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Starting Up a Strategic
Network

Hans H. Hinterhuber and Andreas Hirsch

VA TECHNOLOGY—A EUROPEAN EXAMPLE

Competition and cooperation are the two central forces of today’s
business world. The balance between these two forces seems to have
shifted somewhat toward cooperation in recent years. However com-
petitive an industry appears to be, it always rests to a certain extent
on a foundation of shared interests and mutually agreed-upon rules.
Competition does not take place in a jungle, but in a society where
individuals, groups, and organizations depend on each other and also
serve each other. Business life, quite contrary to the ‘everyone for
himselt” attitude, is to a large extent cooperative. Within the bounds
of mutually shared concerns competition is then possible and most
likely (Hunt and Morgan, 1994).

Cooperation in the economic landscape can be applied in a wide
variety of cooperative arrangements. Joint ventures, strategic al-
liances, cross-licensing, vertical integration, etc., are only a few types
of cooperative activity. Strategic networks are just another way by
which firms may cooperate, though an increasingly popular one.

A strategic network can be defined as the coordinated cooperation
between several legally and formally independent enterprises that
promote long-term strategic cooperation. Companies join and posi-
tion themselves within such strategic networks in order to gain or
sustain a competitive advantage vis-a-vis their competitors outside
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Figure 1. Various Network Structures. Source: Adapted from Siebert, H. (1991:
293).

the network. It is decisive for the existence of a network that sever-
al by now independent enterprises pursue a common goal and sub-
ordinate their individual goals at least partially to the collective goal
of the network (Sydow, 1992: 79; Siebert, 1991: 293).

Thorelli (1986) sees strategic networks as something between
markets and hierarchies. Multiple strategic alliances, a divisional
organization or subsidiaries might be forms of organizations consti-
tuting a network. It is also possible that within a network various
forms of cooperation can be found at the same time. Figure 1 shows
some more forms of cooperation that could possibly constitute a
strategic network.

The best visual image of a networking organization is probably a
wheel (as the one given in Figure 2) rather than a pyramid. The
wheel’s spokes are so-called knowledge links between the core orga-
nization and a number of strategic partners around the rim
(Badaracco, 1991).

Hinterhuber and Levin (1994), besides identifying strategic net-
works as the organization of the future, compare the network design
with a client-server organization known from computer networks.
Thereby, the core firm acts as a server and coordinates the network.

The increasing interest in networking has several reasons. Due to
the increasing complexity of modern technology, of markets, and of
government-business relationships, efficient solutions to problems
are calling for resources greater than those at the command of any
single firm. Therefore, even large multinational groups with a solid
financial base and outstanding management expertise may decide
not to go it alone. They will seek to build up relationships with oth-
er companies, whether these be public or private, suppliers, distribu-
tors, or even competitors.

Obviously networking may involve a variety of parties with back-
grounds that sometimes vary widely, concerning management prac-
tice, marketing strategies, form of organization, etc. It follows that
participants in a strategic network must see this cooperative
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STRATEGIC

Figure 2. A Networking Organization. Source: Webster, F.E., Jr. (1992: 9)

arrangement as a means of reaching key goals, and thus the network
can be described as strategic. Furthermore, intensive and ongoing
communication between the partners is also required before a busi-
ness relationship can really qualify as a strategic network (Thorelli,
1990: 74).

MOTIVES AND OBJECTIVES

Networking firms may have numerous motives for entering or build-
ing networks. Simply put, there is always tremendous cost and risk
when a firm is creating its own distribution channels, logistical net-
work, manufacturing plant, and R&D function in every key market
in the world (Hutt and Speh, 1995: 236). (Potential) network mem-
bers therefore will have one or several of the following motives to en-
ter or build a network.

Foreign Market Entry

Networks can provide bridges to foreign markets. The possibility to
mobilize other companies in the network to support one’s interna-
tionalization intentions is a core motive when participating in a net-
work. Drawing on the existing experience of a network partner will
be a tremendous support for any firm attempting to go internation-
al. According to the industrial network approach, internationaliza-
tion of firms means establishing and developing network positions
in foreign markets (Axelsson and Johanson, 1992: 218).
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Risk Reduction

Network cooperation can reduce a partner’s risk by (1) spreading the
risks of large projects between two or more companies in the net-
work, (2) enabling diversification of the product-portfolio, and (3) en-
abling faster entry and thus payback (Contractor and Lorange, 1988:
11). An example in which resources have been pooled in order to re-
duce risk is the Anglo-French Concord project.

