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INTRODUCTION

A faster pace, but still the same industrial marathon
Within the context of the larger reconfiguration of the global auto industry, this paper

seeks to analyze a specific form of inter-firm alliance that has emerged in the mid to late
1990s, in which a company holds significant strategic and operational influence over an
alliance partner even though only a minority equity-stake is held. This pattern of inter-firm
coalition can be seen most prominently in the Ford-Mazda, Renault-Nissan, and
DaimlerChrysler-Mitsubishi cases.

The paper takes the perspective that the overall reconfiguration of the automobile
industry and the greatly increased number of inter-firm tie-ups since the 1980s is an effect of
intensified competition in the global industry. This view is consistent with that of Doz and
Hamel (1998) where increased inter-firm cooperative relations are described as a product of
intensifying “races for the world” where firms seek to capitalize on global opportunities and
“races for the future” where firms rush to achieve competitive advantage vis-à-vis rivals in
new technological innovations.

Accelerating the “race for the world” in the auto industry over the last twenty years
has been what we may call capability-building competition on a global scale (Fujimoto
1999a), where automakers worldwide compete not only on prices and product content that
customers directly observe, but also on productivity, lead times, and process capabilities
which lie at a deeper level of a firm’s operations. The industry’s “race for the future,” on the
other hand, has been pushed ahead by the increasing pressure on automakers to respond to
social needs, particularly concerning environmental and safety issues. To strengthen their
competitive capabilities and social responsiveness, automakers worldwide have looked
beyond their own organizational boundaries to form relationships with other industry players
to exchange productive, financial, and managerial resources through various types of inter-
firm cooperation. To the extent that these types of alliance have been driven by intensified
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capability-building competition, we may call them capability-driven alliances.

As a result, virtually all of the world’s major automakers have been players in
establishing new inter-firm ties. Fujimoto, Takeishi, and Nobeoka (1999) have shown that
from 1985 to 1990 the number of strategic alliances between the largest automobile
manufacturers in Japan, Europe, and the United States increased from 36 to 102. Through the
1990s the number has held more or less steady, as the number of new alliances has about
equaled the number of alliances that are broken.1 It should be noted, however, that the effect
of the capability-driven alliance is not a restriction competition (e.g., price collusion), but
rather the intensification of competition in the long run. In other words, capability-driven
alliances are not only driven by competition but also drive competition. The present paper
seeks to explain how such competition and cooperation reinforce each other.

Paper overview
The paper is organized as follows. After outlining the concept of capability-building

competition and the basic competitive nature of the auto industry, alliance relationships are
discussed within this context. Next, examples from the cases are introduced and analyzed to
illustrate how these recent alliance relationships have been affecting the capability-building
of firms engaging in them. Finally, the paper concludes with a summary of the paper’s
argument and some implications.

THE AUTO INDUSTRY: DRIVEN BY CAPABILITY-BUILDING COMPETITION

What is meant by capabilities?
As is pointed out by Foss (1997), there are many terms which can be used to describe

certain internal characteristics unique to a firm, in particular the distinctive abilities of a firm
to compete, improve, and survive.2 In past work, Fujimoto (1999b) has defined capabilities as
“stable pattern(s) of firms’ productive resources (in Prenrose’s sense) and their activities
which create inter-firm differences in organizational performance (competitiveness in
particular) and are hard to imitate by competitors” (p. 395), and this paper will use this
explanation as a working definition of the term. The productive resources and their activities
described by Fujimoto can be considered effective firm routines (Nelson and Winter 1982)
and practices (Szulanski 1996). Thus, capabilities, being amalgamations of many different
routines and practices within a firm, are necessarily socially complex, causally ambiguous,
and often path dependant, making them difficult to imitate and transfer (Barney 1997). Hence,
differences in the capability endowments of firms tend to persist. This point is important
because as a result of the persistence of differences in capability endowments, firm
competition centered on the building of capabilities is therefore necessarily long-term.

                                                
1 From 1990 to 1998 the number globally active firms in the auto industry decreased from 27 to 20

through mergers and acquisitions, which is less than many had predicted. An English citation for this data can be
found in Fujimoto and Takeishi (2001, forthcoming).

