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APProach:

Qurfirst step in cliscussing strategic alliance frameworks has been to review literature on the subject in
various business Publications and management _jouma|s. The literature covered rangeé from very
gcncral commentary on alliances (Busincss Week artic!cs) to detailed mathematical aPProachcs to
se!ecting a partner or selecting an alliance tool (/\/]anagcr/a/ and Decision [ conomics Publications).
Though the initial focus of our efforts was to focus on selection criteria and processes, commentary on
managing the alliances was more Plentigul than descriptions of partner selection tecl’miques. We were
able to summarize the written Pcrspcctivcs in four major areas, around which this document is

structured:

1) Definition and scope of strategic alliances, inclucjing reasons for alliances,
2) Compang/ environmental conditions for alliances
3) Selection criteria and questions

4 Management of alliances

1) Definition and scope of "strategic alliances:"

|n its broadest intchrctation, "strategic alliance” imPlics an association between two or more partners
dcsigncd to achieve the objcctivcs of the partners. Jn varying ways, the definition was made more
spcchcic in the literature. ] hese definitions to varying dcgrces include the alliance structure, its

objectives, and t/me//nes._as l’liglﬁliglﬁted below.

. FProactive steps to minimize the reliance on a firm's intcmalcapabilitics to achieve sustained

comPctitivcncss and exPansion.

. Joining of forces and resources fora sloec/fieo] orindefinite /ocrioc/ of time to achieve a common

ob’jective‘
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. Management of an agreement between Par’cies to wori;jointlg ona Project(s) that is clesfgnecl to

achieve a strategic objective (which can be offensive or defensive in nature)

. Long~term commitment between two or more organizations for the purpose of acl’xieving speciﬁc

business ob_jectives !33 maximizing, the effectiveness of each Participant‘s resources.

. Kgosci, an aPProach, implging mutua”y rewarc]ing coexistence

ImP|ications of the term "strategic”

As imPIiea bg the definitions above, the term "strategic” is interpreted to have several imPIications‘
[irst, "strategic” is built on a vision of the environment in the future, as it is:
based on a vision of the future resu|ting from anticipation, forecasts, or scenarios.

based on consideration of factors in the firm's external environment

"Strategic" is also defined in terms of the outcome of the alliance, meaning:
resulting in a significant shift in the business outcomes
. having an imPact on more than one function or business

. rcsultirxg ina long~term relationship (otherwise the effortis notjusthcicd)
FoPularity of and trends in usage of "alliances”

T he literature consistentlg indicates that "alliances" or "Partnerfng,“ however defined, are growing in
Popularitg, and that we are now past the dags when a comPany‘s business was defined only bg what it
owns and c]ircctlg manages. A few statistics from the [~ rnst &Young E/cctronic Busincss survey
(»,/92) and the Kcscarch Fo/icy article bg ﬁagcrc{oom and Schakcnraac{ (5,/91) indicate the
Popularity of the terms:

.85% of all CEOsare involved in alliances 42% of all worldwide alliances are in T
. Software comPanics rclg on alliances the most
. 64% of electronics comPanics Par’mer with Foreigr\ companics 45% of comPutcr comPanics Partncr

with a competitor

Forms of alliances

A”iances or Partr\crships are described in many forms, and, though not discussed in detail hcre, a
follow-on Pro_ject is to evaluate the set of alliance tools available, and decision criteria between these
tools. T he literature gives us some brief but not comPrehensive views of the parameters and process

for clﬂoosing the correct alliance structure.

Frobably the simplest form of alliance is a direct supplier contract, and we are cautioned against the
comPIexitg of more complex arrangements unless theg are merited }33 the situation or benefits. T he

range of Possibihtf@s includes:
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. Long~term suPP!ier contract.

