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Alliance Strategy

Alliances in U.S. Industry
(Sample of 5,500 alliances in mid-1990s)
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Industrial
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Financial
Info tech

Transportation

Source: Knott, “Vertical Integration: 80s Fad or Health Care’s Future?”
Strategy & Business, 3rd Quarter 1997.
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Alliance Strategy

Develop “alliance strategies,”
not “strategic alliances” . ..

1. Let business strategy drive the alliance logic

2. Design the alliance to fit the strategy

3. Grow relationships, don’t just “do deals”

4. Use constellations of alliances, not stand-alones

5. Organize internally to cooperate externally

Copyright B. Gomes-Casseres 2007
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The Logic of Alliances

Bundling in the Oil Industry Value Chain
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Majors Independents Alliances
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Value Bundling in Home Real Estate

~~~~~~~~~~~~~~
----------------- [Broker |-

’ Home insurance ‘
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Value Bundling in Home Real Estate

Wholly-owned
integration

Title services Broker |{----.

Maintenance |-~
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Value Bundling in Home Real Estate

Mortgage Joint venture .

’ Home insurance ‘

Copyright B. Gomes-Casseres 2007 8

(c) B Gomes-Casseres 2007. Pls do not copy or distribute without permission.



Presented at RESPRO 2007, for members only

Value Bundling in Home Real Estate

Mortgage Joint venture }.
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Value Bundling in Home Real Estate
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Value Bundling in Home Real Estate

Mortgage

Title services Broker

’ Home insurance ‘

Builder

Remodeling

Maintenance
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Competing in Constellations Global Airline Constellations, ca. 2001
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Star

Alliance

From: Thomas Sattelberger, Lufthansa EVP 12
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Competing Goals in Value Bundling

National scale

and/or
Integration
High | Integrated
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Networks
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Low Specialty
firms
Local knowledge
and/or
Low High Specialization
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Alliance Definition
Types of Inter-Firm Relationships
Self-reliance;
Long acquisitions
i Integration
= production
z Equity
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S
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z Market Exchange | ;.. rep —
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o suppliers -
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None EXTENT OF JOINT DECISION MAKING High
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Alliance Definition
Types of Inter-Firm Relationships
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Alliance Definition

Alliance = governance of open-ended agreement

Open-ended agreement

Unforeseen Unforeseen
External Events |::> 7 <::| Internal Events

New decisions
Relational < — New decisions <=
governance .

E— New decisions <—
— New decisions <=

\.
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Alliance Definition

Fundamental Phases of Every Alliance

Alliance Alliance
Design Management
Copyright B. Gomes-Casseres 2007 17

Alliance Design
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Alliance Design

Criteria for Partner Selection

m Complementary Capabilities 1+1=3
Value equation
m Limited Rivalry D
m Compatible Goals 1+ 1 =1
Management
m Common Goals J equation
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Alliance Design

Structure Shapes Performance

m ldentify compelling joint value

Create clear incentives for collaboration

Define scope: What’s in, what’s out

Define roles: who does what, when

Set up process for joint decision making

Create “trust”

Copyright B. Gomes-Casseres 2007 20
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Management of Alliances

Charles Handy’s Seven Rules of Trust

m Trust is not blind

m Trust needs boundaries
® Trust demands learning
m Trust is tough

m Trust needs bonding

m Trust needs touch

m Trust needs leaders

SORHA B RAPRES TSI Trust in the Virtual Corporation,” Harvard Business Reviédb.

Alliance Management

The Alliance Life Cycle

rat
Operate Restructure

Invest

Negotiate
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Alliance Management

Relationship Management

m Negotiate with relationship in mind

Assign alliance managers and leaders

Create relationships at all levels

Hold periodic, planned, personal meetings

Combine vision with short-term results

Be flexible: expect the unexpected

Copyright B. Gomes-Casseres 2007 23

Alliance Constellation

A Single Alliance
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Alliance Constellation

An Alliance Constellation
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F1GURE 1.1 Starbucks Coffee:
Creating Value Through a Set of Alliances.

Sazaby
Shinsegne {Japan) Rustan
(Korea) {Philippines}
Alsea Geographic Bonvests
(Mexico) expansion partners (Singapore)
Dreyer’s Westin Hotels

and Resorts

(Coffee served
throughout hotel)

{Premium coffee
ice cream}

Starbucks
Coffee

Channel
partners
(corporate sales}

New products,
marketing and
sales partners

United Airlines
(In-flight coffee}

Pepsico
{Bottled coffee
beverages)

Retail format
Barnes & Noble partners Chapters
(In-store stores) {Canada bookstores}

Host Marriott Services

(Worldwide airport kiosks
and in-hotel coffee cafes)

Sowrce: Press reports; McKinsey analysis.
Cited in Mastering Alliance Strategy, Bamford, Gomes-Casseres, Robinson (Jossey-Bass, 2003).
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Alliance Constellation

Copyright B. Gomes-Casseres 2007

A single, ideal partner seldom exists

Complexity demands multiple capabilities

Select position among and within groups
Group design may create joint value (or destroy it)

Positions within group determines value captured

27

(PWC Survey 2000)
Research
Discovery

1 Plizer
2 Hililly
3 Merclk & Co.
4 SmithKline Beecham
5 Genentech
6 Roche
7 Schering-Plaugh
3 Bristol-Myers Squibh
9 Movartis
10 Amgen

Clinical
Development
Plizer

Mercl & Co.
Bristol-Myers Squibb
Schering-Plough
SmithKline Beecham
i Lilly

Cenentech

lanssen Pharmaceutica

Novartis itie for 8th)
Glaxo Wellcome

Top Ten Preferred Pharma Partners

Co-Marketing/
Co-Promotion

Plizer

Merck & Co.
Bristol-Myers Squibb
smithKline Beecham
Eli Lilly

Glaxo Wellcome
Schering-Plough
MNovartis

Roche

Pharmacia

Source: PriceWaterhouseCoopers, “Global Pharmaceutical Companies Partnering Capabilities Survey,” September 2000.
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Alliance Management

Key Alliance Executives at Eli Lilly

m Alliance Champion

Senior exec; overall support and oversight; ensure
communication w/o bureaucratic barriers

m Alliance Leader

Functional manager; day-to-day business; responsible
for project planning and performance

m Alliance Manager

Support Alliance Leader; advocate for alliance;
relationship management and process; training
Source: Mastering Alliance Strategy: A Comprehensive Guide to Design,

Copyright B. Gomes-Casseres 2007 Management, and Organization, by James Bamford, Benjamin Gomes- 29
Casseres, Michael Robinson (Jossey-Bass, 2003).

Eli Lilly Alliance Health Evaluation Tool

% OF TEAMMEMB ERS RATING EACH DIMENSION
AS FAVORABLEORVERY FAVORABLE

Alliance A

| Lilly
B FPartner

Performance Measurem ent

Source: Nelson Sims, Roger Harrison, and Anton Gueth, “Managing Alliances at Lilly,” In Vivo, June 2001, Vol 19, No. 6.
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Alliance Capability

Closing thoughts

Assess your bundling strategy critically

To the integrated: Stay at leading edge or fall back

To JV provider: Compete on partnership skills

To unaffiliated: Explore other servicing models too

m To all: Deepen your own competitive advantage
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