2 Foss points out that the terms resources (Prenrose 1959, Wernerfelt 1984), core competencies
(Prahalad and Hamel 1990), capabilities (Nelson and Winter 1982, Kogut and Zander 1992, etc.), and dynamic
capabilities (Teece et. al 1997) are all used to describe such concepts depending on the author. The present
paper’s use of the term “capabilities” derives primarily from the general framework of Grant (1991), which
builds on Prenrose, where capabilities and resources are treated separately, and a firm integrates its strengths, or
resources, to form capabilities which lead to competitive advantage when combined with appropriate strategy.



3

Capability-building competition: A long-term view needed

As the figure indicates, at least three dimensions can be identified for analyzing a
firm’s performance or success: financial, product (surface level), and process (deep level).
Based largely on the degree of influence exerted by external factors, each of these
performance measures experience variation. Wide variations in the financial performance of a
firm can often be seen from quarter to quarter, while product-performance variations are
generally more moderate as products pass through cycle plans, which take at least several
years. Performance at the deeper level of productive performance (e.g., lead time,
productivity, shop-floor defect ratio, inventory turn-over ratio, etc.), however, tends to be
more stable, as this level of competition is more directly linked to a firm’s distinctive
organizational capabilities. As organizational capabilities are difficult to accumulate and
imitate in the short run, catch-up at this deeper level of performance may sometimes take
decades, which explains why such close attention is paid to the productive performance of
automakers. As firms compete at this deeper level they can be said to be engaging in
capability-building competition, which is necessarily more dynamic and long-range than
competition between firms in financial- and product-markets.

In this respect, the automobile industry of the 20th century can be seen as a sector in
which cumulative evolution, rather than revolution, mattered as an engine for industrial
change. Since the era of Ford Model T, the basic product architecture of the automobile has
essentially remained integral, closed, and stable. Yet, over the same period, the industry has
also witnessed rapid technological advancement and improvements in industrial performance
(e.g., productivity, quality, lead times) within its relatively stable basic industrial framework.
Thus, inter-firm competition continually to achieve increasingly more effective organizational
capabilities, i.e. capability-building competition, has been a key long-run driver of the
industry’s changes.

To the extent that capability building has been the main driver of the automobile
industry’s evolutionary development, other industrial factors, including alliances and M&As,
are actually by-players and not the dominant forces that they are often thought to be. Though
the mere creation of close inter-firm relationships between major firms may sometimes appear
to be revolutionary developments that could fundamentally change the industrial landscape, in
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the long run, they are unlikely to radically alter the industry’s long-standing competitive
orientation. As such, inter-firm ties should be analyzed to ascertain how they supplement the
industry’s competitive dynamic, not replace it. A task which is undertaken in this paper.

Sources of firm performance: Looking beyond scale
Lying behind this paper’s discussion of capabilities and capability-building

competition in the auto industry, is the notion that scale is not the sole determinant of a firm’s
survival. Of course, this argument does not mean to imply that scale effect should be ignored
altogether. Scale certainly matters to a certain extent. Indeed, there are various economic
concepts that suggest size means power: theoretically, scale economies (increasing returns to
scale) and network externalities (competitiveness increases as the number of users increases)
are quite familiar; empirically, Silberstone curves (unit cost decreases as automobile
production scale increases) and experience curves (unit cost decreases as cumulative volume
increases) are also persuasive models. These concepts all imply that size (scale) is the source
of competitiveness and each of these concepts do actually apply to the case of the auto
industry.

What is often overlooked, though, is that there may be a limit to the scale effect. For
example, given today’s production technologies and development cost structure, the minimum
efficient scale per basic model (platform) is often said to be a quarter million units per year.
Let us also assume that an automaker needs a product portfolio with four or five basic models
in order to cover the mass market and stabilize the business. If so, minimum efficient scale for
the entire firm adds up to 1-2 million units, roughly speaking. Beyond this level of scale, the
main driver for firm competitiveness and survival is likely to be each firm’s organizational
capabilities, and not a firm’s total scale.