Joint marl(eting agreement

. License franchise

. Joint clevelopment agreement

. Nomequity cooPcrative venture. Joint venture

. Equitg investment/ merger / acquisition

Objcctivcs of alliances

A”iances are driven bg many Possiblc objcctives; based on the Pcrspcctivcs of various authors
dcscribing alliances in different industries, inc]ustry dynamics seem to influence the objcctivcs. We will

need to apply a critical perspective to the various objectives given for a”iar\ccs, whichincdude:
PPy persp ’) g 3

a) Dcuccnsivc

. Fartner to ward off common enemies

.Reduce the differentiation aclvantages of comPetftors

b) Ogensive/ oPtimization
.Vendor/ suPP!ier relationslﬁip for cost or scale efficiencies

. Share rcsponsibihtics cqua”g orin relation to relative strcngths. Share information or skills

c) Costf-haring

. Share costs of ReD when certain tcchnologg investments are too caPita|~intensivc for one firm alone
. Far‘tner to achieve certain goals when limited cash (intcma”g orvia Pubhc markcts) does not allow
acquisitions

. Somc Prcjccts are too 1arge for anyone organization to manage (ex: acrospacc)

d) Expan& bcyond current business
. (Get around internal barriers to clevelopment -resistance, resources, and risk

. (Grow markets and/or enter new markets (distribution alliances / market entry strategies, for example)

OPcrational Definition of a “Stratcgic Alliance”

Giiven the above summary and range of oPinions on alliances, what would be a goodoperatfona!
definition of a strategic alliance? Also, given the effort involved in arranging strategic a”ianccs, a
strategic alliance should be signhcicant enough to have an imPact on the Fo”owing:“

. core competencies

. Proc{uct/ tcchnology Positioning

. revenue stream

. market share
. re ationship with customers and suPP!iers for the 1ong~term
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]n order to 'usti?g the sctup costs, the alliance would be longer~term than the Ihcc~c5c]c of anyone

roduct; therefore the alliance should have a !ong~tcrm imPact on the "value chain.® A strategic alliance
for could involve a conscious decision to Forego developing a required caPabi!itg. Such an alliance
could involve a conscious decision to collaborate with a direct comPetitor. (And mfg}wt even involve a

Iicensing of a core tec}mo!ogg?)

To the extent that our core comPctcncics and critical success factors cut across the entire
organization, a strategic alliance would cut across : multip!c organizations, multiplc Products and

tcchnologics., multiplc gcographics and charmels, and may involve Par’mcrship with a globa| partner.

Jn managing a”ianccs, the literature stronglg suggests that the alliance be suPPortcc] at multiplc levels of
the organization, inc|uc[ing top management. A strategic alliance would requirc corPoratc~level
coordination, intema”g and cxtcma”y, and mayor may not involve a financial commitment. Note that
several forms of alliances rcquirc financial commitment (acquisition,joint venture, minority cquit\g stake,

loan ctc.) —a robust alliance program should have a full set of tools at its disposal.

Gcncral ]ndustrg lnsights on the A"iancc Froccss

Thc literature Provi&cs some intcrcsting reference Points and ”quotablc” statements on selection of an

a”iance, as well as the ongoing management of the alliance and the Par‘mcrship sPirit.
On selection of the alliance:

- Strike an alliance at the core of the company's interests to maintain top management and line interest,
but, control of a firm's core activities is never shared. Thc firm must protect its core strcngths, those
harc{~to~duplicatc abilities that bring uniquc value to customers and sustain the enterprisc. Careful
attention must be Paid to how certain of the company's strengths may be leaked unnoticed to its

Partner.

On management of the alliance:

. Agreements should be thorough, but also flexible. ]t is much more imPortant for managers to work
accorcling to the sPirit of the a”iance, not the letter of the agreement. (tis interesting to note that this
is very much in the sPirit oFJaPancsc negotiating skills )

. WHen a Partnersl’liP wor!(s, the on|3 losers are the lawgers.

Onthe Par‘l:ncrshiP sPirit:

. SUCCCSSTCUI Partncrships are those that replacc "we vs. them" with "us against a common cncmy," or,

more Earoac”g, with *in our resPective interests "
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. Fartnersl’lips cannot succeed when one Part3 tries to gafn the upper hand.

. A”ianccs must be viewed as "win-win"; not "win-lose" situations.

2. ComPang/ E nvironmental Conditions for Alliances (comPany attitude and readiness}

T he literature on alliance management Provides anumber of c[escriptions and examples of company

attitudes and aPProaches that are necessary for successful management of alliances.

Since alliances must be suPPortcd at muItiPIc levels within the partners, there must be agreement within
the organization rcgar&ing core

comPetencies, core strategy, and critical success factors. | ine organization objectfves must be alignecl
with corporate objectives‘ Alliances must be seen as a”owfng the firm to concentrate on its core

strengths (thisis sPeciFica”g a cost reduction argument).
Attitudes and conditions that must be present at the outset of the alliance include:

. Senior management must be persona”g committed to any alliance and to open communication with
their counterparts.

