country economies, many of the businesses in
emerging markets are young or recently privatized
{DeCastro & Uhlenbruck, 1997), and their resource
endowments are unlikely to be strong. Thus,
emerging market firms may use alliances as a
means of acquiring tangible and intangible re-
sources to develop their capability to compete in
their domestic and global markets with multina-
tional firms from other countries. Firms from de-
veloped countries tend to have richer resource en-
dowments, but they nevertheless also search for
partners with specific resources, tangible and in-
tangible, to complement their own resource bases.
Child and Faulkner stated that “when one of the
partners . . . comes from an emerging country and
the other from a highly developed economy, their
configuration of objectives . . . will almost certainly
differ from that in the case of partners from two
developed countries” (1998: 297). Thus, it is impor-
tant to consider the different contexts in which
strategic alliance partner selection decisions are
embedded. We now present hypotheses on partner
selection criteria in emerging and developed mar-
ket contexts.

Hypotheses

In emerging markets, the economic and institu-
tional infrastructure for distributing capital often is

not well developed. Experienced investors are lack-
ing, and disclosure laws are weak or nonexistent.
Likewise, financial markets are also generally in
their formative stages. A high potential for eco-
nomic growth may exist—perhaps greater than that
in many developed countries—but volatility and
high risks are also present. Given poorly developed
financial markets, weak institutions for distribu-
tion of capital, and volatility in economic develop-
ment, capital generally has low availability and
high cost in emerging market countries. These con-
ditions produce a capital gap between firms from
emerging market countries and firms based in de-
veloped markets (Svetlicic & Rojec, 1994). To com-
pete effectively, firms from emerging market coun-
tries need access to capital at a reasonable cost. A
strategic alliance with a partner having access to
such capital can help an emerging market firm to
circumvent the capital market problems noted
above. Access to capital is an important resource.

Developed market firms are also interested in the
financial assets of partners. Despite the opportuni-
ties in and the potential sizes of many emerging
markets (such as certain Asian countries, Latin
America, and Eastern Europe), multinational firms
from developed market countries evaluate such in-
vestments on a comparative basis, as part of global
decisions (Clegg, Kamall, & Leung, 1996). Thus,
these firms carefully evaluate the potential returns
on investments in an international market. They
may be particularly sensitive to investments in
emerging markets because of their risks, and so
they will also examine the financial assets of po-
tential partners. Partners that are financially
healthy and require less capital and financial in-
vestment from a developed market firm are pre-
ferred. Additionally, many developed market firms
operate in more mature financial markets that often
penalize small returns. Therefore, developed mar-
ket firms frequently emphasize maximization of
shareholder wealth over other goals (Jensen, 1993).

Therefore, both emerging market and developed
market firms likely place importance on the finan-
cial assets of potential partners. Alternatively, fi-
nancial capital is a basic need for competition and
survival in international markets. For emerging
market firms, the access to this capital and its costs
may be a matter of survival. Therefore, taking a
resource-based perspective, we expected emerging
market firms to place a significantly higher empha-
sis on the financial assets of partners than devel-
oped market firms. These arguments lead to the
following hypothesis:

Hypothesis 1. Although emerging market firms
and developed market firms both place impor-
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tance on the financial assets of partners, exec-
utives from emerging market firms emphasize
financial assets more strongly as a criterion
in selecting international strategic alliance
partners.

There tends to be a technology gap between firms
from emerging markets and firms from more devel-
oped markets (Svetlicic & Rojec, 1994). Because
this gap is often quite large, firms from emerging
market countries, such as those in Eastern Europe,
cannot compete in product technologies with firms
from developed market countries. They cannot de-
velop or offer new and sophisticated products in
sufficient quantity and quality to be competitive
with firms from other countries. Thus, emerging
market firms seek access to new technology in or-
der to develop products and, perhaps more impor-
tantly, to efficiently build products that can be
competitive (Gillespie & Teegen, 1995). In fact,
Svetlicic and Rojec (1994) suggested that emerging
market firms often try to narrow the gap by placing
more emphasis on gaining and applying new tech-
nologies to produce products that can compete
with more sophisticated technological leaders.
Thus, these firms need to enhance their technolog-
ical know-how quickly and can do so by selecting
alliance partners that have cutting-edge technol-
ogy. Additionally, emerging market firms may not
have the sophisticated information hardware and
software possessed by most developed market
firms. Thus, emerging market firms may desire ac-
cess to multiple forms of technological capabilities.
For example, securities exchanges from emerging
market countries have engaged in a wave of strate-
gic alliances with more established exchanges in
developed markets to gain access to technological
capabilities (Szyliowicz, Dacin, & Ventresca, 1999).
In light of these arguments, we would expect
emerging market firms to select partners with tech-
nological capabilities from which they can learn in
order to build their own technological capabilities.
Building such capabilities will add to their re-
source endowments. Therefore, emerging market
firms are seeking to learn from the experience and
knowledge of others, as March and Levitt (1999)
suggested.

In contrast, developed market firms normally
have relatively sophisticated technologies that pro-
vide firm-specific technological advantages. Often
these technologies are based on country-specific
advantages (Lecraw, 1984). Thus, developed mar-
ket firms rarely emphasize the technological capa-
bilities of potential alliance partners. We therefore
would expect emerging market firms to more
strongly emphasize the technological capabilities

of potential partners than will developed market
firms:

Hypothesis 2. Executives from emerging mar-
ket firms more strongly emphasize technologi-
cal capabilities in selecting international stra-
tegic alliance partners than do executives from
developed market firms.

In emerging market firms, management capabili-
ties and decision-making processes are often not
well developed (Lyles & Baird, 1994). Many of
these firms are young, with executives who have
little managerial experience or experience in for-
merly state-owned enterprises that have been re-
cently privatized. Managerial practices that were
successful in stable and predictable planned econ-
omies are no longer effective (Shama, 1993). In the
newly privatized firms, managers generally have
little experience in managing market-oriented organi-
zations (McDonald, 1993). Formerly insulated from
the rigors of the market by state protection, they have
not had much opportunity to deal with market pres-
sures and competition. For example, Stoever (1996)
noted that one of the key resources needed in Poland
was the skill to manage enterprises in a market econ-
omy. Emerging market firms often need managerial
capabilities and know-how in order to effectively
compete in their domestic markets and, even more, in
international markets. Additionally, these firms often
have little exposure to modern management con-
cepts, techniques, and processes. For example, de-
centralization of authority is important in modern
competitive firms so that decisions can be made rap-
idly and by those who have appropriate knowledge.
However, decentralization is a relatively alien con-
cept in most state-owned enterprises (Lau, 1998). Be-
cause of the need to compete in market-oriented
economies and with more managerially sophisticated
competitors, executives from emerging market firms
will seek partners with strong managerial capabili-
ties. The partners’ capabilities can be used to com-
pensate for the emerging market firms’ deficits. Of
equal importance, emerging market firms can learn
from their partners, thereby enhancing their own
managerial capabilities, (March & Levitt, 1999) and
broadening their resource endowments.

