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Abstract 

As a result of global economic recession, a large number of enterprises are currently 

faced with serious challenges and problems; most of these issues are related to a 

firm’s development and commercial activities. Furthermore, companies are also 

experiencing fierce competition within the same industry; consequently, their 

competitive strength has been negatively affected, and this is particularly true for 

SMEs. 

The primary objective of this research is to determine how SMEs control the risk 

involved in business strategic alliances. For the purpose of this research, we consider 

the SMEs in Zhejiang province, China. Based on our literature review, we concluded 

that SMEs are exposed to the following two primary risks: relationship risk and 

performance risk.  

In order to achieve the research objective, we first proposed the following research 

question based on the literature review: How should performance risk and 

relationship risk within the strategic alliances of SMEs be controlled? 

Subsequently, we applied qualitative research methods to collect data for this research; 

further, our research design included a case study of the SMEs in Zhejiang, China. 

Thereafter, we identified four cases of strategic alliances and the associated risks; one 

enterprise is in Honghe (failure) and the remaining three are in Taizhou, Cixi and 

Yuyao (successes). Further, by analysing the information obtained pertaining to each 

case, we attempted to respond to the proposed research question. In addition, based on 

the information collected regarding these four cases, we observed a phenomenon 

peculiar to enterprises in Zhejiang province: their risk control activities are related to 

government monitoring. 

Lastly, we provide some recommendations for future research related to the 

above-mentioned phenomenon. 
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1. Introduction 

 

In the first chapter, we describe the background and provide an overview of the 

common phenomena observed in business strategic alliances of SMEs. Moreover, we 

discuss the research question and provide the manner in which the research will 

progress so as achieve the research objective. 

1.1 Background 

At present, as a result of global economic recession, many enterprises face challenges 

related to development and commercial activities. Moreover, companies also 

experience severe competition within the same industry, which, in turn, negatively 

affects their competitive strength in an ever-changing global business environment 

(Das, 2006, p. 1), for example, entry into the global market increases the intensity of 

price competition. In this regard, these challenges are particularly acute for SMEs. 

However, SMEs have been identified as an important component for stimulating 

economic growth, and it is widely acknowledged that SMEs are critical for economic 

development and innovation. Regardless, most SMEs are have constrained resources, 

which, in turn, limits their development. Therefore, SMEs need to engage in business 

strategic alliances so as overcome the problem of limited resources and be able to 

sustain themselves (Hoffmann & Schlosser, 2001, p. 357), thereby stimulating an 

increase in cooperation among companies (Das, 2006, p. 1). 

In this new era, business strategic alliances play an integral role in the global 

economy by ensuring continuous growth and development (Harrigan, 1986, p. 1); 

moreover, strategic alliances have become considerably popular and increasingly 

common in traditional industries. APHIS and PEM (2008, p. 1) pointed out that 

business strategic alliances are formed to achieve common interests and goals and that 

such kind of collaboration can yield higher profits and benefits than what can be 

achieved by single firms. Hence, in business transactions, the utilization of strategic 

cooperation has considerably increased among enterprises. However, since the level 

of participation and cooperation among the alliance members needs to be high in any 

business strategic alliance (Anderson & Sedatole, 2003, p. 4), these alliances are also 

exposed to inherent risks (Kuglin & Hook, 2002, p. 3).In addition, there are five 

different types of strategic business alliances that are commonly adopted: sales 

alliance, solution-specific alliance, geographic-specific alliance, investment alliance 

and joint venture alliance (Kuglin & Hook, 2002, p. 4).  

In the recent years, the Chinese government realized that business alliances between 

SMEs play an extremely important role with respect to the national economy. 

Therefore, it began boosting the development of SMEs in order to achieve economic 

growth and industrial diversification (Shang, 2002, p. 65). In a fiercely competitive 

business environment, the numerous business alliances between SMEs have become 

an important entity in the economic sphere. Hence, such alliances can effectually 
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accelerate regional economy and economic transformation. 

The SMEs in Zhejiang province in China are representative of the development of 

SMEs in China; here, there are various SMEs engaged in different types of business 

strategic alliances. In fact, when compared with other provinces, the number of SMEs 

in Zhejiang province is considerably more significant. Further, economic growth has 

been accelerated by international trade. In the period from 2003 to 2004, the GDP 

increased 14.3%. In addition, there has been a dramatic increase in the value of 

individual and private economy, reaching 91.1 billion USD in 2005 (Ministry of 

Commerce of the People’s Republic of China, 2005). With respect to Zhejiang, over 

the last 20 years, the business strategic alliances of the SMEs have gradually 

developed into a mainstream model of social division of labour and cooperation. This, 

in turn, has enhanced the economic competitiveness of Zhejiang province, for 

example, the annual output of the alliance in the textile industry in Zhejiang 

accounted for 10% of China’s total output (S.H.Wang & J.L.Wang, 2002, p. 58). 

1.2 Knowledge Gap 

Based on the literature review, we concluded that our research sheds new light on the 

risks involved in business strategic alliances of SMEs and the manner in which they 

can be mitigated. In other words, through this research, we aim to develop a 

framework by means of which inherent risks within the business strategic alliances of 

SMEs can be controlled. Further, we believe that the current literature minimally 

focuses on risk control within the business strategic alliances of SMEs in Zhejiang, 

China. Hence, this research aims to bridge the knowledge gap providing a foundation 

for the further study of business strategic alliances of SMEs. 

Problem Discussion 

The primary motives for entering into a business alliance have diversified over the 

years; some of the common reasons include the desire to distribute expenses and risks 

of innovation (Mowery, 1988, p. 21–22). Consequently, the failure of an alliance is 

brought about by many uncertain elements such as the diverse characteristics or 

interests of the alliance members. Furthermore, the failure rate of business strategic 

alliances remains high because of the many risks involved in the process of 

collaboration (Artz & Brush, 2000, p. 345; Das & Teng, 2000, p. 85).  

We believe that one possible reason for the presence of risks in business strategic 

alliances is the existence of uncertain factors such as the diverse alliance 

characteristics, multiformity of the collaborators and impermanence of the situation. 

Consequently, these uncertainties result in the manifestation of two primary inherent 

risks. As Das and Teng (2001, p. 251) stated, these two primary risks are performance 

and relationship risks. Further, they commented that these two risks pertain to ‘the 

uncertainties…in alliance performance’ (Das &Teng, 2001, p. 252).In addition, Das 
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and Teng (2001, p. 253) pointed out that even if there is sufficient cooperation within 

a strategic alliance, if it is unable to meet the expectant aims, it will result in increased 

performance risk, which, in turn, will negatively affect the alliance. Furthermore, 

performance risk is also caused by external elements such as the impermanence of the 

environment and disadvantages of the collaborators’ abilities (Das & Teng, 2001, p. 

253). Hence, performance risk affects all types of strategic alliances (Das & Teng, 

2001, p. 253). As an example, Das and Teng (2001, p. 253) stated that firms often fail 

because of internal knowledge exchange. 

The second inherent risk in business strategic alliances is relationship risk; this is 

related to the opportunistic behaviour of firms that are in the business strategic 

alliance. In addition, relationship risk exists only within the business strategic alliance 

and is caused by internal factors such as cheating and altering information (Das & 

Teng, 2001, p. 253). In most cases, relationship risk occurs when a firm’s individual 

interests are considerably different from those of the other members in the alliance 

(Das & Teng, 2001, p. 253). 

With respect to the situation in China, the business strategic alliances of SMEs are 

still at a very low level in the value chain; hence, the failure of some of the alliances is 

caused by various problems and potential risks. As Bleeke and Ernst (1991, p. 129) 

argued, risk control plays a vital role in any business strategic alliance. Thus, when a 

firm intends to enter into a strategic alliance, it must identify the latent risks and take 

steps toward identification and mitigation of these risks. 

1.3 Research Question 

In order to improve the understanding about the approaches related to the 

minimization of the two primary risks (performance and relationship risks) in 

business strategic alliances so as maintain long-term collaboration, we propose the 

following research question: 

How should performance risk and relationship risk within the strategic alliances of 

SMEs be controlled? 

1.4 Purpose of Study 

The primary motive for this research is to determine and identify the factors that 

impact performance and relationship risks in the business strategic alliances of SMEs 

so as to provide clear approaches for controlling the risks. An understanding of risk 

control in business strategic alliances is important because it enables enterprises to be 

more successful in their alliances. Consequently, through this research, we will 

provide a clear framework by means of which enterprises can control the two risks. 
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1.5 Scope of Research  

Business strategic alliances and risk control cover a broad perspective. Thus, in this 

research, we focus only on the business strategic alliances of SMEs in Zhejiang 

province in China; only a few SMEs were chosen for the case study. The reason for 

choosing Zhejiang province is that the business strategic alliances of the SMEs in this 

province have rapidly developed over the years. 

Further, when using the term ‘risk control’ in this study, we are referring to the control 

of inherent risks, namely, performance and relationship risks, among the SMEs in 

Zhejiang province. Other influential risks that exist in the business strategic alliances 

of SMEs (e.g. inflation risk and foreign exchange risk) have not been taken into 

consideration in this research. 

1.6 Definitions 

There are two key words frequently used in this study. The definitions are: 

Business strategic alliance: Two or more firms form together to establish a networking, 

it is based on the mutual goals and each partner’s strength, sharing common interests 

and risks, even do R&D together. (Li & Malin, 2009, p. 1111). 

Small and medium-sized enterprises (SMEs): National Development and Reform 

Commission of People’s Republic of China (2003: 143) pointed out, the definition of 

SMEs in employment and competitiveness can be shown as following matrix: 

 

 

 

 

 

 

 

 

 

 

 

Table1. The standard of Chinese SMEs 

Source: Provisional Regulation on Standards for SMEs of China (NDRC, 2003: 143). 

Enterprise 

category 

Employment Annual turnover 

Medium-sized <3000 3—30 million EU 

Small <500 1—15 million EU 
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1.7 Research Framework 

Chapter 1 provides the introduction and describes the reasons why SMEs need to 

enter into business strategic alliances. Thereafter, the research problem has been 

stated, and the manner in which this study is related to previous researches within 

this field has been highlighted. Additionally, the inherent risks within the business 

strategic alliances of SMEs have been focussed on. Subsequently, the research 

question has been proposed and the purpose of study and scope of research have 

been provided. Further, the term ‘risk control’ as used in this research has been 

defined. The chapter concludes with a description of the research framework. 

In chapter 2, we provide considerable information about the methods and 

approaches applied for the purpose of this research. An inductive and qualitative 

approach was chosen to resolve the research question and achieve the research 

objective. Further, a comparative case study was used to collect relevant data. In 

this chapter, we also present the criteria for controlling the quality of the research. 

 

Chapter 3presents the literatures review. This chapter introduces the reader to the 

various fields of research pertaining to business strategic alliances and the risk 

control theory. Further, the concepts and central theories of this study are also 

presented in this chapter. Furthermore, the findings of previous studies are 

highlighted, and the chapter concludes with a summary of the theoretical findings. 

 

 

In this chapter, the empirical findings have been presented based on the case study 

of the four selected alliances. The findings include information about the 

enterprises with respect to general information about the alliance, initiation of the 

alliance, management activities of the alliance and alliance performance. 

 

 

In chapter 5, the empirical findings and analysis are discussed in relation to the 

literature. Thereafter, a cross-case analytical discussion is presented and findings 

from the four alliances in the case study are examined. The chapter concludes by 

providing the significant links between the findings. 

 

The most important findings based on the analysis of risk control of the inherent 

risks in the business strategic alliances of SMEs have been summarized in this 

chapter. Further, the chapter relates the research findings to the purpose of this 

study. Implications, limitations, and suggestions for future research have also been 

provided. 
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2. Methodology 

 

In this chapter, we provide considerable information about the methods and 

approaches applied in this research. We employed an inductive and qualitative 

approach to resolve the research question and achieve the research objective. Further, 

a comparative case study was conducted to collect relevant data. The criteria for 

control of the quality of the research are also presented. 

 

Figure 1 provides an outline of the manner in which this chapter will progress. 

  

Figure1. Methodological Process (Source: USBE Master Thesis Guide) 

2.1 Methodological Assumptions 

2.1.1 Role of Theory 

When identifying a research strategy, the role of theory must always be taken into 

consideration. Undoubtedly, all researches are linked to theories. In this regard, 

according to Bryman and Bell (2007, p. 7–16), there are two different views regarding 

the relationship between theory and research: deductive theory and inductive theory. 

In a deductive theory, the first step is to propose a hypothesis based on existing 

theories related to the field of research; these theories are examined by means of a 

literature review. Thereafter, the proposed hypothesis is examined based on empirical 

findings. The primary objective is to determine whether or not the hypothesis is true. 

The conclusions in a deductive theory involve the revision of a theory or 

recommendations (Bryman & Bell, 2007, p. 11). 

In comparison to a deductive theory, an inductive theory involves ‘the development of 

a theory as a result of the observation of empirical data’ (Saunder, Lewis& Thornhill, 

2003, p. 479). According to Saunders et al. (2003, p. 87–88), developing an 
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understanding is the strength of an inductive research; further, by using an inductive 

approach one is able to gain more benefits in a particular context than by using a 

deductive approach. 

