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ABSTRACT

It is evident that strategic alliance route offers Malaysian Farmers’
Organisations a reliable and realistic way forward, towards wealth
creation and socio-economic development. It has brought about
positive financial rewards to the farmers as well as that of the
farmers’ organisations themselves. Statistical significance on
effectiveness of the various types of alliance and important control
factors of profitable alliance have also been identified.

Based on 1991-2004 international strategic alliance development
models, a three-stage Dynamic Domestic  Sustainable
Competitiveness Development Model of Strategic Alliance was
developed. It consists of Start-up Period, Adaptation Process and
Transformation / termination. With the presence of dynamic business
entities, strategic alliance projects inevitably face Competitive
Challenge from time to time. A Sustainable Competitiveness Cycle, a
product of the Adaptation Process, turns saviour in more ways than
one, in a lifespan of an alliance.
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EXECUTIVE SUMMARY

Strategic alliance is envisaged to have the potential in bringing new business
opportunities to farmers’ organisations thereby increasing their income as well
as improving the standard of living of their members. The validity of this
statement has not been tested in Malaysia. Although strategic alliance
projects have been in operation for nearly twenty years or more, there has
been no meaningful assessment as to whether earlier government policies
and those of farmers’ organisations themselves are still relevant. Equally,
there is no clear information regarding the relationship between participating
groups as well as that of parent organisations, which create successful
strategic alliances. The question of Sustainable Competitiveness Alliance has

also not been addressed.

It is therefore the intention of this research to answer the main research
question, that is: “The strategic alliance route offers Malaysian Farmers’
Organisations a reliable and realistic way forward, towards wealth creation
and socio-economic development”.

To enhance the above hypothesis and in an effort to examine the present
position and, if feasible to assist the future direction of the farmers’
organisations, this research was conducted along the following lines i.e.
Reviewing all farmers’ organisations strategic alliance business opportunities
as at 30" June 1998 and assessing the type and trend of projects
implemented, Evaluating the impact of relevant and, where appropriate,
related projects on the income generation activities of participating members,
establishing factors that describe the Formation, Motivation, Partners
Selection Criteria, Management, Environmental and Evolution factors of these
strategic alliances and their relationship to alliance effectiveness, Identifying
the characteristic of Profitable Strategic Alliance (winning alliances) from the
perspective of parent organisations and taking the Umbrella Broiler Scheme
as a typical example of the consortium type of strategic alliance, its strength
and weaknesses are carefully examined as well as its resilience to be a
Sustainable Competitive Alliance.
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Extensive literature reviews were done which cover wide range of areas such
as the overall theory, early history and experiences of co-operative movement
from various countries, as well as international and national factors that
prompted the Malaysian Farmers’ Organisations to establish strategic
alliances. The literature reviews also include the international strategic
alliance models from 1991-2004 that examined, amongst others, the
comparative study of the models such as Formation, Management and

Evolution of international strategic alliances.

The research methodology in Chapter 4 has been organised into seven parts,
namely, 1) the choice of multi-method approach, 2) the scope and layout of
the statistical approach, 3) questionnaire & interview design, 4) case study, 5)
census plan and data collection 6) customer satisfaction and 7) data Analysis.
This study has adopted a multi-method approach in order to get a better
understanding of what actually took place in the development of farmers’
organisations strategic alliance projects. It described the purpose, process
and outcome of the research. The purpose of the research is to support the
hypothesis through achieving the objectives of the research. This can be
accomplished through the Exploratory, Descriptive, Analytical and Predictive
type of research.

The process of research however, is based on quantitative (close and open-
ended structured mail questionnaire) and qualitative (documentary sources,
direct observation and in-depth, open-ended interview) method of data
collection as well as through case studies. As a result, the overall outcome of
this research can be classified more towards Applied Research that may be
used in solving specific problems relating to farmers’ organisation strategic
alliance activities. Meanwhile, the Umbrella Broiler Scheme has been
employed as the main case study to develop Stage 2 and Stage 3 of the
dynamic Domestic Sustainable Competitiveness Development Model of
Strategic Alliance, which consists of three parts, namely, The Start-up Period,
The Adaptation Process and The Transformation/ Termination of Alliance.



The effectiveness of the Farmers’ Organisations Strategic Alliance was
examined through dependent variables such as single culture development,
reputation among themselves as well as within the industry, achieving the
intended result of alliance objectives, and adaptive to change. For the
association analysis, “One-way ANOVA” and “Correlation” tests have been
applied to determine the strength and direction (nature) of the relationship
between the independent and dependent variables. “One-way ANOVA” has

been used to identify the association between Effectiveness and Type of

alliance while the “Correlation” test was undertaken to establish the

association between Effectiveness and Motivation, Partner Selection Criteria,
Management, Environmental and Evolution factors. As a result, 69 control
factors of Overall Statistical Significant to Farmers’ Organisations Strategic

Alliance’s Projects have been identified.

As organisations that operate on co-operative principles, Malaysian Farmers’
Organisations are responsible to serve and unite their members in an effort to
improve their economic and social well-being. Malaysian Farmers’
Organisations availed themselves in various types of business activities like
food production, small and medium industries, development of farmer
entrepreneurs in various sectors of economic activities such as agriculture,
manufacturing and services sectors, amongst others. As a result, nearly
RM80 million of share capital in farmers’ organisations, as at 31 December
2000, belong to the farmers themselves with total volume traded reaching

nearly RM1.8 billion in that year and strategic alliance projects were part of it.

Entering into strategic alliance projects would pave the way for farmers’
organisations and their members to get complementary resources that they
need to further enhance their economic activities. As stated in Chapter 5, for
the period 1975 to 1998 (as at 30™ June 1998), around RM300 million worth

of 45 strategic alliance projects have already been on stream throughout the

country. It includes 18 (40%) projects in production, 7 (15.5%) related to
trading, 4 (8.9%) in investment, 5 (11.1%) involved in processing, 4 (8.9%)
providing services, 4 (8.9%) in property development and 3 (6.6%) engaged in

marketing projects.
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From the analysis on the trend of strategic alliance projects, it can be seen
that production project values have significantly decreased from 93.1% during
1975-90 to 57.7% for the period of 1995-98. Even though the percentage of
trading project fell from 26.7% during 1975-90 to 16.67% in 1995-98, the
projects’ value has increased from 2.8% to 35.7%. Processing project values
have also increased from 0.1% (1975-90) to 11.98% (1995-98). The same
pattern goes for the property development project, with the value touching
38.6% during 1991-94 as compared to zero percent during 1975-90.
However, the marketing projects’ values have decreased from 3.81% (1975-
90) to 0.4% (1995-98) even though the project percentage has increased from
6.7% to 11.1% during the same periods.

As they gain experience, the direction of strategic alliance saw a switch on
project concentration from food to non-food sector such as property
development and industrial crops. The type of projects implemented also
change from that which favours equity distribution during 1975-90 i.e. Syarikat
Perniagaan Peladang MADA (to invest on behalf of the MADA’s farmers in
commercial, trade and industry projects) and Umbrella Broiler and Egg
Schemes (to develop small Bumiputra entrepreneur in poultry industry) to that
of growth driven and commercially oriented during the period 1994-1998 i.e.
managing oil palm estates, investment, property development and wholesale

market.

It is also evident that environmental factors such as Government policies and
international events have strongly influenced the emergence of innovation
culture on Malaysian Farmers’ Organisations strategic alliance projects.
Government policies have influenced the present structure of the alliance i.e.
New Economic Policy on wealth distribution strategy, while Government
involvement in AFTA (ASEAN Free Trade Area) has promoted regional
business expansion. National Farmers’ Organisation is already moving into
regional alliances with Indonesia and planning to do so with other Asian

countries
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As far as impact on income generation of participating members is concerned,
the Umbrella Broiler Scheme and Pasaraya Peladang projects have brought
positive results to the participating members as well as related farmers’
organisations as proved by information gathered during the fieldwork. As far
as per capita income is concerned, the farmers’ income under the Umbrella
Broiler Scheme has increased between 3.5% to nearly 270%. The big
variation in percentage is due to the different level of income before project
that earned by farmers. Besides that, related farmers’ organisations also
make a lot of side income from the same projects. In more ways than one,
strategic alliance route offers Malaysian Farmers’ Organisations a reliable and

realistic way towards wealth creation and socio-economic development.

In achieving their objectives, Malaysian Farmers’ Organisations have
performed dual economic functions, firstly, the wealth distribution function,
through profits earned by farmers as equity holders of the organisations
concerned. Secondly, the growth development function, through various
business ventures including strategic alliance projects. It cannot be denied
that engaging in strategic alliance is one of the ways to accelerate wealth
distribution and achieve growth development so that co-operative
organisations like Malaysian Farmers’ Organisations, will be able to
participate actively in Malaysia’s economic development and at the same time

contribute to poverty eradication and reducing income disparity in Malaysia.

In Chapter 6, the Farmers’ Organisations strategic alliance’s effectiveness is

defined as any positive result produced by the strategic alliance activities for
their benefit, their partners (including the organisations, managers and
workers), their members as well as the environment (including customers).
This includes the intended result, impressive and striking movements, and the
ability to adapt to their environment. Alliances are also considered to have
achieved their effectiveness when they have developed a single culture with
strong bonding factors, which make them capable of working together,
competent and constantly adjusting to change. Additionally, alliance
effectiveness is considered accomplished when they fulfil the objectives to a

degree acceptable to them in direct quantifiable and in more indirect spin-off
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terms. Besides that, good alliance’s reputation and being well accepted by the
industry are aiso effective output factors that determine their effectiveness. All
factors for Start-up Period (right partners, accurate situation analysis, sensible
strategy analysis as well as suitable style and type of management),
environmental and evolution variables have been tested for their

effectiveness.

As far as joint venture type of alliances is concerned, from the 61 control
factors that have been tested, 90% of them are contributing to its
effectiveness. These comprise of all External and most of the Internal
Motivation Factors as well as all control factors under the Partner Selection
Criteria. However, Partial Integrative Strategic Management is not significantly
associated with joint venture effectiveness as opposed to almost all variables
under Integrative Strategic Management. Even though environmental factor is
not a criterion for Start-up Period of domestic alliance model, several of those
factors are influential components to the effectiveness and business
performance of this joint venture type of alliance.

Consortium type of alliance has fewer control variables to alliance
effectiveness as compared to that of joint venture. Whilst its effectiveness is
drawn from some of the Internal Motivation Factors, the same could not be
said of External Factors. In as far as Partner Selection Criteria is concerned,
only certain variables are accountable to the success of the consortium type
of alliance. Unlike Partial Integrative Strategic Management, which is not
closely associated to the effectiveness of consortium type of alliance, most of
the variables under the Integrative Strategic Management are. Based on the
findings of this study, it is evident that only certain factors are significantly
associated to the effectiveness of the consortium type of alliance. On this
premise, different types of policies, incentives and rewards are therefore
needed to promote and sustain the consortium and joint venture types of

alliance projects.

There are instances when consortium type of alliance was set up to tackle

growth-wealth distribution conflict while joint venture is more geared to
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accelerate growth for Bumiputra entrepreneurs in economic development
programmes. Forming alliances with a view to help correct economic
imbalance is a unique characteristic of domestic strategic alliances for a
country like Malaysia. Be that as it may, strategic alliances alone cannot
assure success since it is imperative to have efficient management to
transform quality input (economic factors) to effective out-put (such as factors

that represent the strategic alliance effectiveness) of any agreed policy.

Consequently, based on the “Correlation” test, which was used to identify

association between Effectiveness and Motivation, Partner Selection Criteria,
Management and Environmental factors (including External Motivation
Factors), a group of important control variables for Start-up Period (right
partners, accurate Situation Analysis (including Environmental Factors),
sensible strategy analysis as well as suitable style and type of management,
has been identified. This Start-up Period is the first part of the dynamic
Domestic Sustainable Competitiveness Development Model of Strategic
Alliance.

In Chapter 7, the study also manages to establish certain characteristics of

Profitable (Project-based and Non-project Based), Non-indicated and Lost
Alliances from the perspective of their parent organisations. It is noted that
both Profitable Alliances have very low debt to capitalisation ratio i.e.
0.10:1.00 and 0.11:100 whilst both the Non-indicated and Lost Alliances have
higher debt to capitalisation ratio i.e. 1.9:1:0 and 15.0:1.00 respectively.

The study confirms that most of the alliances established before 1990s’ tend
to have higher percentage of their sales to government market outlets i.e.
Project-based Profitable Alliance (nearly 50%) and Lost Alliance (around
75%). As for alliances formed after 1990s’ i.e. their market direction have
shifted in that the Non Project-based Profitable Alliances and Non-indicated
Alliances sell 100% and 56% of their products into the open market
respectively. The policy to develop a viable, competitive and resilient
Bumiputra Commercial and Industrial Community seems to have been

effective in encouraging more alliances that formed after 1990’s ventured into
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open market outlets and less depending on government help.