Undoubtedly, developed market firms also prefer
partners who have effective managerial capabili-
ties. In alliances with emerging market firms, how-
ever, developed market firms are likely to provide
the primary managerial expertise; although they
desire managerial capabilities in potential partners,
they also generally have the capability to compen-
sate for a partner’s deficiencies. In contrast, for
emerging market firms managerial capabilities are
critical if they are to compete effectively in domes-
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tic and international markets. As a result, we would
expect emerging market firms to place stronger em-
phasis on the managerial capabilities of potential
partners than developed market firms.

Hypothesis 3. Executives from emerging mar-
ket firms emphasize managerial capabilities
more strongly in selecting international strate-
gic alliance partners than do executives from
developed market firms.

If emerging market firms are new or newly pri-
vatized, they may have special needs for legitimacy
and other intangible resources in the marketplace
(such as product, capital, supply, and labor mar-
kets). Firms commonly develop links with strategic
partners to enhance their own reputations and im-
ages. Obtaining a partner with a strong positive
reputation can help provide emerging market firms
with legitimacy and prestige in the marketplace. In
fact, establishment of legitimacy through alliances
can contribute to the success of foreign ventures
(Beamish, 1988; Shan & Hamilton, 1991). Recent
evidence suggests that a firm'’s reputation some-
times plays an important role in alliance partner
selection (Dollinger, Golden, & Saxton, 1997). Rep-
utation and legitimacy are significant intangible
assets that can bestow important advantages to
firms, in the form of enhanced capabilities to attract
and retain customers, suppliers, business partners,
and financial resources (Fombrun & Shanley,
1990). Such resources are often critical to compet-
itive advantage. Thus, executives from emerging
market firms are likely to weigh intangible assets,
such as a potential partner’s reputation, heavily
(Eisenhardt & Schoonhoven, 1996).

Developed market firms also prefer partners with
strong, positive intangible resources. They evaluate
potential partners having attractive reputations
more positively than those without such reputa-
tions. They have a lesser need for legitimacy in
general, but they are likely to search for partners
that provide legitimacy in local markets where the
developed firms may not have established reputa-
tions. Still, developed market firms bring their
brand names and reputations to alliances. Thus,
they may emphasize the intangible assets of part-
ners less than do emerging market firms. Intangible
resources such as reputation and legitimacy are
more critical to emerging market firms because they
enhance their access to other resources such as
customers, financial resources, and future alliance
partners that may be necessary to gain competitive
parity or a competitive advantage. Furthermore,
emerging market firms with little alliance experi-
ence may select partners with strong positive rep-
utations to reduce the perceived risk in the market.

Thus, we would expect emerging market firms to
emphasize the importance of intangible assets more
strongly in selecting alliance partners than devel-
oped market firms.

Hypothesis 4. Executives from emerging mar-
ket firms more strongly emphasize intangible
assets in selecting international strategic alli-
ance partners than do executives from devel-
oped market firms.

Although selecting partners who have strong
managerial and technical capabilities provides the
opportunity for knowledge transfer (Dyer & Singh,
1998), it does not guarantee that such transfer will
occur. In order to learn, firms must have an appro-
priate absorptive capacity (Cohen & Levinthal,
1990; Dyer & Singh, 1998). Prior learning and a set
of learning skills provided by learning experiences
similar to the partner’s provide the capacity to ab-
sorb related knowledge. However, acquired knowl-
edge is often specific to the context from which it is
derived (Delios & Beamish, 1998). Most emerging
market firms will not have learning experiences
similar to those of a partner from a developed coun-
try. Developed market firms are likely to have a
greater number and broader range of learning expe-
riences. As a result, emerging market firms may
find it difficult to learn managerial and technolog-
ical capabilities from their partners because of in-
adequate absorptive capacity. For them to acquire
such capabilities may require special actions on the
part of their partners. In particular, a partner must
be willing to share its expertise. First, the partner
may have to help the other firm develop an ade-
quate absorptive capacity by working in tandem to
provide the necessary experience. After the part-
ner’s absorptive capacity is developed, the neces-
sary knowledge can be transferred. Thus, we would
expect executives from emerging market firms to
search for and select partners who are willing to
share their capabilities and, perhaps, to make spe-
cial efforts to help their partners acquire these ca-
pabilities.

Developed market firms are much more likely to
have the absorptive capacity to learn new skills and
capabilities. Although there is less that they can
learn from emerging market firm partners, they may
desire to acquire knowledge about local markets.
They are less likely to learn managerial and tech-
nical capabilities from emerging market firms. As a
result, we would expect emerging market firms to
more strongly emphasize the willingness of a po-
tential partner to share its capabilities than will
developed market firms.
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Hypothesis 5. Executives from emerging mar-
ket firms more strongly emphasize a willing-
ness to share expertise in selecting interna-
tional strategic alliance partners than do
executives from developed market firms.

Of particular importance to developed market
firms is the ability to leverage their current re-
sources. As a result, these firms search for partners
that have complementary capabilities (Johnson,
Cullen, Sakano, & Takenouchi, 1996). In order to
integrate partners’ resources, as suggested by
Mothe and Quelin (1998), the partners must have
complementary capabilities. In fact, Dyer and
Singh (1998) argued that to generate rents from
resources may require a firm to use those resources
in conjunction with complementary resources from
another firm. To do so, they suggest, firms must be
able to identify and evaluate potential complemen-
tarities with partners and to assess the benefits of
those resource complementarities. In support of
those arguments, Shan and Hamilton (1991) found
that complementarity of resources between domes-
tic and foreign firms was critical to the formation of
cross-border alliances in biotechnology. Dyer and
Singh (1998) suggested that partners’ resources
may be more valuable, rare, and difficult to imitate
(Barney, 1991) when used in combination than
when used separately by the individual partners.
Although developed market firms are likely to em-
phasize the importance of complementary capabil-
ities in selecting alliance partners, most of the ar-
guments suggest that all firms can and do search for
complementary capabilities in alliance partners.
Therefore, we would expect emerging market firms
to emphasize complementary capabilities as well.
Although the types of capabilities desired may vary
across developed and emerging market firms, in
each case, the complementarity of those capabili-
ties to the focal firm’s resources and capabilities
may be critical for achieving a competitive advan-
tage and thereby alliance success. Thus, we ex-
pected both developed and emerging market firms
to strongly emphasize complementary capabilities
as a criterion in selecting potential alliance part-
ners.

