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Research question

Article

• Published in August 2009 in Management Science

Research question :

Why do alliances create value for partners ? : 

ARMS RACE OR DETENTE ?

Alliances are  effective vehicles for 

partners to acquire new skills
Alliances are used to attenuate

competitive intensity
or



Theoretical approaches

Industrial Organization Resource Based Competitiveness

1950 1980 2010

ALLIANCE MOTIVES ? ALLIANCE BENEFITS ?
Alliances are suspect Interpartner learning

Gain market power Co-specialization (e.g. Airbus)

Even w/o collusion Cost sharing and risk hedging

« Alliance have become an increasingly prevalent organizational form »

Alliances are – on average – accompanied by a positive stock market response

(event studies from 1985 to 2005) 

Understand the link between interfirm collaboration and innovation and profitability



Theoretical approaches

• Learning

• Access to specialized resources

• Risk sharing

• Attenuating competition

Porter and Fuller – 1985

« Coalitions and global strategy »

Shape
competition

Focus on skills access
Or acquisition

Become stronger
competition

Quasi 
Exclusive 
Focus



Theoretical approaches : Prior event
studies of alliance formation



Hypothesis : base scenario

Alliance 

announcement

Enhance portfolio 

returns

Reduce

competitiveness

Positive abnormal

Returns for partners

Negative abnormal

Returns for rivals

Positive abnormal

Returns for partners

Positive abnormal

Returns for rivals

Inverse 

correlation

Positive

correlation



Depending on the type of alliance ?

Horizontal

Equity JVs

Geography

Governance

Downstream /

upstream

What should we expect ?

• Positive coefficient

• Negative coefficient

Multilateral

Cross Border

Multiple Partners

• ??? Both effects ???

• ??? Both effects ???

R&D focus R&D + Mkg

+ Mfg
• ??? Both effects ???



Methodology

Event studies

• Examination of abnormal changes in stock prices of partners and rivals

• R&D related alliances

• Telecom sector (knowledge intensive industry)

Data sample

• Period : January 1996 to December 2004

• Stock price between t -170 days and t + 3 days

• 705 alliances based on SIC Codes

• Sample reduced following :

– Cross check with DJ News (drop 137)

– Exclusion of potential contamination alliances and strategic moves

– Stock price data availability.

• Alliances : 289 on ALLSIC and 166 on PRIMSIC

• Rivals : 433 on ALLSIC and 184 on PRIMSIC



Methodology

Dependent variable

• Estimate daily return for stock price (t – 170 days and t – 21 days)

• Predict expected daily return over the « event windows » (t-1,t), (t-1,t+1), (t-3,t+3)

• Compute abnormal return for each day over the event window

• Compute Cumulative Abnormal Return (t-1,t), (t-1,t+1), (t-3,t+3)

For each partner and each rival for each relevant alliance event

r it
= α i

 + rmti
β  + ε it

 

Rit
= α i

 + rmti
β   

ARit
 = Rit

 - r it
 

CARi
 = ∑

−= 1t

itAR  



Methodology

Independent variables : alliance characteristics

• Horizontal alliance 

– 1 if all partners have the same PRIMSIC, 0 otherwise

• Cross border alliance

– 1 if at least 2  countries, O otherwise

• Joint venture

– 1 if stand alone entity, O otherwise

• Multilateral

– 1 if more than two partners, 0 otherwise



Methodology

Independent variables : industry characteristics

• C4 Ratio : Sales of the 4 largest firms / Aggregate sales

• C8 Ratio : Sales of the 8 largest firms / Aggregate sales

Highly fragmented : attenuation is unlikely

Oligopoly : competition attenuation through alliance

What should we expect ? 



Methodology

Firm characteristics and alliance context

• Rival’s technology capability

– Log Citation-Weighted Patents 

• Overlap with alliance’s technology

• Firm size

– Log Sales

• Demonstration effect

– Prior alliances in primary SIC 

– Prior alliances among partners

What should we expect ? 

• ? positive coef Spillover effect on rival

• ? positive coeff : Spillover effect on rival

• ?? Negative coefficient



Results

Returns to alliance participants : base case

740168,6-50,3613,451,68**Partner CAR7

740163,8-46,8911,971,60**Partner CAR3

740130,4-17,559,051,28**Partner CAR2

ALLSIC sample

403168,5-41,3315,452,34**Partner CAR7

403163,8-16,6814,152,26**Partner CAR3

403130,4-16,3910,781,64**Partner CAR2

PRIMSIC sample (%)

nb of obsmax minstd devmean

*p<0,10, **p<0,05

Positive and abnormal returns for alliance participants



Results

25,0737.972-2.6290.151-0.068**Partner CAR7

25,0738,862-1,2010,108-0,072Partner CAR3

25,0738,9188-0,8640,097-0,012Partner CAR2

ALLSIC sample

6,3452,53-1,3250,140,221Partner CAR7

6,3451,66-0,9490,0940,13Partner CAR3

6,3451,77-0,7250,080,121Partner CAR2

PRIMSIC sample (%)

nb of obsmax minstd devmean

Returns to rivals : base case

No statistical difference from zero



Results : industry / firms characteristics

ALLSIC SamplePRIMSIC Sample



Results

Effect of alliance characteristics and industry characteristics

Horizontal alliance

Positive and significant interaction  for rivals in concentrated industry

Cross border alliance

Negative and significant correlation (PRIMSIC) – New skills developed

Joint venture

Insignificant

Multilateral

Insignificant



Results : alternative explanations



Conclusion and limits

• Both views are true, alliances can create values by :

– Softening competition in an industry

– Or by resource accumulation and interpartner learning

• Which effect dominates ? It depends on

– Type of alliance

– Industry and context

• Limitations :

– Focus on R&D alliances only

– Focus on high tech industry (vs. utilities)

– Focus on alliances vs. M&A

• This is based on market expectations over 7 days after the alliance announcement

– This assumes market efficiency ?

– What about value creation later in the process ?