From 59 effectiveness factors that were tested, 33 factors (56%) were
recognised as having the characteristic of a Profitable Alliance whilst 14
factors (24%) were identified to be characteristically related to that of a Lost
Alliance. The three factors under Partner Selection Criteria i.e. Reason for
Partner Selection, Positive Attitude, and Strategic Plan are deemed to be
important characteristics of Profitable Alliances. Most of the Integrative
Strategic Management factors are found to be contributory to the success of a
winning alliance. Role of Environmental Factors (including External Factors)
are prime factors responsible to the positive performance and business
conduct of Profitable Alliances. The Profitable Strategic Alliance are also
convinced that they have developed strong bonding factors, adopt a stronger
philosophy of constant learning that enable the partners to successfully
overcome external challenges. As it is indeed a very general guideline, the
characteristics of Profitable Alliance need to be carefully studied and adopting

them should only be on a case-by-case basis.

When inquiring the operational system of strategic alliances as prescribed in
Chapter 8, close attention was afforded to consortium and joint venture types
of alliances. Based on a study conducted at Syarikat Perniagaan Peladang
MADA (SPPM), it can be deduced that joint venture companies are free of
operational problems. With consortium type of alliance however, a close study
on the Umbrella Broiler Scheme reveals that as the business expanded, the
system not only face issues from the internal operating system but also from
the success of the scheme as well as from environmental factors. These
factors create Competitive Challenge (as well as prevailing Opportunity) to the

project.

Following continued Assessments done throughout the contract period,
Competitive Challenge came to light and duly identified. The partners had
then made known their desire and commitment to expand the objectives of
the contract by becoming an efficient poultry integrator. In their pursuit for a

better future, a business plan was prepared citing suitable Competitive

Xi



Corporate Strategies needed. With the resultant inter-play of the above
factors, this study has come up with the second and third parts of the
dynamic Domestic Sustainable Competitiveness Development Model of
Strategic Alliance indicating the crucial and effective factors to be considered
by the Malaysian Farmers’ Organisations for future development of their
strategic  alliance projects. The dynamic Domestic Sustainable
Competitiveness Development Model of Strategic Alliance consist the Start-up
Period, the Adaptation Process and the Transformation/Termination of

alliance.

The Start-up Period guides the formation process of future strategic alliance
projects and notifying the important factors that need to be seriously
considered for the new alliance projects to effectively achieve established
objectives. The Adaptation Process would assist implementers of strategic
alliance projects to consider and take appropriate action in order to be
sustainable, reliable and competitive in the era of globalisation. The third part
of the model i.e. the Transformation/Termination is a considered decision that
has to be made by the policy makers on the continued existence or eventual
termination of the alliance. The Malaysian Farmers’ Organisations strategic
alliances model are indeed domestic in nature when compare to international
strategic alliances. The latter are mostly cross border alliances operated by
multinational companies, which apparently are more concerned on growth

rather than wealth distribution as some domestic strategic alliances do.

Meanwhile, the Sustainable Competitiveness Cycle was derived from the
Adaptation Process. It explains Competitive Cycle that can take place in a
lifespan of an alliance. As dynamic business entities, strategic alliance
projects will face Competitive Challenge from time to time. Through
performance Assessments, reassessing of Partners’ Capabilities and
developing new/modified Competitive Corporate Strategies, Competitive
Strength will ensue and elevate the strategic alliance/business entity to a new
Sustainable Competitiveness Level. This model may also be modified and
prudently applied to other types of business entities in order to be sustainable

and competitive.
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Hopefully, the findings of this study will help to sustain the present and future
strategic alliance projects, so that, strategic alliance could become the
effective route offered to Malaysian Farmers’ Organisations towards wealth

creation and socio-economic development of their members.
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CHAPTER 1

INTRODUCTION

SUMMARY

This Chapter will introduce concept, research objectives and scope of study of the Malaysian
Farmers’ Organisations strategic alliances.

In this study, strategic alliance is defined as any short or long-term collaboration that is
developed for strategic reasons with the view to gain mutual benefits. The evidence shows that
the Malaysian Farmers’ Organisations have been involved in some form of strategic alliances
since 1985.

The main research question is weather the strategic alliance route offers Malaysian Farmers’
Organisations a reliable and realistic way forward, towards wealth creation and socio-economic
development. The study focuses on the strategic alliances' established between Malaysian
farmers’ organisations as well as those, which have been developed with other companies or
institutions on a project basis.

Besides that, this Chapter will also explain the relationship of alliance, research design and the
organisation of thesis.

The relationship of alliance is where two or more firms form collaboration in terms of
partnership, joint venture, alliances and others. It is set up to enable partner (s) to interact with
its environment more competitively e.g. gain access to a market, skill improvement, new
technology and so on.

The research has been designed into six parts as follows: 1) the development of the database
which includes the strategic alliance formed by Malaysian Farmers’ Organisations between the
period of 1975 to 1998, 2) census plan 3) questionnaire & interview design, 4) field work, 5)
case study and 6) data Analysis. The main information for the database is gathered from mail
questionnaire and face-to-face interview during the fieldwork

1.1 INTRODUCTION TO THE STUDY

The establishment of the Single European Market (1992) and the establishment
of World Trade Organisation (WTO) on 1st January 1995 to replace General
Agreement on Tariff and Trade (GATT, 1948) was an influential environmental
factor to the economy and business all over the world especially in the field of
agriculture. Both have acted as important catalyst for globalisation of the
markets. While GATT was only a set of rules and a multilateral agreement
applicable to trade in merchandise and goods, WTO is responsible for rules
relating to traditional trade in goods, agricultural, services and trade related

intellectual property matters. Besides that, the WTO agreements also establish
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new rules and commitments' in market access, domestic support and export
competition including provision that encourages the use of less trade-distorting
and domestic support policies to maintain the rural economy. The competition
generated as a result of globalisation of market offers two possible benefits.
First, it opens new market in an increasingly border-less world and secondly,
liberalisation and deregulation policies adopted by WTO members forces new
challenges onto domestic firms to upgrade their products and services to the

higher standard achieved by global competitors.

The rapid development of information technology (IT)* has and will significantly
affect and reshape all aspects of everyday life of the individual, business,
government and every sector of the economy. They are adopting this new
technology as part of their strategy to increase efficiency and competitiveness
of the organisations or sectors. IT helps to increase quality, availability, up-to-
date information and enhancing two-way communication that are beneficial to
clients or customers of information services. For instance, in the agricultural
sector, new |T applications can facilitate further farm education, enhanced
search skills for new technology of new products, efficient marketing and
advanced farming practices amongst others. In marketing for example, IT
application does help in vertical co-ordination of the food distribution system,
just-in-time delivery, specialised production for niche markets and others. It is
apparent therefore that IT application increases communication and co-
ordination in the food chain between buyers and sellers at each stage of

production, processing, distribution, and retailing process.

The growth in knowledge especially through research and developments as
well as rising educational level among consumers have, together, contributed to

an increased demand for innovative product range and related services (Alter &

' The General Agreement on Tariff and Trade, The United Nations’ Secretariat, The Uruguay Round - A
Giant Step for Trade and Development and Respond to the Challenges of the Modern World, 1994,

pp-11.
2 FAO Report on SFA, ATENE-Information Technology, 1996, pp. 57-58.
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Hage, 1993)°. The complexity of tasks that are required to produce innovative
and high quality products and services have led to an increase for expertise and
additional funding (Mark, 1992)* and the sharing of risks (Gugler, 1992)°. It is
also important to find the right local partner (s), which is in it a difficult task, in

the effort to penetrate overseas market (Hung, 1991)°.

The movement of international companies in search of alliance partner (s),
amongst others, is to find ways of securing new market opportunities,
complementary resources and latest technology available, to reduce cost by
tapping ready distribution channels and local expertise, to share development
expenses as well as calculated risks. These benefits or motivation factors of
strategic alliances are supposed to reduce costs and increase efficiency to

enable them to compete from a greater position of strength and advantage.

A couple of significant developments in the last decade, internationally and
domestically, have signalled the need for farmers’ organisations to be alert to
global and domestic issues. The international events imply that, in the near
future, many imported products (including agricultural products) will have free
entry to our market. Malaysian products have to compete with imported
products that are normally cheaper, high in quality, have better appearance
(include packaging), new taste and more varieties. This situation will put our
agricultural products and their producers (especially farmers) in a very difficult
and disadvantage position, until and unless something has been done in order

to ensure that our farmers are equally competitive as their foreign competitors.

The need for strategic alliance between Malaysian Farmers’ Organisations’ at a

regional (and even international) level was first highlighted by the ASEAN

3 Catherine Alter &Gerald Hage, Organisations Working Together, Interorganisational Networks: A New
Institution, 1993, pp 25-29.

4 Stevens Mark, Strategic Partnerships. D & B Report, vol.41, 1992, pp. 50-51.

> Gugler, Philippe, Building Transnational Alliances to Create Competitive Advantage, Long Range
Planning, vol.25, 1992, pp. 90-99.

® Hung C.L, Canadian Strategic Business Alliances in Southeast Asia, Motives, Problems and
Performance, Journal of Southeast Asia Business, vol. 7, 1991, pp.57,

3
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Centre for the Development of Agricultural Co-operatives (ACEDEC) at the
Senior Officers Meeting- Agricultural Ministers and Forestry held in Kuala
Lumpur on 6™ April 1996. Subsequently, several meetings and workshops have
been held between and among ASEAN countries for the establishment of

strategic alliance in the Agricultural Co-operative Sector.

The first ACEDEC workshop, which followed in Bali, 11-13 July 1996, saw all
ASEAN member countries presenting their second report on the same subject
based on a National study carried out in their respective countries. The Seventh
meeting of the ASEAN Centre for the Development of Agricultural Co-
operatives (ACEDEC) Board was held on 2" April 2000 in Langkawi, Malaysia.
All member countries gave progress report on their activities of the strategic
alliances. Among others, it includes strategic alliance projects on Data and
Information Exchange (Thailand), Vegetable Production (Malaysia), Dairy
Farming (Indonesia), Orange Fruit Production (Brunei Darussalam), Coconut
By-product Industry (Philippines), Organic Fertiliser Production (Philippines),
Agro-ecotourism (Indonesia), Beef Farming (Malaysia) and Co-operative
Productivity Enhancement Programme (Philippines).

However, the overall status of progress for the Malaysian Farmers’
Organisations strategic alliances is unclear and that provided an important
rational to examine the present position of strategic alliance concerning

Malaysian Farmers’ Organisations.

1.2 DEFINITION OF STRATEGIC ALLIANCE

Mattsson (1988)7 defines a strategic alliance as " A particular mode of inter-
organisational relationship in which the partners make substantial investment in
developing a long-term collaborative effort, and common orientations".
According to this definition, the inter-companies projects that have a beginning

and are preordained and, those, which are loose co-operative arrangements

7 Mattsson, L.G. Interaction Strategies: a Network Approach, 1988, Working Paper.

4
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without long-term commitment, are excluded.

Forrest (1989)° defines strategic alliance as " Any collaboration between firms
and other organisations, which are both short and long-term, involve partial or

contractual ownership's and are developed for strategic reasons”.

For the purpose of this study, a strategic alliance is defined as “ any short or
long-term collaboration that is developed for strategic reasons with the view to

gain mutual benefits”.

1.3 THE IMPORTANCE OF THE RESEARCH

Strategic alliance is not a new concept to the farmers’ organisations in
Malaysia. The evidence shows that they have been involved in some form of
strategic alliances since 1985. As at 31.Dec.1995, 68 strategic alliances with
the value of more than RM160 million (at 31%' December 1995, £1.00 = RM3.8-
RM4.0) had been launched and operating at all level at which, farmers’
organisations function. A specific example relevant to this study shows that it
began with the “umbrella concept” through which, with respect to Malaysia,
farmers supplied poultry and eggs directly to government departments and
agencies on a contract basis. This meant that for the first time they also
controlled marketing and sales in addition to their traditional functions by setting
up strategic alliance with appropriate groups. Earlier experiences, which had
shown functions of farmers’ organisations to provide input supply,
mechanisation, transport facilities and retail services of consumer goods alone,

do not guarantee a maximum returns to their members.

Therefore, strategic alliances have potential in bringing new business
opportunities to farmers’ organisations to increase income for themselves as

well as their members. The validity of the last statement has not been tested in

8 Forrest and Martin, Strategic Alliances between Large and Small Research Intensive Organisation,
1992, pp.1-10
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Malaysia. Although strategic alliances have been operating for nearly twenty
years or more, there has been no significant assessment as to whether earlier
government policies and those of farmers’ organisations themselves are still
relevant. Equally, there is no clear information regarding the relationship
between participating groups as well as that of parent organisations, which
spawn successful strategic alliances. The question of sustainable and

competitive alliances has also not been addressed.

1.4 RESEARCH OBJECTIVES
The aim of this research is to answer the research main question, that is:

“The strategic alliance route offers Malaysian Farmers’ Organisations a reliable
and realistic way forward, towards wealth creation and socio-economic

development’.

The research objectives’:
To support the above main research question, this research will cover several

objectives as mentioned below:

1. Reviewing all Farmers’ Organisations strategic alliance business
opportunities as at 30" June 1998 and assessing the type and trend of

projects implemented.

2. Examining the impact of relevant and, where appropriate, related projects

on the income generation activities of participating members

3. Establishing factors that describe the Formation, Motivation, Partner(s)
Selection Criteria, Management, Environmental and Evolution Factors of

these strategic alliances and their relationship to alliance effectiveness.

