
Strategic Group and International Alliance 
Forming 

An Exploratory Model 
 

Wei He 
 

Department of Business and Leadership, College of Business, Purdue University North Central 
Email: weihe@pnc.edu 

 
 

Abstract 
 

Extending the original work of Garcia-Pont and Nohria (2002), this paper attempts to 
investigate which partners multinational firms prefer to orient when they pursue in forming 
international alliance. I apply strategic group theory as the fundamental tool, which links 
institutional theory as well as resource dependency theory to create the key building-blocks for 
theoretical model construction. The model established especially examines how strategic groups 
related factors can influence the likelihood of international alliance formation from the 
perspective of both institutional theory and resource dependency theory.  

 
Introduction 

 
Foreign expansion of multinational firms through international alliance has been 

increasingly drawing the attention of strategic scholars over the last two decades. The emphasis 
in the literature has been on the factors that can influence the performance of international 
alliance (Glaister&Buckley, 1999; Sirmon& Lane, 2004

A strategic group refers to a set of firms that are similar to each other and different from 
firms outside the group on one or more critical dimensions of strategy applied (Porter, 1979). 
Researchers (Porter, 1980; Kumar, 1987) propose that individual differences existing among 
firmsgive rise to the presence of strategic groups in a specific industry. These differences include 
strengths and weaknesses, time of entry into the respective industry, historical accidents, or 
effects on firms from competitive interaction and the specific natures ofdifferent marketplaces. 

). Few of scholars particularly look at 
whom multination firms orient when they exercise behavior for forming international alliance, 
especially from a local group’s perspective.   

Extending the original work of Garcia-Pont and Nohria (2002), this paper aims at 
investigatingwhich partner multinational firms prefer to orient when they pursue ininternational 
alliance formation. I particularly apply strategic group theory as the fundamental tool and use 
institutional theory as well as resource dependency theory as the basic building-block for 
theoretical model construction.  
 
 
 

Theoretical Background 
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Strategic Group Membership 

Following the meaning of strategic group, firms in the same groups usually face similar 
opportunities and challenges in their competitive environment because they are likely to be 
affected by the same business conditions in the industry and are driven by the same critical factor 
for success in the relevant markets (Panagiotou, 2006). As a result, identical strategic group 
memberships can cause different firms to use similar resources, establish similar structures, 
develop similar capabilities, and adapt to similar competitive strategies based on consistent 
strategic planning process in order to fit with external competitive environment and to meet 
requirements of competition with each other (Panagiotou, 2007). Therefore, managers 
responsible for strategy making are very likely to conduct strategic behaviors such as benchmark 
against other members in the same strategic group for counteracting competitive activities and 
maintaining strategic position (Athanassopoulos, 2003).  Recent research (Mehra, 1996; 
Ariyawardana, 2003) has put more attention on integrating strategic group construct with 
resource-based view, enabling improved ability to soak firm competiveness variation from the 
perspective of organizational capability at intra-industry level. The application of strategic group 
construct has provided an effective approach to bridging the theoretical gaps between strategic 
planning, organizational capabilities and firm competiveness. 
 
Strategic Group Identity 

A strategic group identity is “a set of mutual understandings, among members of a 
cognitive intraindustry group, regarding the central, enduing, and distinctive characteristics of 
the group.” (Peteraf&Shanley, 1997, p166). By definition, Peteraf and Shanley (1997) suggested 
that strategic group identity is based on process of social learning and social identification at 
micro-level, as well as economic, historical and institutional processat macro-level (Ferguson, 
Deephouse& Ferguson, 2000). A critical attribute of strategic group identity is strategic group 
identity strength, which is defined by Peteraf and Shanley (1997) as the mean of identification of 
the group member firms with adjustment of extent of variation. According to Peteraf and 
Shanley (1997), the strength of strategic group identify will increase with the degree of 
recognition and valuation of group membership between different members. 
 