Economies of Scale, Rationalization, and Synergy

Economies of scale can be gained by combining manufacturing, R&D,
or marketing activities of numerous firms in the network. “A good
example is the manufacturer who, by intense networking with a few
suppliers rather then spot buying from a lot of sources, obtained very
significant scale economies in the purchase of the components he
needed” (Thorelli, 1990: 79). Rationalization can mean that, for ex-
ample, certain components are no longer produced in different loca-
tions, but production is transferred to low-cost locations. Synergy in
a network of, say, five companies can be frankly explained by the un-
equation: 1 + 1+ 1+ 1+ 1> 5.

Increase of Market Share

Network members may be interested in building market share. This
could be achieved by standardizing their products or services in a
distinct way from their competitors, and thus collectively winning
market share from competitors. Obviously, compatibility standards
can most effectively be established by a large number of participants.
Even if the actors in the network are vertically positioned along the
value chain this might be a core objective of the strategic network.
For example, the suppliers of a car producer will be interested in his
ability to increase its market share, as their growth is directly re-
lated to it.

Access to Technology and Patents

Firms in LDCs are often extremely keen on entering international
strategic networks with foreign firms, because of the access to state-
of-the-art technology they can gain by such arrangements.
Nevertheless technology transfer is also a main reason for form-
ing networks in industrialized nations, due to constantly rising R&D
costs and the need for a broad base of technology in order to survive
in increasingly competitive markets, where a technological advan-
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tage can be eroded virtually overnight. By pooling know-how and
patents each partner contributes a missing piece. A superior product
is then to be expected.

Acquisition of Information

Business relationships within strategic networks might be the in-
formation channels most widely used by participating firms. Acqui-
sition of information about foreign business opportunities is one of
the top priorities in international management. Thus, the company
network can be useful as an immediate source of international busi-
ness opportunities. Other companies in the network are likely to pull
partnering firms with them when going abroad or when getting in-
volved in international activities.

Coopting or Blocking Competition

Potential or existing competition can be coopted by entering or form-
ing a network of cross-licensing agreements with competitors. This
can be seen as both an offensive and a defensive strategic move, as
on the one hand competition between the networking companies is
reduced, and on the other hand competition with firms outside the
network will become fiercer.

Fashion and Fear Motives

Given the tendency to coopt competition, “the fashion and fear mo-
tives cannot be excluded as driving factors. As companies see more
of their competitors being active in this regard [forming alliancesl],
it 1s hardly surprising that they follow suit (Devlin and Bleackley,
1988: 20).

Governmental Influence

Governments have also been responsible for encouraging cooperation
between enterprises. One of the most notable programs is probably
the Airbus program. Supranational organizations play an important
role too. The ESPRIT (European Strategic Programme in Informa-
tion Technologies), for example, promotes cooperation in IT to pro-
vide European IT industry with the technologies needed to meet
competition with the United States and Japan (Devlin and Bleack-
ley, 1988: 19-20).

Another example is NATO, which prefers weapons systems Lo be
developed by multinational consortia, whereby countries can partici-
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pate in the manufacturing of parts through a cooperative network
(Contractor and Lorange, 1988: 14).

THE OTHER SIDE OF THE MEDAL—
POSSIBLE DRAWBACKS

Numerous motives for building strategic networks, and thus advan-
tages perceived by participating firms, have been addressed. “But
everything cannot be sweetness and light, or we would see nothing
but networks around us!” (Thorelli, 1986: 81). Indeed, strategic net-
works bring along disadvantages as well, and a word about what net-
working cannot do has to be said.

Firstly, being part of a network does not compensate for funda-
mental weaknesses. A firm that cannot add value to the network in
return will not receive any. If one actor tries to sponge on the net-
work, other members are most unlikely to be tolerant. The weak
knot in the net will soon see its position deteriorate to nothing more
than a formal, reactive, and uninformed player, unable to draw bene-
fits from the network.

Next, a fact that deters companies from structuring a strategic
network may be the often very long period needed for establishing a
working network. It can take months—a major hurdle for those that
need fast turnaround in product development for immediate market
entry. Other drawbacks are asset specificity with no realistic use for
others, high transaction costs, opportunism (one party making use
of information in its own interest and at the cost of the others) un-
even distribution of power, and possible changes in strategies and
priorities of partnering firms.