4. |dentifying the characteristics of Profitable Strategic Alliance (winning

alliances) from the perspective of their parent organisations.
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5. Taking the Umbrella Broiler Scheme as a typical example of the consortium
type of strategic alliance.
a. To evaluate its strengths and weaknesses in line with earlier
objectives.

b. To assess its resilience to be a Sustainable Competitiveness Alliance.

1.5 THE SCOPE OF STUDY

The study focuses on the strategic alliances' established between Malaysian
farmers’ organisations as well as those, which have been developed with other
companies or institutions on a project basis. The quantitative and qualitative
methods as well as case studies have been used to get full information about
the strategic alliances. The study was designed to assess various types of
projects that have been implemented and their development trend.
Consequently, this also included an assessment of the benefits gained by

farmers on projects that they have been involved in.

The research questionnaire was also developed to seek specific information
regarding the formation and management of those alliances. The study made
an atterpt to capture the characteristics of winning alliances with respect to
farmers’ organisations as parent organisations on investment, market outlet and
other factors were considered relevant to influence their success. The
questionnaire was such that it also sought feedback on factors that contributed
to the evolution of the alliances. Meanwhile specific case study on Umbrella
Broiler Scheme has been analysed to develop the proposed models on
Sustainable Adaptation Process and Sustainable Competitiveness Circle.

1.6 THE RELATIONSHIP OF ALLIANCE

For the past two decades, various changes have occurred in both public and
private sectors. Institutions other than market are controlling and co-ordinating
the economies®. The co-operate behaviour such as joint venture, partnership,

consortia, alliances and systemic inter-organisation networks have been used

% Ibid. Catharine Alter, Jerald Hage, Organisation working Together, 1993, pp.1-43, 259-272.
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to co-ordinate activities across organisational boundaries. Many large-scale
vertical integrated firms have been downsized and broken into smaller firms and
decentralised, based on strategies of co-operation and horizontal relationships.
The social forces that are forcing these changes include shifts in consumer
preferences from standardised products produced at low cost, towards products
that are innovative and of high quality. The growth in knowledge especially
through research and development has generated rapid technological change
and product innovation. The rise of educational level among consumers also

facilitate shift in utilities.

Inter-organisational collaboration can take in many forms. It can be in the form
of partnership, joint venture, alliances and others. Mitcheal D. Cunningham
(1993) stated that co-operative strategies are also referred to as strategic
partnering, strategic alliances, collaborative agreement, co-operative alliance
etc. In his thesis, he called the Strategic Co-operative Alliances (SCA's) as " the
long term co-operative relationships and linkages between two or more partners
with the view to achieve their mutual benefits and development”. The SCA’s
relationship type is as follows:

Figure 1.1
THE RELATIONSHIP OF ALLIANCE

Co-operative Network

Partner R1 Partner
-4 >
I R2
Environment

E.g. the market, customers, suppliers, socio-economic and
political environment

Note:

R1 = Interaction/relationship mode between partners in a particular co-operative
net work.

R2 = Interaction/relationship mode between the particular network to its
environment
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From Figure 1.1, a distinction is made between the environment and the co-
operative network. A co-operative network is where two or more firms form
SCA. In the above illustration, only two firms entered into a joint firm are
involved, but it can consist of a higher number of partners. This pooling of

resources enhances their chances of success of a chosen market.

The SCA was set up to enable the partner to interact with its environment more
competitively e.g. gain access to a market, skill, technology and so on. The
environment is defined as everything external to the focal firm's co-operative
network. This would include the supplier to the SCA, customers, competing
firms, potential partners as well as the socio-economic and political
environments. The interaction/relationship between the focal firm's co-operative
network and its environment give rise to R2. Therefore, SCA involves two basic
and important interaction/relationship types, R1 is the interaction/relationship
mode between partners in a particular co-operative network and R2 relates to
the relationship/interaction mode between the particular network and its
environment. Both R1 and R2 are linked, interdependent and vital to the

success of SCA.

As for the joint venture, it involves at least three different relationships as can

be seen as follows:

Figure 1.2
RELATIONSHIP ASSOCIATION IN JOINT VENTURE

Partner 1 Partner 2
< R1 >

*\R‘z/'

Joint venture

1R3

Environment
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Note:
R1 = Relationship between the partner/owner in order to combine their strength.
R2 = Relationship between the owner and the joint venture.
R3 = Relationship between the joint venture and its environment

Relationships in Joint ventures are the relationships between the partner
(sYowner in order to combine their strength (R1). Meanwhile (R2) is the
relationship between the owner and the joint venture (R2). The relationship of

the joint venture and its environment is represented in R3.

The above SCA topologies are suitable for alliances between partner
(s)owners of a firm/company either investor-oriented firms, co-operation,
proprietorship or partnership. In this case, the ownership, control, liability
(except for proprietorship) and benefit of shareholders (direct or indirect) are
based on the equity investment that they have in a company. Therefore, the
ultimate aim of the investment is to see a positive increase in the shareholder

value potential.

1.7 RESEARCH DESIGN
The research methodology has been designed into seven parts, namely, 1) the

choice of multi-method approach, 2) the scope and layout of the statistical
approach, 3) questionnaire & interview design, 4) case study, 5) census plan
and data collection 6) customer satisfaction and 7) data Analysis. The main
information for the database is gathered from mail questionnaire and face-to-
face interview during the fieldwork. Besides that the principal source of data
also include e.g. reports from the Malaysian Farmers’ Authority, Muda
Agricultural Development Authority (MADA), Kemubu Agricultural Development
Authority (KADA), Economic Planning Unit, Ministry of Agriculture, books,
articles and journals from the British Libraries until April 2002.

Secondly, a small census has been conducted whereby Questionnaire A had
been sent to all 282 farmers’ organisations under the supervision of the
Farmers’ Organisation Authority in West Malaysia, Muda Agricultural
Development Area (MADA) and Kemubu Agricultural Development Area

10
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(KADA). Therefore, no sample design is applied as far as strategic alliance
population is concerned. Farmers’ Organisations in East Malaysia is not
included in the study. Farmers’ organisations had been asked to fill a form for
every alliance they have been involved in. Meanwhile, Questionnaire B is for
farmers in Kuantan Utara, Pahang that were involved in the Umbrella Broiler

Scheme.

Thirdly, two (2) questionnaires and one interview guide have been designed.
Important subjects and issues have been incorporated in the questionnaire
design. This work involved full consultation of the literature on strategic
alliances, strategic management, corporate strategy as well as the researcher’s
own experience in the effort to identify important issues to the research
questions. Substantial reference has been made to the study on International
Strategic Alliances' (Faulkner, 1995) with modification and adjustment to suit
research model and objectives of farmers’ organisations strategic alliances. The
overall questionnaire (A) has also been based from other three models namely,
Bronder and Pritzl (1992)"", Lorange and Roos (1993)"?, as well as Pekar and
Allio (1994)"®. The end product of this stage was the generally related
assumption and issues that have been designed into guiding questionnaire
formats, which was used in the fourth (field work) part of the research.

At the same time, an interview guide was also prepared for people outside the
farmers’ organisations strategic alliance projects but has interests or influence
over the activities of the organisations such as the Director General of Farmers’
Organisations Authority. This set of interview guide attempts to capture other
people’s opinions, feeling and knowledge towards the farmers’ organisation
strategic alliance projects. The opinions, feeling and knowledge will only be

based on their experience and perception of the projects. This guide together

1 David Faulkner, International Strategic Alliances, Co-operating to Compete, 1995, pp. 1-220.

"' Christoph Bronder and Rudolf Pritzi, Developing Strategic Alliances: A Conceptual Framework for
Successful Co-operation, European Management Journal, Vol. 10, 1992, pp. 412-421.

12 peter Lorange & Johan Roos, Strategic Alliances, Formation, Implementation and Evolution, 1993, PP-
all pages.

13 Peter Pekar Jr. and Robert Allio, Making Alliance Work, Guidelines for Success, 1994, pp.54-65
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with Questionnaire (B) was also used in the fourth part (field work) of the
research.

Fourthly, the field-work involved sending mail questionnaire to 282 farmers’
organisations and face-to-face interview with farmers’ who were involved in the
Umbrella Broiler Scheme in Kuantan Utara, The Director General of Farmers’
Organisations Authority, Director General of Agriculture Department and
several other related officers as well as the managing director of Syarikat
Perniagaan Peladang MADA. Face-to-face interview method of data collection
was in fact the most effective and suitable means to obtain the required depth

and richness of information to satisfactorily answer the research objective

Fifthly, there were two case studies (i.e. Umbrella Broiler Scheme and Syarikat
Perniagaan Peladang MADA) have been cited in Chapter 8 to analyse the

system that operate under the joint venture and consortium type of alliances. It
is based on the information obtained during the fieldwork (through reports,
interview, a specific supplementary form that have been sent out to farmers’
organisations that were involved in the Umbrella Broiler Scheme and
researcher’'s own experience and observation). In order to assess the reliability
of the recommended proposal and the conclusions reached, a small business

plan has been developed in the Umbrella Broiler Scheme’s case study

Lastly, statistical package software has been used to build up and process the

database into information for Chapters 5, 6, 7. In Chapter 6, Simple frequencies

have been used to analyse the level of cited reasons while one-way ANOVA
and Correlation have been applied for correlation analysis. Meanwhile, in

Chapter 8 the results of the qualitative nature of information that have been

obtained through the interviews and secondary resources such as reports have

been analysed on a topic-by-topic analysis.

12
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1.8 ORGANISATION OF THESIS

The current chapter states the turning point of globalisation and liberalisation of
economy, influence of ICT and knowledge development have drive the
movement of international companies in search of alliance partner (s) seeking
for innovative product range and related services. It also highlights the regional
strategic alliances with respect to farmers’ organisations, the strategic alliance
definition, the importance of the research, research objectives, the scope of the
study, the main finding of the research and the chapter outline. The rest of the
research includes general information about Malaysia and the Malaysian
Farmers’ Organisations (Chapter Two), Literature Review (Chapter Three),
Research Methodology (Chapter 4), Analysis of Result and Findings (Chapter
Five to Eight), and the Conclusion (Chapter Nine).

Chapter 2 highlights information about Malaysia and the Malaysian Farmers’

Organisations. This Chapter explains the general background of the Malaysia
and its developmental stages as well as the overall background of Malaysian
Farmers’ Organisations and its current strategic alliances activities. The
Chapter also briefly explains the role of co-operatives (especially producer co-
operatives) in other parts of the world in bringing together small farmers (such
as agricultural producers) for mutual support. The mechanism of operation
(Topology) of co-operative strategic alliances in relation to Malaysia has also

been developed towards the end of the chapter.

The literature review in Chapter 3 captured international strategic alliances

development models from 1991-2002. It includes the definition, background of
the case study, type of alliances and important gist of the related international
strategic alliance models, the comparative study of those strategic alliances
models as well as the cost and benefits of alliances. In order to gain better
understanding on the international strategic alliance development and
movement, the comparative study also looked into the overall models of
international strategic alliances such as the formation of alliance, partner(s)

selection criteria, management, and alliance evolution.

13
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The Research Methodology is discussed in Chapter 4 and, in particular,

focuses on research design and research methods used. Both qualitative and
quantitative methods as well as case study approaches have been used to
gather data. It also discusses the approaches adopted for field research and
analysis of the result.

Chapter 5 presents the first part of the finding from the questionnaire that had

been sent out, namely the strategic alliance business opportunities as at 30"
June 1998. The analysis provides information on the number, value and type of
strategic alliance projects that have been implemented over the last two-
decades and the impact of the project on income generation of the participating

members.

Chapter 6 identifies the formation, motivation, partner selection criteria,

management, environmental and evolution factors of farmers’ organisations
strategic alliances and their relationship to alliance effectiveness. Baséd on
International strategic alliance’s models available, the analysis helps to develop
the Start-up period (Stage: 1) for the Farmers’ Organisations Strategic Alliance

Development Model.

Chapter 7 deals with the characteristic of profitable strategic alliances (winning

alliances) from the perspective of parent organisations. It analyses details of
strategic alliance profits and statistically significant variables applied to farmers’
organisations strategic alliance projects such as capital structure, market
outlets, criteria of partners that they chose, their management strategy as well
as the role of external factors in influencing the profitable strategic alliances.
Through comparison with the result of lost alliances, a clearer picture will
appear on what sort of alliance is needed by farmers’ organisations to face

future challenges.

The Umbrella Broiler Scheme has been used as the case study in Chapter 8 to
evaluate the evolution of strategic alliance system under the Consortium type of

14
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alliance. This Chapter attempts to assist toward sustainable competitiveness
development of alliances through suggestion of competitive strategies and
Dynamic Model of Transformation Process by developing the
Adaptation/Sustainability process (stage: 2) and Transformation/Termination
(stage:3) of Malaysian Farmers’ Organisation strategic alliance Life Span/Circle

model for domestic strategic alliances based on Malaysian experiences.
Chapter 9 deals with the research findings, conclusions and recommendations

from Chapter 5-8. Besides that, this Chapter also introduces a model of

Sustainable Competitiveness Cycle for strategic alliance/business entity.

15



CHAPTER 2

MALAYSIA AND MALAYSIAN FARMERS’ ORGANISATIONS

SUMMARY

This chapter introduces Malaysia and its properties such as the location, climate,
population, economy and its development policies such as the early stage of development
period (pre-1970), between 1970-1983, 1983-1990 and post 1990 which include the Third
Outline Perspective and the Eight Malaysia Plan. It also explains the implication of the Asian
Financial Crisis on the Malaysian economy as well as affects on the September 11 tragedy.