Regardless, the two theories are also inter-related. Bryman and Bell state as follows: 

‘However, just as deduction entails an element of induction, the inductive process is 

likely to entail a modicum of deduction’ (2007, p. 14). Figure 2illustrates the 

orientation of both approaches. 

Figure2.Relationship between Research and Theory (Source: Modified by the author) 

One of the objectives of this research is to contribute towards the development of the 

theory in the field of business strategic alliances. To this purpose, we selected specific 

SMEs from Zhejiang province in China to determine the relationship between the 

theories provided in the literature; further, we hoped to ascertain the characteristics of 

the SMEs in the studied region. In other words, we used our empirical observations to 

develop the present knowledge about risk control in strategic alliances of SMEs and 

identify some specific solutions for the problems raised. Hence, in some respects, we 

used the findings from the investigations to create a new theory. Therefore, based on 

the research objective and the above consideration, we chose an inductive approach 

for this research. 

2.1.2 Ontological Orientation 

According to Bryman and Bell (2007, p. 22), ontological research pertains to what the 

reality is; further, it involves both objectivism and constructionism. Moreover, in 

constructionism in social science, the ontology is based on the reality that is malleable, 

i.e. each of us plays a role in the construction of our world (Bryman & Bell, 2007, p. 

22).With respect to our research question and field of focus, it is obvious that it is not 

related to natural social science; instead, it lies within the scope of constructivist 

social science. In the past years, many theories related to business strategic alliances 

have been established. Further, in every different industry and period, business 

strategic alliances have been of different types. Moreover, based on the different 

Induction 

Theory 

 

 

Observation 

Deduction 

Theory 

 

 

Observation 
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purposes, business strategic alliances have several different models. In our research, 

we aim to develop the theories that have already been defined in previous studies. 

Consequently, constructionism is appropriate for our research. 

2.1.3 Epistemological Orientation 

Epistemological research deals with the manner in which reality can be understood. 

Positivism and interpretivism are the two approaches that are applied in 

epistemological researches (Bryman & Bell, 2007, p. 16). Interpretivism is based on 

perceived reality, which is defined by interviewing the observers (Kent, 2007; 

Bryman, 2008). In this research, we need to clarify how to control the inherent risks in 

business strategic alliances after we have explored both performance and relationship 

risks; risk control is necessary for the success of business strategic alliances in the 

long run. Thus, in this research, we intend to explicate the factors that affect business 

strategic alliances, and this process of realization is typical to an interpretivist 

approach.  

2.2 Choice of Research Design 

According to the Bryman and Bell (2007, p. 731), research design provides a clear 

framework or guidelines based on which authors’ can complete their research; 

typically, this framework is related to data collection and analysis. Although there are 

many different methods for data collection such as surveys, field experiments, 

historical reviews and analyses and case studies, the selection of a method is based on 

the type and field of research (Ghauri & Gronhaug, 2005). For instance, case studies 

are used for qualitative investigation as a guide to achieve the research objective 

(Berg, 2004, p 251). In addition, case studies are likely to bring about an increase in 

the knowledge and understanding of a given topic.  

There are many different types of case studies; however, for the purpose of this 

research, we have chosen to use a comparative case study. Jensen and Rodgers (2001, 

p. 237–239) stated that a comparative case study involves a set of multiple case 

studies of multiple research entities for the purpose of cross-unit comparison. Further, 

a case study can include various data collection sources such as personal and state 

documents, journals, newspapers and so forth. According to Berg (2004, p. 260), case 

studies are definitely an efficient instrument for determining relationships, behaviours, 

attitudes and motivations within organizations. 

In our research, we focused on how to control the risk in business strategic alliances 

of SMEs; therefore, we used a comparative case study of the SMEs in Zhejiang. The 

purpose of the case study was to identify similar and different factors that influence 

strategic alliances. Thereafter, certain factors were proposed as effective means to 

control risk. Thus, a comparative case study is appropriate as a research method for 

this research. 
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2.3 Research Strategy 

A research strategy must always be determined based on the purpose of the study. 

This is because using an appropriate and suitable research method will ensure that the 

results are reliable and valid. Bryman and Bell (2007, p. 401–427) define the two 

types of research methods as follows: qualitative research methods focus on what 

people have said, thought and written, whereas quantitative research methods are 

based on numbers and use statistical procedures or other forms of quantification.  

Therefore, based on our research objective and question, we applied a qualitative 

research method for the purpose of this study. The primary objective of the research is 

to clarify the factors that can control relationship and performance risks in business 

strategic alliances of SMEs; these factors have been derived from previous literature. 

Further, the selected factors are those that will result in the failure of business 

strategic alliances. For the purpose of this research, we chose four representative 

SMEs’ alliances located in Zhejiang, China; we collected and analysed all the data 

related to these SMEs. Finally, we were able to resolve our research question based on 

our empirical findings. Consequently, a qualitative research method using a 

comparative case study was the most appropriate approach for achieving our research 

objective. Moreover, our findings can help business strategic alliances become more 

successful.  

2.4 Secondary Data Collection 

When considering how to respond to the research question, researchers often initially 

consider the possibility of reanalysing data that has already been collected for some 

other purpose. Such data is known as secondary data. Secondary data is a useful 

resource as it can provide considerable insight with respect to the research question 

(Saunders et al., 2003, p. 188). There are three main types of secondary data: 

documented data, surveys and multiple sources. Documented data is often used for the 

purpose of individual research projects. It includes written documents such as 

committee reports, books, journals, newspapers, diaries and so on (Bryman, 1989). 

According to Saunders et al. (2003, p. 200–201), there are several advantages to using 

secondary data; these include saving time and money. Further, secondary data may be 

the only viable alternative when a researcher needs data quickly. In addition, 

secondary data is useful for making comparisons. Additionally, reanalysing secondary 

data can lead to new unexpected discoveries. Moreover, when conducting a research, 

the secondary data used and the findings are both open to public scrutiny.  

For this research, it was unfeasible for us to administer questionnaires and obtain 

responses from the appropriate sample; this is because at present, we are students in 

Sweden. Moreover, conducting interviews was also a difficult proposition. Hence, for 
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this research, we chose to use only secondary data as it was the fastest and most 

feasible approach to adopt. 

2.5 Literature Review 

The primary purpose of conducting a literature review is ‘to help researchers to 

develop a good understanding and insight into relevant previous research and the 

trends that have emerged’ (Saunders et al., 2003, p. 44). Therefore, for our research, 

we needed to build a comprehensive theoretical framework. To this end, we critically 

reviewed academic articles, books and theses. The database of the Umea University 

Library and Google scholar were the primary resources for the literature review. 

Further, we searched the databases by using the following keywords: business 

strategic alliance, performance risk, relationship risk and risk management.  

In the process of literature review, it is important to identify and select related theories. 

Therefore, for our research, we found theories that considerably supported our study. 

Since there is extensive literature in this research field, we reviewed the works of only 

those authors who are mainly studying in this research field and employed only 

literature dating back to the last 10 years; this ensured that our theoretical framework 

was reasonable. Furthermore, we reviewed the literature throughout the process of 

this research so as to ensure that our theoretical framework was precise and clear. In 

turn, this ensured that our empirical findings remained as accurate as possible. 

2.6 Case Collection 

Based on the information provided by Saunders et al. (2003, p. 201–204), we realized 

that there were a few limitations of using secondary data. For instance, the data 

collected for the study may not be what is needed, the definitions may be unsuitable 

and the quality of the data may be low. Therefore, in order to avoid these limitations, 

we were extremely critical when selecting the data.  

Further, deciding which case study to use is considerably important to our research 

because the research is based on a comparative case study. However, since our study 

required only basic information; it supported our research entirely. In addition, only 

those cases that facilitated a comparison so as to clarify the findings based on the 

theories proposed in the literature review were used. Furthermore, we were able to 

explain the reasons why strategic alliances fail and provide information on how risks 

can be controlled. 

It should be noted that after we completed searching for information from Umea 

University’s database, we realized that there is lack of information pertaining to 

Chinese economic articles and journals. Thus, we obtained additional useful 

information from the website of the economic department of the Chinese government. 

Moreover, we critically read economic articles and journals published by the 
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universities and some economic committees. We would like to state that all of the 

resources used in this research have an authority on research in the field of business 

strategic alliances.  

With respect to Zhejiang, it is not a large province in China; however, the SMEs in 

Zhejiang play an important role in its economy. Further, almost all the SMEs in 

Zhejiang are involved in traditional businesses; mostly large companies or 

government-controlled organisations are engaged in high-tech businesses. Therefore, 

for our research, we chose traditional business firms. Moreover, there are many 

business strategic alliances in Zhejiang province; however, some of them are within 

the same industry. After reviewing many cases, we concluded that all of them are 

engaged in only four prominent industries. Thus, we chose the following four 

representative cases for each industry: (1) Honghe sweater industry strategic alliance, 

information obtained from the Journal of Shandong Institute of Business and 

Technology; (2) Taizhou sewing equipment industry strategic alliance, data obtained 

from China Research Paper Online; (3) Cixi household appliances industry strategic 

alliance, information collected from Zhejiang Economy; and (4) Yuyao plastics 

industry strategic alliance, data collected from Chinese Public Affairs Quarterly. All 

four alliances were studied to determine the elements that influence the alliance.  

In accordance with our research question, we aimed to find out how performance and 

relationship risks can be controlled. Hence, we needed to use successful alliances to 

clarify risk control. Therefore, of the four alliances chosen, only one was a 

failure—Honghe sweater industry strategic alliance. The remaining three are cases of 

successful alliances that we used to support our analysis and resolve the research 

question.  

2.7 Quality Criteria 

When conducting any research, it is necessary to establish and assess the quality of 

the research. In this regard, reliability and validity are the appropriate criteria for any 

qualitative research (Bryman and Bell, 2007, p. 410–415).Reliability refers to the 

extent of data collection, the procedure and the analysis such that similar 

interpretations and findings are arrived at however, and whenever, the research is 

carried out (Franklin & Ballan, 2001, p.273–292). Thus, reliability is related to the 

credibility of the results. Validity is equally important to an effective research because 

it ensures that the results obtained are valid. 

In this study, we were concerned with increasing the reliability and validity of the 

data collected and its subsequent analysis. There are different ways to enhance the 

reliability of the data and interpretation. For instance, the quality of the documents is 

critical for the assessment. Further, the credibility of the findings and interpretations 

can be tested by referring to many resources. 
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According to Zikmund (2000), validity pertains to whether or not the researchers have 

been able to measure what was intended to be measured. Given the above-mentioned 

advantages and disadvantages, it was important that we be critical when selecting the 

sources, particularly since we were dealing with secondary data. In this regard, it was 

important to identify the data collection methods used by the authors of the previous 

researches in order to assess the accuracy of the information obtained. In addition, 

while selecting resources, we were careful to find only relevant information and avoid 

errors. Although translation was a limitation to some extent, we guarantee the 

accuracy of the quality of translation. 

Translation was a limitation when we translated text from Chinese to English. 

Although there may have been some mistakes in terms of grammar and tense, the 

concepts were not lost in translation. Further, we were assisted by an individual with 

good English skills to help us improve our research. 
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3. Literature Review 

In this chapter, we aim to review related literature in order to establish a theoretical 

perspective with respect to our research question. The framework is within the scope 

of the stated research problems, comprising the following three components: 

performance risk, relationship risk, risk management in business strategic alliances. 

Further, business strategic alliances of SMEs is the field of study. The theoretical 

material reviewed is presented in following paragraphs. 

3.1 Strategic Alliance 

3.1.1 Empirical Studies of Business Strategic Alliances 

It has been observed that one of the popular trends in the management strategies of 

enterprises is entering into business strategic alliances. In fact, over the years, it has 

received considerable attention from a theoretical aspect. The primary aim of the two 

or more enterprises entering into a strategic alliance is to establish a network for 

sharing each other’s advantages and interests, and for using each other’s R&D. In 

addition, since companies enter into an alliance with the same objective, the risks that 

they take are also collective (Li & Malin, 2009, p.1111).Hamel (1991, p.100)clearly 

elaborated this trend; he stated that a business strategic alliance is a partnership that 

covers a broad range, and that it is a kind of relationship that is formed by different 

enterprises. In addition, this relationship is formed by common organizational goals or 

benefits in order to create an entry barrier (Gulati & Singh, 1998, p.782). Stout and 

Beaucaire defined a business strategic alliance as follows: ‘More than one 

person/company collaborating to achieve a result—ultimately to increase profitability’ 

(2005, p.1). 

Porter and Fuller (1986, p.56) pointed out that strategic alliances are formed to 

coordinate or share a value chain with the aim of increasing the profits of the 

enterprises involved. Therefore, SMEs need to enter into business strategic alliances. 

