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Cooperarive efforts, such as strategic alllances and foint ventures, are rwi
of the most rapid and least costly methods for US. firm: to gain «

foochold In Europe

ach week, the business media
run banner headlines exhort-
- ing American ¢ompanies to

gain a beachhead in Europe,

as if 1992 were the new
date set for the Normandy invasion. En-
vision boatloads of businessmen, armed
with aitaché cases, flanked by their
bankers, accountants, and lawyers, land-
ing on the shores of a unifying Europe,
ready to make deals in a market of 320
million people—a market larger than the
entire United States.

But the realities are different, The in-
vasion is, for the most part, a dream
and the opportunities remain largely
unexploited.

Meanwhile, Europeans arc cmbracing
unification with-an almost religious
fervor. Undaunted by provincialism and
cumbersome burcaucracies, EC-92 has
uncanrily cut through centuries of red
tape and formed a European consensus
that would meke. Memernich envious.
(Ses the accompanying box “Keeping
Abreast of EC-92" on page 7.)

Invariably, the lowering of trade and
regulatory barriers, along with the estab-
liskment of a single Eurcpean currency,
will have profound stategic implications
throughout the world. Long constrained
by governmenial restrictions, new, more
powerful, and highly innovative com-
bines—strategic alliances, joint ventures,
accuisitions, and mergers—are being

established in Europe to gain competi-
tive position. .

In the field of finance, West Ger-
meany’s largest pubdlic sector bank, West-
deutsche Landesbank (WestLB) is form-
ing a 50-50 jeint venture with Britain's
largest multinational bank, Standard
Chartered, The goal is tc create a new
merchant bank joining WestLB's cor-
porate finance divisions with Standard's
investment banking division. The banks
designed the cooperative venture to
enhance their business strategy and to
gain-markst share

Just as Japan became.a financial .
giant in the 1970s and the “four tigers"
of the Pacific Rim (Hong Kong, Singa-
pore, Korea, and Taiwan) have emerged
in this decade, so will the Euvropeans.
The new EC arena is their proving
ground. With the active support of the

" public sector, these new combines ulti-

mately have their sights set on lucrative
ULS. ‘markets,-readying to invade our
shores.with.money, buyout offers, and
innovative produc:s.

Adrbus, o censortium of West Ger-
man, French, British, and Spanish busi-
nesses, has now ‘become one of Boeing’s
major competitors. Air France and Luf-
thansa have joined forces in cargo han-
dling, pilot training, eircraft acquisi-
tions, and marketing; these companies
are seeking to include Iberia and JAL in
this global network.

Faprirted by permission, The Joumalct Busingss Strlaqreiangh/dprt 9% arch/April 1999
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U.S. comparies must recognize the
necessity of keeping foreign competitors
on their toes on their home turf, By
being strategically aggressive in Europe
now, US, firms will force European
competitors to spend their time and -
resources in their native markers.

If the European markets are con-
ceded, the battle for market share will
be fought here in America. Nestlés, the
Swiss food giant, nearly doubled its U.S.
candy market share with its acquisition
of RIR-Nabisco's candy divisions.
Unilever, the Anglo-Dutch conglomerzte,
has made over $2 billion of acquisitions
in the United States, staking out the
rumber-threes position in the cosmatics
market,

The typical US. corporate response to
these competitive challenges has been 10
conquer through acquisition. But US.
acquisition frenzy has been focused on
our ewn shores, not overseas, Perhaps
other, more cffective strategic oprions
should be considered.

Overseas Obstacles

Businesses fortified with acquisition ex-
perience in the United States are often
frustrated:by-the lack of oprortunities
in Europe. .Britain, with no language
barrier, has artracted the most acquisi-
tion attention-with its concentration of
only ene fifth of the EC's population
and over 50 percent of its publicly listed
companies_But. English companies have
historically looked toward America for
their expansion. Few have seen continen-
tal Europe as their. fundamental marker
base, lraving them without developed
networks in the overall EC marketplace
On the continent, mos: potential
targets are smaller in size, closely held,
and often family owned—no: great ac-
quisition fodder for the hungry invest-
ment banker. Several other critical im-
pediments exist to deter acquisitions:

* Cash is the normal consideration used
for European acquisiticns because

BUILDING ALLIANCES

unique share structures make stock
swaps impractical.

* Valuation is central to every acquisi-
ticn; an analysis of the balance sheet,
cash flow, and margins will normally
yield 2 commonly agreed upon valua-
tion range in both the United States
and the United Kingdom. However,
accounting procedures vary tremen-
dously fram country o country on
the continent, and valuations often re-
quire extensive investigation.

*= Trust is vital for negctiating a suc-
cessful acquisition as well as retaining
top-quality management afterwards,
Both hostile and foreign lakeovers,
while more actepted in Britain, are
not well regarded in cther European
countnes. Building trust through
cooperative ventures and then a later
acquisizion offer after building a rela-
tionship are better approaches.