These create a setting for the development of Malaysian Farmers’ Organisations in order to
unite farmers to have better and stronger bargaining power in an effort to improve their
economic and social well-being. This chapter also explains brief information on the
Malaysian Farmers’ Authority, its development areas and the background of Malaysian
Farmers’ Organisations that comprises of the administrative structure, objectives and
functions and its status as at 31. December 2000. The status examines the membership,
share capital, assets, development programmes and business activities of the farmers’
organisations.

This chapter also introduces the Malaysian Farmers’ Organisations strategic alliances
activities as at 31.December 1995 and the future regional strategic alliances. It also briefly
explains some selected co-operative movement experiences from other countries. At the
end of this chapter, a relationship (topology) of the co-operative strategic alliances will have
been built.

MALAYSIA

2.1 INTRODUCTION

Malaysia is situated in the tropic, has a total land area of 330,000 square
kilometres of which 42% or 14.75 million hectares are suitable for
agriculture. The neighbouring countries are Singapore, Thailand, Indonesia,
Philippines, Vietnam, Laos and Kampuchea. Being near to the equator, the
climate is humid with sunshine and rain throughout the year. The annual
rainfall is between 2,000-2,500 mm with October-December being the
wettest months and January-March the driest period. The daily average
temperatures throughout the year do not vary much from 27C-28C with
temperatures rising to 33C-34C during the heat of the day and fall to 22C-
23C in the early dawn.

As at 2001 (forecast), the total population of Malaysia is around 23.7 million

with per capita income of RM13, 708'%. Malays as the main race make up

“Economic Planning Unit, Prime Minister’s Department, The Malaysian Economy in Figures-
Malaysia Basic Statistic, 2001, pp. iii.
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2.2.1 EARLY STAGE DEVELOPMENT
PERIOD - PRE 1970

Prior to 1970'°, Malaysia’s development policies were designed primarily
more to achieve economic growth and rural development. The significant
aspect of the policy then was the willingness of the Government to adopt
deficit financing to finance development programme to build up physical
infrastructures particularly roads, railways and air transport as well as social

infrastructures such as schools, hospital and clinics.

The economy was essentially primary commodity-based with heavy
dependence on rubber and tin, which contributed about 70 percent of total
Malaysia’s export earning. The industrial development was at its infancy and
concentrated on basic resource-based industries and simple import
substitution. As a result of the progress made in agriculture and
manufacturing as well as in utilities, service and other sectors, the country
emerged, at the end of the decade (1960’s) with a deeper, broader and

strong economic base.

Although the economy gained strength by the end of the 1960’s, a serious
problem had emerged in that there was wide prevalence of poverty and
income disparities between the two major races in the country. It was
estimated that about 49.3 per cent of the population were living in poverty in
1970 with the largest proportion of the poor concentrated among the
Bumiputras (indigenous people). The income data showed that the average
income of the Bumiputras was less than half to that of the Chinese. The
Bumiputras were also grossly under-represented in the secondary and
tertiary sector employment. Imbalances were even more pronounced in the
ownership of corporate equity. In 1970, the Bumiputras, which comprised
more than half of the total population only had 2.4 per cent share of the
equity compared to other Malaysian residents at 32.3 per cent while
foreigners owned 63.3 per cent. The 13 May 1969 racial incident
demonstrated that policies and strategies, which focused on growth without

sufficient regard to the needs of the poor and the economic imbalance that

15 Economic Planning Unit, Prime Minister Department, Malaysian Experiences in Economic
Development, 1993 (unpublished materials), pp.1-3
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existed among the races were indeed unsatisfactory and found wanting.

2.2.2 HIGH GROWTH WITH EQUITY
PERIOD - 1971 - 1983

The realisation of the past policy weakness led to a critical assessment and
a major shift in the focus of development policies.’® The Second Malaysia
Plan (1971 - 1975) with the New Economic Policy (NEP) embodied in it, has
twin objectives, underlined efforts to eradicate poverty and restructure
society to reflect the ethnic composition of the nation in order to ensure a
united, socially - just, economically equitable and progressive society. The
NEP was to be implemented within the context of rapid economic expansion
(8 per cent a year) in order to generate sufficient employment and other
opportunities. It allows restructuring to occur without depriving other sections
of the community and to provide the social services and infrastructure

necessary to meet the NEP’s socio-economic objectives.

The second prong strategy of NEP, restructuring of society, give special
benefits to Bumiputras to increase the productivity and enhance the quality
of life especially of the rural poor through rural modernisation. It also
progressively reduced the current imbalances in employment, increased
progressively the share of Malaysian (particularly Bumiputras) in the
ownership of productive capital in the economy including the corporate

sector.

2.2.3 STRUCTURAL ADJUSTMENT
PERIOD - 1983 —1990

In response to the unsustainable scenario arising from the prolonged world
recession, beginning in 1983, the government instituted major structural

t' in the economy. This included restraining public sector

adjustmen
expenditure to reduce budgetary deficits, adopting a private sector led
growth, introducing economic liberalisation and deregulation and improving

investment policies and incentives to promote private sector participation.

16 Ibid. Economic Planning Unit of Malaysia, Malaysian Experience in Economic Development, 1993
(unpublished materials), pp. 4-8
17 1bid. Economic Planning Unit of Malaysia, Malaysian Experiences in Economic Development,
1993 (unpublished materials), pp.9-20
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The emphasis of government policy was re-orientated towards providing a
conducive environment for private industry to flourish and gradually withdrew
from direct participation in economic activities. The Malaysian economy
recovered in 1987 and the balance of payment turned into surplus position
that year. By 1989, the contribution of the private sector to economic growth
surpassed that of the public sector and by 1990, the budget deficit was
almost eliminated. Since then the economy continued to grow rapidly and by
the end of the decade, Malaysia was transformed into a private sector driven
economy. The decade also saw further diversification of the economy into
more advanced industries.

Despite problems and weaknesses encountered particularly during mid
1980’s, great stride was made to achieve both growth and equity. At the end
of the NEP period, the economy had returned to a high growth path with
restored fiscal and financial stability, strengthened balance of payments and
reduced external debt burden. The inflows of foreign capital were larger than
ever experienced before. The incidence of poverty declined, the employment
pattern was more reflective of the racial composition and the equity

ownership pattern improved though at a lower than targeted level.

2.2.4 TOWARD A DEVELOPED NATION
PERIOD - POST 1990

For the next thirty years, beginning 1991, Malaysia’s development efforts
and designed direction of growth will be guided by what is termed as Vision
2020'®. The policies and strategies for the first phase of Vision 2020 are
spelled out in the Second Outline Perspective Plan, 1997-2000. It is
embodied in the National Development Policy (NDP) to replace NEP, which
contains several shifts in policy to provide new dimensions to the
development efforts in bringing about a more balanced development while
maintaining the basic policies of the NEP. The focus of the anti-poverty
strategy is shifted to the eradication of hard-core poverty, while at the same

time reducing relative poverty.

'8 Ibid. Economic Planning Unit of Malaysia, Malaysian Experiences in Economic Development,
1993 (unpublished materials), pp. 20-23.
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For two and a half decades after 1970, Malaysia achieved significant
progress in economic growth as well as in meeting its social objectives.
Together with this growth, there were also rapid improvement in poverty
alleviation and restructuring of society. Efforts have also been geared to
raise the standard of living of all Malaysian. The NDP incorporated several
new dimensions, namely, focus on hardcore poverty, emphasis on the rapid
development of an active Bumiputra Commercial and Industrial Community
(BCIC), greater reliance on the private sector to achieve the restructuring

objective, and the strengthening of human resource development.

During the Seventh Malaysia Plan, the thrust of poverty eradication was
directed at reducing the incident of poverty among Malaysian to 5.5 percent
by the year 2000. At the same time, hard-core poverty will be practically
eradicated by lowering its incidence to about 0.5 percent. Anti-poverty
programmes, among others, will focus on income generating projects
although direct welfare assistance, attitudinal change programmes and basic

amenities will continue to be provided.

Package programmes to develop a viable, competitive and resilient
Bumiputra Commercial and Industrial Community (BCIC) had been further
extended in the Seventh Malaysia Plan period to provide opportunities for
more Bumiputra entrepreneurs to be involved in commercial and industrial
activities. Among other programmes, they include the more active role and
contribution by the private sector in nurturing and developing Bumiputra
entrepreneurs. The various chambers of commerce and trade associations
are expected to persuade their members to participate fully in BCIC
programmes. State governments are expected to initiate and expand
Bumiputra entrepreneurial development programmes in their respective
states and the co-operative movement is expected to play an active role
in the development of Bumiputra entrepreneurs.
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2.3 IMPLICATION OF THE ASIAN FINANCIAL CRISIS ON
THE MALAYSIAN ECONOMY

The Malaysian Government's White Paper on “Status of the Malaysian
Economy”, April 1999 reported that, the financial crisis, which began in
mid-1997 with the speculative attack on the East Asian currencies, including
the ringgit, had affected all sections of the Malaysian society, individuals as
well as businesses. The crisis was triggered by the speculative attack on the
Thai baht amidst concerns of a slowdown in export, significant overvaluation
of the currency, high short-term external debt and the decline in assets
prices in Thailand. This caused anxiety amongst investors and many
believed that similar risks were present in the other regional economies. This
led to the deterioration in market sentiment and the general erosion in the
investor confidence, which in turn, sparked off the massive outflow of short-
term capital and a series of reductions in the value of regional currencies
and stock markets. It was then immediately followed by similar attacks on
the Philippines peso and Indonesian rupiah. Subsequently, the ringgit and
Singapore dollar came under selling pressure followed by the Korean won

and Taiwan dollar. Later the crisis spread to Russia and Brazil.

During the period preceding the crisis, East Asian Economies including
Malaysia experienced several years of rapid economic growth. This growth
was accompanied by low rates of inflation, rising per capita income and
reduction in the incident of poverty. Malaysia achieved a real Gross
Domestic Product (GDP) growth of 8.5% between 1991-1997 with per capita
income increasing two-fold in terms of US dollar (USD) by 1997 and the
incidence of poverty falling from 16.5 to 6.1%. Consequently, the standard of

living of all Malaysians improved.

Before the crisis, Malaysia had just been given a clean bill of health in terms
of its macroeconomic fundamentals and financial sector by the IMF
(International Monitory Fund). Some of the fundamental strength of the
Malaysian economy at the onset of the crisis amongst others was low

inflation rate, full employment, high saving, low external debt, strong fiscal

19 The Government of Malaysia, White Paper, Status of the Malaysian Economy, 1999, pp. 1-66.
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position of the Government, healthy external reserves, declining current
account deficit in the balance of payments and a generally sound banking
sector.

The financial crisis has had wide-ranging effects. It adversely affected the
real economy of Malaysia, weakened the financial sector and had some
socio-economic implications. However, the strong fundamentals allowed
Malaysia to avoid the potentially extreme effects of the crisis as experienced
in other regional economies. Malaysia introduced a series of policy packages
to address the crisis. During the initial phase, Malaysia adopted a set of
stabilisation measures and financial sector reforms. This package was
essentially a combination of tight fiscal and monetary policy accompanied by
financial sector reforms. However, these measures proved to be ineffective
in restoring macroeconomic and financial sector stability, causing serious

difficulties to business and resulting in the rapid contraction in GDP growth.

The National Economic Recovery Plan (NERP), which was launched in July
1998, provided a comprehensive framework for economic recovery,
including steps to counter the negative effects of the ringgit depreciation and
stock market collapse. Appropriate steps were also taken to strengthen the
financial sector. The Government undertook these measures to strengthen
the resilience of the financial sector in order to avoid systemic risks and
ensure the continued efficient functioning of the intermediation role of the
banking system, which is crucial for economic recovery. Among the
measures were the settings up of Pengurusan Danaharta National Berhad
(the national asset management company), Danamodal National Berhad (a
special purpose vehicle) and the Corporate Debt Restructuring Committee.
Besides that, steps were also taken to restore the domestic capital market
through improving the corporate governance, selective exchange controls

was implemented to contain speculative capital (do not apply to FDI).

The measures, which have been introduced since mid-1998, and the
selective exchange control measures introduced in September 1998 are
showing positive results and contributing towards restoration of public and

investor confidence.
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2.4 THE THIRD OUTLINE PERSPECTIVE PLAN (OPP3) AND THE EIGHT
MALAYSIA PLAN

Having attained a significant success since the launching of the New
Economic Policy (NEP) in 1973 and The National Development Policy (NDP)
in 1991 under the First and Second Outline Perspective Plans, the
Government of Malaysia on the 3™ April 2001 launched the Third Outline
Perspective Plan (2001-2010). With the successful implementation of the
National Development Policy during the 1990s, which marks the first phase
of Vision 2020, we now move into the second phase of Vision 2020. While
incorporating the key strategies of previous policies, such as the New
Economic Policy and National Development Policy, during the next 10 years,
the National Vision Policy (NVP) will form the basis of the strategies and

programmes under the OPP3.