Moreover, strategic alliances boost business, which, in turn, increases competitive 

strength as members of the alliance are able to access each other’s resources, such as 

markets, labour, knowledge and assets (Gulati & Singh, 1998, p.781). In addition, 

Gulati and Singh stated that common economic benefits and organizational goals are 

the primary motives for entering into a business alliance (1998, p.795).  

In terms of benefits, business strategic alliances can considerably increase market 

power and R&D, thereby providing more functional products and efficient services 

(Barringer & Harrison, 2000, p.375). In this regard, Beamish and Bank (1987, p.2–4) 

pointed out that the key advantage of a business strategic alliance in terms of 

cooperative aspects is problem solution; additionally, in terms of information and 

knowledge sharing, it can help reduce certain uncertainty factors. Therefore, firms can 

create a value chain with their partners from this kind of a competitive advantage 
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(Ireland, Hitt & Vaidyanath, 2002, p. 439). Moreover, Stout and Beaucaire (2005, p. 1) 

stated that members of a business strategic alliance not only exchange and share 

information but also share expertise and capital investment. 

There has been a steady increase in cooperative activities among enterprises, 

particularly in the form of business strategic alliances (Dye, Kale & Singh, 2001, p. 

37). This is because strategic alliances ensure that the competitive capability of 

enterprises is continuously increased by external resources, collaborations and 

knowledge exchange. Hoffmann and Schlosser (2001, p.358) indicated that some 

popular and large firms also rely on alliances for support. 

3.1.2 SMEs’ Reasons for Entering into Business Strategic Alliances 

When we focus on SMEs, it can be concluded that typically all SMEs lack resources 

(Beamish, 1987, p. 23–37); further, they also desire to adapt to the dramatic changes 

in technology development and globalization trends. Thus, they believe that strategic 

alliances will help them gain resources and increase their capability to sustain 

themselves (Hoffmann & Schlosser, 2001, p.358), and hence, they seek appropriate 

resources via partners (Beamish, 1987, p. 23–37). Moreover, according to Ireland, 

Hitt and Vaidyanath (2002, p. 428), SMEs participate in an alliance so as gain the 

advantages of complementary assets. For instance, they can access their collaborators 

financial resources and distribution chains and can increase their competitiveness by 

means of knowledge and information sharing (Kogut, 1988, p. 321). 

However, with the increase in global completion, SMEs need to not only improve 

their innovation performance but also consider the approaches that can be adopted and 

the collaborators that can be used to enter the market (Crotts & Wilson, 1995, p. 

125–139). Increase in knowledge and technology can improve competence, thereby 

positively affecting performance results (Morosini, 2004, p. 305–317). Moreover, 

Kogut (1988, p. 327) pointed out that while several firms can access resources, they 

lack in terms of technology and knowledge. Thus, a business alliance can help them 

transfer these resources to increase competitiveness, rather than sell these resources. 

Based on previous research, it can be concluded that SMEs enter into business 

strategic alliances for two reasons: obtaining resources and retaining resources. Das 

and Teng (2000, p.37) indicated that ‘obtaining resources’ refers to the firm’s 

acquisition of local facilities and knowledge via local partners. Further, ‘retaining 

resources’ implies that while firms have minimal knowledge or experience to use as 

resources, they aim to maintain these resources (Das & Teng, 2000, p. 38). Thus, 

SMEs prefer to hold onto these resources and share them with their partners in order 

to maintain an advantage. 

Another reason why SMEs enter into alliances is that they hope to expand their 

technical and operational resources. By doing so, they aim to increase productivity 
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and focus on technology innovation and core business activities (Vikas & Lather, 

2010, p. 61). Furthermore, most SMEs engaged in traditional businesses enter into 

alliances so as to expand geographic reach, reduce costs, improve manufacturing and 

seek new networking systems; this seems reasonable for traditional businesses. 

3.1.3 Relationship within an Alliance 

With regard to innovation from a technical aspect in terms of business alliances of 

regional SMEs, Chi (2005, p.103) indicated that this innovation depends on external 

organizations and firms, such as suppliers, clients, related firms, universities, capital 

markets and even agencies. Further, these entities can form horizontal and informal 

relationships, guided by the value chain. In addition, Chi (2005, p.103) pointed out 

that these external relationships can accelerate the R&D and marketability of SMEs. 

Based on this framework, Chi (2005, p. 103) stated that other organizations included 

universities and research organizations; such kind of organizations are the key to 

improving the innovation competence of business strategic alliances of SMEs. 

Furthermore, the other firms involved in the business strategic alliances of SMEs can 

help to enhance competitiveness so as to increase market share. However, some 

external firms also choose to play a complementary role to the business strategic 

alliances of SMEs. In a business strategic alliance, the supplier and customer play the 

role of maintaining the market share of the business strategic alliances of SMEs; 

moreover, a good relationship with the supplier can facilitate cost control in an 

alliance. However, these factors can also affect the organizations and firms involved 

in a business strategic alliance of SMEs from various aspects. 

 

 

 

 

 

 

Figure3.Basic Structure of SMEs Alliance with External Relationships (Source: Chi, 

2005, p.103) 

Moreover, Johnson, Scholes and Whittington (2005, p. 255–282) stated that another 

reason why SMEs enter into business strategic alliances is that such partnerships 

increase synergy. When analysing the advantage of business strategic alliances, we 

found that alliances can block competitive threats; this allows firms to not only 

SMEs Alliance 

Customer Supplier 

Other Firms 
Other 

Organizations 



16 
 

maintain the core competitive advantage but also mitigate or even avoid certain risks 

(Wakeam, 2003, p. 3). Weber, Parson and Henderson (1947, p. 173) emphasized that 

such type of alliances primarily ensure maximum cost saving by allowing the 

acquisition of internal and external resources in the alliance. 

Thus, the different views pertaining to business strategic alliances can be integrated as 

follows: business strategic alliances refer to the cooperation between two or more 

enterprises in order to enhance market power and R&D capability, resulting from 

resource, information and knowledge sharing. By means of such an alliance, 

enterprises can share risks as well as complementary assets with each other. 

Meanwhile, the common goals stimulate the competitiveness of the related firms, 

professional suppliers, service suppliers and other relevant organizations in the 

business strategic alliance. 

Although it can concluded that the primary aim of an alliance is to gain more benefits 

than what can be gained individually, we still need to consider the stability of a 

business strategic alliance. Grant and Baden-Fuller (2004, p. 66) proposed that a 

cooperative alliance is based on commitment and trust; its characteristics include: (1) 

knowledge and technology exchange, (2) R&D cooperation and (3) joint marketing. 

Thus, considerable uncertainties also exist in any alliance. 

Therefore, after reviewing previous literature, we cannot deny the fact that many 

business strategic alliances actually fail to work. As Lorange and Roos (1993, p.18) 

pointed out, such cooperative activities can result in problems for all members if the 

strategic alliance is not managed properly. In addition, Reuer (1999, p. 12–13) 

indicated that high failure rates exist in business alliances. In fact, the failure rate of a 

business strategic alliance is around 50% to 60%. In this regard, Wakeam (2003, p. 1) 

indicated that developing an understanding of the members and their views is vital for 

the strategic value of the alliance; otherwise, the alliance will fail. Consequently, both 

firms’ benefits and the common goal of the alliance need to be carefully considered 

even when there exists a good understanding of the situation. 

3.2 Risks involved in Business Strategic Alliances 

Although the concept of strategic alliances is fairly new to the market, several studies 

have been conducted regarding the risks involved in business strategic alliances. In 

fact, many approaches and fields of research have been applied to this concept so as to 

identify the reasons for the risks, types of risks and risk management. Moreover, there 

is a vast quantity of descriptive studies covering these issues. 

According to Luo and Huang (2004, p. 54–56), the reasons why strategic alliances fail 

are as follows: (1) it is difficult to guarantee long-term common interests; (2) the 

management of a strategic alliance is complex; (3) there is lack of trust within the 

strategic alliance; (4) there exists cultural conflict within the strategic alliance; and (5) 
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there are risks involved in a strategic alliance. 

With regard to the risks involved, there are two primary risks in any strategic alliance, 

namely, relationship and performance risks. If these two risks are not controlled, 

eventually the strategic alliance will fail. Das and Teng (2001, p. 253) proposed that 

relationship risk is generated by the opportunistic behaviour of the participating firms 

within the business strategic alliance. Moreover, they explained that opportunistic 

behaviour involves cheating, distorting information and other similar negative actions. 

Moreover, opportunistic behaviour results from the pursuit of individual interests by 

any firm within the alliance; in other words, the firm will seek private benefits, 

thereby creating a conflict of interest within the alliance (Das & Teng, 2001, p. 253). 

Therefore, Das and Teng (2001, p. 253) pointed out that this risk primarily manifests 

when there is low commitment with regard to creating common benefits and values 

within the alliance. 

Further, Das and Teng (2001, p. 253) believe that there are many other factors that 

negatively influence the performance of an alliance; these include the low capability 

of members, increasing competition, changing business environments, fresh 

participants, demand instability and so on. These factors are related to performance 

risk; in other words, these factors will consequently lead to the failure of an alliance 

(Das & Teng, 2001, p. 253). In addition, in comparison to relationship risk, which 

exists only within inter-firm collaboration, performance risk exists in all types of 

strategic alliances. 

However, according to Das and Teng (2001, p. 253), in business strategic alliances, 

risks can be shared among members, and this shared risk is clearly a performance risk, 

not a relationship risk, because shared risk exists only as a result of the formation of a 

business strategic alliance. For example, in an alliance, risks pertaining to R&D 

investment, new market entry, and joint bidding of large projects are shared between 

the members in an alliance (Das & Teng, 2001, p. 254). 

Furthermore, Das and Teng (2001, p. 254) believe that performance and relationship 

risks definitely affect the structure of an alliance. In addition, they stated that trust and 

control are interlinked with risk in a strategic alliance (2001, p. 251–283). Therefore, 

if partner firms want to effectively reduce and manage risk, they need to clearly 

understand the relationship between trust, control and risks. Additionally, they need to 

determine the various combinations of trust and control types that could help 

minimize both relationship and performance risks in strategic alliances. 

In this regard, there is considerable lack of resources in previous literature concerning 

risk management in strategic alliances of SMEs. In the recent research, they cannot 

test theory to all of the alliances in every different region of the world. In order to fill 

this void and contribute toward the risk management theory, we analysed this theory 

from the following three perspectives: (1) strategic alliances of SMEs, (2) relationship 
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and performance risks and (3) risk management. These three components were used 

to construct a theoretical framework. 

3.3 Risks Management within Strategic Alliances 

Nooteboom, Berger and Noorderhaven (1997, p. 308) summarized the methods of risk 

control in business strategic alliance as follows: 

 

(1)Avoid the special intention of investments; it can reduce costs when the 

relationship breaks or collaborators’ indulge in opportunistic behaviour;  

(2) Alter strategies to reduce a collaborator’s value in order to prevent potential 

failure;  

(3)Control a collaborator’s opportunistic behaviour by implementing an agreement 

and monitoring system;  

(4)Reduce the probability of a collaborator’s opportunistic behaviour by means of a 

joint venture, Via the perspective of attractive future and By the reputation of 

collaborators;  

(7)Develop relationships among the collaborators;  

(8)Disencourage ecollaborator’s opportunistic behaviour by developing the 

collaborator’s core value;  

(9)Enhance trust in order to control a collaborator’s opportunistic behaviour; and 

(10)Select collaborators with a similar perspective on values. 

Nooteboom, Berger and Noorderhaven have presented various means to mitigate risk 

from different aspects; however, there is also considerable literature regarding the 

same. 

Das and Teng discussed risk control from a perspective different to that of previous 

researches. According to them, trust and control play a vital role in the risk 

management of an alliance; they stated that no other factor is comparable to these two. 

In their paper ‘Trust, control and risk in strategic alliances: An integrated framework’, 

Das &Teng (2001, p. 251–283) elaborated on the concept of ‘trust’ and ‘control’ in a 

strategic alliance and risk management. To sum up, they believed that the risks in an 

alliance can be reduced by trust and control; further, they stated that the two factors 

are independent of each other (Das & Teng, 2001, p. 257). According to them, trust is 

a means to reduce perceived risk; however, control is an active approach toward 

reducing the actual inherent risks. Thus, both trust and control should be combined in 

certain aspects so as achieve optimal risk management (Das & Teng, 2001, p. 

255–265). 

3.3.1 Risk Control within Business Alliances 

Based on previous researches, we can assume that there are inherent risks in every 

business alliance. Therefore, the management of an enterprise needs to consider 
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whether or not it can control these risks when its forms a new strategic alliance. The 

COSO Enterprise Risk Management-Integrated Framework (COSO ERM framework; 

Committee of Sponsoring Organizations of the Treadway Commission, 2004) 

provided a useful model to elaborate risk management. This framework illustrates and 

explains different approaches of risk control; further, it includes a risk monitoring and 

assessment system to explicate how to minimize inherent risks within business 

strategic alliances. We chose this framework because it is applicable to any industry. 