It should be noted, here, that most of the existing automakers that are internationally
active have already reached this level of scale. That is, as far as the existing automakers
competing internationally (about 20 worldwide) are concerned, the sheer size of the company
may no longer be a dominant factor for survival and competitiveness. It is simply succumbing
to the “myth of scale” to believe that “the bigger the automaker, the stronger it gets, no matter
how big.” For the same reasons, there seems to be no solid economic foundation that makes
us believe that a firm needs to produce at least four million vehicles per year in order to
survive in today’s global competition - a number often cited in the media and by practitioners.

Given that most of today’s existing automakers have already achieved the minimum
efficient scale for a firm, size of the firm should not be regarded as a major driver for
competition and cooperation. Scale may be regarded as a result of a firm’s competitive
capability, but it should not be regarded as an ultimate goal. Indeed, it is reasonable for a firm
to grow as a result of improved capability and competitive performance. However, if a firm’s
size expands beyond the level that its competitive capability allows, the result would be over-
capacity, desperate price discounts, severe deterioration of profit performance, and financial
crisis. This seems to be exactly what companies like Mazda, Nissan, and some Korean
automakers experienced in recent years.

Again, since most of the existing international automakers are already big enough, the
source of competitiveness, and the key to long-term survival, is the ability of a firm to build-
up its capability-base and then to exploit these capabilities with effective management,
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including taking advantage of both deliberate and emergent strategy patterns (Fujimoto
1999a). This argument also applies to the issue of inter-firm linkages, meaning that strategic
alliances and M&As are only relevant for long-term competition in how they may facilitate,
or hinder, a firm’s qualitative capability building. History seems to hold this same lesson, as
mergers merely pursuing scale economy or alliances simply for the sake of political
maneuvering have tended to be less successful than the cases where the participating firms
had clear visions for mutual organizational learning and joint capability-building.

The question of how inter-firm ties can influence the capability building of firms is
examined in more detail in the next section.

CAPABILITY BUILDING AND INTER-FIRM RELATIONS

Entering into a strategic relationship with another firm for the purpose of improving
firm capabilities is not uncommon, and has been identified as a motive for alliance formation
from the early stages of the literature (cf. Harrigan 1986, etc.). Indeed, Hamel (1991) has
described learning between alliance partners as a race, where firms compete against each
other to see which side can be faster in using the alliance to learn, accumulate knowledge, and
build capabilities. More recent work has also highlighted alliances for their abilities to allow
firms to learn from partners and internalize complex capabilities (Yoshino and Rangan 1995,
Doz and Hamel 1998). Detailed benchmarking that becomes possible between alliance
partners can provide one means by which this learning occurs.

In intra-industry alliances, however, the fear of creating or aiding a potential
competitor causes firms to be wary of inter-partner learning (Bleeke and Ernst 1995). In fact,
managers are often warned to be careful of inadvertently transferring capabilities to a partner,
which may latter use them to outperform the transferring firm in the market. Thus, inter-firm
ties are often kept tightly controlled, and research has shown that control may indeed inhibit
the learning needed for organizational change (MacDonald 1995). The realization of the full
learning potential of some inter-firm tie-ups is thus often hampered by the unwillingness of
intra-industry firms to actively cooperate with the alliance-assisted capability learning goals
of a partner.

If, however, a firm realizes that no company is strong in all aspects, that there are
opportunities for exchanging resources with potential competitors, and that such alliances can
be a win-win game, it may be able to avoid such a defensive attitude, and make better use of
the strategic alliance as a tool for efficient capability-building. For a firm that is confident of
its own ability to assess its resource position, learn effectively from an alliance partner and
thereby reinforce its capabilities, an alliance makes sense as a means to pursue capability-
building competition. Note again that a capability-driven alliance can be a win-win game, as
one partner’s learning in an alliance does not hamper the other partner’s learning, and could
even, in some cases, actually enhance it.3

                                                
3 For example, assisting a partner to learn (i.e., teaching), may also give insights into how a capability

could be improved in the originating organization, as a firm systematizes and articulates the capabilities to be
transferred. Thus, by teaching, a firm could itself learn, something that can be called learning-by-teaching
(Heller 2000).
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Alliance versus M&A
A question may arise here: Which is a better form of inter-firm linkage, an alliance or

M&A? The answer, again, depends upon what is thought to be the main driver of a firm’s
ultimate survival: firm size or capability. If the sheer size of the company is critical for firm
survival, an M&A, which can instantly create a larger hierarchically-unified company, would
be more advantageous than an alliance. If, however, mutual learning and capability-building
is the single most important factor for inter-firm ties, and if alliances have advantages over
M&As regarding effective mutual learning, then alliances may be better arrangements for
survival in many occasions.