Theory Development and Propositions 
 

Strategic Group and International Alliance Formation from Institutional Perspective 
Institutional theory in sociological vies suggests that firms’ behavior may not necessarily 

be strictly consistent with rational economic efficiencies under a specific institutional context 
that combines formal rules, informal constraints and other characteristics of relevant enforcement 
(Scott, 2008). Instead, business organizations pursue in legitimacy over economic efficiency to 
survive in the competitive environment andmake themselves successful (Scott, 1995). DiMaggio 
and Powell (1983) argued that firms would demonstrate structural and procedural isomorphism 
in response to coercive, normative and mimetic institutionalization pressures. However, 
institutional theorists distinguished between traditional “competitive isomorphism”, which is 
associated with oligopolistic imitation proposed by economist such as Knickerbocker (1973), and 
“institutional isomorphism”—the adoption of new business practice as perceived to be legitimate 
with even unclear potential performance benefits (DiMaggio & Powell, 1983; Fligstein, 
1985).Such institutional isomorphism make firms incorporate legitimated external elements 



through applying ceremonial evaluating criteria to define the value of structural elements and at 
the mean time maintain internal stability (Meyer & Rowan, 1977). 

In the context of global competition, multinational business firms are facing increased 
environmental uncertainty, internal turbulence and information asymmetry, which together 
construct greater mimetic isomorphic pressure. However, this increased pressure requires firms 
to choose the exact comparison group of firms that is able to provide more accurate referral 
behavior for achieving legitimacy when they pursue in foreign expansion. Accordingly, rather 
than randomly selecting partners for international alliance multinational firms are more likely to 
mimic the strategicactions of those firms that conduct similar strategic practices or share the 
same competitive markets with them. In short words, the potential recognition, identification can 
collaboration of international alliance partners is expected to be positively influenced by the 
behavior of firms locating within the same strategic groups in the context of global competitive 
environment. Firms attempt to follow the “paths” of their “colleagues” in the same strategic 
groups to achieve legitimacy and reduce uncertainty in forming strategic partnerships with other 
firms. This leads to the following proposition: 
 

Proposition 1a: The likelihood of two firms in a globalized industry forming an 
international alliance is positively associated with the average number of prior 
international alliances formed between firms from the strategic groups to which those two 
firms belong.   
 
Scott (1995) included three distinct pillars in the definition of institutions, namely 

regulatory institution, normative and cognitive institution, which respectively corresponds to 
coercive pressures, normative pressures and cognitive pressures. Combining the three 
institutions, Kostova (1996) defined institutional distance as the difference or similarity between 
the regulatory, cognitive and normative institutions of the home and the host country. When 
seeking opportunity for foreign expansion, multinational firms may face challenge to balance 
internal legitimacy resulting from adoption of institutionalized policies and practices 
institutionalized within a multinational firm, with external legitimacy—those policies and 
practices that are institutionalized within external local environment (Kostova, 1997), due to 
increased risk of conflicts between the requirements for internal versus external legitimacy 
(Kostova&Zaheer, 1999). However, due to the existence of special buffering mechanism in 
multinational firms, such as special strategic orientation (ex. geocentric vs. ethnocentric), the 
potential challenge can be moderated (Kostova&Zaheer, 1999). On the other hand, as internal 
legitimacy is very likely to be created by adopting policies and practices that are imprinted by 
external institutional environment in which one business organization was found (Kogut, 1993), 
a match between two alliance partners in internal legitimacy is likely to reduce the potential 
conflicts resulting from the different requirements for internal and external legitimacy when 
multinational firms seek to expand in a foreign country with a different institutional 
environment. Accordingly, the following proposition can be proposed: 

 
Proposition 1b:  The likelihood of two firms in a globalized industry forming an 
international alliance is positively associated with the degree of internal legitimacy match 
between those two firms.  
 



