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This article investigates how interfirm alliance configuration strategies reduce shareholder risks via the align-
ment of “what” types of alliances to establish and “with whom” to build such alliances. Two concepts are intro-
duced, partner relatedness and alliance relatedness, to consider how alliance partners and alliance activities
relate to the focalfirm's business activities. Building upon the dynamic capabilities literature and using secondary
data, this research empirically demonstrates that the effects of alliance configuration strategy on shareholder
risks depend on the type of risks (idiosyncratic or systematic) and the degree of industry environment changes.
With lowmarket dynamism, the consolidation strategy of high partner relatedness/high alliance relatedness re-
duces idiosyncratic risk. Yet with highmarket dynamism, the expansion strategy of low partner relatedness/low
alliance relatedness decreases idiosyncratic risk. In contrast, the mixed configuration strategies of high partner
relatedness/low alliance relatedness or low partner relatedness/high alliance relatedness lessens systematic
risk independent of market dynamism.

© 2015 Elsevier Inc. All rights reserved.

1. Introduction

The last few years have witnessed significant turmoil in many U.S.
industries. This upheaval has beenmarked by unprecedentedmacro-
economic recessions, unpredictable technology evolution, fast-
changing customer demand, and accelerating global competition.
Under this dynamic and uncertain environment, shareholder risks
increasingly have become a top performance metric, as it is critical
to the long-term performance and survival of firms (Srinivasan &
Hanssens, 2009). Faced with this uncertainty, many firms pursue in-
terfirm alliances as a strategy to reduce their shareholder risks
(Murray & Kotabe, 2005).

Prior studies in this domain often focus on alliance outcomes at firm
performance levels (Das & Teng, 1998), whereas shareholder risks have
been largely neglected. Given that strategic alliances are inherently in-
terwovenwith risk (Murray& Kotabe, 2005), considering only firmper-
formance outcomes does not capture the concerns of shareholders
(e.g., employees, creditors, suppliers, customers) who are interested in
long-term shareholder value (Xu & Lu, 2007). The protection of
shareholder value is affected not only by the growth of individual firm
performance, but also by the risks associated with market variation, en-
vironmental uncertainty, and growth volatility (Srivastava, Shervani, &
Fahey, 1998).

By building upon a dynamic capabilities theoretical perspective
(Helfat &Winter, 2011), this paper attempts to understand how a firm's
alliance configuration strategy can leverage its partners' resources to re-
duce shareholder risks over time. The essence of a firm's alliance config-
uration strategy lies at the confluence of two critical decisions: “with
whom to build strategic alliances?” and “to build what type of strategic
alliances?” To investigate these two dimensions of alliance configura-
tion strategy, this research introduces two concepts. First, partner relat-
edness encapsulates the “with whom” element, or the degree to which
the alliance partner and focal firm's business areas are related. Secondly,
alliance relatedness captures the “what” element, or the extent towhich
the established alliance activities relate to the focal firm's existing busi-
ness areas. Importantly, this paper argues that firmsmake these two de-
cisions not separately, but simultaneously because strategic alliances
entail “different types of collaborations among various partners to gen-
erate new and synergistic resource combinations among firms”
(Eisenhardt & Martin, 2000, p. 1107).

With data collected from several secondary data sources including the
SDC strategic alliance database, COMPUSTAT, and CRSP, this paper empir-
ically demonstrates that the effects of a firm's alliance configuration strat-
egy on the reduction of risks will depend not only on the type of risks
(idiosyncratic or systematic), but also on the rapidness of change in the
market environment (market dynamism). In environments characterized
by low market dynamism, the consolidation configuration strategy of
high partner relatedness/high alliance relatedness reduces idiosyncratic
risk. Yet in environments characterized by high market dynamism, the
expansion configuration strategy of low partner relatedness/low alliance
relatedness decreases idiosyncratic risk. In contrast, amixed configuration
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strategy of high partner relatedness/low alliance relatedness or low part-
ner relatedness/high alliance relatedness lessens systematic risk indepen-
dent of market dynamism.

The findings offer several contributions to the strategic alliance liter-
ature. This paper introduces partner relatedness and alliance related-
ness as two critical constructs that influence risk factors in strategic
alliancemanagement. Importantly, it studies the configuration between
partner relatedness and alliance relatedness and suggests that they
jointly determine alliance outcomes. The extant literature has often ex-
plored partner or alliance characteristics separately (Saxton, 1997), but
the insights are conflicting. Our contingent framework shows that both
high and low levels of partner relatedness can lead to greater alliance
outcomes but are dependent on the type of alliance relationships that
they build. Further, this study considers the outcomes of alliance config-
uration on shareholder risks, which has been overlooked in the alliance
literature (Murray & Kotabe, 2005). Additionally, existing literature has
frequently equated dynamic capabilities with dynamic environmental
conditions (Schilke, 2014). By investigating alliance configurations
under different levels of market dynamism, our results show that a tur-
bulent environment is not necessarily a component of dynamic capabil-
ities, which can exist in stable environments if partner relatedness and
alliance relatedness are aligned properly.