In other words, if long-term capability-building by learning from partners is the major
motivation for the inter-firm alliance, and if the allying firms can develop abilities to learn
effectively from each other, then capability-driven alliances between semi-independent firms
can be regarded as an effective tool for survival in the intensifying global competition. In
many cases, such alliances may be even more effective than an M&A where one firm assumes
total control over the other.

Entering into a capability-driven alliance and effectively managing its inter-firm
relationship, could enable a firm to avoid having to use the “blunt tool” (Doz and Hamel, p. 3)
of a full-takeover merger where the entire bundle of resources of another firm, including non-
distinct assets, must be purchased and organizational problems of post-merger integration
tend to be large (Hamel 1991). Furthermore, acquisitions are often only possible at a price
that precludes an acquiring firm from earning above-normal profits as a result of the
acquisition (Barney 1997, Jensen and Ruback 1983, Lubatkin 1987, Singh and Montegomery
1987). Thus, the new alliance pattern can permit a firm to secure privileged access to the
valuable capabilities of another firm at a reduced cost, and so may be considered a more
efficient use of firm resources.4

In addition to financial cost savings, in cases where a target firm is experiencing a
severe economic crisis, the avoiding being completely taken over by another firm may also
allow employees of the target firm to maintain a sense of corporate identity and an attitude of
self-determination that are generally more difficult to preserve in cases where a struggling
firms is completely acquired by another firm. Thus, the capability-driven alliance pattern may
produce positive effects with regards to the internal motivation of the target firm employees
and their desire to learn, while also encouraging these employees to work, on their own
initiative, together with the investing firm to restore weaker managerial and operational
capabilities. Such an attitude should also be more conducive to preserving the still-effective
internal capabilities of the target firm.

This section has considered how the capability-driven alliance pattern could help
improve the capability-building of alliance partners. The next section turns to the cases to
probe for examples of how capability-driven alliances have actually affected capability
building in the firms which have pioneered the new pattern.

                                                
4 The costs of an acquisition, in addition to the purchase price, typically also involves the assumption of

the outstanding debt of the other firm, which in some cases, notably Mazda, Nissan, and Mitsubishi, can be quite
substantial.
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CASE-BASED EXAMNATION OF ALLIANCE-ENABLED CAPABILITY
BUILDING

Renault-Nissan Case
In March 1999, Renault acquired a 36.8% equity-stake in Nissan. The ensuing alliance

between the two firms may be regarded, at least after the fact, as an attempt by the firms to
engage in joint capability-building and mutual learning. On the one hand, Nissan was
suffering from poor financial performance and chronic deterioration of market share
throughout the 1990s. Certain strategic mistakes are said to be responsible for its poor market
and financial performance: excessive proliferation of models and distribution channels to
match Toyota’s product line-up despite a shrinking sales volume, for example. On the other
hand, Nissan’s productive performance was still healthy and strong in many aspects even in
the late 1990s. Nissan’s assembly productivity and product development lead times were still
world class, and so were its engine and other key component technologies. However, the
company was rather poor in using these productive capabilities and technologies to produce
attractive products. Nissan was said to be rather weak in brand management, design, and
overall product planning.

Renault, on the other hand, was enjoying relatively high financial performance in the
late 1990s with a series of successful new vehicles with novel product concepts, but its
productive performance tended to be lower than that of Nissan. Another remarkable
characteristics of Renault is its own experience of revival from a serious slump of the 1980s,
when Renault was suffering from poor financial performance, a high-cost/low-profit structure,
too many platforms, and a rather unattractive line-up of products. Renault recovered from this
slump through a series of experiences and efforts: financial restructuring, learning from best
practice operations (e.g., a Japanization of its quality management), cost-reduction initiatives
mainly in parts procurement, and development of a series of successful new products.