When multinational firms seek potential alliance partners in a foreign country they need 
to assess the candidates based on criteria that are composed of observable indicators in 
consideration of both geographic and institutional distance and information asymmetry between 
their home countries and potential host countries. In this case two firms from strategic groups 
that both hold strong strength of identity are more likely to bridge the physical or mental gap 
between each other and break information asymmetry since strong group identity is more likely 
to result in higher level of collective action, more efficient information exchange and positive 
reputation (Peteraf&Shanley, 1997). Therefore, two firms that are both involved in strategic 
groups with strong identities are more likely than firms that belong to strategic groups with weak 
identities to overcome barriers in relation to distance in cultural or normative institution and 
actively adapt to the institutional environment of their potential alliance partner. I hence propose 
the positive moderating effect of overall strength of strategic group identities on the relationship 
proposed in proposition 1b:  

 
Proposition 1c: The relationship proposed in proposition 1b will be positively moderated 
by the overall identity strength of strategic groups linking the two firms that can 
potentially form international alliance, such that the relationship proposed in proposition 
1b will be stronger for firms belonging to strategic groups whose overall identity strength 
appear to be stronger.  

 
Strategic Group and International Alliance Formation from Resource Dependency 
Perspective 

Resource dependence theory regards business environment as a set of organizations that 
engage in exchange relationships with each other (Thompson, 1967). Firms engage in resource 
exchange as no one firm holds sufficient amount of every required resource, thus the survival of 
a firm depends on the stable flow of resources as well as the degree to which the firm exerts 
control over the external dependence (Carroll &Teece, 1999). 

Resource scarcity refers to the degree of environmental munificence or the availability of 
vital resources (Pfeffer&Salancik, 1978).Stability of resource flow decreases as environmental 
munificence. Firms in this case are more likely to depend on task environment for resource 
acquirement or attempt to improve autonomy by increasing organizational slack (Song, 1995). 
However, if a firm holds multiple strategic membershipsat the same time it may share critical 
resources provided by other firms in the same strategic groups, which can constitute a more 
important task environment for the focal firm. Consequently the focal firm is more likely than 
the others that only hold unitary strategic memberships to access to slack resource and improve 
potential buffering mechanism (Song, 1995). As a result, based on resource dependency theory, 
the focal firms under this condition is likely to have lower propensities to form international 
alliance than firms holding unitary strategic membership, since the formers may gain accesses to 
critical resources much easier than the latters. I hence propose the following proposition: 

 
Proposition 2a: The likelihood of forming international alliance between two 
multinational firms that both hold multiple strategic memberships is less than that 
between two multinational firms that both hold unitary strategic membership.  
 
Based on the work of Peteraf&Shanley (1997), if the firms locate in multiple strategic 

groups that all have strong group identities, firms can exercise increased power and opportunities 



to communicate with other group members for information sharing and to collaborate active 
behavior for exchanging physical and financial resource, especially when members in the same 
groups follow similar paths for evolution (Desarbo, Grewal&Wang, 2009). This may result in 
further increased autonomy and decreased propensity in furthering the pursuance of international 
alliance.  Accordingly, I have the following proposition: 

 
Proposition 2b: The relationship proposed in proposition 2a can be positively moderated 
by the overall identity strength of strategic groups linking the two firms that can 
potentially form international alliance, such that the relationship proposed in proposition 
2a will be stronger for firms belonging to strategic groups whose overall identity strength 
appear to be stronger.  

 
Discussion and Implication 

 
This study contributes to the current knowledge base on strategic alliance research in 

several aspects: first, following an approach of strategic group analysis tobuilding the theoretical 
model, this paper indicates the existence and initially examines the strategic influence of 
international strategic group on firms’ propensity on forming collaborating relationships with 
specific partners. Second, the theoretical model integrates both institutional theory and resource 
dependency theory, generating a more comprehensive model ready for future empirical study 
design and theoretical benchmarking. Third, the model built in this paper advances the study on 
strategic alliance formation by integrating the traditional economic view of oligopolistic mimetic 
behavior with sociological view of institutional isomorphism. Theembrace of the constructs of 
strategic group membership and strategic group identity help create a foundation for building a 
more general framework for investigating the antecedents of the formation of international 
strategic alliances. 
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