The COSO ERM framework, released in 2004, was developed to provide a robust 

framework to guide firms and help them control business risks through identification, 

assessment and management. The COSO ERM report (2004), establishes the 

following four categories of business objectives: (1) strategic, which is related to the 

achievement of private high-level goals with the support of the alliance; (2) operations, 

which is related to the efficiency of utilizing resources; (3) reporting, which pertains 

to a firm’s reliability; and (4) compliance, which is associated with legal aspects 

(COSO, 2004, p.9).Based on these four objectives; firms can focus on different 

aspects to ensure risk management so as to avoid losses. Further, there are eight 

dimensions related to the risk management: (1) internal environment, (2) objective 

setting, (3) event identification, (4) risk assessment, (5) risk response, (6) control 

activities, (7) information and communication and (8) monitoring. In the COSO ERM 

framework (2004), these factors have been described in relation with the business 

objectives as shown in Figure4. 

 

Figure4. COSO Enterprise Risk Management-Integrated Framework (Source: COSO, 

2004, p.20) 

Based on this matrix, we can identify the four objectives involved in each component 

of risk control. Further, given the entity organization provided in this matrix, it can be 

stated that risk management is applicable to all enterprises. 

With regard to the eight components of risk management, the key elements of each 
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component have been illustrated in Figure 5; they are as follows (COSO, 2004, p. 21). 

 

(1) Internal environment: the management needs to address the risk management 

philosophy, risk culture, commitment to competence, assignment of authority and 

responsibility. 

(2) Objective setting: the management needs to consider strategic objectives, related 

objectives, selected objectives and risk tolerance. 

(3) Event identification: the management needs to discuss the factors influencing 

strategy and objectives, risk and opportunities. 

(4) Risk assessment: the management should determine inherent risks and the 

likelihood of risks. 

(5) Risk response: the management needs to evaluate and select appropriate 

responses. 

(6) Control activities: the management needs to integrate risk response with different 

types of control activities. 

(7) Information and communication: the management should focus only on strategic 

and integrated systems. 

(8) Monitoring: the management needs to engage in both separate and ongoing 

evaluation. 

 

Thus, these elements within each of the eight components are the basic factors of risk 

control; they can help the management in identifying risks, assessing the risks and 

controlling the risks so as to achieve the common objective of the alliance. 
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Figure5. Key Elements of the Eight Components of Risk Management (Source: 

COSO, 2004, p.21) 

Anderson, Christ and Sedatole (2006, p. 5) identified risks based on the COSO ERM 

framework; they stated that these risks develop or intensify when a firm enters into 

business strategic alliances. However, these risks only affect the business objectives 

as identified by the COSO ERM framework; a risk assessment process needs to 

consider inherent risks as well (Anderson, Christ & Sedatole, 2006, p. 5–6). 
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3.3.2 Management of Partnership 

In a business strategic alliance, partnership is the primary factor, and thus, firms must 

manage risks related to partnership. Some of the risks involved in a partnership 

include: (1) selection risk, which involves selecting inappropriate partners; (2) 

monitoring risk, which refers to a firm’s lack of financial capability to evaluate the 

alliance’s progress; and (3) failure identification risk, which means that a firm 

recognizes selection risk only when the partnership ends. 

Anderson, Christ and Sedatole (2006, p.14) explained how inherent risks in different 

partnerships can be assessed, as shown in Appendix A. They illustrated the magnitude 

and likelihood of the occurrence of each risk, classified according to different 

partnerships. However, these risks still have common aspects. Most risks exist in the 

risk maps, but risks in it are not the most critical to firms. Although the risks may 

have a low likelihood of occurrence, they will still have a significantly detrimental 

effect on the firm if they occurred. Thus, in terms of evaluating risks with efficiency, 

risk control is a compulsory approach for minimizing these risks (Anderson, Christ & 

Sedatole, 2006, p.14). Moreover, it is important for the management to develop 

effective control mechanisms so as to minimize these risks; for instance, internal 

auditors should routinely evaluate these risks and assess applicable controls. If 

uncontrolled, it is evident that risks will negatively affect the firm (Anderson, Christ 

& Sedatole, 2006, p. 14). Therefore, firms need to find a balanced approach to reveal 

the core values of the business strategic alliance and empower the collaborators so as 

to achieve common goals and encourage long-term success (Anderson, Christ & 

Sedatole, 2006, p. 17). 

3.4 Theoretical Conclusion 

To sum up, as Das and Teng (2001, P. 255–265) pointed out, although there are many 

risks within a business alliance, the inherent risks are performance and relationship 

risks. Further, these two inherent risks are affected by trust and control (Das & Teng, 

2001, p. 257). Therefore, based on the COSO ERM framework (COSO, 2004, p.21) 

and the risks assessment model of Anderson, Christ and Sedatole (2006, p. 14), we 

believe that risks are detrimental to any business alliance. Further, the partnerships in 

a business alliance also generate certain risks (Anderson, Christ & Sedatole, 2006, p. 

5). Hence, in order to minimize these inherent risks, an evaluation of them with 

applicable controls is necessary (Anderson, Christ & Sedatole, 2006, p. 14). 

Moreover, the summary of most important previous studies explicit in following: 
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Authors Topic Theoretical framework Method Findings 

Das and Teng, 2000 Instabilities of strategic alliances: 

An internal tensions perspective 

Alliance instabilities theory. Conceptual. The interrelationships among the different 

internal tensions and their impacts on different 

types of strategic alliance. 

Das and Teng, 2000 A Resource-Based Theory of 

Strategic Alliances 

Resource-based theory of 

strategic alliances. 

Conceptual. Most of the risks faced by firms as a result of 

strategic alliances are not highly probable, but 

many of the risks highly damage to the firm. 

Therefore risks control is important to the 

strategic alliance.  

Artz and Brush, 2000 Asset specificity, uncertainty and 

relational norms: An Examination 

of coordination costs in a 

collaborative contractual alliance. 

Transaction cost and relational 

exchange theories. 

Survey of 393 original equipment 

manufacturer (OEM) supplier 

relationships. 

The relational norms can impact transaction 

costs. Cooperation in the form of collaboration 

between the OEM and the supplier has positive 

impact on performance. 

Hoffmann and 

Schlosser, 2001 

Success factor of strategic 

alliances in small and 

medium-sized enterprise-an 

empirical survey. 

Business strategic alliance 

theory. 

Questionnaires through personal 

interviews with 164 Austrian SMEs. 

Managers of SMEs can reduce the risk of 

alliance failure and even create more value 

from careful strategic planning and good 

partnership. Moreover, the knowledge is also a 

success factor to make the alliance success. 

 

  



24 
 

 
Authors Topic Theoretical framework Method Findings 

Das and Teng, 2001 Trust, Control, and Risk in 

Strategic Alliances: An Integrated 

Framework 

Inter-relationships between 

trust, control, and risk. 

Conceptual. Risk can be considered as relationship risk and 

performance risk. 

Minimizing relational risk through goodwill 

trust, behavior control and social control. 

Minimizing performance risk through 

competence trust, output control, and social 

control. 

Luo and Huang, 2004 Analysis of Failure of Strategic 

Alliances. 

No explicit theory, but various 

arguments and concepts from 

previous research of business 

strategic alliance, the failure 

reason of business strategic 

alliance. 

Conceptual. The uncontrolled internal relationship and 

external culture factor will lead the fail of the 

business strategic alliance. i.e., internal crisis of 

confidence and culture distance. 

Das, 2006 Strategic Alliance Temporalities 

and Partner Opportunism 

Opportunistic behavior in 

strategic alliances. 

Conceptual. Not all alliances have same temporal context. 

The temporal model assigns an appropriate role 

for the interactions between prospective 

alliance partners. It influence the evaluation of 

partner opportunism. 

Anderson, Christ and 

Sedatole, 2006 

Managing Strategic Alliance Risk: 

Survey Evidence of Control 

Practices in Collaborative 

Inter-organizational Settings. 

COSO enterprise risk 

management framework, levers 

of control framework. 

Web-based survey based on 151 chief 

audit executives and internal audit 

consultants of strategic alliances. 

The resource profiles of partner firms would 

determine their structural preferences. And 

strategic alliances are employed to secure a 

favorable competitive position vis-à-vis rivals. 

Table2. The summary of most important previous studies 
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4. Empirical Findings 

In this chapter, we present the empirical findings related to the four alliances in the 

case study. We will introduce these four business strategic alliances in Zhejiang 

province by providing some general information. The aim is elaborate on how SMEs 

in Zhejiang province employ business strategic alliances.  

4.1 Business Context of SMEs in Zhejiang Province 

Since 1978, the Chinese government has implemented several reform and open 

policies to develop the economy. The first policy was targeted at developing the 

coastal regions. Consequently, the economy in Zhejiang province increased during 

1997, and there was large-scale development and expansion in the entire province. 

Honghe, Taizhou, Cixi and Yuyao in Zhejiang will be discussed later as the 

representativeness of this economic development. Thereafter, every year, the average 

GDP of all business strategic alliances of SMEs in Zhejiang was approximately 

158.26 EUR; further, the annual revenue of the 19,065 companies in this province has 

been more than 5 million EUR (Ministry of Commerce of the People’s Republic of 

China, 2005). 

However, according to the first half yearly report on the industrial economic operation 

conditions and trends in Zhejiang province (Zhejiang Provincial Bureau of Statistics, 

2008), more than 10,700 SMEs were facing difficulty in gaining benefits. In 2008 in 

Zhejiang province, in comparison to the situation in 2007, the income percentage of 

SMEs fell from 19.6% to 17.8%. However, the report also indicated that 98% of the 

enterprises in this province had already formed business strategic alliances. 

Meanwhile, the regional output reached 59.93 billion EU, which is 49% of the total 

industrial value of Zhejiang province. Consequently, the primary economic power 

structure changed from traditional large companies to business strategic alliances of 

SMEs in Zhejiang province. 
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4.2 Data Collection Resources  

Authors Topic Data collection approach 

Zhao Jianying, 

2009 

Innovative Protection Mechanisms and the 

Development of Industrial Alliance to 

Break Impasse: Honghe Sweater Industry 

Strategy Alliance 

Participant observations and 

documents 

Zhou Lin, 2004 Research of Geographical Dependence and 

the Endogenous Mechanism of Regional 

Industry Strategic Alliances: Case Study of 

Zhejiang Taizhou Sewing Equipment 

Industry Strategic Alliance 

Participant observations and 

documents 

Cheng Weiqing, 

2004 

Development of a Strategic Alliance with 

the Local Government: Case Study of Cixi 

Household Appliances Industry Strategic 

Alliance 

Participant observations, 

documents and interviews 

Liu Zeng, 2005 Research of Local Strategic Alliances in 

the Professional Market: Case Study of 

Yuyao Plastics Industry Strategic Alliance 

Interviews, documents and 

field research 

Table 3.PrimaryData Collection Approaches with respect to the Four Target Alliances 

Based on our research question, purpose and theoretical framework, we were required 

to determine the reasons why SMEs enter into strategic alliances, and how strategic 

alliances should be managed once entered into. Therefore, in this chapter, we present 

the information related to each alliance divided into four categories: overview, 

initiation, management and performance. In the overview section, we have introduced 

the history of the alliance to ensure a better understanding of the alliance. Thereafter, 

under initiation, we have discussed internal factors, external factors and motivations 

to provide an understanding of the reasons why the strategic alliance was established. 

Under management and performance, the management practices within the alliance 

have been interpreted, and according to management-related issues, alliance 

performance and operation has been described. 

4.3 Honghe Sweater Industry Strategic Alliance (Zhao, 2009, p. 69–72) 

4.3.1 Overview 

The first Chinese sweater industry strategic alliance was established in Honghe, 

Zhejiang province, in the late 1970s. 

At present, there are 8,500 sweater firms and 3,500 categories of knitting equipment 

in Honghe. Further, around 65,000 people are employed in this industry, which has an 

annual output of up to 2,100 million or more. This alliance includes an entire 

industrial system, such as raw materials supply, design, manufacture, machining and 
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logistics. Moreover, the system includes both enterprises and the market and 

facilitates interaction between both production and sales units. In Honghe, there are 

two special markets and four machining regions (worsted, woollen, wool-yarn and a 

comprehensive commerce and trade region). These four regions have collectively 

formed a large-scale industrial chain. The output of the sweater industry accounts for 

90% of town’s GDP. Therefore, the sweater industry is one of the vital industries in 

this town. 

4.3.2 Initiation 

 Internal Factors 

In Honghe, there were a number of SMEs engaged in the sweater industry. 

However, their technology was dated and their capital was insufficient. Moreover, 

they were unaware about the latest market trends and information. Therefore, 

these SMEs needed to cooperate and communicate with each other so as to easily 

obtain investment and market information as well as acquire advanced 

technologies. 

 External Factors 

The competition in the sweater industry was considerably intensive as there were 

several large players in the market. Therefore, if these SMEs in Honghe intended 

to sustain business in the market and compete with the other large firms, they 

needed to enter into a strategic alliance. 

 Motivations 

The primary aims of building a strategic alliance were to increase 

competitiveness so that a greater number of SMEs could exist and earn more 

profits and to create a platform to facilitate and increase innovation. 