Thus, as of the late 1990s, Renault was enjoying healthy profit, but its operation
tended to be limited to Europe and some parts of Latin America. Renault was seeking for
opportunities to globalize its operations. Nissan, on the other hand, was a more internationally
active firm than Renault, but badly needed cash to reduce its huge debt. Overall, Nissan was
relatively strong in productive activities and component technologies at factories and
technical centers, but was relatively weak in headquarters’ strategy making, brand
management, product design, and product conception.

Thus, there was an opportunity for capability-driven alliance: Nissan received cash
and strategic capabilities from Renault; Renault received minority control-rights and
operational capabilities from Nissan. Nissan has recently established a section whose mission
is to articulate and disseminate the Nissan Production Way. Renault is planning to establish
the Renault Production System mainly by benchmarking Nissan plants. Nissan is conducting
its revival plan, which looks as if it were a compressed version of Renault’s own revival
experience. Thus, Renault’s strategic capabilities, as well as its revival experience, are
valuable assets not only for Renault, but also for Nissan.

Finally, it is important to note how this case implies that the most effective way to
transfer strategic capabilities is to dispatch a first class strategist as a top manager. In the
Renault-Nissan case, the transfer of COO Carlos Ghosn, a central person in Renault’s revival,
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from Renault to Nissan may be regarded as the key to the success of this alliance. And this is
probably why a very peculiar pattern of alliance was observed between the two companies:
dispatching a first rate top-manager despite only minority share-holding. When there is an
attempt for capability-driven alliance between a company with relatively weak strategy and
strong operations and a company with the opposite capability characteristics, this specific
pattern of alliance tends to emerge.

Ford-Mazda Case
The Ford-Mazda case contains many similarities to that of Renault-Nissan, but also

some important differences, most notably the long-term nature of the relationship between
Ford and Mazda which dates back over 30 years. Cooperative relations between the two firms
first began in October 1969 when Ford, Nissan, and Mazda (then known as Toyo Kogyo)
established JATCO, a 50/25/25% manufacturing joint venture in Japan to produce automatic
transmissions.

The relationship between Ford and Mazda expanded throughout the 1970s to include
mutual OEM vehicle supply, and inter-firm ties grew significantly closer in November 1979
when Ford purchased a 25% equity-stake in Mazda. The increased equity stake was primarily
motivated on the Mazda side by financial difficulties due to strategic missteps (e.g. an over-
dependence on the Rotary engine) and the effects of the 2nd oil shock, and on the Ford side by
the increased attention Ford felt it must give to Japanese manufacturers, their strong
organizational capabilities, and the Japanese market. Cooperative relations between the two
firms grew throughout the 1980s to include some limited joint product development projects,
a sales dealer joint-venture in Japan, mutual parts and product souring, and numerous
examples of mutual capability learning (See Babson 1998, Yoshino and Rangan 1995, and
Bleek and Ernst 1993, etc.)

In the 1990s the relations between Ford and Mazda grew closer at an increasing rate,
largely motivated by a growing financial crisis at Mazda brought on by strategic missteps
similar to those of Nissan, e.g. over-proliferation of products and dealer channels despite
decreasing volume sales, even though productive performance at Mazda remained strong. In
June 1992, Ford acquired a 50% equity stake and management control of Mazda’s assembly
plant in Flat Rock, Michigan. Then, in December 1993 Ford and Mazda announced the
strengthening of their strategic alliance, with three additional Ford executives dispatched to
Mazda to become directors, including one assuming the position of Executive Vice-president.
With this increase, Ford's total representation on Mazda’s Board of Directors rose to 6 out of
41 total seats.

The increasingly close relations of the early 1990s were solidified in April 1996 when
Ford invested an additional $481 million in Mazda to bring Ford’s ownership stake of Mazda
to 33.4%. Ford’s representation on Mazda’s 39 member Board of Directors rose to 7
members, together with a significant increase in the degree of Ford's influence in the
management of Mazda. Henry Wallace, who had been dispatched from Ford to Mazda in
early 1994, was promoted to become the president of Mazda, becoming the first non-Japanese
citizen to head a major industrial firm in Japan. Like Ghosn at Renault, Wallace is considered
to be an extremely highly skilled managers at Ford, and he currently occupies the post of CFO
at Ford.
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After the increased equity stake of 1996, inter-firm learning, integration, and
cooperation also grew at an accelerating rate. Notable examples at Mazda include, the
introduction of an extensive internal education system for managers, improved financial
planning and control, and strategic changes to Mazda's worldwide brand positioning and
marketing. Examples at Ford include, improvements in product quality by learning from
Mazda, together with learning in product development, manufacturing, and Asian market
operations. The two firms are also presently engaging in close product-development
cooperation, platform sharing, and broad cycle plan synchronization.