The National Vision Policy is aimed at establishing a progressive and
prosperous Bangsa Malaysia (the Malaysian race) that lives in harmony and
engages in full and fair partnership. Economic growth will be promoted
alongside efforts aimed at poverty eradication and restructuring of society,
as well as reducing social, economic, and regional imbalances. National
Vision policy will also incorporate special efforts to instil positive social and
spiritual values to balance rampant materials. In addition, NVP pursues
environmentally friendly and sustainable development to ensure that the
environment is clean, healthy and attractive as well as capable of sustaining

the nation’s needs and aspiration.

In recognition of the challenges ahead arising from globalisation, national
development policies will be directed towards building a resilient and
competitive nation. Malaysians will have to be more disciplined and
competent in whatever they do in order to produce goods and services that
can compete in the global market place. The onset of the Information Age, a
more integrated global economy and greater liberalisations have changed
the rules of competitions. Knowledge rather than factor inputs determines a

country’s competitiveness
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The Eighth Malaysia Plan (2001-2005) launched on 23" April 2001 by the
Prime Minister will be implementing the National Vision Policy to strengthen
the nation’s capacity, capability and resolve future challenges while pursuing
the overriding goal of national unity. The theme of the Eighth Malaysia Plan
is to achieve sustainable growth with resilience. The three key trusts of the
Plan are to shift the growth strategy from input-driven towards knowledge-
driven in order to enhance potential output growth, accelerate structural
transformation within the agriculture, manufacturing and services sectors
and strengthen socio-economic stability through equitable distribution of the
nation’s income and wealth. In the Eight Malaysia Plan, farmer and
fishermen organisations, including co-operatives?®® continued to be
encouraged to participate actively in agricultural activities including

marketing and downstream processing.

2.5 AFFECT ON THE SEPTEMBER 11 TRAGEDY.

The September 11 incident witnessed a crash in major equity markets
especially in the United States, were the worst affected with the Dow Jones
declining to the lowest level in recent years. Stock markets in Taiwan,
Thailand and Kuala Lumpur, which reopened on 13 September, experienced

similar declines.

As an open economy with trade accounting for more than 200 per cent of
GDP, the Malaysian economy has been affected by the growing difficulties in
the external sector. In the light of recent development, GDP growth for 2001,
which had been revised from 7 per cent to between 5 to 6 per cent in March
2001, has been further revised downwards to between 1 to 2 per cent. The
Government responded immediately by putting in place measures to prevent
further deterioration in the economy. Growth must be led by domestic sector
activities and exploring new market as we cannot be overly dependent on

external trade.

In line with the domestic-led growth policy, the Government announced an
additional pre-emptive fiscal package of RM 4.3 billion on 25 September

20 geonomic Planning Unit, The Eighth Malaysia Plan, Agricultural Development, 2001, pp.221.
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2001. This is an additional to the earlier pre-emptive package of RM3.0
billion which was announced in March. The package is aimed at stimulating
domestic economic activities as well as alleviating the negative impact on
the low-income group and the disadvantaged. It is also aimed at promoting
business activities, increasing income opportunities for small entrepreneurs
and assisting retail businesses. In this regard, specific small rural projects
have been offered to Bumiputra and Non-Bumiputra contractors. The
package provided skill training for retrenched workers and unemployment

graduates.

2.6 THE MALAYSIAN’S AGRICULTURAL POLICIES

The implementation of the previous two National Agricultural Policies since
1984 has enabled the agricultural sector to achieve a growth rate of 3.2 per
cent per annum. The total value-added of the sector increased from RM11.9
billion in 1985 to RM16.2 billion in 1995. However, structural changes in the
economy have brought forth-new issues and challenges in the agricultural
and forestry sectors. Especially acute are labour shortage, limited availability
of suitable land and increasing cost of production arising from intersectoral
competition for resources as well as intense competition in the global market
resulting from trade liberalisation. At the same times, the development of
high value-added resource-based products is still limited and exports mainly

consist of primary and intermediate products.

The 1997 financial crisis in the country and the region resulting from the
further liberalisation of the financial market has made the currency market
highly vulnerable to speculation. The volatility and resultant decline in the
exchange rate of the ringgit vis-a-vis major currency has negatively affected
the stability and security of the country’s food supply. This can have serious
economic, social and political implications. The country’s food import bill is
continuously increasing from RM3.5 billion in 1985 to RM10.0 billion in 1997.

The further growth of agricultural sector will depend on how the nation
addresses the above challenges. The formulation of the National Agricultural
Policy 2 (1992) did not anticipate such rapid and sudden changes in the

domestic and international economy and therefore did not adequately
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address the new issues and challenges above. The formulation of the
National Agricultural Policy 3 (NAP3) (1998-2010) is to strengthen the
sector's robustness to changes in external factors and enhance its global
competitiveness as well as to ensure the continuing growth of Malaysian
Agriculture. Therefore, greater efficiency and optimal utilisation of existing

resources is needed to further improve agricultural sector competitiveness.

Under NAP3, the sector is expected to achieve a growth rate of 2.4 per cent
per annum. Two new strategies have been employed. These are the
Agroforestry and Product-Based Approaches. The Agroforestry strategy is
planned to integrate agriculture and forestry development outside
Permanent Forest Estates. This approach views agriculture and forestry as
mutually compatible and complementary and therefore provides a scope for
joint development that can bring about mutual benefit. The Product-Based
Approach will identify key products and markets based on market demand
preferences and potential. This market demand and preference are
translated into strategies for upstream primary agricultural production to
enhance production and marketing of agricultural and forestry. This
approach is adopted to reinforce and complement the cluster- based agro
industrial development as identified in the Second Industrial Master Plan
1996-2005.

Strategic approaches and policy trusts of the NAP3?' are as follows:

i. Meeting national food requirements.

ii. Enhancing competitiveness and profitability in agriculture and forestry.
iii. Enhancing the integrated development of the food and industrial crop sub-sectors.
iv.  Strengthening requisite economic foundation.

v. Adopting sustainable development.

The above approaches together with policy trusts will provide the enabling
environment to sustain and enhance the growth of agricultural and forestry

sectors and become more globally competitive. In the Seventh Malaysia

2l Ministry of Agriculture Malaysia, Executive Summary for the Third National Agricultural Policy
(1998-2010), 1999, pp.7-11.
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Plan, the institutional development programme for agriculture continued to
be emphasised for further modernising of the smallholder sub-sector through
the active participation of farmers and fishermen in the development
process. During the plan period, the role of farmer organisations will be

further enhanced to compliment government efforts.

As mentioned in the plan, these institutions are expected to participate in
privatisation projects, establish joint venture with other private sector, act as
the nuclei in contract farming and provide markets to members. This may be
achieved through various approaches such as partnerships, group farming,
and establishment of subsidiary companies or formation of strategic
alliances such as joint marketing, minority equity agreements, shared
distribution and so on. In the Eighth Malaysia Plan, the farmer and fishermen
organisations together with other co-operatives continued to be encouraged

to participate actively in agricultural activities.

2.7 BRIEF HISTORY OF CO-OPERATIVES IN MALAYSIA
Broadly, co-operatives in Malaysia can be categorised as follows:

i. Non-agro-based Co-operative such as housing, consumer and credit co-operatives,
which are mainly in urban areas. Registered, supervised and controlled by the Co-
operative Development Department, Malaysia.

ii. Agro-based Co-operative and Farmers’ Organisations. Registered, supervised,
controlled and developed by The Farmers’ Organisation Authority, Malaysia.

iii. Co-operative Societies exclusively formed to serve rubber smaliholders and settlers of
Federal Land Development Authority (FELDA) and Federal Land Consolidation and
Rehabilitation Authority (FELCRA) schemes. Registered, supervised and controlled by
the Ministry of Rural Development with support and assistance from Rubber Institute of
Smallholder Development Authority (RISDA), FELDA and FELCRA: and

iv. Fishermen’s Associations, which are registered, supervised, controlled and developed
by the Fisheries Development Authority, Malaysia.

The co-operative movement in Malaysia was first conceived when the
Federal Legislative Council passed the Co-operative Societies Enactment of
the Federal Malay state on 28 June 1922%. This Enactment was replaced by

the Co-operative Societies Ordinance 1984 which became a base for the

22 7ainal Baba, Sejarah Perkembangan Gerakan Koperasi DiMalaysia, Jabatan Pembangunan
Koperasi Malaysia, 1996, pp. 1-3.
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Malaysian co-operative act. This Ordinance has been revised several times
until the present Co-operative Act 1993, which covers the whole of Malaysia,
was passed on 22 January 1994. The earliest idea of promoting the co-
operative concept in Malaysia (Malaya at that time) was to combat rural
indebtedness amongst farmers and deficit spending among wage earners in
places of employment. The co-operative credit society was the first to be
formed to solve the above problems. Later, after the people accepted the co-
operative concept, other types of co-operatives were introduced such as rice
milling, village shop, marketing (e.g. rubber and fish), housing, consumer
and others.

Agricultural organisations such as Farmers’ Organisations were established
(1973) to unite farmers in order to have better and stronger bargaining power
in an effort to improve their economic and social well-being. Individually,
farmers could not exercise this function effectively. Stronger bargaining
power is needed for farmers to get better end-result in purchasing -and
marketing of input and output of agricultural produces. Meanwhile, FELDA,
FELCRA and RISDA, which are responsible for land development and
improving economic and social well being of the small holders, are also
helping in setting up of co-operatives in these land schemes. The main
objective is to encourage co-operation amongst settlers in order to improve
their socio-economic condition. The same type of objective also goes to the
Fisherman Association, which is responsible to upgrade the economic and
social well being of fishermen since parliament passed the Fishermen
Association Act in 1973.

In Malaysia, the present agricultural co-operative legislation recognises a co-
operative as a corporate entity. It has power to hold property, to invest, to do
and transact business as well as to sue and to be sued. At the same time,
primary corporate entity is accorded to a co-operative to give effect to and
protect the co-operative principle of open membership. As far as the
Farmers’ Organisations is concerned, Dr. Abu Hassan and Sheikh Md. Noor

Alam? (1996) state that the law must define the limit of adjustment and

23 Abu Hassan, Sheikh Md. Noor Alam — Legal and Ideological Paradigm Shift, Strategic Alliance
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prohibit deviations from the basic co-operative patterns. On the other hand,
the law cannot be too dogmatic and restrictive and becomes too overloaded
with ideology and philosophy, which would ultimately discourage change.
The law should enable the co-operatives to do all things necessary to build

up an economically efficient business organisation.

2.8 THE MALAYSIAN FARMERS’ ORGANISATIONS
As organisations that are responsible for the development of farmers,

Malaysian Farmers’ Organisations (as part of the co-operative movement)
have no choice but to become viable and efficient organisations. They not
only have to compete with international producers but also to develop
entrepreneurs among the members. As organisations that operate on co-
operative principles, they are responsible to serve their members. With
limited capacity and capability, the farmers’ organisations have to find ways
and means to progress feasibly and at the same time to fulfil their social and
political commitment. Entering into a strategic alliance is one of the choices
available to them. With strategic alliance, the co-operative can still maintain
their identity and served their members. Strategic alliance will allow them to
get complementary resources that they need to further enhance their
economic activity, not only among themseives but also with the non-co-

operative organisations.

The motion to form the Farmers’ Associations based on The Taiwanese
Model was passed at the First Bumiputra Economic Congress held in
1965%*. The National Farmer's Association (NAFAS) was established in
1972. Other forms of Agro-based co-operatives like Syarikat Kerjasama
Asas Tani (SKATA), credit co-operatives, multi-purpose co-operatives and
rice milling co-operatives were also operating parallel with Farmers’
Associations during that period even though they were registered under the
Co-operative Societies Ordinance, 1948.

Among Agricultural Co-operative, Business Law Journal, 1996, pp. 9-17.
24 Farmers’ Organisation Authority, Taklimat Kepada Pengurusi Lembaga Pertubuhan Peladang,

April 2001, pp.2-9.
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In order to minimise duplication and over lapping functions between these
numerous agro-based institutions, The Farmers’ Organisation Act 1973 (Act
109) was passed by parliament and provided for the integration of agro-
based co-operatives with farmers’ association in each operating area into
Area Farmers’ Organisation. Given that Malaysia is made up of thirteen
states, all area Farmers’ Organisation in every state are members of each
State Farmers’ Organisations, which in turn become members of the
National Farmers’ Organisation (NAFAS). The Act unites the farmers’

movement and links them from area to national level as shown in Figure 2.3.

Figure 2.3
OPERATIONAL STRUCTURE OF FARMERS’ ORGANISATIONS

NAFAS
I

. li |

SFO SFO SFO
AFO AFO AFO
Note:
NAFAS = National Farmers’ Organisation
SFO = State Farmers’ Organisation
AFO = Area Farmers’ Organisation

2.8.1 OBJECTIVES AND FUNCTIONS OF THE FARMERS’
ORGANISATIONS

The objectives of the Malaysian Farmers’ Organisations are to enhance the
economic and social status of farmers, to improve their knowledge and skill,
to increase productivity and income, better quality of live of the members as
well as to build up a progressive, self-reliant, peaceful and united farmer’s
community, in doing so, the farmers’ organisations will focus their function on

enhancing the farmers’ productivity through providing essential services
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such as producing and selling agricultural fertiliser, quality seeds,
transportation and farm mechanisation, credit facilities and marketing
services. Besides that farmers’ organisations also are responsible to
stimulate high growth in agricultural sector, enhance business and
investment growth in farmers’ organisations themselves, increase the
farmers’ socio-economic status and their quality of life and balance the
development of agricultural and industrial sectors through the development

of agro-based industry in rural area.