An overall benefit/cost analysis of a strategic network, however,
will in many cases be difficult. Therefore, the all important question
for top executives will simply be to decide between a good and a bad
network. If undecided, one must at least keep the emergency exit
clear!

STRATEGIC NETWORKS—BETWEEN MARKET
AND HIERARCHY

Strategic networks are just one possibility of improving or changing
a firm’s competitive position. Before choosing the network route it is
essential to have it analysed in the light of the company’s overall cor-
porate objectives and other strategic alternatives. The strategic im-
plications of a network are most important to the firm. It allows the
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Figure 3. Characteristics of Networks. Source: Siebert, H. (1991: 295).

firm to concentrate on those activities in the value chain that are es-
sential to its competitive advantage. Therefore, it is inevitable that
senior management is involved in all stages of the network process
(Devlin and Bleackley, 1988: 18-23).

Siebert (1991: 293-298) describes networks as a combination of
market and organizational mechanisms, due to their partially mar-
ket oriented and partially hierarchical character. Figure 3 lists the
main characteristics of both the market and the hierarchy, whereby
the characteristics also valid for strategic networks are marked.
Thus, as in a free market, companies should specialize on certain
functions and market forces will create efficiency. But instead of op-
portunistic behavior, trust must be built and information continu-
ously exchanged.

After considering all the advantages and disadvantages strategic
networks offer, a firm may decide that networking is a favorable way
of doing business. However, this is only the starting point of a long
process, with many decisions to be made. Suitable partners have to
be found, the firm has to judge whether itself and potential partners
have the qualifications for effective networking, and bonds must be
built. Once established, progress has to be monitored and the firm’s
position in the network reconsidered continuously.
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REQUIREMENTS FOR FORMING A STRATEGIC NETWORK

Efficiency and Effectiveness

The conditions for the existence of stable networks are the same as
the conditions for the existence of any for-profit organization, name-
ly efficiency and effectiveness (Jarillo, 1988: 36). No corporation will
in the long run survive if it is not efficient and effective. The same
holds true for strategic networks. An effective network allows the
participating organizations to achieve a desired end. The basic con-
dition for efficiency is that the gain to be gathered by being part of
the network is superior to the profits that can be achieved without
the network. Efficiency and effectiveness are thus the basic condi-
tions for the existence of networks.

Overlap in Domain

Another most important requirement for a network’s existence is at
least partial overlap in domain (Thorelli, 1986: 445-446). If there is
a total overlap we speak of head-on competition, but there is still
some room for networking. However, division of labor and synergis-
tic network opportunities are more likely to arise when the overlap
in dimensions is less then complete. Nevertheless, for a network to
emerge and remain stable there must be a certain minimum of do-
main consensus between the participants.

Time

“The relationships between organisations in the network take time
and effort to create, maintain, and develop” (Mattson, 1985: 265).
This must be considered when investing in relations with other or-
ganizations in the network. As with any investment, participation in
a network will not yield benefits immediately.

Fairness

Each partnering organization should perceive the contributions to
the network made by each member as balanced. As the network then
hopefully creates increased value and profits, there is a cake to share
between the members. This calls for the development of fair sharing
mechanisms.

Trust

Trust instead of opportunistic behavior is another critical component
for the smooth and effective functioning of the network. In an at-
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mosphere of trust, problems will be solved more efficiently, as infor-
mation is exchanged freely, and more solutions to a given problem
are explored, since decision-makers do not feel they must protect
themselves from the others’ opportunistic behavior.

Exchange of Information

Information can be seen as the common currency of strategic net-
works. IT therefore plays a central role in the construction of a net-
work. Especially in international management communications fre-
quent exchange of information and opinions is vital, because of the
usual absence of daily face-to-face contacts.

CHOOSING PARTNERS

A firm that attempts to get involved in networking must undertake
an in-depth search for the right partners. One will naturally try to
gain control over some critical resources; however, it needs to be as-
sessed whether potential network partners offer interesting long-run
possibilities, as divorces can be costly. Thus, ‘fit’ in a strategic net-
work is of central importance and a number of questions have to be
answered:

Do the partners have the resources and skills that the network will
require to succeed?