Mazda's financial performance in 1999 and 2000 was profitable, after 5 years of losses
dating from 1994.5 However, in 2001 financial results are projected to entail a loss of over $1
billion. Although Mazda's financial performance clearly shows the high level of fluctuation
that can be characteristic of this performance measure, it is unreasonable to expect that
Mazda's capabilities have also undergone such dramatic variation over the same period.
Nevertheless, firm morale is not as durable, and in late February 2001, 20% more employees
than expected (2,213 vs. 1800) opted for a Mazda voluntary retirement package starting April
1, 2001. Nearly a quarter of the total number of employees who volunteered were under 30
years old, which was 50% more than Mazda management had anticipated (Nikkei 2001).

The Ford-Mazda case, with its examples of capability learning, along with the uneven
nature of the restructuring at Mazda, gives some valuable insights into several important
aspects of alliance-enabled capability building.

Ø Alliance relations can be quite delicate. The unexpected departure of two high
ranking Ford-dispatched executives within a six-month period in 1999 to 2000
seems to have damaged the inter-firm relationship and level of trust within Mazda
towards Ford.6

Ø It is importance to preserve separate identities (to achieve diversity) and self-
determination (to maintain diversity) between alliance partners, so that each firm’s
effective capabilities can be maintained and also can be strengthened by inter-
partner learning.

Ø A significant role is played by perception of equality and mutual respect between
partners. A perception of a lack of sufficient independence in the firm which is
partially owned by a partner may disrupt inter-firm relations and thereby hurt the
ability of an alliance to enable capability building within the firms.

Ø Dispatches of highly-skilled top managers to allied partners can create a human-
resource strain on the sending firm, as valuable human resources are removed from
the building of capabilities in one firm to help another. However, if the capability-
driven alliance is successful in stimulating the mutual capability-building in the
firms, this human-resource cost should be recoverable. This cost can also be
recouped if managers apply what they learned as dispatchees after they return to
their home firm, and thereby help to create a positive learning cycle between the
firms.

                                                
5 Dates are for the fiscal years ending on March 31 of the years listed.
6 James Miller, president of Mazda, resigned in December 1999 citing health reasons. Then, in May of

2000, Mazda’s CFO, Gary Hexter, who had been dispatched to Mazda from Ford since 1994, also resigned
unexpectedly.



10

DaimlerChrysler-Mitsubishi Case
In March 2000, DaimlerChrysler agreed with Mitsubishi Motors that the German-

American firm would take a 34% stake in Mitsubishi, and the transaction was completed in
the fall of the same year. In the interim and since, both sides experienced severe financial and
market difficulties which has both complicated and increased the sense of urgency on both
sides in obtaining tangible results from the relationship.

Since January 2001, DaimlerChrysler has dispached Rolf Eckrodt to be COO of
Mitsubishi to orchestrate the firm’s “Turnaround Plan.” Thought the case is still very recent
and thus difficult to asses at present, as this paper has illustrated, there is a need for the mutual
activation of the learning abilities of the firms for this alliance relationship to positively
contribute to the capability-building goals of the firms. However, judging from the
coordination and integration difficulties between the Mercedes and Chryslers sides, thus far
DaimlerChrysler has not yet demonstrated a strong corporate capability in this area.

A key lesson which may be derived from the framework of this paper and the other
cases is that whether or not the relationship expands from an alliance to a full-takeover,
leaving a degree of independence and self-determination to a Mitsubishi organization that has
been stimulated into a learning-orientation is important so that the firm stays internally
committed to building its capability base. As such, the pursuit of economies of scale and
platform sharing should be done cautiously so as to not disrupt the very capabilities at which
synergy within the alliance aims.