Hypothesis 6. Executives from developed and
emerging market firms strongly emphasize
complementary capabilities in the selection of
international strategic alliance partners.

Beamish (1994) suggested that a primary crite-
rion for developed market firms is market knowl-
edge and access. For many developed market firms,
a strategic alliance represents a first entry into an
emerging market. Partnering with a local firm may

provide a multinational firm with access to custom-
ers and channels of distribution and with better
knowledge of the customers, local markets, local
culture, and idiosyncratic local government poli-
cies and regulations. Therefore, developed market
firms are likely to emphasize market knowledge
and access in their selection of international stra-
tegic alliance partners. In this way, emerging mar-
ket firms provide resources (access to local mar-
kets) and help developed market firms learn (local
market knowledge). By gaining knowledge about
local markets, developed market firms improve
their resource endowments.

On the other hand, alliances between developed
market firms and emerging market firms are largely
concentrated in the emerging market firms’ domes-
tic markets or local regions. Thus, emerging market
firms are less likely to emphasize local market
knowledge and access in the selection of potential
partners. Therefore, we would expect developed
market firms to more strongly emphasize local mar-
ket knowledge and access when selecting interna-
tional strategic alliance partners than emerging
market firms.

Hypothesis 7. Executives from developed mar-
ket firms more strongly emphasize market
knowledge and access in the selection of inter-
national strategic alliance partners than do ex-
ecutives from emerging market firms.

Developed market firms are particularly sensitive
to actions that facilitate gaining and/or maintaining
a competitive advantage. An important criterion for
gaining and sustaining a competitive advantage is
having unique resources (Barney, 1991). As a re-
sult, executives from developed market firms
search for potential partners with unique (rare)
competencies that can be leveraged in an alliance
to gain a competitive advantage. This is particu-
larly true where the developed market firm has
resources that are complementary to the unique
competencies and can be used to leverage the part-
ner’s unique competencies to create a competitive
advantage for a new venture and/or for both part-
ners in other forms of alliance (Sarkar, Aulakh, &
Cavusgil, 1998). They may also wish to learn these
unique competencies to enhance their own re-
source endowments. Therefore, developed market
firms can be expected to emphasize unique compe-
tencies in their selection of international strategic
alliance partners.

Emerging market firms also likely desire partners
with unique competencies because they have a
higher probability of building a competitive advan-
tage through an alliance. However, because of the
other more specific resource needs of most emerg-
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ing market firms (described earlier), they are more
likely to emphasize other resources and capabili-
ties over unique competencies in the selection of
international strategic alliance partners. Therefore,
we would expect developed market firms to em-
phasize unique competencies more strongly than
emerging market firms in the evaluation and selec-
tion of alliance partners.

Hypothesis 8. Executives from developed mar-
ket firms more strongly emphasize unique
competencies in the selection of international
strategic alliance partners than do executives
from emerging market firms.

In summary, in this study we sought to examine
desired partner characteristics for emerging market
and developed market contexts. We expected firms
from both contexts to emphasize several criteria.
However, because of resource needs, learning op-
portunities, and other contextual factors, emerging
and developed market firms will differentially em-
phasize certain criteria. Next, we explain the meth-
ods that we used to obtain data from developed
market and emerging market firms.

METHODS
Sample

Data were collected through a specially designed
survey instrument completed by executives from
202 firms, 89 of which were based in developed
market countries and 113 of which were based in
emerging market countries, and through semistruc-
tured interviews with executives from 24 of the
firms in three of these countries. Firms from Mex-
ico, Poland, and Romania represented emerging
markets, and firms from Canada, France, and the
United States represented developed markets. We
selected countries from two regions of the world
(North America and Europe) to control for potential
regional geographic idiosyncrasies. Thus, the sam-
ples from both the emerging and developed mar-
kets contained firms from both geographic regions.
Target firms for the sample were those that had
recently (within the last three years) participated in
international strategic alliances. Identification of
these firms varied by country. For example, sources
used to identify U.S., Canadian and, to some de-
gree, Mexican firms participating in international
strategic alliances included the IAC Incite database,
the F&S Index-International databases, Securities
and Exchange Commission (SEC) filings, ABI In-
form, the Wall Street Journal Index, the National
Trade Database, and the Mexican Chamber of Com-
merce Directory. French firms involved in recent

international strategic alliances were identified us-
ing Fusions & Acquisitions and a screening of the
business sections of the major French newspapers.
There are no systematic sources that identify all
alliances. “Triangulation” of sources was used to
identify target firms for the sample where possible.
The lack of a systematic source resulted in a non-
random sample.

In Poland and Romania, no data sets identifying
international strategic alliances were available.
Thus, professional contacts were used to identify
such firms in both countries. The Mexican sample
was also supplemented through professional con-
tacts.

Executives from Canadian, French, and United
States firms were contacted by telephone and asked
to participate. A special effort was made to identify
and contact the executive in each firm who was
directly responsible for international strategic alli-
ances. The rate of participation was 23 percent of
those contacted. This rate of participation is due to
the fact that high-level executives were targeted as
respondents, the instrument was 31 pages long (al-
though not difficult or time consuming to com-
plete), and most of these executives were involved
in a substantial amount of international travel. Our
response rate compares favorably with those of
other studies using surveys of top executives;
Gaedeke and Tootelian (1976) forecasted a 20 per-
cent response rate from surveys of top executives.
Our response rate was greater than Nayyar’s (1993:
20.1 percent) and compares favorably with other
top executive response rates (e.g.. Finkelstein,
1992). Given that the mean respondent reported
directly to the CEO and thus was one level below
the CEO (the mean levels below the CEO were 1.18
for both the emerging and developed market sam-
ples), our sample respondents can be classified as
top executives. In addition, several respondents
were CEOs. We also conducted some tests to ensure
the representativeness of the sample firms, where
secondary data were available. We found no differ-
ences in the number of employees or total sales
between responding and nonresponding firms in
the Canadian and U.S. samples.