To create a specific role in the network the company needs to
possess a certain capability that is of value for the network. In a
strategic network these capabilities are related to various kinds
of resources like equipment, personnel, marketing skills, a sales
network, etc.

How many companies should participate?

Which roles should be taken?

The more partners there are in a network, the greater is the po-
tential for organizational complexity. This complexity will be felt by
the managers responsible for the network, as a strategic network
mostly will be managed jointly by one representative of each part-
nering company. All these managers will expect to be involved, to a
greater or lesser extent, in the decision-making process. Thus, un-
less each partner has a well-defined role and sphere of influence, the
network can be quite unmanageable. It may therefore be useful if
one or more partners agree on playing a relatively passive role. The
more actors see themselves as having an equal role in managing the
network, the more organizationally complex the network will be.
Shared decision making needs more communication and is likely to
be time consuming and difficult.
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Can trust be created?

If the partners in a strategic network have previously worked to-
gether and established a degree of trust, the danger of opportunism
is likely to be less than it otherwise would be. In some cases neither
party is willing to let the other play a dominant role in any area al-
though they may have superior skills.

What are the partners’ rationales?

It is unavoidable, when choosing amongst potential partners, to
view the network from the perspective of these partners. What will
the partner’s strategic position be as a result of the network? Why
does he want to enter into the network? Which weaknesses can he
strengthened through the network?

These are the questions to be considered in order to have a better
understanding of potential network participants’ objectives.

Do we have differing organizational cultures?

Corporations (especially those from different countries or indus-
tries) vary in the way they do business and go about solving prob-
lems. Partners may not use compatible systems and may have dif-
fering organizational decision structures. These differences in the
participants’ organizational cultures need to be considered!

A CHECKLIST FOR SUCCESS

Much has been said about the prerequisites for building an effective
and efficient network and especially about how to choose one’s part-
ners. Summarizing these findings the following checklist for build-
ing a successful strategic network has been developed. Figure 4
shows the route to a successful composition of a strategic network.
The most important steps are described briefly:

The first critical issue is the identification and definition of the
network’s goals and core competencies that each partner brings to
the network, as well as the synergy between these different contri-
butions. Then, an agreement on congruent goals that will unite the
partners to a strategy compatible with all organizations involved can
be made.

Each participant must bring sufficient resources to the network,
as the potential for learning from partners is obviously to a large ex-
tent dependent on the size and quality of the resources devoted.

Only high quality staff should be recruited and appointed for the
network’s management. Such employees may need to operate in a
mixed-nationality environment and have the necessary language
skills. Being chosen to work for the network should be viewed as en-
hancing a person’s career prospects within the firm. It will thus in-
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Figure 4. Checklist for a Successful Strategic Network.

crease the individual’s motivation toward the network and improve
the likelihood of success.

When entering into a strategic network in which success is crucial
to the overall core business strategy, it seems important to be rela-
tively certain that one can retain the necessary degree of discre-
tionary control over one’s critical strategic resources.

Furthermore, apply a positive attitude toward the network and al-
low sufficient time for establishment! “As in any marriage, the long-
term stability of a network is based on mutual advantage. That is,
the relationship must be a positive-sum game for all partners, what
is often called a win-win situation. In effect, we are no longer just
buyers and sellers—we are partners! Like any marriage, too, net-
work stability also requires an element of trust” (Thorelli, 1990: 82).

But how can trust be created? These suggestions have been made

by Jarillo (1988: 37):

« Firstly, one must carefully choose partners one can relate to, i.e.
with similar values.
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» Secondly, one cannot expect blind trust if it means that network
members put themselves at a high risk. Thus, trustful behavior
can only be created by showing the partners that they would
have been worse off in the past if they had behaved opportunis-
tically.

Finally, it must be emphasised that a strategic network is a long-
term relationship. Participants will behave correctly, although in
particular circumstances they could gain from opportunistic be-
havior, if they recognize that such behavior would destroy the
more valuable reputation of the firm and consequently its net-
work position.

However, perceived advantages and the willingness to invest in
building the network is not enough to ensure its long-term viability.
We also need bonding and communication. The term bonding here
refers to the establishment of social and professional contacts as well
as personal friendship between executives and experts of all network
member organizations. All levels have to be involved as interaction
between partnering organizations has to occur at the top manage-
ment, the project, and the operating levels.