CONCLUSION

Capability-driven alliances as examined in this paper allow the mutual building of the
internal capabilities of partner firms. This form of inter-organizational relationship can serve
as a means by which semi-independent allied partners can share effective organizational
capabilities, thus allowing firms to achieve at least competitive parity in areas where they are
relatively weak. This in turn enables firms to then focus their resources on building their own
internal strengths, i.e. better engage in capability-building competition. A danger does exist,
however, that the over integration of alliances partners could undermine the distinctive
corporate identities of partners, which could result in a weakening of the competitive
capabilities of the firms.

A key notion underlying the potential benefits of capability-driven alliance success is
the recognition that the knowledge that lies at the heart of a any organizational capability is
not an exhaustible resource. If one firm shares knowledge with another, the sharing firm will
still possess the knowledge resource. In fact, the sharing firm may even deepen its own
knowledge level because the act of sharing the knowledge may stimulate a firm to understand
better its own capabilities and facilitate their further development. Such a mechanism has
been found in the intra-firm transfer of knowledge, but with the emergence of capability-
driven alliances, it is becoming more possible across firms. With knowledge as the resource
being traded, in place of a win-lose zero-sum game between partners, a win-win game is
possible.
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The cases illustrate that the win-win game of capability-driven alliances is not always
an easy one to play. Since delicate issues such as, corporate identity, control, and the
enhancement of motivations and abilities of a firm to learn, managing the relationship
between firms is a very subtle act. This finding concurs with that of Doz and Hamel (1998),
who describe alliance management as an art.

In the end, the issue may be less one of whether an M&A or alliance is better for
capability-enhancement, and more one of how each of these forms can be managed to fit a
given set of circumstances to achieve enhanced capability-building. However, depending on
the goals and competitive characteristics of the industry one form or the other may be more
easily used for capability building, since although the two forms may have a similar learning
mechanism, the learning incentive generated by each may be different.

IMPLICATIONS

Ø In a given situation, an automaker may need alliance-assisted capability-building
via a certain type of inter-firm relationship with another automaker, but such an
alliance or merger will not be of much help by itself unless an automaker engages
in its own efforts to improve its competitive capabilities. Although an inter-firm
relationship can assist capability building, nothing can substitute for self-help.
Strategic alliances and mergers are effective only when a company’s distinctive
competencies make it an attractive enough firm for a partner to desire an exchange
of managerial resources and skills.

Ø A major challenge to firms engaging in alliance-enabled capability building,
especially the larger firms, is the diffusion of the capability learning from a partner
throughout its organization.

Ø The alliance form with its delicate management balance presents a challenge to the
capital-investing firm not to sacrifice capability-building for short-term financial
gains or volume gains beyond what is necessary for minimum efficient scale for a
firm.

Ø A systematic investigation of the various capability-building tools available to
capability-driven alliances, such as joint product development, employee
dispatching, the returning of dispatched employees, knowledge diffusion practices,
could give insights into the when particular means are most effective.

Ø The ultimate benefits that alliances should pursue in the long run are opportunities
for mutual learning and joint capability-building. Thus, firms should always avoid
making hasty decisions driven by a short-term point of view in choosing and
managing their inter-firm relationships.
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APPENDIX

Capability-driven alliances within the industry’s larger alliance network7

This paper concentrated its analysis on the capability-driven alliance pattern and its
effect on capability building within the firm. It is worth noting that the emergence of this
particular form of inter-firm relationship is consistent with how the auto industry has been
developing over the last twenty years.

The basic pattern of the world automobile industry since the 1980s has tended toward
the formation of multi-level global alliance networks, with some loose and some tight ties
between firms. Alliances are formed by the exchange of information between companies and
plants at various levels concerning management strategy, product planning, product
engineering, process engineering, production, marketing, and so on, creating multi-national
cooperative networks, which also serve the function of spurring capability-building
competition among firms.

The capability-driven alliance pattern examined in this paper is a form of close inter-
firm ties, which can facilitate many of the information exchanges listed above. As such, this
new alliance pattern strengthens the value of alliance networks, and should contribute to their
further development as the industry moves ahead.

                                                
7 For a more detailed discussion of the concept of multi-level global networks in the auto industry see

Fujimoto and Takeishi (1997), upon which this appendix draws heavily.
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