4.3.3 Management 

Since there were many firms which had the same production within this business 

strategic alliance, industrial information circulated rapidly. Consequently, there were 

many inter-company inquires related to popular styles and materials. Therefore, 

reliable information was disseminated immediately within the business strategic 

alliance. Thereafter, other firms within the alliance immediately began production and 

manufacture. In other words, they competed with each other through the price of 

homogenised products in the short run. 

Hence, since the products in the market were homogenised and there existed an 

alliance, firms could only accept prices, not create them. Given the homogenised 

prices, firms employed the strategy of monitoring costs, and this led to exceptionally 

fierce competition within the alliance. 

In order to manage this situation, companies sought new ideas, created new 

equipment and innovated new skills. This was done in order to reduce costs. However, 

cost reduction resulted in the decrease of the price of the product. Therefore, these 

methods did not yield greater profits. In fact, in some cases, the profits were lower 

than before. 
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In the strategic alliance, there was no protection mechanism with respect to creation; 

neither was there an interest coordinating mechanism. Therefore, the learning cost 

was considerably low. In addition, the short PLC (product life cycle) led to simple 

reproduction which was viewed as the best response. Furthermore, the overall interest 

was reduced. 

4.3.4 Performance 

Since interest was gradually reduced, an enormous crisis was manifested in this 

business strategic alliance. 

The condition of the Honghe sweater industry strategic alliance worsened in the 

market as a result of forgery and absence of monitoring. Thus, the alliance lost both 

high-end and mid-markets due to fierce competition, leaving them with market shares 

only in low-end markets. Therefore, the production units suggested a further reduction 

of prices, which, in turn, reduced profit margins. Eventually, the business strategic 

alliance was forced to shut down. 

Based on the seed capital, the integrative competition of the operating, scale, quality 

and design was happened. The development of this business strategic alliance 

gradually slowed down; in other words, it stagnated. As a result of the absence of 

government regulations and path dependence, a large number of companies that 

hoped to obtain long-term subsistence and high profits quit the alliance. Therefore, the 

Honghe sweater industry strategic alliance failed. 

4.4 Taizhou Sewing Equipment Industry Strategic Alliance (Zhou, 2004) 

4.4.1 Overview 

In the early 1980s, the business strategic alliances in the sewing equipment industry 

came into being. Earlier alliances were mostly related to the manufacture of sewing 

machine parts. Over time, numerous independent companies entered into this alliance 

with individual capital; thus, market information was aggregated in this business 

strategic alliance for the purpose of doing business. Consequently, more individual 

companies were attracted to this alliance and invested in it. At the same time, there 

was a continuous increase in the homogenous resources and information in the 

alliance. Further, such activities allowed companies to expand business into the 

accessories market by means of market exchanging; in addition, the cooperation 

between firms also increased. Meanwhile, homogeneous capital and labour continued 

to emerge, and because of their homogenic nature, mutual interchanging within the 

business strategic alliance was feasible. Most of the mutual exchanges involved 

technology exchanging and expansion. Therefore, through this business strategic 

alliance, assets, labour, technology and management were improved. Finally, regional 

resources sharing system was established within the alliance. 

4.4.2 Initiation 

 Internal Factors 

Owing to their size, firms in Taizhou were unable to obtain additional investment; 

moreover, their equipment and technologies were limited. Thus, an increasingly 
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large number of enterprises were inclined to cooperate with the others and benefit 

from resource sharing. 

 External Factors 

External competition in this industry was considerably tough. Moreover, the local 

government aimed to develop this industry as the primary industry in Taizhou. 

Further, by means of alliance building, the local government intended to increase 

technology and investment acquisition so as further develop the economy, even 

faster than before.  

 Motivations 

The main objectives of the SMEs in Taizhou were to increase benefits and expand 

market shares. Further, they aimed to develop a product structure which was 

better than before. 

4.4.3 Management 

The management of the Taizhou sewing machine industry strategic alliance can be 

summarized as follows. 

First, the identification of outside materials and resources such as imitable techniques, 

operational market information and professional global sewing machine exhibitions 

was undertaken. Thereafter, based on this information, the enterprises’ product was 

determined. Next, with regard to cost, the credit standing of the business strategic 

alliance decreased the cost of investment; therefore, the transaction costs between the 

supplier and requester were also decreased. Within the complicated mutative market, 

through this business strategic alliance, the performance of internal companies could 

be enhanced and collaboration could be boosted. Third, homogeneous means of 

production were developed and established. This concentration of identical industrial 

firms increased profits as a result of the specialized work force, enterprise services 

and financial resources. In the alliance, mobility of information and knowledge was 

considerably high; this boosted creative capability. Fourth, entry into the industry was 

open. In an open economic environment, a business strategic alliance results in an 

increase in the competitive strength of SMEs, allowing the SMEs to gain market 

shares at par with those of the large companies. Finally, the business strategic alliance 

was an ethnic business, involving the cooperation of firms and networks in the society 

as whole. 

4.4.4 Performance 

The largest apparel machinery manufacturing industry and export trade base are 

located in Taizhou, Zhejiang. In 2003, there were more than 650 apparel machinery 

and components manufacturing companies, and more than 27,000 people were 

employed in these companies. Further, this alliance manufactures 2.2 million sets of 

apparel machinery, leading to an output of more than 6.509 billion CNY (Chinese 

yuan). In addition, the outputs of multi-functional household apparel machinery and 

industrial apparel machinery accounted for 40% and 30%, respectively, of the entire 

domestic output. Moreover, the gross export value comprised 40% of the entire export 

value of China; the total monetary output was more than 200 million USD. Therefore, 
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this alliance has developed into the largest sewing machine manufacturing base and 

export base in China.  

Lastly, this business strategic alliance has the highest competitiveness in the Chinese 

sewing equipment industry. In terms of manufacturing scale, technical structure, 

market impact, competitiveness in both national and global markets, alliance 

collaboration, and benefit generation, this alliance is an example of the high growth of 

a professional business strategic alliance. 

4.5 Cixi Household Appliances Industry Strategic Alliance (Cheng, 2004, p. 

46–48) 

4.5.1 Overview 

In terms of reform and development, the household appliances business in Cixi had a 

slow start. In the late 1980s, the government encouraged the development of private 

economy; consequently, the number of SMEs in the region increased rapidly. In the 

early 1990s, the local government formulated a series of policy measures to support 

the development of domestic industries and SMEs. Subsequently, a rapid development 

of all kinds of small household electrical appliances and supporting enterprises was 

witnessed. In the late twentieth century, 1990s, due to various reasons, the Cixi 

household appliances industry strategic alliance was established. 

4.5.2 Initiation 

 Internal Factors 

In Cixi, a number of SMEs engaged in the manufacture of household appliances 

had their own decentralized production; while each enterprise had its own 

technology, it was not comprehensive. Further, the technology was relatively 

simple, and almost all the manufacturers primarily imitated each other. Further, 

there was no capacity for independent innovation and brand management, and 

equipment requirements were relatively low. In addition, the size and cost of the 

SMEs in Cixi limited their development. 

 External Factors 

Intense competition in the domestic appliance market led many SMEs to 

bankruptcy. Hence, the economic functions of the local government encouraged 

the development of strategic alliances. The diverse SMEs needed to cooperate 

with each other to achieve greater benefits and promote the development of the 

local economy. 

 Motivations 

The reasons for building a strategic alliance were to better develop the local 

economy so that more SMEs could sustain themselves and to allow more SMEs 

to communicate and engage in finance and resource sharing through strategic 

alliances. Further, improving skills, accessing sufficient development costs, 

increasing innovation, surviving external competition and gaining greater benefits 

were also some of the reasons why the SMEs entered into the alliance. 



31 
 

4.5.3 Management 

In the alliance, there exists mutual trust between the companies, which, in turn, 

resulted in the establishment of a good credit mechanism. The Cixi household 

appliances enterprises were able to create a powerful alliance through technology 

exchange and equipment updates so as to become from the complete production into 

the production machine gradually. Consequently, as a result of resource sharing, 

increase in development costs and gradual improvement of innovation, the strategic 

alliance provided the SMEs with a good platform for development. 

In addition, in order to meet the demands of public policy related to the strategic 

alliance, the local government closely cooperated with the SMEs. First, on the 

technical front, the local government has worked toward protecting intellectual 

property, and at the same time, it has established public R&D platforms and technical 

support agencies to overcome innovation barriers. Further, the local government has 

attempted to acquire considerable investment to increase the capital and talent of the 

enterprises in the strategic alliance. Finally, the local government has considerably 

supported the SMEs in the establishment of a regional brand image and in building 

information network systems. 

4.5.4 Performance 

As a result of the establishment of the strategic alliance, the internal management of 

the strategic alliance and the external support of the government, till date, the Cixi 

household appliances industry strategic alliance has developed 20 series productions 

in a 100 categories, such as air-conditioners, washing machines, range hoods, water 

dispensers, electric fans, electric irons etc. The annual output of the alliance is 140 

million units of household appliances, amounting to 30 billion CNY; annual exports 

total 500 million U.S. dollars. The Cixi household appliances industry strategic 

alliance is the country’s third largest household appliances manufacturing base, 

following the manufacturing bases in Shunde Guangdong province and Qingdao 

Shandong province. 

4.6 Yuyao Plastics Industry Strategic Alliance (Liu, 2005, p. 351–385) 

4.6.1 Overview 

The plastic industry in Yuyao began during the 1950s and 1960s in the twentieth 

century; however, since at the time, the traditional planned economic system was in 

place, the plastic industry in Yuyao stagnated during this period. Following the 

economic reforms in the 1980s, there was an increase in the number of SMEs engaged 

in plastics. By the end of the 1980s, there were nearly 1,000 private individual plastics 

enterprises in Yuyao and the surrounding regions, producing plastic pens, plumbing 

equipment, plastic lighters and other plastic consumer goods. 

In 1993, a street, which has more than 108 sales agencies on it, was established; the 

annual sales on this street were about 800 million CNY. In 1994, the ‘China Plastic 

City’ was built and was able to successfully obtain investment. In 1997, the ‘China 

Light Industry Mould City’ was completed. Thereafter, in 2000, the Yuyao 

professional plastic raw materials market was established. With the continuous growth 

of the China Plastics City and the China Light Industry Mould City along with the 



32 
 

deepening of the relationship between sales and raw materials supply, the Yuyao 

plastics industry strategic alliance gradually developed. 

4.6.2 Initiation 

 Internal Factors 

The enterprises within the strategic alliance needed to improve their competitive 

advantage by means of information sharing and cost reduction. Moreover, 

product innovation strategies require a good development platform which can be 

provided by a strategic alliance. Further, the various industries, such as mould 

manufacturing, warehousing, logistics, finance and other related supporting 

industries required a strategic alliance to optimize the industrial structure and 

improve market competitiveness. 

 External Factors 

Owing to historical factors, Yuyao places considerable emphasis on commercial 

and industrial development under the human environment. Therefore, the local 

government ensured that the government actions and policy directions were 

directed toward facilitating the SMEs in establishing a strategic alliance to 

expand benefits. 

 Motivations 

The establishment of the Yuyao plastics industry strategic alliance was propelled 

by the need to enhance the competitiveness of the local SMEs, increase profits 

and attract more investment to further expand production and reduce innovation 

costs. 

4.6.3 Management 

Within the strategic alliance, there exists the raw materials market, China Plastics City, 

China Light Industry Mould City and the sales market; in other words, the alliance is 

an integration of enterprises dealing with purchase, manufacture and marketing. 

Further, the companies are able to meet the customer needs and develop along with 

the market trends supported by the raw materials and sales markets. Moreover, the 

companies within the alliance communicate with each other to ensure resource and 

technology sharing; additionally, there is trust among the members of the alliance. 

Finally, the strategic alliance has resulted in the creation of a good development 

platform for increasing the capacity of innovation of the SMEs within the alliance.  