. Senior managers at all Participating companics must have a shared vision of how the Partncrship will

function and unclcrstanding of how the Partncrship benefits each company.

. |nternal reward structures must not inhibit a Partncrir\g attitude. Attitudes that must be fostered

during the alliance include the Fo”owing:

. Emplogees are focused on the success of the enterPrise in addition to Persona! gain.

[ ine managers need to see their interests in the alliance and theg need to be committed to it.

/m/:)/ication: /ntcma/ reward structures must be set appro,on’atc/y.

ReD managers arcjudgcc] on their abilitg to get the right Products to market qtlicklg, not to dcvclop
them intcrna”g unless that is requirec]. ]mPIication: Performance reviews should stress effective use of

both internal and external resources.

. Alllevels in the organization are opentoa Partnering attitude.
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3) Sclcction (Criteria and Qucstions

A Primar3 concern is the decision process for entering the strategic alliance and selection of a partner.

The literature offers us some insights into some decision criteria for entering into alliances.

Objcctivcs:

As mentioned earlicr, rationale for Partr\cring caninclude the go”owing:

. Tolearn or enhance core compctcncics from compctitors or other inc{ustrg leaders. Far’mering isa®
chance to rent someone else’s comPetitiveness, not a solution to loncherm decline. (offensive /

oPtimizatfon)
. Jo acquire new skills (exPansion>

. To reduce the cost and risk of market cntry, for examplc, using agreements to learn the customer /
market rcquiremcnts of anew marl«it, or distributor arrangements to enter international markets

(exPa nsion / oPtimfzation)

. T o maintain or gain competitivencss quickly with minimum effort; (cxpansion) for cxamplc, Partncring

to Providc a low-cost route for new compctitors to gain tcc}mology and market access (cost~sharing>:
~outsourcing arrangements to meet mamncacturing demand or lower costs of dcvclopmcr\t (cxpansion)
~dcvc!oping strategic JIT suPPIicr and distributor arrangements, rcclucing time to market and imProving
qua!ity (oPtimization)

To integrate horizonta”y to spread the cost of ”Prc~competitive” basic research, which would be

duplicatcc{ and can be shared with compctitors (cost~sharing}

To integrate vcrtica”g to take aclvantagc of cost efficiencies in supplg and distribution chains
(offensive / oPtimization>

To partner against a stronger comPctitor to counter market domination (defensive)
. T oassess competitor streng’chs, and learn how tlﬁeg will react to your moves (offensive / oPtimizatfon>
. Todisarm comPetitors (offensive)

. TJo aclapt to local government regu|ations and Provf&e ] gooa citizenslﬂfp”
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E_valuation of the Partncring rclationship

A Partnering relationship must be comparccl against the alternative of internal dcvc|opmcnt. [ lements
for comParing Par‘tnering with internal clevelopment include costs, benefits, risks, sPeecl of execution,

among others.

If an alliance strategy is choscn, it is critical to think through the rc!ationship from bcginning to end,
inc!uc{ing the exit, if Possiblc.

Tie to corporate goals: At the outset, the alliance must be linked to the achievement of corporate

objectives and strengthenfng of core competencies‘

The literature Provicles few frameworks for this process; one that was discussed is the Analgtfc
Hicrarchg Froccss, which can be used to align divisional and corporate objcctivcs and choose alliance
candidates based on £it. Though Fair[tj tcchr\ical, the Principlcs dcvelopcc{ in the discussion can

Potentia”g be aPpIiecl to most situations in some modified form.

it with financial objectfves: Financial ob_jectives must be evaluate&, and affect the decision on the
type of Fun&ing vehicle desired, if any. The financial structure should maintain the inc{cpcndcncc that

was the keg to attractiveness in the first P!ace.