Before the implementation of the New Economic Policy (1973), rural farmers
practised subsistence farming for self-consumption. The establishment of
farmers’ organisations which operate on a three-tier level system namely
national, state and area farmer’s organisations have objective of promoting
the economic and social interest of its member or member units through
direct participation in all activities undertaken by the organisation. This goes
with the principle that groups of farmers will have better bargaining power

compared to individuals.

2.9 FARMERS’ ORGANISATION AUTHORITY

Section 4 of The Farmers’ Organisation Authority Act 1973% entrusts the
authority to promote, stimulate, facilitate and undertake economic and social
development of farmers’ organisation. The mission of the Farmers’
Organisation Authority is to provide professional management services to
farmers’ organisations and enterprises aiming firstly, to build farmers’
organisations as viable and competitive farmers’ business bodies based on
agriculture as well as social development of farmers. Secondly, it is to create
commercial farmers that can contribute to the agricultural industry through

the movement of the farmers’ organisations

2.9.1 FARMERS’ ORGANISATIONS DEVELOPMENT AREAS

Section 3 of The Act®® states that the powers to register and control the

farmers’ organisations are in the hands of the Director General of Farmers’

25 Act 110, Laws of Malaysia, Farmers’ Organisation Authority Act, 1973, pp. 6
26 Tbid. Act 110, Laws of Malaysia, Farmers’ Organisation Authority Act, 1973, pp.6
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Note:

Red = Under the Director General of MADA (Muda Agricultural Development Area)
Yellow = Under the Director General of KADA (Kemubu Agricultural Development Area).
Green = Under the Director of Farmers’ Organisation Authority.

Brown = Under the Director General of Agriculture Department of Sarawak

2.9.1.1 AREA UNDER THE FARMERS’ ORGANISATION AUTHORITY

The Farmers’ Organisation Authority (FOA) is also empowered to register,
control and supervise farmers’ organisations. At the same time it is
responsible to plan and undertake such agricultural development including
primary production, manufacturing, assembling, processing, packing,
grading and marketing of agricultural products, research and training within
such farmers’ development area as well as to control and co-ordinate the
performance of the aforesaid activities. The details of Farmers’
Organisations Authority are explained in the Farmers’ Organisation Act as

attached in Appendix 1(a). As shown in Figure 2.5, green colour area is the

area that falls under the jurisdiction of Farmers’ Organisation Authority.

2.9.1.2 AREA UNDER THE MUDA AGRICULTURAL DEVELOPMENT
AUTHORITY (MADA)

MADA is the biggest granary area in Malaysia. The Muda Agricultural
Development Act (MADA) was established in 1972%" to promote, stimulate
and undertake economic and social development in the Muda area in the
state of Kedah and part of Perlis (as shown red in colour in figure 2.5). It also
empowered those charged with its authority, responsibility and accountability
to undertake within the Muda area such agricultural development as may be
assigned to it by the State Authority of the State of Kedah and Perlis.
Through delegation of power from the Director General of Farmers’
Organisations Authority twenty-seven area farmers’ organisations have been
established to regulate social and economic development in the Muda area.
These farmers’ organisations have formed a joint venture by the name of
Syarikat Perniagaan Peladang Mada (SPPM) in order to increase the value
of their investment, generate stable income and indirectly to increase

farmers’ economic and general well-being.

27 Act 70, Laws of Malaysia, Muda agricultural development Act, 1972, pp. 6
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2.11 RATIONALE FOR STRATEGIC ALLIANCES

2.11.1 INTRODUCTION

The traditional functions of farmers’ organisations to supply agriculture input,
land mechanisation and transport faciliies as well as retail services of
consumer goods appear not to guarantee maximum return to respective
organisations and their members. Therefore, aided by environmental forces
(such as government intervention and other external and political factors),
farmers’ organisations have formed various strategic alliances to explore
further business opportunities and to take advantage of the numerous
advantages (e.g. economic of scale, expertise etc.) that come along from
effective collaboration and co-operation.

The strategic alliances favoured by farmers’ organisations can be divided
into domestic and regional alliances. The domestic alliances are all between
farmers’ organisations themselves as well as in specific project with outside
organisations. The farmers’ organisations in Sabah and Sarawak are not
covered in this study because the phase of development of the farmers’
organisations in East Malaysia is not as independent as compared to those
in peninsular (West) Malaysia. They have long been handled entirely by their
own state governments. The farmers’ organisations in Sabah only came

under direct supervision of the Federal Authority on 1% April 1992.

2.11.2 FARMERS’ ORGANISATIONS STRATEGIC ALLIANCES AS AT
31°" DECEMBER 1995.

However, with respect to West Malaysia, as at 31%' December 1995, the
following organisations were involved in some form of domestic strategic

alliances with various types of partners as shown in Table 2.11;

Twenty-eight (28) farmers’ organisations under the supervision of
Farmers’ Organisations Authority.
Twenty-seven (27) farmers’ organisations under the supervision of

MADA.
Thirteen (13) farmers’ organisations under the supervision of KADA
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semen and facilitate training for the ASEAN member countries.

iv. Orange Fruit Production
Besides the progress report, Brunei Darussalam welcomed the ASEAN
member countries to have joint ventures in production and processing of

orange juice.

v. Agro-ecotourism Project (Indonesia)

The meeting was informed that Indonesia had conducted a national seminar
on Agro-ecotourism in Yogyakarta, Indonesia on 16-18 April 1998. All
members’ countries were requested to submit the name, address and

designation of the related co-operatives to Indonesia by June 2000.

vi. Beef Farming Project (Malaysia)
The meeting was informed that the project could not be continued as the
partner concerned had withdrawn from the project. In this regards the
meeting agreed with the request of Malaysia to review the feasibility of the

project.

vii. Coconut By-product, Organic Fertiliser Production and Co-operative Productivity
Enhancement Programme (Philippines)

Since the Philippines were not represented, the meeting agreed that the

Philippines would report the progress of the projects in the next meeting.

Since the formation of farmers’ organisation in 1973, the organisations have
been playing an important role in promoting the economic and social interest
or general well-being of the members particularly and rural agricultural
community generally. The membership, capital, asset, business volume and
profit have increased every year. Therefore, it is worthwhile in investigating
the role of these farmers’ organisations and examines more closely their

contribution to farmers’ income/profits.

2.12 SOME EXPERIENCE OF CO-OPERATIVES MOVEMENTS
Co-operative performance has always been assessed through impact
study. Performance indicators are used to indicate result of co-operative

achievement. Those impact studies prove that many countries have been
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able to successfully develop agricultural co-operatives. A producer co-
operative is one type of co-operative that has been successfully played an
important role in the agricultural sector. For example in India, the Anand Co-
operative (Kaira District Co-operative Milk Producer Ltd, Anand)*
established in 1946 has been able to increase the farmers’ income through
its activities by producing butter, milk powder and other dairy products. By
1974, the Anand complex handled 750,000 litre's milk per day and produced
butter, milk powder and other dairy products. |

Another successful story of Marketing and Supply (producer) Co-operatives
is in Denmark. The first co-operative dairy was established in 1882 and the
first co-operative slaughterhouse was followed in 1897. They entered into
mutual binding co-operation with the right attitude as well as obligation. The
need for capital for financing the slaughterhouses and dairies was realised
because Danish farmers were creditworthy, as they owned their own farms.
Today, the co-operative enterprises control a large market share in
agriculture sector and have proven to be the strongest (100%) in the two
most exports oriented sectors, pig and milk. About two thirds of the cattle

sector and half of farm supply sector are also owned by the co-operatives.

As far as Danish co-operatives developments are concerned, the number of
the farm holdings was reduced tremendously from 260,000 in 1903 to
67,000 in 1994. During the same period, the number of farmers and co-
operatives such as dairies, slaughterhouses and egg were reduced
significantly while production increased both locally and nation-wide. It
clearly shows that during the 89 years period farmers adapted to dramatic
structural changes caused by global adjustment in marketing condition, EU
intervention scheme, and such factor as development in productivity, the

labour market and technology.

3% COPAC, Agricultural and Food Marketing in Developing Countries: Selected Readings, Edited by
John Abbott, C. A. B International, 1993, pp.138-140.
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In Japan®, the farmers formed agricultural co-operative marketing (known
as “Joint Marketing System”) to realise and stabilise farm prices that enabled
them to continue production and build multiple distribution channels in order
to positively respond to consumers needs and supply farms produces in a
steady manner. Japanese agricultural production sector has changed due to
several factors. Among others are shortages in farm workforce with the
majority of farm workers being female and fewer young farmers around.
Farmers over the age of 65 have increased from 12% in 1960 to 41% in
1996. Additionally, the increase in cheap imported food due to globalisation,
liberalisation and consumer preference has also influenced the change in
agricultural structure and reform.

Agricultural co-operatives that represent Japanese producers are required to
be more consumers oriented. They deal with bigger retailers and diversified
consumers (with two different consumption patterns i.e. consumers that
prefer high price food and consumers that prefer low price food) by dealing
with wholesale markets and direct channel respectively. In dealing with
agricultural produces marketing, village co-operatives handle collection
depot, grading centre, packing operation, joint shipment and payment by
pooling their accounts etc. Prefectural Federation (secondary operation) of
co-operatives play a role of assorting goods to different wholesale market,
local marketing and payment of pooling accounts. Meanwhile, Zennoh
Distribution Centre (National level, established in 1973) is in charge of direct
sales to bulk consumer distribution centres as well as price stabilisation

function with the cooperation of the Government.

In Taiwan, the most important farmers’ organisation is the Farmers’
Association, a multiple-purpose co-operative organisation®. Their functions
include supply of input, marketing, extension services, credit, insurance and

information services. In 1975, they were reorganised at three levels: one (1)

3% Nakaoka, Yoshitada, Japanese Country Paper to ACEDEC Meeting in Langkawi, Malaysia,
Japanese Agricultural Co-operative Marketing Model with Special Reference to Marketing of
Member’s Produce to Central Wholesale market, 2000, pp. 1-15.
36 Dr. Liu Fu-Shan (Director of The Economics and Planning Department, Council of Agriculture,
Taiwan), A Country Paper, Taiwan Farmers’ Association Model (Special reference on the Operation
of Saving and Credit Schemes, 2000, pp. 1-29.
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The variation in market share between the UK and other EEC members was
due to several factors. Among other factors were the similar average farm
sizes on the continent, the proportion of the population engaged in
agriculture production, the contribution to GDP of the agriculture sector and
the relative terms of trade between the agricultural and non-agricultural
sector. All those factors have been cited as stimuli to agricultural co-
operation in European Countries other than Britain. Other stimulating factors
were the availability in Europe of finance for co-operative development,
environment of EEC and the operation of its policy towards agriculture.
Besides that, favourable legislation’s to co-operatives growth on the
continent and the quality and training of co-operatives managers have
contributed to the differences in market share between the UK and other

nations.

According to Gordon (1980), based on the EEC countries that have been
examined, the strength of the market strategy as indicated in their market
share was based on several main factors. Among others are the successful
of strategic management of co-operative marketing system and the
existence of highly complicated co-operative organisational structures.
These factors coupled with a considerable amount of central planning help
to boost the market share in most of the countries. The three-tiered
organisational system has provided strong organisational structure to
implement plans aimed at the enhancement of the co-operatives sector’s
efficiency. Besides that, the activities of primary co-operatives are capable of
being integrated and co-ordinated on a large scale through secondary co-

operative organisations operating territorially or on a commodity basis.

Together with the co-operatives movement in the EEC countries, they have
force substantial structural re-organisation among their member co-
operatives. They have also been able to take strong interventionist action to
make sure that change is forthcoming. In France, Denmark and Holland for
example, the possibility of co-operatives trading with non-members has been
deliberately promoted for product-market integration. This is especially so
through the extension of co-operative organisation into processing, storage

and distribution phases of marketing management. These have had the
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effect of reducing competition not just between co-operatives but also

between the co-operative and non-co-operative sectors.

In some countries' co-operatives have been used as a tool to alleviate
poverty®™. An empirical study has been conducted to provide a counter-
argument to the proposition that co-operatives are not suitable
organisational form for providing benefits to poor people. Sri Lanka’'s Thrift
and Credit Co-operation Movement (SANASA) provides empirical evidence
that co-operatives can play a poverty alleviation role. Since the revitalisation
of this movement in late 1970’s, SANASA’S membership has increased and
the co-operatives network has become one of the largest sources of rural
financial services in the country.

SANASA has progressively focused more on the poor, including women and
other disadvantaged groups. Based on the fieldwork and survey that had
been conducted, data have shown how the Thrift and Credit Co-operation
have brought real benefits to poorer members. Significant numbers of
borrowers have achieved increased income and there is evidence of
reasonable graduation above the poverty line. The study has also identified
some observations. Co-operatives can play a poverty-alleviation role
provided they keep their distance from the State and managing political
relationship well. They have to avoid activities that can attract to the elite
group. They must use market mechanism to provide services and cover

costs.