Bonds—links of different type and strength between organiza-
tions—are to be built (Mattson, 1985: 263). Thereby legal bonds (e.g.
contracts) are highly visible but may be less binding than more in-
formal ones. Technical bonds derive from the characteristics of the
products and services exchanged. Firms may adjust products (e.g.
design) and processes (e.g. JIT) to their partners’ requirements and
also acquire technical knowledge from each other. “Social exchange
has been identified as a significant factor in the overall strength of
interfirm relationships” (Axelsson and Easton, 1992: 12). Social
bonds can often be a substitute to written contracts as they may bet-
ter withstand forces operating against the network.

To make sure all participants have the same level of information
at any time an electronic integration of data and information sys-
tems must be established (Hastings, 1993: 23).

Extensive information networks, allowing direct communication
from place of work to place of work of all staff involved in the net-
work management (possibly world-wide), must be created. Putting
PCs on the desks of all employees in all locations and connecting
them together will allow the drastic expansion of the potential for
interaction and interdependence by using e-mail, fax, digital tele-
phone services, videoconferencing, and much more.

Finally, progress of the network has to be monitored and goal
achievement assessed. Also, recognize the limits of strategic net-
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working. Eventually one will have to redefine objectives and compe-
tencies over time. Entrance of new firms is to be considered and
might change the firm’s position in the network. At some point of
time one may even decide that participation in a certain network is
no longer favorable and thus will leave the network. However, hav-
ing carefully applied the given checklist for success, this option hope-
fully remains unlikely!

VA TECHNOLOGY AG

VA Technology AG with group sales of approximately 2.2 billion US$
and 15,700 employees in 1995 is Austria’s leading technology group.
With a successful record of over 700 completed projects VA Tech is
regarded as a highly skilled turnkey project manager. Its specializa-
tions are high technology steel plants, power generation, and elec-
trical systems. The corporate strategy is to strengthen and grow core
business as well as balancing risk in the business and regional port-
folio. The basis for success should thereby be:

+ innovation management
» global management, and
» network management.

The VA Technology group can be understood as an accumulation
of various interlinked networks between the group companies.
Through its network of related companies and suppliers VA Tech at-
tempts to connect existing competencies and technologies, create
comprehensive system solutions, and develop additional business op-
portunities. The ability to successfully manage a multinational and
multifunctional network of companies, sub-contractors, and joint
ventures is understood to be a key factor for growth. Managing these
networks has thus become a central issue for all of VA Tech’s execu-
tives in order to achieve a constant growth of turnover and profits.
Furthermore, these inter-company networks should ensure that VA
Tech’s manifold subsidiaries pursue business strategies that are con-
sistent with all of the groups business units and the group as a
whole.

VA Tech as an international group mainly consists of five major
group companies:

1. VAI (VOEST-Alpine Industrieanlagenbau) is one of the world’s
largest metallurgical engineering companies, supplying sys-
tems for single processes as well as integrated plants.
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2. AE&E (Austrian Energy & Environment SGP/Waagner-Biro
GmbH) is Austria’s largest supplier of thermal energy generat-
ing systems and environmental technology systems.

3. EEV (Elin Energieversorgung GmbH) is Austria’s leading en-
ergy engineering company and an international system suppli-
er of hydraulic and thermal power plants and energy distribu-
tion facilities.

4. VA MCE (VOEST-Alpine Machinery, Construction and Engi-
neering GmbH) is an international system supplier in hy-
draulic energy generation, steel structure, and engineering ser-
vices.

5. The holding company formed out of EEA (Elin Energieanwen-
dung GmbH) and EBG (Elektro Bau AG) manages the business
of two internationally oriented system suppliers in the appli-
cation of electrical energy.

Furthermore, three smaller companies specialized in distribution
(VA Tech International), information technology (AII—Applied In-
dustrial Informatics), and finance (Project Services GmbH) are part
of VA Technology. The group is held together by a strong holding com-
pany. Figure 5 visualizes the company’s structure with the group
companies’ logos.