(Consider the exit Path: The Partncring company should emerge from the alliance more compctitivc
than when it was entered. |n setting up the Partnersl’lip, the Par‘tnering company should look £or ways to
outpace the comPctitiOH (and the partner, if itis a comPctitor> in }Duilding new sources Of comPctitivc
advantage‘ T o sustain the benefit of the Par‘tnership, the company must enhance internal skills and
core compctcncies that spawn new generations Of Proclucts and services. | he kcg is to avoid
DEFPENDENCE; work to become more self-sufficient. Urx!ess restricted, exPIoft the partner's
organization, ski”s, and comPctcncics. Frotect what should be Protcctec] in your own organization.
Clcarly idcntify a tcchnologg transfer rcccptor team.

|T" there is a conscious decision to transfer a core competence, consider the consequences Of
surrcnclcring control on this, and Plan to rcPlenish core compctcncics, otherwise the organization

becomes "hollow.!
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Form of the a"iancc/ParI:ncrshiP and dcpcndcncc on industry/Product status

A”ianccs have different objectives based on the Position in the ]hcccyclc of the tec}mologg:

Objectives needed
Dcvclopmcnt

chhno!ogy and Product componcnts
Growth
Markct access

Sl’xakeout
Cost/Process cucmcicicncy

The examples given in the literature demonstrate how the objectives and environment support different
rationales for Par‘tnering and different types of partners. bioted‘mologg is driven }33 a techno|ogy Puslﬂ
and raPid shifts in tcchnology lcac]crship. Banking alliances are driven bg consolidation (retail
branches) and cost reduction (sharing the costs of new sgstcms). Somc automotive Par‘tnerships are
driven bg localization rcquircmcnts (trade, sagct\tj, emissions, clriving st}jlc, local road and speec]
conditions). We can use direction statements and business Plan guidclincs, in corjunction with an
assessment of compctitive c[gnamics to hCIP us in dctcrmining the major factors to consider in setting

our objectives.

E valuation / negotiation process with the partner

|f we assume the decision on the Par’mering structure has been made, then given a set Of o})jcctivcs,
how do we evaluate the POOI of partners? As in most negotiation situations, alternative aPProaclﬂes
should be Pursuecl; Preliminarg discussions should be started with a few Potential partners before

sett!fng on one.

Since the relationship will grow and c}wange as conditions clﬁange, a Partnerslﬂip relies on a great deal
of trust of the partner team. Compatib!e cl’xemfstrg and culture are critical to alliance success, and

should be assessed in the due di!igence process on the Par’mer‘

As Part of the a”iancc, each member of the alliance must understand each other's busincss, and each
must understand what the other partner rca”y desires from the alliance. | ach should anticipate areas

of Potentia| conflict and be Preparcc[ for hidden agcndas.
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A"iancc structure and aPProach

I]C the alliance is structured to allow each partner access to the other's mari(et, teci'mologg, or capacitg,
the extent of exposure of cach of these areas should be careFu”g considered and limited. Ti—ie more
closelg a relationsl*iip is tied to a core competency, the more tight!g controlled should be the

re!ationsi'iip structure.

What SPCCiiCiC Projccts should be undertaken and on what basis? A rciationship can start small and
build as trust builds. Jn the agreement itsci?, SPCCiTCiC Pchormaricc rcquircmcrits should be established
as a condition of entry into new Phascs of the agreement. Thc partners can grac]ua”g move forward in

the cicvciopmcrit of markcts, technologies, or Prociucts.

What are the success criteria? Theg will be tied to the objcctivcs of the alliance for cxampic, did it
bring about a more efficient deplogment of caPitaI, teci—mo|ogg, or PeoP|e? Other objectives? Giiven
the need for top management involvement and attention, it is imPor‘tant that there be a great deal at

stake.

Agairi, the exit Pati’i should be considered. Pefore the Partnersi'iip is established, the lifetime of the
Partnersi—iip should be assessed, and

ciepenclence should be avoided, esPecia”id i it blocks Iong~term investments in needed skills and
capabilities.

4+) Managcmcnt of Alliances

The literature Provicles a great deal of Fairlg consistent advice regarding the way in which the

rciatiorisi'iip is mariagcci, which we will summarize here.

Wi'ietl*ier alliances are managec{ bg committee, one of the Par‘tners, or external managers, the ob’]ective
should be to create an effective leadersl’iip structure agreea to bg all Parties. Ti’iis cannot be a Pure!g
"toP~ciown“ structure. |t is imPortarit that all levels of the organization have consistent goa|s, yet also
have criougii autonomy to resolve issues between the companies without a senior management aPProva|
at every step. Uriits “close to the action” who are in the best Position to cva|uatc, understand, and
rcsPorici must make many of the decisions. Both Partics must continue to aPPrcciatc each party's

objectivcs and expectations.