Mexican executives are reluctant to complete
surveys from foreign (and domestic) sources. They
are more comfortable participating in studies when
they have developed some trust in the party con-
ducting the survey; this trust requires a prior rela-
tionship or an association with a legitimating en-
tity, such as a respected Mexican university. Even
with legitimacy, personal contact is important to
gain cooperation. Likewise, personal contact is im-
portant in Poland and Romania. Both are formerly
Communist countries where past surveys often in-

.
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volved political motives; thus, executives are sus-
picious and reluctant to complete surveys. As a
result, personal contact from trusted professionals
either prior to or at the time of administration was
necessary in these countries. Use of these personal
contacts produced a high participation rate, greater
than 70 percent across the three countries.

Data were collected over the period 1995-98. The
sample firms from developed markets had an aver-
age size of 11,265 employees and had participated
in a mean 43 prior strategic alliances. The average
firm size in the emerging market sample was 1,356
employees, and there was a mean of 9 prior strate-
gic alliances. As expected, the developed market
firms were larger and had more alliance experience
than the emerging market firms. With regard to
industry, 21 percent of all firms were in natural
resources, 33 percent were in services, 38 percent
were in manufacturing, and 8 percent were in high-
technology industries.

Instrument

The survey instrument contained instructions for
completion, demographic questions on respondent
and firm, definitions of the partner selection crite-
ria, and 30 cases describing 14 characteristics of
potential alliance partners. The characteristics of
potential alliance partners were identified by a
thorough review of the related research and litera-
ture on international alliances and partner selec-
tion and based on the theoretical arguments pre-
sented earlier herein. The characteristics were then
reviewed with executives from three different
countries to ensure that the list was complete and
that all characteristics were potentially relevant cri-
teria for alliance partner selection. This process
vielded these 14 criteria: financial assets, comple-
mentarity of capabilities, unique competencies, in-
dustry attractiveness, cost of alternatives, market
knowledge/access, intangible assets, managerial ca-
pabilities, capabilities to provide quality products/
services, willingness to share expertise, partner’s
ability to acquire your firm’s special skills, previ-
ous alliance experience, special skills that you can
learn from your partner, and technical capabili-
ties.! The instrument was presented in English to

! The specific definitions of the criteria are not in-
cluded because of length considerations. However, they
are available from the authors. Additionally, because of
the nature of this research (its focus on emerging market
versus developed market contexts), types of alliances
were not differentiated. Specific partner selection criteria
may vary by type of alliance.

both the U.S. and Canadian managers (all managers
were anglophones) and was translated into Span-
ish, French, Polish, and Romanian. Alvarez (1998)
suggested that knowledge is institutionally embed-
ded. Therefore, the non-English versions of the in-
strument were back-translated by an independent
source to ensure comparability of the two versions.

The design of the instrument was based on policy
capturing, a concept derived from social judgment
theory in social psychology. Slovic and Lichten-
stein (1971) argued that policy capturing does a
remarkably good job of capturing human judgment
policies. Stumpf and London (1981) recommended
it to assess decision models where multiple criteria
are used. Argyris and Schon (1974) argued that
managers cannot accurately describe the policies
that underlie their decisions (such espoused theory
is captured through typical surveys and directive
interview procedures). Rather, Argyris and Schon
suggested that one can only accurately identify the
policies used in decisions by observing managers’
decisions, or theory in use. This argument is the
basis of policy capturing. Respondents are pre-
sented with a series of case situations and asked to
make decisions on the basis of the information
presented. The multiple criteria are varied across
the cases. From the specific decisions made (con-
stituting the dependent variable), the criteria used
by the respondent (constituting the independent
variables) can be identified statistically (Slovic
& Lichtenstein, 1971). Importantly, this method
avoids the problems of retrospective bias common
with some survey techniques (e.g., Golden, 1992).%

The particular policy-capturing approach used in
this study was developed by Hitt and Middlemist
(1979). It has been used in a variety of settings, such
as the selection of managers (Hitt & Barr, 1989),
acquisitions decisions (Hitt & Tyler, 1991; Hitt,
Dacin, Tyler, & Park, 1997), and technology collab-
oration decisions (Tyler & Steensma, 1998). Hitt
and Middlemist (1979) conducted follow-up inter-
views to assess the validity of this approach. Their
results showed that the methodology effectively
captured managers’ judgment policies regarding
key decisions (in their case, criteria used to mea-
sure the effectiveness of major units within an or-
ganization). The post hoc interviews with top ex-
ecutives in the organization studied showed that

% Certainly, all methods have their limitations. Be-
cause the policy-capturing instrument cannot capture the
contextual complexity of alliance partner selection, the
resulting criteria may represent more ideal partner char-
acteristics.
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policies they identified closely matched manage-
rial practices.

In the construction of the cases, we randomly
assigned (using a random number generator) the
levels of the independent variables in each case.
This was done to avoid multicollinearity. We ex-
amined the correlations of the 14 independent
variables to ensure the randomization indeed pre-
vented multicollinearity. The process was effec-
tive, as the highest common variance between any
two of the 14 independent variables was .13. Also,
in the construction of the cases, we had to ensure
that the variance of each of the 14 variables was
balanced. This required that the randomized as-
signment of levels to each of the variables be recal-
culated several times until each of the variables had
a variance that was relatively equal to the variance
of all of the other variables. This was necessary to
ensure that each variable had a relatively equal
probability of having an effect on the dependent
variable.

Pilot Study

A pilot study was conducted to test the efficacy
of the survey instrument. Specifically, we were in-
terested in the perceived validity of the instrument
and cases, the clarity of the instructions, the effi-
cacy of the variables and their definitions, and the
time required to complete the instrument. Nineteen
executives from three countries (Canada, Mexico,
and the United States) participated in the pilot
study. From their feedback, we determined that the
instrument usually required no more than 30 min-
utes to complete. The variables were identified as
efficacious for describing strategic alliance part-
ners, but some of the definitions needed clarifica-
tion to ensure effective communication to the man-
agers completing the instrument. Thus, we rewrote
three of the definitions to improve their clarity.