Apart from the management of the alliance, the local government has also played a 

critical role in the development of the strategic alliance. First, the local government 

coordinated the policy from central government, and then combined features of Yuyao 

plastics industry, with the aim of developing related public policies so as to promote 

the development of the alliance and the SMEs. Second, there is a clear relationship 

between the enterprises and the government. While the enterprises are granted 

property rights and are allowed independent operations and management, the local 

government provides proper guidance and management techniques so as to create a 

harmonious environment for development. 
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4.6.4 Performance 

As a result of the establishment of the Yuyao plastics industry strategic alliance, in 

2004, the cumulative total sales were about 89.008 billion CNY; the amount of sales 

reached a value of 10,310,800 tons. Further, there are more than 4,000 different types 

of products in the market, which include almost all the varieties available in the 

country. Moreover, the industry information, which is released by the Yuyao plastics 

industry strategic alliance, has a greater influence on the price in both domestic and 

international markets. 
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Cixi  Individual manufacturing 

companies 

 Incomprehensive and simple 

technology  

 No capacity for innovation 

and brand management 

 Low equipment requirements 

 Tough 

competition 

 Government 

support 

 Development of 

the local economy 

 Existence of SMEs 

 Cooperation with other 

SMEs 

 Resource sharing 

 Gain greater benefits 

 Good credit mechanism 

 Good platform for communication and sharing  

 Cooperation with the government 

Yuyao  Product innovation 

 Industrial structure 

optimization 

 Focus on 

commercial and 

industrial 

development 

 Government 

support 

 Improve 

competitiveness 

 Gain more benefits 

 Attract more investment 

 Integration of activities from purchasing to 

marketing 

 Resource sharing 

 Creation of an innovation platform 

 Government support in terms of policy 

 Government monitoring  

 

Table 4. Key Elements of the Four Alliances 

Strategic 

Alliance 

Initiation Management 

 Internal factors External factors Motivations   

Honghe   Many SMEs 

 Old technology 

 Insufficient capital  

 Lack of market information  

 Intensive 

competition 

 More large 

companies in the 

industry 

 Increase 

competitiveness 

 Gain more profits 

 Increase innovation 

 Low price strategy 

 Shared information 

 Product homogeneity 

 Reduce costs related to technology and 

knowledge 

Taizhou  Less investment 

 Limitation of equipment and 

technology 

 Resource sharing 

 Tough 

competition 

 Government 

support 

 Gain more benefits 

 Expand market share 

 Improve product 

structure 

 Identify outside material 

 Credit standing mechanism 

 Homogeneous means of production 

 Open entry to the alliance 

 Cooperation and network 
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5. Analysis 

In this chapter, the empirical findings are analysed and linked to the theoretical 

framework. This has been done so as to explicate the factors that SMEs need to take 

into consideration with regard to the control of inherent risks. Further, additional 

factors are also discussed. 

5.1 Case Analysis 

In this section, the factors that need to be taken into account by the SMEs in a 

business strategic alliance so as to control the two inherent risks—performance risk 

and relationship risk—have been discussed. Further, we explicate these factors in a 

step-by-step manner based on the key elements of the alliances identified in the 

previous chapter. The findings related to each alliance have been critically analysed, 

and subsequently, a cross-case analytical discussion has been presented to relate the 

findings with one another. In addition, the analysis structure for each alliance is based 

on the empirical findings, and we have analysed each case from the viewpoints of 

initiation, management and performance. 

5.1.1 Honghe Sweater Industry Strategic Alliance 

5.1.1.1 Initiation Analysis 

In the beginning, the Honghe sweater industry strategic alliance’s core competence 

lay in its high quality products. Moreover, since it was the first business strategic 

alliance in the sweater industry, it had the opportunity to develop faster than its 

competitors.  

Given the internal and external factors affecting the Honghe sweater industry, there 

were many SMEs engaged in the sweater industry in this region. However, most of 

these SMEs had limited resources. In addition, another obstacle to the development of 

the SMEs was their lack of ability to collect market information. These two 

disadvantages limited their development and their capability to gain market share. 

Therefore, the only feasible approach to overcome this barrier and increase viability 

was to establish a business strategic alliance (Hoffman & Schlosser, 2001, p. 357).  

In addition, with regard to the motivations pertaining to this business strategic alliance, 

it can be concluded that the focus was on maximizing profits. The most efficient 

method of achieving profit maximization is by means of technology and product 

innovation. When this alliance was initially established, the manufacture chain 

facilitated the production of high quality products. Therefore, the alliance was able to 

gain considerable market share and dramatically increase profits.  

5.1.1.2 Management Analysis  

Based on the case of this alliance, we can conclude that the Honghe sweater industry 

strategic alliance failed in the long run as it was unable to effectively manage the 

business strategic alliance. The external factors, primarily price competition with 

other competitors, threatened their market share. What the alliance failed to recognize 

was that their low price strategy to develop their business was ineffective. This is 

because as a result of this strategy, enterprises within the alliance were unable to 



36 
 

ensure product quality in order to increase profits. In other words, cost cutting resulted 

in reduced product innovation, and consequently, the alliance could access only the 

low end of the market. 

In addition, the second problem was the homogenisation of products. In fact, it was 

this trend that stimulated the Honghe sweater industry strategic alliance to adopt a low 

price strategy. The homogenisation of products resulted from the poor management 

and exchange of information. As indicated, enterprises within the alliance collected 

the same information. Therefore, the cheaper technologies and the low quality of 

marketing information resulted in the homogenisation of products. Regardless, one of 

the advantages of a business strategic alliance is to be able to exchange information so 

as to pursue a common goal; thus, the cooperation or collaboration within an alliance 

in an effort to achieve mutual benefits is much greater than individual efforts (APHIS 

& PEM, 2008, p. 1).  

Apparently, some of the enterprises in the Honghe sweater industry strategic alliance 

recognized these problems and decided to improve product quality, technology 

innovation and management. However, the innovations were based on a low cost 

strategy; consequently, they were required to reduce technology and knowledge 

exchange costs so as to ensure maximum profits. Eventually, this led to the failure of 

the entire alliance. 

5.1.1.3 Performance Analysis  

Based on the performance of the Honghe sweater industry strategic alliance, we can 

identify the following reasons why the alliance failed: (1) product homogeneity, (2) 

adoption of a low price strategy given the cost-based competition, (3) innovation 

strategy based on the low cost strategy, (4) no effective protection mechanism 

vis-à-vis innovation, and (5) lack of a profit coordination mechanism.  

The most significant factors resulting in the failure of the alliance was product 

homogeneity. According to Porter and Fuller (1986, p. 56), when there are many 

similar enterprises within an alliance, they share a mutual value chain in order to 

ensure that the expansion of the enterprise’s value chain remains within an effective 

range. Further, information and technology exchange is extremely fast and widespread 

within such low-cost alliances. However, there are two sides to everything, and the 

drawbacks of such an alliance were manifested in the Honghe sweater industry 

strategic alliance. As a result of the sharing of marketing information, enterprises 

within alliance focussed only on profits; the fierce competition within alliance 

resulted in little attention being paid to technology and product innovation. Thus, their 

primary focus was to gain an advantage in the price competition and produce popular 

products.  

Consequently, as a result of product homogeneity, the enterprises became price-takers. 

In addition, this trend also led to price transparency. Therefore, the enterprises were 

compelled to adopt a cost-based strategy. However, such a strategy further toughened 

the competition and led to a decrease in product quality. 

In addition, since the alliance did not implement an effective protection mechanism 

vis-à-vis innovation and it lacked a profit coordination mechanism, the enterprises 

within alliance were less inclined to research new knowledge, in order to save costs. 
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The optimization strategy of the entire alliance was to simply imitate products and 

shorten product life cycles. However, all enterprises aim to sell their products as soon 

as possible so as to accelerate capital turnover and ensure the safety of their 

investment. Thus, internal competition within the Honghe sweater industry strategic 

alliance became increasingly more severe, and at the same time, profits gradually 

began to fall. Consequently, both prices and profits of the enterprises in alliance were 

minimized. 

5.1.2 Taizhou Sewing Equipment Industry Strategic Alliance 

5.1.2.1 Initiation Analysis 

Before the Taizhou sewing equipment industry strategic alliance was established, the 

primary problem was that the development of the numerous SMEs in this region was 

restricted by old and cheap production equipment and technology. Some of the 

advantages were cheap labour and the low price of products. Thus, following the 

completion of primary investment accumulation, they began to seek out an approach 

to develop the regional industry. Subsequently, the Taizhou sewing equipment 

industry strategic alliance was established in order to further develop their technology. 

In fact, the manufacturing chain combined technology and knowledge exchange 

within the alliance. Further, in terms of market share, the enterprises implemented a 

brand acquisition strategy, and consequently, they were able to expand their market 

share. As Barringer and Harrison (2000, p. 375) have pointed out, business strategic 

alliances can extremely enhance market power and R&D so as to provide more 

functional products and efficient services. 

Further, the local government also stimulated the development of this alliance. As 

mentioned previously, the government supported the regional alliance so as to 

accelerate local economy from the viewpoint of the capital market. In other words, if 

this alliance developed efficiently it would also benefit government tax revenue. 

Although there was rapid development of technology product innovation and market 

information disseminated quickly within alliance, the alliance was still exposed to 

certain external risks. As a result, the enterprises began to expand business activities 

to the overseas market. The objective was to acquire support from outside 

organizations and from the government, for example, the establishment of an 

employee training system. In addition, support from universities and research 

organizations also contributed significantly to the development of this alliance. Chi 

(2005, p. 103) pointed out that the innovation depends on external organizations and 

firms. Thus, research organizations and universities can help an alliance conduct 

technology innovation and improve market orientation. However, the most significant 

factor for the successful development of this alliance was government support in 

terms of polices and reforms. The government’s policies facilitated the growth and 

development of this alliance. The government’s support was in the form of an 

effective tax policy, investment acquisition activities and monitoring support. Thus, 

all things considered, the government’s support and polices resulted in the creation of 

a good business environment for the Taizhou sewing equipment industry strategic 

alliance. 
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5.1.2.2 Management Analysis 

With regard to the management aspect of this alliance, we found that product 

homogeneity also existed in the Taizhou sewing equipment industry strategic alliance. 

This trend can be attributed to the key advantage of a business strategic alliance, 

which is problem solution and cooperation within the alliance. Moreover, information 

and knowledge sharing also facilitates product homogeneity (Beamish & Bank, 1987, 

p. 2–4).  

Another positive in the management of this alliance was the high credit rating. It 

helped in investment acquisition, which was easier for the alliance than for individual 

SMEs. In this regard, Stout and Beaucaire (2005, p. 1) state that members of a 

business strategic alliance not only exchange and share information but also share 

expertise and capital investment. Further, business transactions between suppliers and 

an alliance can effectively reduce costs more than that between suppliers and 

individual SMEs. In terms of the market share, this kind of a regional alliance 

enhances the competitiveness of the SMEs by means of collaboration within the 

alliance.  

Further, with regard to product homogeneity, we can conclude that SMEs in the 

business strategic alliance can share labour in order to improve work efficiency. 

Ireland, Hitt and Vaidyanath (2002, p. 439) indicated that firms can create a value 

chain with their partners based on the competitive advantage of a knowledge and 

information sharing system (Beamish & Bank, 1987, p. 2–4). Such a value chain 

benefits the entire alliance in terms of innovation, thereby ensuring the production of 

more functional products and efficient services (Barringer & Harrison, 2000, p. 375). 

Essentially, strategic alliances can help SMEs overcome lack of resources; 

furthermore, it can promote the viability of the SMEs (Hoffmann & Schlosser, 2001, p. 

358). Thus, the Taizhou sewing equipment industry strategic alliance was able to 

compete with other large enterprises. Morosini (2004, p. 305–317) pointed out that 

knowledge and technology can increase competence as well as improve performance 

results. Therefore, the alliance provided a platform to the SMEs of the Taizhou sewing 

equipment industry to develop their products so as to increase market share.  

Moreover, from the management aspect, it can be concluded that the structure of the 

value chain within this alliance was developed in cooperation with external partners. 

Chi (2005, p. 103) proposed that external relationships can accelerate both R&D and 

marketability of SMEs.  
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Figure6. Basic Structure of the Taizhou Sewing Equipment Industry Strategic Alliance 

with External Relationships (Source: The Elementary Form of SMEs’ Alliance with 

External Relationship, Chi, 2005, p. 103) 

Note: TSE alliance refers to the Taizhou sewing equipment industry strategic alliance. 

5.1.2.3 Performance Analysis 

The performance aspect of an alliance cannot be separated from its management 

aspect because the two components are inter-related. Optimal management will result 

in good performance, and vice-versa. This is considerably evident in the case of the 

Taizhou sewing equipment industry strategic alliance.  

As a result of effective management activities, the alliance was able to attract more 

investment, and consequently, resource and information acquisition improved. Further, 

an efficient internal information exchange system and cooperation essentially helped 

to increase manufacturing efficiency. Moreover, capital, labour, technology and 

management were shared as resources within this region. In addition, the development 

process of the Taizhou sewing equipment industry strategic alliance indicates that 

management activities have played the most important role in market competition. 

Furthermore, based on the considerable expansion of business, we can conclude that 

market competition plays an important role by stimulating technology innovation. 

Therefore, the efficiency of this alliance was developed by a sound market 

competition mechanism and business expansion. 

Since the primary advantage of a business strategic alliance is resource sharing and 

SMEs in general lack resources (Beamish, 1987, p. 23–37), cooperation within an 

alliance is critical for development. With respect to the Taizhou sewing equipment 

industry strategic alliance, we can conclude that there exists no technology obstacle 

between the members. Consequently, the management activities can be regarded as 

even more important to the overall development of the alliance. For instance, 

optimizing the strategy of collaboration in the manufacturing process helped in 

avoiding severe market competition. Moreover, as a result of the collaboration within 

the homogeneous industry chain, overall costs of the alliance were reduced. Thus, 

effective production plans can have positive impacts such as helping the alliance 

collect market information and avoiding external resources competition. 