Energy generation, environmental engineering, and energy distri-
bution are core businesses for four of VA Tech’s group companies.
These companies (EEV, AE&E, VA MCE, and EBG) form the so-
called “group area energy and environmental engineering.” As these
markets are mainly influenced by investments by the world-wide en-
ergy sector, a roughly identical group of customers can be addressed
by these products and services. Thus, in order to strengthen and
grow core businesses of the group area energy and environmental
engineering the four group companies are coordinated within strate-
gic networks. Common aims are defined and certain rules, necessary
for successful cooperation within these networks, are determined.

SPECIALITIES OF VA TECH’S NETWORKS

Strategic networks have been defined as an arrangement between
several legally and formally independent enterprises that promote
long-term strategic cooperation. However, looking at VA Tech’s com-
position, it becomes evident that the firms participating in the net-
works addressed are indeed group companies under a common hold-
ing company, and thus not completely independent from each other.
Cooperation between EEV, AE&E, VA MCE, and EBG is thus not en-
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Figure 5. The VA Tech Group.

tirely voluntary, but has rather been imposed by VA Tech’s leading
executives. It was their strategic decision to form an intra-group net-
work for the reasons named before. Thus, it was not the group com-
panies choice to apply a network approach in order to gain a com-
petitive advantage vis-a-vis their competitors outside the network.
Partner selection, for obvious reasons, was not characterized by ex-
tensive in-depth assessment. Whether the new network partners
had the resources and skills needed for the network to succeed was
not a criteria applied. Also, to issues such as possibly differing orga-
nizational cultures and the creation of trust, among others, less in-
terest than to be normally expected has been granted.

However, networks are often multifaceted in their structure—
from tightly structured to more loosely organized ones with a greater
degree of independence. The VA Tech networks are therefore well
within this scope of different networking arrangements, although a
higher degree of power than generally to be assumed with strategic
networks has been applied for its establishment. Nevertheless, the
fact that VA Tech networks have rather been constructed by the ef-
forts of management than by market forces cannot be overlooked.

VA TECH’S MOTIVES FOR NETWORKING

In order to create an organization that can cope with the competi-
tive demands of the 21st century, VA Tech identified network man-
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agement as a central management tool. Through strategic network
management the group companies should be integrated in order to
improve its market position and ensure constant growth.

Choosing the network approach for doing business within the
group area energy and environmental engineering had various mo-
tives:

* The network companies traditionally had and still have differ-
ent markets where they hold relatively strong positions. EEV for
example is well presented in Southeast Asia, whereas business
volume in Latin America is only marginal. VA MCE, on the con-
trary, is better represented in Latin America (via subsidiaries)
than in Southeast Asia. Thus, the logical idea is that network
partners mutually serve as bridges to these foreign markets by
pulling partnering firms when getting involved in international
marketing activities. Drawing from each other’s experience
should be a tremendous support in entering new markets.
Also, in some cases, joint bidding for power projects made sense.
VA MCE for example might supply the mechanical components
of a hydroelectric power plant and EEV will provide its electri-
cal technology. Similar complementarities can be found between
AE&E’s, EBG’s, and EEV’s product palette. Therefore, the net-
work enables a diversification of the product portfolio as well as
the spreading of risk between group companies.
¢ Certainly the network was also seen as an immediate source for
the acquisition of up-to-date information and thus business op-
portunities.

Concluding, the basic idea can be summarized: Doing business to-
gether instead of viewing each other as competitors (which has been
the case in the past) should yield positive returns for all of the net-
works’ companies and thus for the network as a whole. Via joined
forces competitive actions against companies outside the network be-
come more efficient and increase the group’s market position. Es-
tablishing distribution units solely is costly and time consuming. The
resources spared by joint market penetration can better be invested
in the development of new technologies which then ensure a com-
petitive advantage.

However, the network strategy might not always be the most suit-
able option for each group company. Different technologies or mar-
kets can demand a distinctive approach from time to time. This has
been recognized and accepted. Nevertheless, the core goal is maxi-
mum business potential, order intake, and profit for the VA Tech as
an integrated group. Thus, it is absolutely acceptable that in some
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cases a network company experiences a competitive disadvantage
due to its commitment to the network.

Most importantly the network should increase returns in the glob-
al, group-wide perspective. Problems will obviously arise when one
partnering company perceives its participation as continuously dis-
advantageous for itself, though probably favorable for the whole
group. In such a situation cries for fair sharing mechanisms are cer-
tainly appropriate and necessary.