Variables

Independent. The 14 partner firm characteristics
served as the independent variables for analyses.
We constructed the cases by varying the levels of
these 14 independent variables randomly over five
levels, from 1 (low) to 5 (high). Thus, the cases
presented an evaluation of a potential strategic al-
liance partner on the basis of these 14 criteria.

Dependent. The dependent variable was a two-
item scale. Executives were asked to rate each of
the 30 potential partners described in the cases on
a seven-point Likert-type scale on (1) the attractive-
ness of the firm described as a partner and (2) the

—

probability that the respondent would recommend
an alliance with the firm described. We averaged
these two items to form the dependent variable.
This scale had high internal reliability, as the cor-
relation between the two items was .87.

Control. Four variables were used as controls in
the analyses because of their potential effect on
partner selection. These variables are industry,
size, prior alliance experience, and country.

Hitt and Tyler (1991) found that industry affected
the criteria used to make acquisition decisions. A
number of others have argued the importance of
industry in determining the strategies employed by
firms (e.g.., Henderson & Mitchell, 1997; McGahan
& Porter, 1997). Therefore, type of industry was
controlled in the analyses. A firm’s industry was
categorized into one of the four groups: natural
resources, basic manufacturing, service, and high
technology. Each industry type was transformed
into a dummy variable (0, 1), with high technology
treated as a zero to avoid a unitary matrix.

A firm’s size can affect its market power and thus
its ability to dominate the partners in an alliance.
Because of this, large firms are likely to seek differ-
ent types of characteristics than smaller firms in
alliance partners. We controlled for firm size in our
analyses, calculating it as the logarithm of the total
number of employees. Total number of employees
is often highly correlated with total annual reve-
nues. Because our sample contained firms from six
different countries operating with six different cur-
rencies, using number of employees avoided accu-
racy concerns in translating currency values.

The third control variable was alliance experi-
ence. As firms gain more experience with strategic
alliances, they should better learn the characteris-
tics that they desire in alliance partners. Further-
more, a firm with more strategic alliances may
search for specialized alliance niches, requiring
different types of partners (Geringer, 1988). For
these reasons, we controlled for the prior alliance
experience of a firm, calculated as the total number
of alliances in which it had engaged.

The fourth control variable was country. Within
each context (emerging and developed markets),
there might be different levels of economic devel-
opment and different institutional structures. Fur-
thermore, national cultures might vary. Finally, the
number of firms sampled varied somewhat by
country. To ensure that the results could be attrib-
uted to the general market contexts, we controlled
country by inserting dummy variables (0, 1) for
each country (minus one in each grouping to avoid
a unitary matrix).
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TABLE 2
Descriptive Statistics and Correlations for Control Variables®
Variable Mean  s.d. 1 2 3 4 5 6 7 8 9 10
1. Natural resources 0.21 0.41
2. Service 0.32 0.47 —.36**
3. Manufacturing 0.38 0.49 -—.41** ~.55%*
4. Firm size® 6.07 250 .05 -.08 .02
5. Alliance 2467 84.22 .09 .01 —.07 21%*
experience
6. Canada 0.17 0.37 -.05 .03 —.04 .03 .06
7. France 0.12 0.33 -.11 —.04 .09 28**  —.01 —-.17*
8. United States 0.18 0.38 .18* —.14 —.03 A45** 21%* 0 —20%* —.17*
9. Poland 0.17 0.38 -—-.23** -—-.01 .18*  —.32** -.06 —.20*%*  —17* —.21%*
10. Romania 0.08 0.28 -—.15* .26**  —.07 —.23**  —.06 —.13 —.11 —.14 -.13
11. Mexico 0.27 0.44 .26**  —.03 —.12 —.21** -3 —.27**  —23** —.28** —.28*%* —-.18*
*n = 180.
b Logarithm.
*p <.05
**p<.01
Interviews RESULTS

We conducted interviews with executives from
24 firms participating in the study. We had three
primary purposes in the interviews. Like Hitt and
Middlemist (1979), we used the interviews to vali-
date the results collected with the policy-capturing
instrument. Second, the interviews were designed
to gather information to help us interpret the re-
sults obtained. Third, we sought to unmask and
clarify issues related to partner dynamics not easily
discernible from our policy-capturing data.

We developed a set of interview questions, pre-
tested the interview protocol, and adjusted the
ordering and structuring of questions. We also
incorporated additional questions, as deemed ap-
propriate, that were unique to the firms in which
executives were interviewed. An attempt was
made to have two interviewers present for all
interviews. Each interviewer took independent
notes, and these were transcribed shortly after
each interview. We also attempted to interview
all the partners involved in a particular alliance.
Thus, we have a set of largely matched interviews
with partners. The interviews were one to two
hours in length and were conducted shortly after
completion of the policy-capturing instrument
(but prior to analysis of the survey data). We
interviewed managers regarding several areas, in-
cluding their perceived strengths and competen-
cies, previous and current alliance experiences,
perceptions about alliance outcomes, criteria and
processes for partner selection, and sharing,
transfer, and protection of firm knowledge and
skills. The results of the interviews supported the
efficacy of our models for emerging and devel-
oped market firms (described next).

Tables 1 and 2 present correlations and sample
statistics for all variables used in the study. After
cleaning the data, we had 85 developed market
firms (Canadian n = 30, French n = 23, U.S. n =
32) and 97 emerging market firms (Mexican n = 49,
Polish n = 33, Romanian n = 15) in the sample.
The analyses are based on these data.