Froposals must be evaluated with an uncicrstariciirig that there are two or more Partics’ sets of goais
that tlﬁey must satisxcg . Do theg benefit both Par‘ties‘ markets / tecimologies and do theg offer the

Potentiai to open new markets for both Parties?
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Kclationsl‘iip management

Continuity is extremely imPortant in ongoing re!ationship management. Flexibilitg and Patience are key.

New Par’cies to the alliance must accept their Predecessor‘ commitments.

Personal relationships are critical to alliances, since theg are driven bg agreement on Phi[osophy and
overall goals, but oPerational Procedures will continue to evolve and the Personalities at various
organizational levels in the partners must work together to deal with the c]a3~to~c]a3 issues. Some

ointers for maintaining the "personal® approach are:
p S P PP

. Ho!cl regu!ar toP management status meetings

. Establish milestones to show progress and reenergize internal teams.

Deal face-to-face.

Meet imcormang

. Maintain close relationsl’lips at more than one level to ensure overlaP and to secure long~term
commitments.

. As in most management situations, avoid surPrises

. Accommodate cultural differences (national, stylistic, industry, decision Processes)

I venwith a high level of cooPeratiOH, it has limits. As mentioned earlier, it is imPortant to guarc{ against
unwanted information transxter, esPeciaug around the comPang‘s core competencies. The Par‘tner‘s

oPPortunitg to learn can be circumscribed by:

_inform employees at all levels what skills and tec}mologies are off-limits to Partners
limit the scope of the agreement

. monitor information flows to the partners. Transfer is greatest when the information is easily
transportec{ (engineering c{rawings, ﬂoppies, a few experts), easily interpreted (common base of
knowledge), easily absorbed, and skills are inc{ependent of cultural context.

. isolate J’oint oPerations from regular oPerations. If !eaming is important, locate the _joint effort's

facilities near the comPetftor‘s facilities.

5. Alliance E_xPcrts

The literature Pointed rePeatecﬂg to certain companies and Personahties in the field with extensive
experience or extensive study of Par‘tnering. Corning was mentioned as a company built on an alliance
Philosophg, and |PM was mentioned as havir\g over 400 alliances. (General [ lectric has been
extremelg active in acquisition and divestiture activity in the 1980s. Fharmaceutical firms such as Ell
Li”g and Merck are also mentioned. Other companies, even young companies such as (Genentech have
formalized venture and corporate development programs and technologg ”shopping lists". Joel Bleeke
and David [ rnst of McKinsey were mentioned as authors in this area, as well as (Collins and Doorley
of Deloitte~Touche.

© Cop‘gnght, Thc 5tratcgic ch/mo/ogy /nstitutc, 2001. A// nghts reserved.
DuP/ication in any form without Purcl'lasc orwritten aPProva/ 135 ST/ is Pro/vil:itcd

The 5tratcgfc chhno/ogg Institute, P.O. Box 10877, Piedmont, CA 946 10.
www.stratcgic—tcch.o:g.



Fagcll

Summarg

T he literature has given us a "first pass" look at the many ways in which Partnerships are viewed. We
have seen that the definitions vary in scope, but there are common impressions of the aPProaches
needed in the management of the alliances. T he objectives of alliances can vary wiclelg, and the thrust
of an alliance strategy for a Particular firm is often focused }33 its iﬂclush\lj/ environmental situation.
Managcrs need to review these with a critical and analytical eye to come up with a structured set of

objcctivcs for alliances for their rcsPcctivc comPanics.

T!’xougl’l documentation on frameworks for eva|uating alliance Par‘tners is scarce, there are some tools,
or at least general Principles behind those tools, that we can attempt to appb for evaluating alliance

Partners in your corPoratecontext.

We have seen that attitudinal aspects are critical to the success of not only the management of the
alliance, but also to the selection process. This may be the greatest cha”enge in instituting an alliance
rocess once it is generated. As mentioned in the case of (General [~ lectric: (Cooperation helps or
P & p p
hurts clepenamg on how a firm learns comPared with its partners; the outward- lool(ing, Par‘ticfpative,

Iearning organization will be open to alliances.

Blake White is the Founder & [resident of the 5trategic Tec/mo/ogy nstitute, a San [rancisco
Bay Arca network of management consultants and futurists. 57_/ Provic/cs f:cchno/ogy assessment
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societal imp/icatr’ons ofcmcrg/'ng tcchno/ogics. f']'c is also the pub/fshcr o)CQuantum LcaP, thcjouma/
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