THE OPERATIONAL PRACTICE

The agreement on an overall accepted network-strategy in line with
each partner’s corporate strategy is all important for any network’s
success. Nevertheless, VA Tech also recognized effective day-to-day
network management as absolutely decisive for the long-time sur-
vival of the strategic networks. Guidelines for the networks of the
group area energy and environmental engineering have therefore
been laid down by VA Tech’s corporate management.

Although these guidelines certainly gave a basic overview of the
way the networks should work and which behavior is wanted or not,
they still do not make effective and efficient networking an easy
task. Of course, not all the people involved became perfect network-
ers immediately. Problems that had not been taken into account, or
at least have not been considered to put severe threats on the smooth
functioning of the networks, evolved. Experience indicated the fol-
lowing drawbacks (among others) as the most prominent barriers to
networking in the case of VA Tech.

A general lack of information was identified as one major hin-
drance to efficient cooperation within the networks, whereas two
main reasons can be made responsible for this disadvantageous fact.

Firstly, in some cases the willingness to exchange information
freely and constantly was simply lacking. Executives tried to keep
some information lead over other networking companies’ managers,
and thus transmitted valuable data too late or not at all. Such be-
havior naturally bounces back when spotted by network partners
and is lethal for the creation of trust. However, before giving recom-
mendations for ensuring an increased exchange of information, one
clearly has to understand the motives for such kind of behavior.

Most important here is definitely the fact that managers still iden-
tify themselves with the company employed and therefore do not val-
ue the network to the extent necessary for its smooth operation. Fur-
thermore, the multidomestic strategy promoted by VA Tech can be
seen as partially contradictionary to the ideas of the network. Local
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multidomestic units primarily exist to serve their local markets and
may have designated export markets. The important role of the pres-
ident of each of these local companies is to be a very efficient profit
center manager, concentrating on serving local and export cus-
tomers. Networking, however, demands one to put the network first,
for the idea is: What serves the network will consequently serve the
group company and its subsidiaries. The fundamental part of the
philosophy is to accept and value that most people in the organiza-
tion will naturally identify with the company at the local level.

Nevertheless, there still exists some means to overcome the nat-
ural local bias. Personnel management is required to come up with
clear policies and programs for attracting, developing, rewarding,
and retaining networkers. Strong incentives for managers dedicat-
ing themselves to the network must be established. Employee’s
achievements should be illuminated from a network view and pro-
motions will thus be linked to accomplishments made for the net-
work. Members of staff understanding that recognition does not
merely come from within their department and their company, but
also from the network, will view networking as a vital part of their
personal career.

Transferring managers between participating firms and their
multidomestic locations will allow bonding through social ex-
change—a significant factor for overall strength of inter-firm rela-
tionships. It will also improve the way these managers develop and
mobilize the network. Key people with experience in working in
several countries will bring substantial advantages wherever they
may be.

Understanding the all important fact that networks are rather
kept alive by the people interacting than by the executives deciding
to establish a strategic network, VA Tech also recognized the impor-
tance of managers’ personal interest and commitment toward the
network. Experience showed that successful network cooperation
more than once was made possible or respectively impossible by one
single actor.

For example, the head of a foreign subsidiary or representative of-
fice might not be convinced by the network approach’s usefulness.
Thus, when contacted by a partner firm he will not make network-
ers feel inhibited to cross boundaries by letting them understand
that he is not particularly keen on sharing information or answer-
ing questions and pointing out that he is really busy anyway. In
practice, having made this experience, other network members will
not bother to contact him again—a development surely not useful for
increasing interaction and cooperation.
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Having the right people with the necessary communication skills
and a positive attitude toward networking at the right positions is
thus all-important. Support mechanisms for (new) employees in or-
der to teach them the necessary networking skills must be estab-
lished.

VA Tech understood top management involvement as indispens-
able for keeping an eye on the network’s ongoing development and
appointed a board member as the network’s godfather and mentor.
The overall purpose of his role is to optimize the group area’s tech-
nology base and its overall business activities on a global scale. This
means developing, gaining commitment to, and championing a glob-
al strategy for the strategic networks. It is the business group mana-
gers that are responsible for taking a global view in a particular mar-
ket. Keeping strategy development as well as execution close to
corporate levels of power also signals to staff that networking is un-
derstood as central for the firm’s success.