To test Hypotheses 1-8, we first developed mod-
els for the emerging market and the developed mar-
ket firms using hierarchical linear modeling. The
results of these analyses are shown in Table 3. The
policy-capturing approach provides 30 observa-
tions per individual. Therefore, there were 2,910
observations for emerging market firms and 2,550
observations for developed market firms. This
amount of observations creates a significant num-
ber of degrees of freedom for analytical purposes.
However, the 30 observations for each individual
cannot necessarily be considered independent as
they may be autocorrelated. Hierarchical linear
modeling controls for potential autocorrelation and
heteroskedasticity (Hofmann, 1997). Hierarchical
linear modeling involves a two-stage analytical
process and is particularly appropriate for use
with policy-capturing data. It controls for within-
respondent variance and allows examination of
between-respondents and group effects (Bryk &
Raudenbush, 1992). The coefficients can be inter-
preted like those of ordinary least squares (OLS)
regression analysis. In fact, because our indepen-
dent variables had relatively equal variances, the
resulting coefficients largely proxy standardized
coefficients in which the relative weights can be
interpreted.
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TABLE 3
Results of Hierarchical Linear Modeling Analysis
for Type of Market and Partner Criteria®

Emerging Developed
Variable Markets Markets
Control
Intercept 3.21* (0.30) 3.15** (0.13)
Natural resources 0.41 (0.28) -0.22** (0.09)
Service 0.27 (0.26) —0.13 (0.08)
Manufacturing 0.13 (0.26) —0.11 (0.08)
Firm size® 0.05" (0.03)  0.02* (0.01)
Alliance experience -0.02** (0.00) 0.00 (0.00)
Poland-France 0.07 (0.13) —-0.01 (0.06)
Romania—-Canada 0.65** (0.16)  0.20** (0.06)
Partner criteria
Financial assets 0.35** 0.18**
Complementary capabilities  0.14** 0.22**
Unique competencies 0.08** 0.21**
Industry attractiveness 0.11** 0.21**
Cost of alternatives 0.00 0.07**
Market knowledge/access 0.14** 0.07*
Intangible assets 0.09** 0.13**
Managerial capabilities 0.14** 0.20**
Capability for quality 0.18** 0.21**
Willingness to share 0.11** 0.13**
expertise
Partner ability to acquire 0.01 0.04
skills
Previous alliance 0.08** 0.08**
experience
Special skills to learn from 0.11** 0.16**
partner
Technical capabilities 0.16** —0.01

2 The top portion of the table shows the fixed-effects models;
the bottom portion shows the random-effects models. Standard
errors are in parentheses.

b Logarithm of number of employees.

fp<.10
*p < .05
* % p < .01

Next, we examined differences between the two
models (emerging markets and developed markets)
on each criterion. To do so, we again used hierar-
chical linear modeling (Hofmann, 1997), combin-
ing the data for the two groups and testing for
statistically significant interaction effects. This re-
quired 14 separate models, one for each criterion
(Hofmann, 1998 personal communication). When
we found such an effect, it suggested that the coef-
ficients on that characteristic varied between the
emerging and developed markets. Table 4 shows
the t-statistics for each of the 14 partner criteria
depicting the differences between emerging and
developed market firms.

Hypothesis 1 states that emerging market firms
more strongly emphasize financial assets in select-
ing international strategic alliance partners than do
developed market firms. The results presented in

TABLE 4
Differences between Emerging and Developed
Market Firms

Partner Criteria® t
Financial assets 9.82%*
Complementary capabilities -1.32
Unique competencies —5.44%*
Industry attractiveness —4.36**
Cost of alternatives —5.28**
Market knowledge/access —3.57**
Intangible assets 3.07*
Managerial capabilities -1.37
Capability for quality 4.34**
Willingness to share expertise 2.44*
Partner ability to acquire skills 1.90"
Previous alliance experience —2.32*
Special skills to learn from partner —2.32*
Technical capabilities 6.36**

2 A positive sign suggests that the emerging market coefficient
is larger and a negative sign that the developed market coeffi-
cient is larger.

*p<.10
*p<.05
** p < .01

Table 4 support this hypothesis. Although the re-
sults in Table 3 show that financial assets are im-
portant in the selection of alliance partners by both
emerging and developed market firms, as expected,
the emerging market firms more strongly empha-
sized partners’ financial assets. Indeed, not only is
the coefficient for financial assets in the emerging
market firms’ model statistically significant (p <
.01}, it is also the strongest criterion (because of the
relatively equal standard errors, the parameter es-
timates provide an efficient estimate of relative
strength).

Hypothesis 2 states that emerging market firms
emphasize technical capabilities more strongly
than do developed market firms in selecting inter-
national strategic alliance partners. The results rep-
resented in Table 4 support this hypothesis, show-
ing that the technical capabilities coefficient for
emerging market firms is stronger than that for de-
veloped market firms. Additionally, the results pre-
sented in Table 3 show that the coefficient for tech-
nical capabilities is statistically significant (p <
.01) and among the three strongest partner selection
criteria in the emerging market firms’ model. Ad-
ditionally, the coefficient for technical capabilities
is not statistically significant in the developed mar-
ket model.

Emerging market firms were expected to empha-
size managerial capabilities more strongly than de-
veloped market firms in selecting international
strategic alliance partners (Hypothesis 3). Although
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the results presented in Table 3 show that the co-
efficient for managerial capabilities was strong and
statistically significant (p < .01) in the emerging
market firm model, the coefficient is equally strong
for developed market firms. Furthermore, the re-
sults presented in Table 4 show that there are no
differences between the two subsamples. Thus,
both emerging and developed market firms empha-
size managerial capabilities in alliance partner se-
lection. These results do not support Hypothesis 3.

The fourth hypothesis suggests that emerging
market firms more strongly emphasize intangible
assets in the selection of international alliance part-
ners than do developed market firms. The results
presented in Table 4 provide support for this hy-
pothesis, indicating that the coefficient for intangi-
ble assets in emerging market firms is statistically
different from (and stronger than) the coefficient for
developed market firms (p < .05).

Hypothesis 5 states that emerging market firms
emphasize the willingness to share expertise more
strongly than developed market firms when select-
ing international strategic alliance partners. The
coefficients for willingness to share expertise are
statistically significant (p < .01) in both the emerg-
ing market and developed firms' models (Table 3),
but the results presented in Table 4 show that
emerging market firms emphasize this criterion
more than developed market firms. Therefore, the
results provide support for this hypothesis.

Hypothesis 6 states that developed and emerging
market firms equally and strongly emphasize com-
plementary capabilities in the selection of interna-
tional strategic alliance partners. The results in Ta-
ble 3 support this hypothesis, as the coefficients for
complementary capabilities in both models are sta-
tistically significant (p < .01). Indeed, this variable
is the strongest partner selection criterion in the
developed market firms’ model. Further support for
the hypothesis is provided in Table 4, which indi-
cates no differences in the complementary capabil-
ities coefficients for the emerging and developed
market models.