2.13 THE RELATIONSHIP OF CO-OPERATIVE STRATEGIC ALLIANCES

The founding of the Rochdale Equitable Pioneer Society was the starting
point of the true history of co-operation. Even though in the seventeenth and
eighteenth centuries, there were numerous religious colonies, living on
collective economy, none of them however was to develop into the present

t40

co-operative movement™. The co-operative movement exists and develops

economic activities and cultural life of peoples. There are various types of

3 Hulme, Montgomery, Cooperative, Credit and Poor: Private Interest, Public Choice and Collective
Action in Sri Langka, 1994, pp.159-164.
40 paul Lambert — Studies in the Social Philosophy of Co-operation, 1976, pp. 37-51
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co-operative movement such as marketing and supplying, consumers, credit,
insurance, housing and construction, production, mixed and multipurpose.
Even though, a little different and contradictory in interest, co-operatives of
different types unite themselves into one co-operative movement by some
general basis and principles of activity*'.

Even though a co-operative (like farmers’ organisations) is also a co-
operation, the differences in properties between co-operative and non-co-
operative organisation (which are mainly based on profitability of individual
investor) creates more beneficiaries in co-operative alliances as compared to
non-co-operative alliances. Open membership, one-member one-vote basis,
limited share ownership and yearly dividend could encourage active
participation in business activities among co-operative members in order to
get more benefits from the organisation. By increasing their business dealing
with the co-operatives, members of co-operatives will also get direct benefit
from expansion of co-operative activities/investment/alliances. This is
parallel to the co-operative principles of user ownership, user control and

user benefits*?.

Therefore, the active participation of members can easily be seen, for
example, in the topology of Co-operative Strategic Alliances (CSA) for a joint

venture company as shown in Figure 2.6 below:

41 professor G. Y. Blank — Co-operative Principle in the Modern World (Essay contributed in

memory of Arnold Bonner) 1967, pp. 17-19
42 David Barton — What is a Co-operative Principle, Co-operative in Agriculture, edited by David

Cobia, 1989, pp. 22-33.
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interchangeably.

It is worthwhile investigating the role of these farmers’ organisations and
examines more closely their contribution to farmers’ incomes/profits. It is
because the domestic development policies, as mentioned above, have
identified the co-operative movement to play an active role in the
development of Bumiputra entrepreneurs especially Farmers’ Organisations
as a form of private institutions that can participate actively in the economic
and social development of farmers.
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CHAPTER 3

INTERNATIONAL STRATEGIC ALLIANCE DEVELOPMENT MODELS

SUMARRY

This chapter explains the international strategic alliance development models that have been
proposed during 1991-2004 by 13 researchers namely, El-Hajjar, Sawsan Yehia (1991),
Christoph Bronder and Rudolf Pritzl (1992), Peter Lorange and Johan Roos (1993), Peter
Pekar and Robert Allio (1994), David Faulkner (1995), Judith M. Whipple and Robert Frankel
(1998), Mitchell P. Koza and Arie Y. Lewin (1999), Mitchell Koza and Arie Lewin (2000) and
Jeffrey Reuer and Maurizio Zollo (2000). Timothy L. Pett and C. Cley Dibrell (2001), Lynn A.
Isabella (2002), Johan Draulans, Ard-Pieter deMan and Henk W. Volberda (2003), W.L.
Cheng, Eddie, Li, Heng, E.D. Love, Peter, Irani, Zahir (2004).

Most of these alliance development models from 1991-1995 can be divided into three main
phases, that being Formation, Management and Evolution of Alliance. However, Bronder and
Pritzl (1992) and Pekar and Allio (1994) have, in addition, presented a fourth phase, that of
Partner Selection Criteria. That said, models from 2000-2004 are more focussed on
management of alliance.

It also highlights definition of strategic alliance and background on international strategic
alliance case studies that mainly quoted cases and examples from well-known international
companies (except that of Whipple and Frankle’s model (1998) that explains alliance
formation process based on agri-business and food industry channels in the United States)
and therefore more domestics in nature. The type of alliances that mainly based on system
and purpose has also been examined.

Based on the international strategic alliance overall models, comparative study has been
prepared as an attempt to discover the differentiation and similarity of those models as far as
formation, partner (s) selection criteria, management and evolution of alliances are
concerned.

Malaysian Farmers’ Organisation Strategic Alliance Sustainable Competitiveness
Development Model has been highlighted. It has been divided into a three stages model,
namely (1) The Start-up period, (2) Adaptation Process and (3) Termination/Transformation of
alliance. The model is drawn largely from the nine models on strategic alliances(1991-2000)
that have been mentioned above, information gathered from the fieldwork and case study
from the farmers’ organisations own experiences.

3.1 INTRODUCTION

As a result of globalisation and liberalisation, alliances between organisations
have grown in significant as a strategic feature in business arrangement
during the last decade of the 20" century as well as the beginning of the new
millennium. It involves not only international strategic alliances*® but also

domestic alliances*.

3 International Strategic Alliance is defined as any collaboration effort made between firms originated

in different countries (cross border firm). The business can be operated either in one or both of the
artners’ countries or other countries.

4 Domestic alliance is defined as any collaboration efforts between firms originated within the same
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The movement of international companies in search of alliance partner (s) is
believed, amongst others to find ways of securing new market opportunities,
complementary resources and latest technology available, to reduce cost by
tapping ready distribution channels and local expertise and share
development expenses as well as calculated risks. These benefits or
motivation factors of strategic alliances are supposed to reduce costs and
increase efficiency to enable them to compete from a greater position of
strength and advantage.

At the end of the day, parent companies that have strategic alliance activities
should be able to increase profit, share value, income and their overall well-
being and quality of life. The farmers’ organisations strategic alliance activities
are also being seen as one of the effective ways to improve the income of
their members and to raise their standard of living. The same endeavour is
stipulated in the hypotheses of the study; “The strategic alliance route offers
Malaysian Farmers’ Organisations a reliable and realistic way forward toward
wealth creation and socio-economic development”. The earlier alliances are
operating mostly in other counties while the later ones operate mainly on the

domestic scene.

Howevér, firms intend to pursue a strategic alliance route in their business
strategy must carefully weigh the benefits and costs that accompanying this
option. The formation stage of alliance has been stressed by models
proposed between 1991-1995 periods as the most important phase of alliance
development. At this stage, all benefits and costs of forming an alliance must
be calculated carefully. For example, the need to enter global market and
requirement for new technologies (external factors) are the strongest factors
leading to the establishment of strategic alliances (Faulkner, 1995%).
Nevertheless, transaction costs can make co-operation less efficient (Carlos &

Howard, 1991) and the giving firm will lose technological superiority as a

country. The business can be operated locally or internationally.
45 Ibid. David Faulkner, International Strategic Alliances, The formation of an alliance, 1995, pp.56-63.
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result of training their competitors (Hladik, 1988)* as well as lose their
competitive strength (Gugler, 1992)47. At the same time access to
complementary resources, the sharing of large research and development

expenses (Gugler, 1992) can result in the loss of authority (Hiadik, 1988).

The specialising firms that need to produce innovative and high quality
products to be exported or have to compete with imported products need to
form strategic alliance which, provides platform in exchanging critical
resources, skill and competence (Kogut, 1988)*8. Day (1995)*° noted that in
USA alone, alliances are growing at a rate of twenty-five percent annually and
about 20,000 alliances were formed between 1988 and 1992. Freidheim
(1999)50 quoted from a survey of 2,500 U.S. alliances from 1988 to 1992
shows that the average return on investment for alliances are higher
compared with the average return of U.S. industry i.e. 17% and 11%
respectively, and rose significantly as companies gained experience.
Nevertheless, although strategic alliance between firms are increasingly
numerous, their failure rate seems to remain high (Arino & Doz, 2000)°". )*?.
According to Dean, Kathawala and Yunus (2001)* a well managed strategic
alliances agreement is needed to avoid tactical errors by management which
could lead to failure. This is because managing alliances well is crucial for
firms to secure competitive advantage and create value with strategic alliance
(Ireland, Hitt & Vaidyanath 2002)**. It is imperative that careful planning and
attention to detail is absolutely necessary at all stages in the formation and

management of strategic alliances.

4 Karen J. Hladik, Cooperative Strategies in International Business, R&D and International Joint
Venture, (Edited by Contractor & Lorange), 1988, pp.187-203.

*7 Ibid. Gugler (1992)

b Kogut, B. (1988), ” Joint Venture Theoretical and Empirical Perspective, Strategic Management
Journal, Vol.9, pp.319-332.

* Day, G. S. “Advantageous Alliances”, Journal of Academy of Marketing Science, 1995, 23, 297-300
%% Freidheim, Cyrus, The Trillion Dollar Enterprise, A Natural Evolution, 1999, pp. 26-41.

Sl Africa Arino & Yves Doz, Rescuing Trouble Alliances...... Before its too Late, European
Management Journal, 2000, Vol. 18, No. 2, pp. 173.

2 Africa Arino & Yves Doz, Rescuing Trouble Alliances...... Before its too Late, European
Management Journal, 2000, Vol. 18, No. 2, pp. 173.

53 Dean, Kathawala & Yunus (2001), An Overview of Strategic Alliances, Management Decision
gArticle), Vol. 39, Issue:3, pp.205-218.

* Ireland, Hitt & Vaidyanath (2002), Alliance Management as a Source of Competitive Advantage,
Journal of Management, pp. 413-446.
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In the globalisation era, Intellectual Capital and knowledge have become
important properties to a business venture. Das, Sen & Sengupta (2003)55 in
their study of two forms of strategic alliances, technical and marketing, they
concluded that, technological alliances are potentially more beneficial than
marketing alliance, and more likely to create intellectual capital. Additionally,
Grant & Baden-fuller (2004)>° however inferred that alliances contribute to the
efficiency in the application of knowledge, first, by improving the efficiency
with which knowledge is integrated into the production of complex goods and
services, and second, by increasing the efficiency with which knowledge is
utilised. Therefore, careful planning and attention to detail is required at all

stages in formation and management of strategic alliances.

3.2 INTERNATIONAL STRATEGIC ALLIANCE MODELS

The development of an alliance can be divided into three main phases:
- Formation.
- Management, and

- Evolution of alliance.

This is shown virtually in most of the models proposed during 1991-1998 by:
i. El-Hajjar, Sawsan Yehia’s model (1991).
ii. Christoph Bronder and Rudolf Pritzl's model (1992).
iii. Peter Lorange and Johan Roos’s model (1993).
iv. Peter Pekar and Robert Allio’s model (1994).
v. David Faulkner's model (1995).
vi. Judith M. Whipple and Robert Frankel's model (1998).

However, Bronder and Pritzl (1992) and Pekar and Allio (1994) have, in addition,

presented a fourth phase, that of Partner Selection Criteria. . All the above models

(except that of Whipple and Frankle’s model (1998)) are based on international

strategic alliances.

55 Das, Sen & Sengupta (2003), Strategic Alliances: A Valuable Way to Manage intellectual Capital,

Journal of Intellectual Capital, Vol. 4, Issue 1, pp.10-19.
56 Grant & Baden-fuller (2004), A Knowledge Accessing Theory of Strategic Alliances, Journal of

Management Studies, Vol.41 Issue: 1, pp. 61-84.
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Strategic alliance models from 1999-2004 focus their attentions more on alliance

management such as:

vii.  Mitchell P. Koza and Arie Y. Lewin (1999).
viii.  Mitchell Koza and Arie Lewin (2000).
ix. Jeffrey Reuer and Maurizio Zollo (2000).
x. Timothy L. Pett and C. Cley Dibrell (2001)
xi. Lynn A. Isabella (2002).
xii. Johan Draulans, Ard-Pieter deMan and Henk W. Volberda (2003)
xii. ~W.L. Cheng, Eddie, Li, Heng, E.D. Love, Peter, Irani, Zahir (2004)

Koza and Lewin (1999) focussed their study on applying and extending a co-
evolutionary perspective of a single case study of a professional service
network in the public accounting industry, and in the year 2000, they shifted
their research to Exploitation and Exploration approaches for organisational
adaptation process. Reuer and Zollo (2000) did their research on Managing
Governance Adaptation in strategic alliances while Pett and Dibreill (2001)
developed a conceptual framework of Global Strategic Alliances Formation
Process by using the hybrid type of organisation as part of the framework.
The framework illustrates the relationship of various characteristics that may
be evident in an industry and across national boundaries which could
influence alliance participation. Isabella (2002) is convinced that managing
alliances is much more than business as usual by recommending Alliance
Best Practice. Draulans, deMan, and Volberda (2003) suggested special
management techniques need to be implemented in order to strengthen the
organisation’s alliance capabilities. Cheng, Heng, Peter and Zahir (2004)
however came up with a Long-term Commitment Model for inter-
organisational relations in construction that embraces components that help to
stimulate the level of employees and management commitment in order to
satisfy the stakeholders such as, effective people management, promoting
spirit of co-operation and team-work through establishment of shared value,
active participation of top management as well as developing synergistic

relationship that can modify work practices that attain superior performance.
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Almost all the above models take into account the important requisites such
as vast business experience, wide range of products and distribution
channels, sophisticated business linkages as well as need for experienced
managers and highly skilled work force amongst others. This may lead to the
assumption that the lessons from these studies are applied to and benefited

international companies and alliances, which operate at an international level.