Apart from the fact that the willingness to exchange information
is sometimes lacking, also a missing network infrastructure can be
blamed for inefficient and ineffective communication and coopera-
tion. To ensure faster and easier information exchange an electron-
ic integration of data and information systems is more than desir-
able. Existing intranets must be extended. e-mail contact, as an
example, is informal, speedy, and cheap. A technology group without
an advanced IT-system is unthinkable in the 21st century. Especial-
ly in an international group, characterized by the usual absence of
daily face-to-face contacts, frequent exchange of opinions and infor-
mation is vital.

Communication is also positively related to trust—the cornerstone
for strategic networks—and some facts about trustful behaviour
within the VA Tech networks should be mentioned. When interview-
ing leading networkers one got the impression that relationships
within the networks were not always dominated by trust. There
have been some complaints about opportunistic behavior as well. A
network partner, stating to pursue a strategy consistent with what
has been decided upon within the network, in one case tried to gain
an advantage over other group companies by contrary strategic
moves and misinformation. Such behavior naturally makes the cre-
ation of an atmosphere of mutual trust a very difficult, and proba-
bly an impossible task. Decision makers feel they must protect them-
selves from other’s opportunistic behavior and will not exchange
information freely in return.

Constantly presenting the achievements made through the strate-
gic networks can certainly help to show partners that they would
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have been worse off in the past if they had behaved opportunistical-
ly. A track record of successful network projects will serve as a valu-
able proof that networking can yield manifold benefits. Partnering
organizations also must perceive the contributions to the network
made by each group company as balanced. No participating compa-
ny must be allowed to sponge on the network. Fair sharing mecha-
nisms will allocate increased value and profits in an acceptable way
to all members.

Most importantly, in a healthy network partners want to commit
and will retain from opportunism, because of shared values, benefits
perceived, and constant communication. Network success is more
unlikely to be associated with the exercise of coercive power that
compels firms to cooperate. In the long run satisfaction with the al-
liance is the most important prequalification for continuos coopera-
tion.

Presently VA Tech’s networks can be described as satisfactory in
certain aspects and from some points of view. However, these intra-
company networks are still young and, as time is a major component
for learning the art of successful networking, it is certainly not yet
too late to adopt some changes and make network management more
effective and efficient. At this point of time it is certainly accepted
by the majority of the group’s managers that strategic networks are
far from easily manageable. Demonstrating the necessary willing-
ness to face its complications should thus make (more) successful
network cooperation possible in the future.

CONCLUSION

Numerous motives for entering or establishing a strategic network
have been highlighted. Apart from the advantages strategic net-
works can clearly offer, one must not overlook possible drawbacks.
After all, networking also is a very advanced and complex form of co-
operation—far from easily manageable. It requires a carefully de-
veloped infrastructure of culture, measurements, style, and rewards
to support it. When improperly applied, strategic networks can be
less effective than old-fashioned hierarchical organizations. Like
every new concept, the network organization must not be touted as
a cure for almost any management ill. Strategic networks are far
from being a panacea to all of the corporations’ weaknesses. Applied
properly networking can clearly yield manifold benefits. Keeping an
eye on the Checklist for a Successful Strategic Network, the possi-
bility of failure should be minimized. The criteria offered are cer-
tainly not entirely comprehensive and cannot guarantee the suc-
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cessful establishment of a strategic network. Moreover, network
management is more an art than a science. Allowing sufficient time
for partner selection, network construction, bonding, and trust build-
ing is all important for long-term success.

Looking at strategic networks in practice, VA Tech served as a
good example for demonstrating the network approach’s strengths
and weaknesses. VA Technology discovered networking as a favor-
able way of integrating their group companies within the group area
energy and environmental engineering. This business area clusters
together AE&E, EBG, EEV, and VA MCE—the group companies ac-
tive in the particular type of business, having its own market and
direct competitors.

VA Tech is truly a challenging example of an enterprise that set out
to create something very new. The process of building up these strate-
gic networks was clearly not always smooth. It has involved consid-
erable difficulties in putting the concept in operation. VA Tech’s man-
agers gained considerable experience in network management, but
also had to understand that strategic networks are far from easily
manageable. However, the fact that we mainly concentrated on the
operational problems arising during the strategic networks’ estab-
lishment should not distract from the fact that the network approach
yielded manifold benefits for VA Tech. Today the group continues a
constant two-digit growth in terms of order intake and turnover.
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