2. Theoretical background

2.1. Strategic alliance configuration as a dynamic capability

The dynamic capabilities literature describes how an organization
may respond to a changing external environment by purposefully creat-
ing, extending, or modifying its resources in pursuit of improved effec-
tiveness (Helfat & Winter, 2011; Zahra, Sapienza, & Davidsson, 2006).
Such capabilities hold an “intended and specific purpose” that permits
the firm to complete a particular activity in a reliable manner (Helfat
& Winter, 2011). Dynamic capabilities aid a firm in gaining a competi-
tive advantage by enabling it to modify theway in which it solves prob-
lems, often with respect to how it serves customers (Helfat & Winter,
2011). For instance, a firm may use its dynamic capabilities to change
how it earns revenue and profit through many approaches, such as al-
tering a product offering, a production process, or the markets that it
serves (Winter, 2003). As such, dynamic capabilities include an
organization's ability to reconfigure to “pursue opportunities in new
and potentially effective ways” (Zahra et al., 2006).

The skill to effectively configure andmodify strategic alliances is one
example of a dynamic capability (Kale, Dyer, & Singh, 2002). Alliance
configuration capability allows a firm to selectively modify its network
of interorganizational partnerships in order to cope with changing
environmental conditions (Hoffmann, 2007). Alliance configuration
capability includes skills such as identification of valuable alliance op-
portunities, alliance design, alliance coordination, and integration of al-
liance learning (Kale & Singh, 2007). Such expertise enables the firm to
explore new markets with local alliance partners (Hitt, Dacin, Levitas,
Arregle, & Borza, 2000), shape the environment by meeting changing
customer needs with products offered by alliance networks, and stabi-
lize the environment by leveraging channel alliances to establish a com-
petitive advantage (Hoffmann, 2007). Prior research suggests that a
capability that promotes “economically significant change” is dynamic
(Helfat &Winter, 2011). Thus, the configuration of alliances is a dynam-
ic capability that creates value for firms “bymanipulating resources into
new value-creating strategies” (Eisenhardt & Martin, 2000).

To achieve a competitive advantage, the dynamic capabilities per-
spective emphasizes the integration of internal and external knowledge
resources and skills (Schreyögg & Kliesch-Eberl, 2007). A firm can con-
figure its alliances to increase access to external resources and obtain
new skills that are held by partners (Hoffmann, 2007). In particular, al-
liance learning processes enable a firm to transform the external re-
sources held by cooperative partners (Lin & Wu, 2014; Kale & Singh,

2007). Thus, alliance configuration decisions help the firm to replace
decaying resources, integrate new skills, and accumulate resources in
order to cope with environmental challenges and improve market
performance.

2.2. Strategic alliance configuration to reduce shareholder risks

The effective alignment of alliance characteristics helps a firm ex-
pand its business into noncore markets, which allow it to detect envi-
ronmental uncertainties and learn new skills that reduce its risk
(Murray & Kotabe, 2005). This paper seeks to determine how a firm
should configure its interfirm alliances to reduce two specific types of
shareholder risks: systematic and idiosyncratic risk. Systematic share-
holder risk is collectively faced by multiple firms in the same market
(Beckman, Haunschild, & Phillips, 2004). In the finance literature, sys-
tematic risk is often associated withmarket uncertainty that is attribut-
ed to macroeconomic factors (Kerr & Kren, 1992). In addition to the
financial factors, firms face systematic risk pertaining to the industry
and markets in which it operates. For example, certain markets contain
higher competitive intensity and greater technological uncertainties,
but firms can configure alliances to increase their market power to re-
duce this systematic risk (Murray & Kotabe, 2005). Further, firms with
strong competitive positions can protect their cash flows from external
market fluctuations through lower demand elasticity, lower operating
costs, and higher price premiums (Subrahmanyam & Thomadakis,
1980).

In contrast, the idiosyncratic portion of shareholder risk stems from
firm-specific activities after accounting for market-wide variation. The
unique uncertainty constitutes approximately 80% of a firm's total
shareholder risk (Beckman et al., 2004). Firms may experience idiosyn-
cratic risk from multiple sources, such as managerial decision failure,
uncertainty associated with internal new product development
(Ragatz, Handfield, & Petersen, 2002), or a turnover in leadership
(Barron, Chulkov, & Waddell, 2011). Although a variety of factors
prompt idiosyncratic risk, the underlying commonality is that these
sources are “unique and often internal to the firm” (Beckman et al.,
2004). Alliances can help reduce idiosyncratic risk by providing access
to different markets, a broader product offering, and additional re-
sources that offset shortcomings of the firm.

2.3. Partner relatedness and alliance relatedness as elements of alliance
configuration strategy

To reduce idiosyncratic and systematic risks, the dynamic capabili-
ties perspective suggests that an optimal arrangement creates an inter-
nal-fit between partner and alliance relatedness, and an external-fit
between the arrangement of partner and alliance relatedness and the
environment (Kabadayi, Eyuboglu, & Thomas, 2007). Alliance configu-
rations are formed by the alliance portfolio's structural and relational
characteristics. The structural traits include the relative redundancy of
resources between a firm and its partners, whereas the relational traits
comprise the social capital that facilitates information exchange be-
tween external partners (Hoffmann, 2007; Tsai, 2000). Accordingly,
we define partner relatedness and alliance relatedness to capture the
respective structural and relational aspects of an alliance portfolio
configuration.

Partner relatedness describes the degree of similarity between the
business activities of firms that are engaged in a strategic alliance
(Merchant & Schendel, 2000). When a firm and its alliance partner op-
erate in the same markets, they share similar knowledge and resource
endowments, and they exhibit familiaritywith each other's business ca-
pabilities and operations. Highly related partners may offer similar
products, rely upon common elements within their supply chains, and
exhibit similar knowledge-sharing routines (Holcomb & Hitt, 2007).
The similarities of highly related partners reduce communication bar-
riers and improve coordination effectiveness that assists in resource
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