* Information sources on businesses are
lacking in many countries. While
public companies in Great Britain,
France, .Germany, and Italy are rela-
tively well documented, the European
versions of Standard & Poor's dirsc-
tories, Dun & Bradstreet reports, .and
10-K forms are simply not available in
most of the other EC countries.
Aceording to the English merchant
banking firm Hill Samuel, “informa-
tion is of inconsistent quality, ac-
tounts are somstimes years out of
date, directories often not verified,
and corporate information filings in-
complete or poorly mainwained.

Furthermore,. while Europe is becom-
ing a united economy, it will remain a
fragmented market with 2 wide diversity
of cultural and nationalis: traditions.
This factor may nscessitaie several ac-
quisitions for companies seeking to
cover the kreadth of the EC market.
(Eurobranding is still an emerging con-
cept.) Without a thorough understand-
ing of the EC markets, an acquisition
strategy should be considered risky.

For example, Vickers Office Furniture

THE JIOURNAL OF BUSINESS STRATEGY Marchidoril 1990
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of the United Kingdom sought synergy
when it acquired 1 Swiss-German office
chair manufacturer. However, the Swiss-
German designs did not marry well with
their existing Anglo-French designs; as a
result, the integrated marketing func.
tions failed,

Finding the right acquisition targets
with the proper strategic and operational
Yfit" eould take two to five years—too
late in & markstplace emerging with the
rapidity of Europe.

66 Given the
riskiness of a start-

up subsidiary, U.S.
companies should
consider forming
cooperative ventures
as the first strategic
Step into the

E mariet-

place. 99
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Pursuing the establishment of a new
start-up subsidiary can be a costly and
time-consuming gambit that requires
produc:s and distribution sysiems prop-
erly matched in advance to the local
markets. European economic develop-
ment officials are irying to sell US. cor-
porate executives on the idea of estab-
lishing subsidiary companies befcre
1992. These cifficials speak of efficient
new plants subsidized heavily by govern-
ment loan guarantzes and staffed by
local workers whose pay is underwnitten
by job tax credits.

This seduction strategy is as alluring
as the sirens' song in Homer's Odyssey
and is equally fraught with risk. The
strategy makes sense only if 2 substan-
tinl amount of corporate revenue now
comes from European markets. Intel,
strong in the European cocmputer and
semiconductor market, has chosen (o
build a plant in Ireland. The reason:

March/April 1890
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Some 25 percent of Intel's current
revenues already originate from Europe,
and the company Knows (hat Euro-
peans would rather buy from local
manufacturers.

With such obstacles in the path of ac-
quisitions and given the riskiness of a
start-up subsidiary, U.S. companizs
should consider forming cooperative
ventures as the first strategic step into
the European marketplace

The tremendous proliferation cf
cooperative ventures in the past decade
has occurred because alliances are
quicker to form, are more flexible to
operate, are less risky, require less cash,
and drain fewer.resources from the
sponsors, For the same amount of time
and money to make one gcquisition,
several joint ventures could be consum-
maited in multiple markers, as AT&T has
done with Philips, Olivetti, and I:alatel.

Cooperation can be a highly effective
form of competition, as General Electric
has realized with its CFM aireraft
engine joint venture with France’s
SNECMA. CFM not only has orders
warth billions of dollars for engines
from European customers but also holds
major contracts with the LLS. military.
Therefere, the cooperative venture's
competitive edge cuts advantageously
both ways across the Atlantic.

Cooperative Ventures

Strategic alliances differ from joint ven-
tures only in form. Alliances are usually
consummated with a writlen contract,
often with definable termination paints,
and do not result in the creation of an
independent business organization.
Typical examples of strategic alliancss
are:

*» Mincrity equiry stakes (usually 15-35
percent) often with an option ¢r pre-
emptive rights for more stock;

* Distribution agresments and trading
relationships, especially those with

ETRATEGY Moarch/Apnell 1000
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fearures for mutual product develop-
ment or cross licensing;

s Resource- and technalogy-sharing
agreoments,

Joint venrures are more formalized ar-
rangements resulting in the creation of a
new, separare buciness entity, such as
joint marufacturing facilities, joint re-
search and development projects, joint
production and marketing arrangements,
and systems integration ventures, The
“acquisition joint venture” is a hybrid
version whereby one company purchases
a 50 percent interest in & subsidiary divi-
sion of another company, which is then
spun off a& a separate joint venture
corporation.

The strategic, structural, and opera-
tional principles are similar for both
alliances and joint ventures. However,
the levels of intensity, coordination re-
quired, and resource commitments are
generally greater for joint ventures.

Inherently, the European kusiness cul-
ture is more amenabls to the cooperative
venture from foreign businesses (espe-
cially as an initial overture) than the
acquisitior... Better-to have a positive
trading relationship first, assess the busi-
ness’s real potential, -and.gain the confi-
dence and understanding of current
management without'the risk of a costly
acquisition. When it was first proposed,
Britain's Jaguar was far more receptive
to General Motors' proposed alliance
than to Ford’s hostile takeover bid.