All in all, the successful performance of this alliance can be attributed to the 

TSE alliance 

Customers Suppliers 

Government 
Research 

organizations 
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optimized management strategies, which allowed them to enhance their core 

competitiveness through technology innovation. Therefore, it can be concluded that 

knowledge and information exchange can increase the productivity of SMEs in an 

alliance (Vikas& Lather, 2010, p. 61); further, they can also achieve the objectives of 

‘obtaining resources’ and ‘retaining resources’ (Das and Teng, 2000, p. 37). 

5.1.3 Cixi Household Appliances Industry Strategic Alliance 

5.1.3.1 Initiation Analysis 

The Cixi alliance was established as a result of internal factors that are typical to most 

SMEs, specifically lack of resources (Beamish, 1987, p. 23–37) and the desire to 

adapt to the rapidly changing technological environment. As was evident in the case 

of the household appliances enterprises in Cixi, most of them were lacking in terms of 

technology. They did not have sufficient means to develop their techniques, and thus, 

they could not improve product innovation and brand management.  

In terms of external factors, the severe competition in the industry was the primary 

factor. As the markets opened up, the SMEs in Cixi have to keep innovation about 

how and with whom have common standard and value to enter the market (Crotts & 

Wilson, 1995, p. 125–139). Therefore, these SMEs intended to increase their 

competitiveness by ensuring knowledge and technology growth. According to 

Morosini, these two aspects can help enterprises in improving their performance 

results (2004, p. 305–317). Further, the government also played a role in the 

development of this alliance. It encouraged individual household appliances 

manufacturers to enter into an alliance so as to increase profits and accelerate the local 

economy. In other words, the household appliances manufacturers could increase 

productivity by entering into an alliance and focus on technology innovation, product 

R&D, and their core businesses (Vikas& Lather, 2010, p. 61).  

However, the effects of the internal and external factors can be clarified better by 

considering the motivations of the enterprises in Cixi household appliances industry. 

These enterprises entered into the alliance for the following reasons. First, geographic 

expansion; the local government intended to stimulate the local economy, and thus, it 

encouraged the local enterprises to increase their market share. The most obvious 

approach to improving market share is geographic expansion. Second, cost reduction; 

one of the disadvantage of these SMEs was the inability to exist in the market, and 

cost reduction was a means to achieve this goal. Entering into an alliance enabled the 

SMEs to seek appropriate resources through partners (Beamish, 1987, p. 23–37) so as 

to reduce costs. Third, to create manufacturing and other supply-chain synergies; one 

of the aims of the SMEs to enter into an alliance was to be able to access 

complementary assets. For instance, by means of distribution through collaborators, 

they would be able to enhance their competitiveness as a result of knowledge and 

information sharing (Kogut, 1988, p. 321). In addition, knowledge and information 

sharing in the alliance also helped them improve R&D activities so as to provide more 

functional products and efficient services (Barringer & Harrison, 2000, p. 375). 

5.1.3.2 Management Analysis 

The management of the Cixi household appliances industry strategic alliance can be 

analysed from the following six aspects. Moreover, these aspects also indicate the 
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existence of cooperation between this alliance and the government. 

(1) Optimized business environment: The local government encouraged the SMEs in 

the household appliances industry to work together in order to develop their 

technology and improve product innovation. Based on the literature review, we 

can conclude that individual SMEs lack technology innovation in their value 

chains. However, in a business strategic alliance, these SMEs can expand their 

value chain to include those of other enterprises within an effective range; this can 

be achieved through coordination or sharing of a common value chain (Porter & 

Fuller, 1986, p. 56). By means of knowledge and information sharing (Kogut, 

1988, p. 321) within an alliance, the SMEs are supported by the entire alliance, 

thereby obtaining competitive strength by accessing other members’ resources, for 

instance, markets, technologies, assets and labour (Gulati & Singh, 1998, p. 781).  

(2) Optimized transaction costs: A business strategic alliance can help in the reduction 

of transaction costs, which, in turn, facilitates the expansion of the market and 

accelerates the development of the entire alliance. Therefore, SMEs within an 

alliance are able to increase their profitability (Stout & Beaucaire, 2005, p. 1).  

In addition, the effective management of an alliance can help mitigate internal 

competition. Further, the local government’s policy to limit monopolies and 

encourage fair competition in the market helped the Cixi household appliance 

industry strategic alliance to reduce external uncertainty factors (Beamish & Bank, 

1987, p. 2–4) stemming from the transaction process. In addition, the government 

encouraged cooperation between the alliance and other large enterprises, which, in 

turn, helped the SMEs in this alliance to obtain knowledge and technology from 

these external partners.  

(3) Financial resource network: As a result of the support of the local government’s 

policy, the credit rating of the Cixi household appliances industry strategic 

increased dramatically; this helped the alliance in attracting further investments 

from the capital market. As Kogut (1988, p. 321) pointed out, most SMEs lack 

financial resources; however, they can gain complementary assets by means of 

cooperation within an alliance so as to enhance competitiveness. 

(4) Market expansion: There are two ways in which an alliance can expand the market. 

The first is to obtain support in the form of information services from the local 

government. As indicated, the local government supported this alliance by 

providing it with information as well as training services. Thus, the information 

and knowledge exchange was not only within alliance but also extended to the 

government. By means of this platform provided by the government, the 

enterprises in the alliance were able to improve brand image, thereby increasing 

popularity. 

The second approach is to establish a brand strategy. The local government 

encouraged the Cixi household appliances industry strategic alliance to improve 

their R&D capability in order to enhance product innovation; this is because 

knowledge and technology can help the enterprises increase their competence and 

improve their performance results (Morosini, 2004, p. 305–317). 

(5) Innovation system: The local government policy supported the Cixi household 
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appliances industry strategic alliance by ensuring that experts remained in the 

alliance. Since most of the enterprises in the alliance did have some resources, but 

were unable to effectively use them in terms of technology or knowledge, the 

business strategic alliance helped them transfer these resources to increase 

competitiveness, rather than sell these resources (Kogut, 1988, p. 327). In addition, 

the information and knowledge sharing system not only improved product 

innovation but also reduced some uncertainty factors (Beamish & Bank, 1987, p. 

2–4).  

(6) Quality monitoring system: The quality of the products was critical to the alliance; 

this is because poor quality products can negatively affect performance results. 

Further, since in an alliance, all enterprises share common risks and opportunities 

as they are bound by a single agreement (Kuglin & Hook, 2002, p. 3), the quality 

monitoring system ensured that the product quality of all enterprises within the 

alliance remained at par. Moreover, the local government also helped the alliance 

in building a monitoring system in order to optimize the business environment. 

5.1.3.3 Performance Analysis 

Based on the performance of the Cixi household appliances industry strategic alliance, 

we can conclude that government support and reform policies played a crucial role in 

ensuring the success of the alliance. As shown in Figure5, the basic structure of an 

alliance can be improved based on the six management aspects of the Cixi household 

appliances industry strategic alliance. 

 

 

 

 

 

 

 

 

 

 

Figure7. Basic Structure of the Cixi Household Appliances Industry Strategic Alliance 

with External Relationships (Source: The Elementary Form of SMEs’ Alliance with 

External Relationship, Chi, 2005, p. 103) 
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5.1.4 Yuyao Plastics Industry Strategic Alliance 

5.1.4.1 Initiation Analysis 

The situation of the Yuyao plastics industry strategic alliance is considerably similar 

to that of the Cixi household appliances industry strategic alliance. With regard to the 

internal factors, the SMEs in this alliance sought information and technology 

exchange so as to increase their competitiveness in the market. However, as 

mentioned earlier, SMEs in general lack resources (Beamish, 1987, p. 23–37); they 

also aim to adapt to increasing globalization and the rapidly changing technological 

environment. Therefore, one of the primary objectives of the SMEs in Yuyao was to 

reduce costs. In addition, the SMEs believed that a strategic alliance would assist 

them in overcoming their weaknesses and improving their chances of subsistence 

(Hoffmann & Schlosser, 2001, p. 358), and hence, they sought appropriate resources 

through partners (Beamish, 1987, p. 23–37). The business strategic alliance also 

provided them with a platform to do business; in other words, the business strategic 

alliance helped them improve technology and stimulated innovation (Vikas & Lather, 

2010, p. 61).  

However, when considering the external factors, we can conclude that the cultural 

background of this region also played a role in the development of this alliance. 

Further, commercial development also plays a vital role in regional culture. Moreover, 

the government also supported the SMEs in the plastics industry and encouraged them 

to enter into a business strategic alliance. Therefore, cooperation between the local 

government and the alliance was extremely important; this is because an alliance can 

benefit considerably from government support in terms of favourable policies and a 

good business environment.  

5.1.4.2 Management Analysis 

With regard to the management of the Yuyao plastics industry strategic alliance, we 

identified the following three important factors that impacted the performance of this 

alliance. 

(1) Government support: The local government not only played the role of a monitor 

but also helped in accelerating the competitiveness of this alliance. In this regard, 

the local government coordinated with the central government to ensure that the 

policies would positively impact the local enterprises. This kind of support can be 

viewed in terms of both protection and participation. As a result of the local 

government’s coordination activities, a good business environment was created. 

Further, the local government protected the profits of the local enterprises and 

stimulated the development of the strategic alliance. In addition, the local 

government helped in improving the information and knowledge exchange system 

within the alliance.  

(2) Cultural background: According to the COSO ERM framework, internal 

environment is an extremely important component with respect to risk 

management (COSO, 2004, p. 21). It is related to the risk management philosophy 

and risk culture (COSO, 2004, p. 21). In this regard, cultural background can 

accelerate innovation and strengthen the relationship between the enterprises in an 

alliance. With respect to cultural background, Chou stated as follows: ‘From a 
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general perspective, any economic phenomena and behaviour can be seen as the 

result of a corresponding system, culture is the internal factor of business 

development’ (Chou, 1999, p. 137). Therefore, the business culture of Yuyao 

deeply impacted the development of the business strategic alliance.  

(3) Relationship between cooperation and competition: The SMEs in the plastics 

industry in Yuyao share both common interests and risks; further, they develop 

R&D with each partner so as to achieve the targets of the entire alliance as a 

whole (Li & Malin, 2009, p. 1111). Further, strategic alliances can accelerate 

business to obtain competitive strength by means of a resource sharing system 

(Gulati & Singh, 1998, p. 781). Therefore, the SMEs in the Yuyao plastics 

industry strategic alliance ensured fair internal competition.  

5.1.4.3 Performance Analysis 

Based on the management analysis of the Yuyao plastics industry strategy alliance, we 

concluded that the performance of this alliance was also successful. In addition, 

certain special factors further stimulated the success of this alliance. Therefore, we 

revised the original model of the basic structure of an alliance by including three 

additional factors based on the management of the Yuyao plastics industry strategic 

alliance. 

 

 

 

 

 

 

 

 

 

 

 

 

Figure8. Basic Structure of the Yuyao Plastics Industry Strategic Alliance with 

External Relationships and Factors (Source: The Elementary Form of SMEs’ Alliance 

with External Relationship, Chi, 2005, p. 103) 
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In these four alliances, evidence was found to support the theory that performance and 

relationship risks are inherent to business strategic alliances. In the case of the 

Honghe sweater industry strategic alliance, we found that the inability to overcome 

performance risk was one of the major factors that led to the failure of the alliance; 

however, relationship risk also stimulated the failure of the alliance as can be 

confirmed by the opportunistic behaviour of the alliance’s enterprises. 

In the case of the Taizhou sewing equipment industry strategic alliance, our findings 

continue to provide evidence to the fact that relationship risk does exist in alliances; 

the homogeneous products were manufactured as a result of the opportunistic 

behaviour of the enterprises, which can be confirmed by the implementation of the 

information and knowledge sharing system. However, in this alliance, performance 

risk was successfully controlled because of the support of the local government in 

terms of policies and the optimization of the business environment. Moreover, the 

government also monitored this alliance so as to control relationship risk. 

The Cixi household appliances industry strategic alliance took several measures to 

minimize inherent risks. With respect to the mitigation of performance risk, the 

alliance formed partnerships with external organizations such as research 

organizations and universities so as to enhance their innovation efficiency and 

increase market share. Further, relationship risk was controlled by the internal 

crediting system and with the assistance of the local government in terms of finance 

and knowledge acquisition. Thus, the SMEs within the Cixi household appliance 

industry strategic alliance were able to focus only on the objectives of the alliance as a 

whole. 

In the case of the Yuyao plastics industry strategic alliance, it was observed that 

cultural background also impacted performance and relationship risks. The SMEs in 

this alliance intended to reduce their costs and improve their technology; their 

business activities were influenced by the regional culture, which is essentially a 

business culture. Hence, the information and technology sharing system ensured that 

they trusted each internal partner, thereby mitigating relationship and performance 

risks. In addition, the government also supported the alliance, helping it to achieve its 

objectives.  

However, these cases also indicate that a major concern with respect to the 

management of these alliances is risk management, particularly if they lack 

government support and a monitoring system. Moreover, the R&D activities of these 

alliances primarily rely on external research organizations and even competitive firms. 

Hence, the alliances continue to be exposed to performance and relationship risks. 