Close examination will show that by using the same principles, concept and
models, domestic strategic alliances will also gain much and enjoy the same
benefits as the international strategic alliances if not more. Therefore, this
study will focus on relationship between the criteria for start-up, maintenance
and effectiveness of strategic alliance of farmers’ organisations in Chapter 6.
However, some adaptation of specific stages may be required and this will be
part of the current research to be discussed in this thesis.

3.2.1 DEFINITION OF STRATEGIC ALLIANCE
Several authors / researchers have provided definition for strategic alliances

as mentioned in Table 3.1:
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essences of their definitions are the same as the models from 1990-1995 and
focus on the rationale for alliances to form. For example, Freidham (1999)
defines “Strategic alliances begin with a long-term commitment and shared
resources.... Alliances are about growth. Alliances are about capabilities.
Alliances are about consolidation”. Since models from 2000-2004 put more
emphasis on analysing management of alliance, their definitions are focused

mainly on inter-organisational relationships

3.2.2 BACKGROUND OF INTERNATIONAL STRATEGIC ALLIANCE CASE
STUDIES.

Two of the important reasons found by El-Hajjar (1991) as to why British
Multinational Enterprises become involved in international strategic alliances
were: (1) the trend toward globalisation of the markets and (2) market
integration as the result of the establishment of the Single European Market
(1992). All authors who have commented on these quoted similar views. The

t"! was formed to enhance free trade between all

Single European Marke
member states within the European Union (EU). It also allows the citizens of
member states free movement, to work and to live in the country of their
choice within the community. Clearly, the prime motive is to reduce
restrictions on trade within the community i.e. free movement of goods,
services and capital and to allow companies within the member countries to
compete on an equal basis throughout the EU. Hence, the Market is a way of
removing barriers’® without challenging the sovereignty of member countries.
In the case of farmers’ organisations, different reasons have been cited for

different time periods and these are explained in Chapter 5.

It is also important to note that when explaining their models, all authors have
quoted cases and examples from mainly well-known international companies,
and all from within the United Kingdom, United State of America and Japan.

This may due to two reasons: (1) these companies have a long history of

corporate mission of each participating firm.

70 Ibid. Freidheim, Trillion-dollar enterprise, 1999, pp. 32 & 36.

! Martin, The Single European Market, 1992, pp. 1-3.

72 Gimon J. Bulmer, New Institutionalism, The Single Market and EU Governance, ARENA Working

Papers, 1997.
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Therefore, if the type of alliance is based exclusively on its operating system
its scope will be limited to just collaboration, consortium and joint venture and
network alliances (noting that full-blown joint venture, focus alliances and
others are still using the same basic system as joint venture). However, if it is
based on the purpose of why these alliances are being formed, then
potentially there will be as many types of alliances as complementary
resources are needed. However, in the case of Bronder & Pritzl's (1992) and
Whipple & Frankle (1998), their models can also be typed as purposed-based
model in building capability.

However, since models from 2000-2004 concentrate more on management of
alliance, inter-organisational relationships, such as management techniques,
has become an important element in strengthening the organisation’s alliance
and management components to stimulate the level of employees and

management commitment in order to satisfy the stakeholders.

Nevertheless, in this study, evaluation and evolution type of alliances are

based on the operating system, which is explained in Chapter 8.
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3.3 COMPARATIVE STUDY OF THE STRATEGIC ALLIANCE MODELS

3.3.1. THE OVERALL MODELS OF INTERNATIONAL STRATEGIC
ALLIANCE

i. El-Hajjar (1991)™

Figure 3.1
El-HAJJAR’'S MODEL OF STRATEGIC ALLIANCE

Planning > Formulation > Operational
Stage Stage Stage

l

PERFORMANCE AND
SUCCESS OF THE
ALLIANCES

El-Hajjar (1991) has developed a framework for British Multinational Enterprises (MNEs) to
secure the achievement of the required value added and/or competitive advantages through
three sets of managerial guidelines. The competitiveness of MNEs depends greatly on how
they manage to reap the benefits of international strategic alliances through the following
guidelines:

Planning stage (concerns with strategic and organisational fit for clear objectives and well
prepared negotiators)

Formulation stage (deals with clear division/allocation of accountabilities and responsibilities
by a well-developed management team, which relies on a clearly tailored plan).

Operational stage (overall is the implementation of the business plan that have been agreed
upon that involved, among others, defined objectives, continuous contribution of sufficient
resources, enhance the capacity to learn & absorb skills from partner, control mechanism &
decision making, continuous evaluation and assessment of objectives and alliance impacts).

ii. Bronder & Pritzl $1 992)
Bronder and Pritzl's (1992) *model, present a structured procedure for developing strategic
alliance that outlines four critical phases. There are: strategic decision, alliance configuration,
partner(s) selection criteria and alliance management. The authors noted that this concept
does not represent a strict sequence of logical decision or guarantee the building of
successful strategic alliances but it is just a structural approach as a “tool for the do-it yourself

strategist”.

During the formation stage, the Strategic Decision Phase includes the situation analysis,
identification of strategic co-operation and evolution of shareholder value potential.

4 Ibid. ™ El-Hajjar, Sawsan Yehia, Strategic Alliances, Motivation, Management & Internal

Competitiveness, 1990, pp. 91-98. (Ph.D. Thesis). . . '
75 Ibid. Christoph Bronder and Rudolf Pritzl, Developing Strategic Alhance: A Conceptual Framework

for Sussessful Co-operation, European Management Journal, 1992, vol.10, pp.412-421.

74



CHAPTER 3 INTERNATIONAL STRATEGIC ALLIANCE DEVELOPMENT
MODELS

Figure 3.2

PHASE 1: STRATEGIC DECISION
UNDER BRONDER & PRITZL (1992)

Strategic Decision >

Identification Evaluation of
Situation of strategic hareholder
Analysis co-operation value
potential potential
Globalisation - Internal trends - Contribution to
Deregulation - Own strengths free cash flow
New markets - Own weaknesses - Value drivers
Development - Time as a competitive
in technology weapon

The firm must assess the impact of environmental factors on its current position to assess
opportunities available to them and threats that they must face in order to move forward. The
identification of strategic co-operation potential will provide the best choice of strategic option
to choose based on their current internal and external position in order to assess their
strength and weaknesses. The evaluation of shareholder value potential is the best
measurement to value the performance of a strategic alliance.

Figure 3.3

PHASE 2: CONFIGURATION OF AN ALLIANCE
UNDER BRONDER & PRITZL (1992)

Configuration of a alliance

Field of Intensity of Analysis of
co-operation co-operation multiplication

- Horizontal, vertical or - Time horizon - System
diagonal direction - Resource allocation - Processes

- Research and - Degree of - Products / services
development, formalisation - Competencies
marketing and sale, - Brands

production and logistics,
procurement, or recycling

Configuration aspects such as field of co-operation, intensity of co-operation and
opportunities for multiplication should be decided upon deciding to form a strategic alliance.
The field of co-operation is based on the direction of co-operation and value chain activities
involved. What form of alliance should be chosen, whether horizontal, vertical or diagonal
alliances, will be based on the type of business that have been chosen.

Figure 3.4
PHASE 3: PARTNER SELECTION
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UNDER BRONDER & PRITZL (1992)

Partner Selection >
Fundamental Strategic Cultural
fit fit fit

- Common intention - Harmony of business - Pluralism

- Compatible visions plans - Assimilation
- Balance position - Common specification - Transfer

of power of appropriate - Resistance
- Mutual gains configuration
- Controlied risks - Similar planning
- Potential for horizons
increasing
shareholder
value

Figure 3.5

PHASE 4: MANAGING A STRATEGIC ALLIANCE
UNDER BRONDER & PRITZL (1992)

Managing a strategic alliance >
Contract Co-ordination Learning,
Negotiation Interface daptation

And review

- Form of contract - Level of co-ordination - Active consensus and
- Legal entity - Task - oriented crisis management
- Political, tax, legal management - Adaptation of structures
and cartel aspects - Interaction — oriented and processes
management organisational learning

- Continuous improvement

In order for the strategic alliance to be successfully managed, it is necessary for the partner to
adapt to changing condition and to learn from one another. This phase can be divided into
three divisions, namely, Contract negotiations, Co-ordination interface and Learning,
adaptation and review.

Both potential partners should define negotiation objective to include limitation of risk in case
of failure of the alliance, limitations on the partner concerning other alliance, option for
participation in future developments and products as well as participation in growth potential

of the partner.

As far as co-ordination interface is concerned, it involves interface co-ordination between
various tasks at hand and interpersonal aspects of managers. Therefore, it is advisable to
assign an experience manager as a co-ordinator for strategic alliance. This manager should
be free from other duties in the company. When first started the strategic alliance, after
signing the contract, workload is increasing and conflict between partners can arise, both in
task — oriented and interpersonal areas. Not all conflicts are negative; some competitive
tensions may lead to an increase in productivity. Therefore, it is a crucial aspect of managing
an alliance is to undergo continuously the process of learning, adaptation and review the
whole aspect of strategic alliance and changing them if necessary.
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i Lorange and Roos’®

Both of the authors have divided their model into three stages, namely:

The formation of alliance
The evolution of alliance

The management of alliance

The Formation Process of Strategic Alliance includes the following factors:

Figure 3.6
FORMATION PROCESS UNDER LORANGE AND ROOS’ MODEL (1993)

Initial Phase Intensive Phase
Stakeholder
Blessing
\\ Internal
Support
Political \
Consideration / Contract
Analytical Consideration Strategic /V
Strategic Match

There are two phases in the formations of strategic alliance, namely the Initial and the
Intensive Phase. Both phases deal with different types of political and analytical
considerations. The initial analytical phase during the formation of alliance deals with strategic
match of the potential partners relating to overall strategic potentials for co-operation. Political
consideration is very important at the initial stage to ensure that most important external
(owners, board members, bank as well as unions and government) and internal stakeholders
would see the general benefits from the strategic alliance.

At the intensive phase, the entire organisation should has been prepared to move quickly as if
on a special task, assigned with full commitment and enthusiasm over the alliance. This is to
avoid rejection at a later stage when they feel that they have been left out. At this phase, it is
also important to gather more in—depth information in order to undertake proper analysis and
to develop a strategic business plan.

Management of Alliance
Lorange and Roos’’ approach the management process of strategic alliance through twin

7 Ibid. Peter Lorange & Johan Roos, Strategic Alliances, Formation, Implementation and Evolution,
Planning and Control Considerations, 1993, pp.105-147.
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Three out of four stages in strategic alliance process under the model falls within formation
process. Namely, Strategy Development (study the alliance’s feasibility, objectives and
rationale), Partner Assessment (analysing a potential partner’s strengths and weakness and
preparing for partner selection criteria) and Contract Negotiation (to determine all parties
objective, contributions and rewards). Alliance Operation deals with management of alliance.

Figure 3.8
ALLIANCE FORMATION PROCESS
BY PEKER AND ALLIO (1994)

Strategy
Development

Alliance
Operations

Contract
Negotiation

Partner
Assessment

V. David Faulkner (1995)*'

In discussing the formation of alliances, Faulkner has identified three factors namely:
Motivation, Partner Selection Criteria and Selection of alliance form. Several strong internal
motivation factors are resource dependency, spreading financial risk, fast to market and low
costs. Among industrial (external) factors are globalisation, economies of scale, fast
technology change and others. Each of the partners normally seeks complementary resource
or skill from the others in order to match their resources or competence requirement.

Partner Selection Criteria can be divided into Strategic Fit and Cultural. The main issue in
assessing strategic fit is whether the joint value chain® seems likely to achieve sustainable
competitive advantage for the partners, through the complementarily of their skill and assets
and potential synergies that can be projected. Cultural fit deals with an attitude of
understanding of cultural differences, and willingness to compromise in the face of cultural
problems. Selection of Alliance Form deals mainly with three types of alliance forms such as
collaboration, consortia and joint venture.

In Management of alliance, right attitude is needed in managing the alliances i.e. positive,
sensitive and flexible. Besides that, commitment and trust are other vital attitude to develop
close interpersonal relationship in making alliance effective. Several arrangements are
needed to run a very workable organisational arrangement. They are as follows:

- Good dispute resolution mechanisms.

- Clarity authority in the hands of the managing director in a joint venture.
- An appropriate of a alliance form.

- Divorce mechanism agreed at the outset.

- Wide information dissemination.

- Congruent goals.

- Positive partner attitudes.

81 1bid. David Faulkner, The Formation of an alliance, Internal Strategic Alliance, 1995, pp.50-68
82 The value chain is composed of several linked stages: research, development, design, manufacturing,

marketing, sales and distribution.
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The Evolution of Alliance
Alliance theory proposes that condition for evolution *%include:

- Perception of balanced benefits from the alliance by both partners.

- The development of strong bonding factors.

- The regular development of new projects and responsibilities between the
partners.

- The adoption of a philosophy of constant learning by the partners.

From the cases studied®*, the most effective alliances seem to be those that show positive
evolution over time, rather than merely a competent pursuit of the objectives agreed at their
formation. The surviving alliance can be divided into three levels of effectiveness, limited,
latent and dynamic. The Limited alliance shows little sign of evolution or limited future
potential for a number of reasons. The Latent alliances have shown substantial
developments, but exhibit major limitation. While the Dynamic allianc<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>