Hypothesis 7 suggests that developed market
firms emphasize market knowledge/access more
strongly than emerging market firms in selecting
partners for international strategic alliances. Al-
though the results in Table 3 show that the coeffi-
cients for market knowledge/access are statistically
significant for both emerging market and developed
market firms, the results presented in Table 4 show
that market knowledge/access is a stronger selec-
tion criterion (p < .01) for developed market firms
than for emerging market firms, providing support
for the hypothesis.

_

Finally, Hypothesis 8 states that developed mar-
ket firms emphasize unique competencies more
strongly than do emerging market firms in selection
of international strategic alliance partners. The re-
sults provide strong support for this hypothesis.
The coefficient for unique competencies is statisti-
cally significant (p < .01) in both models but is
among the strongest predictors in the developed
market firms’ model. Importantly, the results in
Table 4 show that this criterion is a stronger pre-
dictor (p < .01) for developed than for emerging
market firms,

The results also suggest that criteria other than
those hypothesized may be important in partner
selection for international strategic alliances. For
example, partners’ capability for quality was a
strong predictor in both the developed and emerg-
ing market firms’ models. Interestingly, however, it
was a stronger predictor in the emerging market
firms’ model. Industry attractiveness, cost of alter-
natives, previous alliance experience, and special
skills to learn from a partner were stronger predic-
tors for the developed market firms than for the
emerging market firms.

DISCUSSION

Strategic alliances have become popular among
firms throughout the world, and there has been a
significant amount of recent research on this form
of cooperative strategy. There are a number of po-
tential explanations for the formation of strategic
alliances, and a prominent one is that they are a
means of entering international markets. However,
little is known about factors that lead to success in
alliances, and research suggests that a substantial
number of alliances produce dissatisfactory results
{(Madhok & Tallman, 1998). We argue that a critical
step in the success of an alliance is the selection of
a partner, but there has been little past research on
this phenomenon. Some recent research has linked
partner characteristics with strategic alliance suc-
cess {e.g., Saxton, 1997). However, our results pro-
vide a unique contribution to the understanding of
partner selection in particular because they suggest
that alliance partners may be selected largely for
access to resources and organizational learning op-
portunities that may enhance a focal firm’s capabil-
ities. The results also emphasize the importance of
context in partner selection decisions. Specifically,
we examined the differential partner selection cri-
teria used in emerging and developed market con-
texts.

Table 5 summarizes the results of this study. The
emerging market firms, as expected, more strongly
emphasized partners’ financial assets, technical capa-
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TABLE 5
Priorities in Selecting Alliance Partners by Market Type®

Importance/Priority®

Emerging Market Firms

Developed Market Firms

Important and differential priority

Important and similar priority

Important but differentially lower priority

(

Unimportant

(1) Financial assets

(14) Technical capabilities
(7) Intangible assets

(10) Willingness to share expertise
(9) Capability for quality

(2) Complementary capabilities
(8) Managerial capabilities

(3) Unique competencies

(4) Industry attractiveness

(6) Market knowledge/access

12) Previous alliance experience

(13) Special skills to learn from partner

(5) Cost of alternatives
(11) Partner’s ability to acquire skills

(3) Unique competencies
(6) Market knowledge/access
(12) Previous alliance experience
(5) Cost of alternatives
(4) Industry attractiveness
(13) Special skills to learn from partner

(2) Complementary capabilities
(8) Managerial capabilities

(1) Financial assets
(7) Intangible assets
(9) Capability for quality
{10) Willingness to share expertise

(11) Partner’s ability to acquire skills
(14) Technical capabilities

* The rank order for each criterion in the corresponding model in Table 3 is in parentheses.
b Importance indicates a statistically significant coefficient; priority indicates statistically different (stronger) coefficients.

bilities, intangible assets, and willingness to share
expertise than did the developed market firms. Un-
expectedly, the emerging market firms also empha-
sized capability for quality more strongly than did the
developed market firms. Alternatively, developed
market firms, as expected, emphasized partners’
unique competencies and market knowledge and ac-
cess more strongly than did emerging market firms.
Interestingly, the developed market firms also em-
phasized partners’ previous alliance experience, the
cost of alternatives, and industry attractiveness, along
with special skills to learn from a partner, more
strongly than did emerging market firms. Partners’
complementary capabilities and managerial capabil-
ities were important and of similar priority to both
emerging and developed market firms. The cost of
alternatives was unimportant to emerging market
firms, and partners’ technical capabilities were unim-
portant to developed market firms. A partner’s ability
to acquire skills was unimportant to firms from both
contexts. The other partner characteristics not men-
tioned above were important in emerging or devel-
oped market firms but were of lower priority (as
shown in Table 5).

Clearly, the results of this research show the im-
portance of both tangible and intangible resources
in the selection of international strategic alliance
partners. The financial assets desired in partners by
emerging market firms are largely tangible. The
technical and managerial capabilities desired by
emerging market firms and the unique competen-
cies, market knowledge, and access desired by de-

veloped market firms are largely intangible. In fact,
several of these intangible resources are based on
tacit knowledge. Most are valuable, and because of -
their tacit and intangible nature, they are difficult
to imitate, thereby providing a basis for a compet-
itive advantage (Barney, 1991).

The results also emphasize the importance of
organizational learning as a basis for partner selec-
tion. Alliances are perhaps the best means of trans-
ferring tacit managerial and technological capabil-
ities (Mowery, Oxley, & Silverman, 1996). Thus,
emerging market firms search for partners from
which they can learn managerial and technical ca-
pabilities. Alliances allow a firm to get close
enough to partners to understand even tacit com-
ponents of their capabilities (Lane & Lubatkin,
1998). Developed market firms also seek to gain
local market knowledge and perhaps the unique
competencies of partners. The focus on organiza-
tional learning in alliance decisions is shown by
the fact that both emerging and developed market
firms placed importance on the willingness of part-
ners to share their expertise and on special skills
they could learn from partners. Thus, firms in-
volved in alliances seek to learn from the experi-
ence of others, one of the most productive means of
organizational learning, according to March and
Levitt (1999). Lane and Lubatkin (1998) suggested
that this form of organizational learning often has a
higher probability of producing a competitive ad-
vantage because it allows the transfer of tacit
knowledge. Furthermore, other forms of learning
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(such as seminars and written materials) require
the information to be fully articulable and thus
available to all others (like competitors). Therefore,
these other forms of learning are not rare and are
less likely to produce a competitive advantage.