5.2.2 Risk Control 

We analysed risk control with respect to these four alliances based on the COSO ERM 

framework (COSO, 2004, p. P. 20). Further, we also considered Appendix A in order 

to explicate the importance of developing effective control mechanisms. In addition, 

we propose that these inherent risks can be minimized by routine internal audits to 

evaluate the risks and assess applicable controls (Anderson et al., 2006, p. 14). 



46 
 

 Internal 

Environment 

Objective 

Setting 

Event 

Identification 

Risk 

Assessment 

Risk 

Response 

Control 

Activities 

Information 

&Communication 

Monitoring 

Taizhou 

sewing 

equipment 

industry 

strategic 

alliance 

Risk 

management 

philosophy 

 

Commitment 

to 

competence 

 

Assignment 

of authority 

& 

responsibility 

Strategic 

objectives 

 

Related 

objectives 

 

Selected 

objectives 

 

Risk 

tolerance 

Factors 

influencing 

strategies& 

objectives  

 

Risks& 

opportunities  

Inherent 

risk 

Evaluate 

possible 

risk 

responses 

 

Select 

responses 

Integration 

with risk 

response 

 

Type of 

control 

activities 

Strategic & 

integrated 

systems 

Ongoing 

evaluation 

Cixi 

household 

appliances 

industry 

strategic 

alliance 

Risk 

management 

philosophy 

 

Commitment 

to 

competence 

 

Assignment 

of authority 

& 

responsibility 

Strategic 

objectives 

 

Related 

objectives 

 

Selected 

objectives 

 

Risk 

tolerance 

Factors 

influencing 

strategies& 

objectives  

 

Risks& 

opportunities 

Inherent 

risk 

Evaluate 

possible 

risk 

responses 

 

Select 

responses 

Integration 

with risk 

response 

 

Type of 

control 

activities 

Strategic & 

integrated 

systems 

Ongoing 

evaluation 



47 
 

 

 Internal 

Environment 

Objective 

Setting 

Event 

Identification 

Risk 

Assessment 

Risk 

Response 

Control 

Activities 

Information 

&Communication 

Monitoring 

Yuyao 

plastics 

industry 

strategic 

alliance 

Risk 

management 

philosophy 

 

Commitment 

to 

competence 

 

Assignment 

of authority 

& 

responsibility 

Strategic 

objectives 

 

Related 

objectives 

 

Selected 

objectives 

 

Risk 

tolerance 

Factors 

influencing 

strategies& 

objectives  

 

Risks& 

opportunities 

Inherent 

risk 

Evaluate 

possible 

risk 

responses 

 

Select 

responses 

Integration 

with risk 

response 

 

Type of 

control 

activities 

Strategic & 

integrated 

systems 

Ongoing 

evaluation 

Honghe 

sweater 

industry 

strategic 

alliance 

N/A Strategic 

objectives 

 

Related 

objectives 

 

Selected 

objectives 

N/A Inherent 

risk 

Evaluate 

possible 

risk 

responses 

 

Select 

responses 

Integration 

with risk 

response 

 

Type of 

control 

activities 

Strategic & 

integrated 

systems 

N/A 

Table 5. Key Elements of the Eight Components in the COSO ERM Framework in relation to the Target Alliances (Source: Key Elements of the 

Eight Components, COSO, 2004, p. 21) 
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Based on Table 5, we can conclude that these four alliances were not exposed to any 

cultural risk. Further, Beamish and Bank (1987, p. 2–4) pointed out that the primary 

advantage of a business strategic alliance is information and knowledge sharing; 

however, this advantage is also a disadvantage in business strategic alliances. An 

information and knowledge sharing system creates product homogeneity; this means 

that the business strategic alliance has birth defect in risk culture. Moreover, this 

disadvantage weakens the alliance’s ability to conduct risk assessment in terms of 

likelihood and impact. In addition, the Honghe sweater industry strategic alliance is 

different from the other three alliances in that this alliance did not control risks by 

means of different partnerships. In fact, risk tolerance in all the four alliances was 

poor; however, three of them were supported by the local government to overcome 

risks, the Honghe sweater industry strategic alliance did not have any such support. 

Since the Honghe sweater industry was not supported by the local government, it had 

a weak monitoring system, and therefore, severe internal competition developed. 

Moreover, the alliance did not cooperate with external organizations to identify risks 

and opportunities. In other words, the risk response of the Honghe sweater industry 

strategic alliance was low, and consequently, its control activities were also weak. 

Furthermore, a major factor in relationship risk is an individual enterprise’s 

opportunistic behaviour (Das & Teng, 2001, p. 253), which is created by an 

ineffective information and communication system. This can be observed in the 

Honghe sweater industry strategic alliance. In fact, when we compare this alliance 

with the other three alliances, we can notice that the three alliances implemented a 

strong information sharing and communication system within the alliance and had 

strong communication ties with external organizations.  

In addition, based on the analysis of the four alliances, we can conclude that a 

monitoring system plays a vital role in overall development and risk management. 

One of the reasons why the Honghe sweater industry strategic alliance failed was that 

it did not have a monitoring system to limit the severe internal competition. On the 

other hand, based on our own observation, we can state that the other three alliances 

were successful because of the monitoring system implemented by the local 

government. Such a monitoring system not only restricts the opportunistic behaviour 

of enterprises within an alliance but also creates an optimal business environment, 

which, in turn, minimizes performance risk. However, one problem with these 

alliances is that none of them have a separate evaluation system to monitor the 

alliance. Thus, they depend entirely on the local government; consequently, the 

growth of these alliances is limited by the government policies. 

5.3 Significant Links in the Findings 

Before presenting the concluding remarks, in this section, an overview of the most 
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important relationships identified in the analysis has been provided. The factors that 

impact performance and relationship risks were identified as shown in Figure 9. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Figure9.Factors Impacting the Inherent Risks in Business Strategic Alliances of SMEs 

(Source: The Elementary Form of SMEs’ Alliance with External Relationship, Chi, 

2005, p. 103) 

Note:      indicates a direct relationship with the business strategic alliance; and 

denotes the relationship with each factor.  
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four alliances, we concluded that risk control is not only impacted by external factors 

but also affected by the internal monitoring system. Furthermore, we observed that 

cultural background can improve the rate of success of a business strategic alliance. In 

other words, performance and relationship risks can be controlled by means of 

cooperation with external partnerships as well as an optimized internal system. 

Moreover, the strong relationships with each factor can enhance the efficiency of a 

business strategic alliance. 

More specifically, an internal monitoring system monitors the internal opportunistic 

behaviour of the enterprises; thus, it efficiently controls private interests within a 

business strategic alliance. Hence, an internal monitoring system can directly balance 

the benefits between partners, ensuring that the enterprises within the alliance focus 

only on core business development and product innovation. Additionally, a strong 

relationship between the internal monitoring system and the government can further 

enhance the system, making it more powerful and authoritative. 

With regard to external factors, government support in terms of policies and services 

helps to create a positive business environment; in such an environment, a business 

strategic alliance is able to attract more investments and has more collaboration 

opportunities. Additionally, as seen in Zhejiang province, the local government can 

assist business strategic alliances of SMEs by facilitating the formation of strong 

relationships with local universities and research organizations. 

Furthermore, a strong relationship with competitive and complementary firms helps to 

accelerate innovation and market competitiveness, which, in turn, allows the SMEs to 

focus on market share and market existence. In other words, it can reduce the chances 

of individual enterprises seeking personal benefits. 

In Zhejiang, cultural background is also an important factor. It ensures that the local 

government focuses primarily on local business development. Further, the business 

cultural background of Zhejiang ensures the existence of a natural business 

environment in the region. 

If the business strategic alliances of SMEs are able to maintain strong relationships 

with suppliers and customers, they will have the opportunity to reduce costs and 

maintain market share. As a result, we can conclude that the success rate of business 

strategic alliances of SMEs is affected by suppliers, customers, governments, 

competitive and complementary firms, government support, research organizations 

and cultural background. In other words, these factors can help business strategic 

alliances of SMEs control performance risk arising from external factors. 
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6. Conclusion 

This chapter summarizes the most important findings based on the analysis of 

performance and relationship risk control within business strategic alliances. In this 

chapter, the findings from the case study have been related to the purpose of this study. 

Further, suggestions for future research are provided. 

6.1 Conclusion and Discussion 

The purpose of this study was to determine the factors that impact performance and 

relationship risks in business strategic alliances. Moreover, this thesis intended to 

contribute toward providing effective approaches to control the two inherent risks. In 

addition, we attempted to provide information on how business strategic alliances can 

become more successful. Furthermore, this study provided a better understanding of 

performance and relationship risks in business strategic alliances in China. Through 

the four representative alliances, we aimed to provide a clear concept of business 

strategic alliances of SMEs in Zhejiang province and subsequently understand how 

the two inherent risks can be controlled in this province.  

As expected, we found that the four alliances are exposed to both performance and 

relationship risks. For instance, in the case of the Honghe sweater industry strategic 

alliance, we found that both internal and external factors directly resulted in the 

manifestation of performance risk; these factors included the increasing competition 

in the external business environment and poor product and technology innovation 

activities within the alliance. Further, the imbalance of information resulting from the 

ineffective technology and knowledge exchange system created a communication 

obstacle within the alliance. Based on the analysis of the four alliances, we can 

conclude that communication problems also give rise to relationship risk within a 

business strategic alliance. 

In this study, we focussed our research on China, and hence, our findings offered 

perspectives that were peculiar to this region. We found that lack of monitoring and 

support from the government is one of the primary factors that results in the failure of 

a strategic alliance. Moreover, we observed that business environments and cultural 

background also influence both performance and relationship risks. 

Following the literature review, we can conclude that the inability to sustain mutual 

benefits in the long run is the primary reason why business strategic alliances of 

SMEs fail. In addition, we observed that performance and relationship risks always 

exist in the long-term relationships of a business strategic alliance. Further, a complex 

business environment reduces trust among the members of a strategic alliance; thus, 

alliances can be easily influenced by these two inherent risks. 

Given the two above-mentioned inherent risks, risk control must include the 



 
52 

 

establishment of a technology and knowledge sharing system within the business 

strategic alliance of SMEs so as to protect the common interests and profits of the 

members. Further, based on the analysis, it can be stated that the establishment of an 

internal monitoring system is critical for effective risk management. In this regard, in 

Zhejiang, the local government not only supports the business strategic alliances of 

SMEs but also monitors the alliances.  

6.2 Implications 

This study to some extent contributes toward a better understanding of the 

management of business strategic alliances of SMEs. It can be used by the 

management of such alliances to ensure success of the alliance. First of all, by 

controlling performance risk by means of improved product and technology 

innovation, the alliance can achieve its common objectives. Thus, managers need to 

cooperate more with both internal and external partners. In addition, an information 

and knowledge sharing system is important for the success of the alliance because it 

can avoid the imbalance of information and knowledge, which, in turn, minimizes 

opportunistic behaviour within business strategic alliances. Further, a monitoring 

system is important in any business strategic alliance of SMEs as it restricts the 

managers’ behaviour, ensuring overall alliance development. 

In addition, we observed that good internal and external partnerships can help an 

alliance minimize risks; moreover, it was noticed that these partnerships influence 

each other. Thus, in a business strategic alliance it is extremely important to establish 

a strong relationship with both internal and external partners. Such strong 

relationships help firms increase their competitive strength by accessing their 

partner’s resources, such as markets, knowledge, assets and labour (Gulati & Singh, 

1998, p. 781). 

Furthermore, building a trust mechanism in an alliance is also helpful in minimizing 

relationship risk; this, in turn, stimulates the growth of the alliance as a whole. In 

addition, it is also an effective cost reduction approach from a management 

perspective.  

The risk control of business strategic alliance can also consider some factors which 

find out from this study for large size organization. Moreover, the government policy 

to support business strategic alliances evidently affects the success of business 

strategic alliances; consequently, this finding can be used by government agencies in 

other regions to promote the development of business strategic alliances or the growth 

of SMEs. 

6.3 Limitations and Future Research 

We hope to provide recommendations for future research so as to ensure that future 
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researches are more comprehensive and do not include certain unnecessary limitations. 

The purpose of this study was to determine the factors that influence the inherent risks 

within a business strategic alliance. For this research, we targeted the business 

strategic alliances of SMEs in Zhejiang province in China. We developed a 

framework to control two inherent risks within any business strategic alliance of 

SMEs. This was because at present there are only few studies focussing on risk 

control within business strategic alliances of SMEs in Zhejiang province. Given 

below are some recommendations for future research. 

Firstly, the analysis of this study is based on previous theoretical frameworks. Further, 

the findings and this research can be further expanded and developed from similar and 

relevant articles. Hence, the theoretical frameworks can be related to risks in business 

alliances in a more comprehensive manner. 

Secondly, the factors that influence the inherent risks within a business strategic 

alliance of SMEs were identified based on previous researches, and our analysis was 

limited to the four alliances in Zhejiang. Therefore, future studies need to test these 

suggestions and include other factors that affect risks in business alliances of SMEs.  
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