Later, let the alliance bs transformed
into an acquisition, if signs are positive
and borh sides are willing, or increase
one's investment in the partership, as
AT&T has dons with Olivetd.

Il a joint venture fails, usually the
cost may be only 25-35 percent the cost
of 2 doomed acquisition. When Arco's
joint venture with Sweden's Ericsson
was unsucecsssful in penetrating the of-
fice products market in the mid-1980s,
the losses were so small that the press
narcly bothered to report it. Compare
this situation with Exxon’s disastrous of-

BUILDING ALLIANCES

ATAT SA - B040

directives sforseconomiciunific

b o 'l
e

e )

=5

e OO0z,
T ]

: u'ﬁ?::m_

gy i i

S P AT ATICAT -[.E-I:_l:u_

=E

Keeping-Abreast of EC-92 - -5 AL
- I='=-f-ﬂ;m T e mm!
mission in‘Brussels

cation™=Dig

- P —— -
o |

/

fice products acquisition and integration
strategy, which eventually cost over
31 billion in losses before abandonment.

Underpinning all successful alliances
are several core elements: First, there
must be a spirit of trust, cooperation,
and integrity reinforced by a “win win"
commimnent by both parnes.

Second, both strategic and operational
synergy must prevail among the part-
ners. Ideally, the strengths of one part-
ner shculd complement the weaknesses
of the other parmer and vice versa.

Third, as the venturs matures, spon-
soring companies mus: be willing to ad-
dress new risks, must be committed to
Mexibiliy and creativity, and must be
ready to transform the struerure of the
alliance as strategic. and operational con-
didons change

Maneging the Alliance

The ultimate success of the venture will
depend not on its legal agreements bur
on the success of the operations. Yet,
mOSt companies approach venture man-
agement “seat of the pants” style, en-
counter problems, and learn the hard
way.

9 i FApril 1990
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Research and experience have un-
covered several key factors that can help
companies in managing alliances:

* Control will be an impor:ant negoriat-
ing issue. The resolution of the con-
trol issue should te positive, resulting
in 2 decision-making structure thar is
efficient, collaborative, and truly
synergistic. If negotatons about con-
tral become acverzarial, the alliance
will probakly be doomed before it
stamns. Conrrol should be a business
decision first and a |egal decision
second.

* Structure the venture based on opera-

tional expertise, ownership of equity,
and distribution of risks and rewards.
Excellent consensus decision-making
gkilis are required for 50-50 ventures.
Some companies avoid 50-50 deals,
but there are numerous examples of
highly effective ventures lasting twenty
Or more years using this structure.

= Clarity of focus is vitzl. Ambiguous

goals, fuzzy directions, and uncoordi-
nated astivities are the primary causes
of failure of cooperative ventures.

* Management support {rom the spon-

sars in the form of resource zlloeation
and executive commitmen: will make
or break most ventures, The presence
of 2 strong, high-ranking “champion”
within each of the sponsoring com-
panies {5 a key facior.

s Cocrdinative skills, according to Peter
Drucker, ar= criticzl because no one
company is in complete control and
because allianess cannot be “tcom-
manded" ; the two companies must
work together. Managers neec person-
to-persen skills to compersate for
cultural and organizational differences
between partners.

= Venture manager selection should be
based on the presence of excellen:
“integrative’ skills—the ability to ef-
fectively manage the diverse perspec-
tives of a wide variety of specialists.
Some alliances choose outsiders (peo-
ple not loyal to either partner) as key
managers.

ATAT SA - B0

Detecting Pitfalls

Seldom is failure the result of the qual-
ity of the legal agreements. During the
negotiations phase, avoid placing ex-
cessive emphasis on legal technicalities,
ownership formulas, and decision-
making processes. Many organizations
pay too little attention to operations
planning, elarity of goals, persennel
selection, resource allocations, team-
wark, reporting systems, cost controls,
and desired results. Always orgenize and
manage for mutual success, regardlass
of the legal agreements.

Failures typically result from inatren-
tion, dramatically changing strategic
conditions, or lack of quality manage-
ment, Managers incapable of working in
a collaborative environment will always
vield disappointing results for their
organizations.

Avoid “double management,” with
joint auditors, joint legal and financial
adviscrs, joint chairmen, and especially
joint venture managers; these over-
lapping jobs are an unneceszary and
costly waste.

ébldeally, the
strengths of one
verture

partner
should complement
the weaknesses af
the other:
and vice versa. 99
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Alliances are established to tackle in-
herently nisky environments. Negleciing
contingency plans to deal with the un-
predictable and unknown will leave the
venture on shaky ground.

Lasily, avoid the “start-up" joint ven-
ture. Instead, spin off and reorganize a
division or department of an existing
company, enabling operations to begin
with & running start. W

Reprinied by permission. Theitoumst s RGeS SINEES SRR 2G| Yooeh/April 1990
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