Examination of partner selection in emerging
market contexts is especially important (Inkpen &
Beamish, 1997). Emerging market firms need tech-
nical expertise and financial capital to be compet-
itive, and their economies require these resources
to develop and grow. Managerial expertise also
seems particularly important in newly privatized
firms to help them compete in a free market econ-
omy. However, although a significant predictor of
partner selection in emerging market firms, man-
agement capabilities were of equal importance to
developed market firms. Developed market firms
largely have the technical expertise needed. Thus,
the technical capabilities criterion was unimpor-
tant in their selection of partners. Alternatively,
many firms in emerging markets need up-to-date
technological capabilities to be efficient and pro-
duce goods of sufficient quality to compete with
international firms in their domestic and global
markets. Thus, they search for partners with the
technological capabilities they need to enrich their
resource endowments.

A major deficit in transitional economies such as
Poland and Romania is the lack of financial capital
and the lack of infrastructure to provide access to
capital. Many firms in these countries therefore
develop strategies (for instance, strategic alliances)
designed to garner infusions of equity capital
(Klich, 1998; Nicolescu, 1998). Although some
other emerging market countries have better-devel-
oped infrastructures than Poland and Romania,
they still need access to more financial capital at a
reasonable cost. Mexico is a prime example. The
devaluation of the peso and economic conditions
in Mexico made it critical for Mexican firms to seek
partners with strong financial assets. These firms
have been particularly interested in gaining access
to capital that has been difficult and costly to ob-
tain from Mexico’s capital markets. The Mexican
managers interviewed all expressed substantial
concerns about the acquisition and use of financial
capital. Also, some evidence indicates that capital
markets respond favorably to joint venture an-
nouncements (Koh & Venkatraman, 1991; McCon-
nell & Nantell, 1985). Accordingly, emerging mar-
ket companies seek financially strong partners to
enhance their credibility in domestic capital mar-
kets. Such partners, then, increase emerging market
firms’ resource endowments.

Certainly, emerging market firms are more de-
pendent than developed market firms on partners

who are willing to share their expertise and, in-
deed, to take special actions to help their partners
learn new capabilities. Because they often lack the
absorptive capacity to learn these new capabilities,
emerging market firms need partners that help
them develop the capacity to learn and then trans-
fer the required knowledge. Without the capability
to learn, attempts to transfer knowledge likely will
fail. Perhaps lack of absorptive capacity is one rea-
son for unsuccessful strategic alliances. An inabil-
ity to acquire new technologies in more sophisti-
cated and changing global markets may increase
the probability of an emerging market firm's being
locked out of the technologies it needs to compete
(Arthur, 1988; Schilling, 1998).

Eisenhardt and Schoonhoven (1996) and Dacin and
Oliver (1997} have argued that firms may use alli-
ances to enhance their legitimacy. Thus, they search
for partners with strong intangible assets, such as
strong reputations. Dollinger and colleagues (1997)
found that partner reputation can play a role in alli-
ance partner selection, and Saxton {1997) found that
partner reputation affected the success of alliances.
Intangible assets may be important to all alliance part-
ners, but legitimacy is often more critical to firms
from emerging markets. Thus, these firms develop
alliances with partners to enhance their own reputa-
tion and image by tapping the reputations of more
established partners.

Capability for quality was a more important crite-
rion for partner selection than expected. Both groups
of firms in our study emphasized it in partner selec-
tion, but the emphasis was even stronger for emerging
market firms. The importance of quality for compet-
itiveness in global markets (Sherman & Hitt, 1996)
may be the primary reason. The proliferation of Inter-
national Standards Organization (ISO) standards
worldwide has placed pressure on firms from all
countries to improve and maintain their quality. De-
veloped market firms want partners that can produce
quality goods. Emerging market firms want partners
from whom they can learn to produce higher quality.
Acquiring the knowledge to meet international qual-
ity standards enhances emerging market firms’ re-
source endowment.

The results suggest that developed market firms
attempt to leverage their resources to gain a compet-
itive advantage by searching for partners with unique
competencies and local market knowledge and ac-
cess. Realizing they need partners with market
knowledge and access to leverage their resources,
developed market firms desire to minimize their
transaction costs. The more they have to teach their
partners or take control and coordinate their alli-
ances, the greater their transactions costs. It is diffi-
cult to transfer firm-specific capabilities (Kogut &

1 —
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Zander, 1992). Partners with more alliance experi-
ence and greater managerial capabilities will require
less of their partners. Alliance experience coupled
with managerial capabilities should reduce the spa-
tial transaction costs of international strategic alli-
ances. Although they minimize the developed market
firms’ potential transaction costs, they also simulta-
neously increase the probability of alliance success.

The overall failure rates of strategic alliances
have been reported to be quite high, and they are
even higher for alliances between firms with home
bases in different countries (Hennart & Zeng, 1997).
A problem in international strategic alliances can
be the different strategic orientations of the part-
ners (Dacin, Hitt, & Levitas, 1997; Hitt et al., 1995).
In other words, partners’ different reasons for en-
tering strategic alliances and different approaches
to them may cause conflict in the implementation
of the alliances. Strategic orientations may be par-
ticularly important in the selection of partners.

In summary, this research puts in place another
piece of the puzzle of international strategic alli-
ances. The focus of this study on the criteria used
for partner selection has shown that resource-based
theories and organizational learning provide prom-
inent explanations for partner selection. This re-
search shows the importance of firms’ embedded-
ness in emerging and developed market contexts
for their selection of international strategic alliance
partners. The study also suggests that alliance part-
ners are selected largely for access to resources that
can be leveraged and capabilities that can be
learned. Thus, strategic alliances are used to en-
hance the resource endowments of focal firms.

Future research should examine how the partner
selection criteria used in each context are related to
alliance success. Additionally, partner selection is
dynamic; should changes in context occur (such as
changes in emerging markets) or should the strate-
gic orientations of managers shift, a different set of
selection criteria may be employed. Future re-
search should examine whether and how partner
selection criteria might vary with different types of
strategic alliances. Finally, research is needed to
examine the process of acquiring and leveraging
resources. Thus, it is important for the managers of
alliances to continue to study the process of partner
selection, to achieve a rich understanding of the
dynamics that contribute to the evolution of part-
ner selection and to better understand the process
of acquiring and leveraging resources.
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