	


Q: Executives are beginning to talk about the need to link alliances to strategy. What do they mean by that?
A: I'm encouraged that you are hearing such talk. Most of the executives I speak with are good at tying internal growth to strategy, which the board demands, moderately successful at roping mergers and acquisitions to strategy which the market demands, and are awful at linking alliances to strategy, which nobody demands. This shallow strategic foundation has resulted in some rickety alliance structures. And these structures can be dangerous, both to executive careers and company value.

Let me give you two examples. Mitsubishi and Daimler-Benz launched a joint venture to market automobiles in Japan. Global competition drove the companies into each other's arms and their capabilities seemed well-matched. But the strategic intent of the alliance was never clear. No major projects were forthcoming--the alliance was stillborn. Then there is the case of IBM and Apple forming a much-touted alliance in 1990. Together they planned to take on Intel and Microsoft, but beyond this their goals were unclear. Despite the vague strategy, IBM and Apple signed a multi-part agreement outlining areas of collaboration, including investments in joint ventures and the formation of joint labs. The alliance was a failure÷and eight years later it has faded away.

Analysts and managers will argue eternally over what caused each link-up to fail. Some will blame egos and clashing cultures; others will cite business conflicts and ruthless competition. Yet such cases of unfulfilled promise often share one syndrome: amidst the hoopla, the creation of alliances comes to be seen as an end in itself, rather than as means to a broader strategic end. The failure of these deals teaches one clear lesson: it is the strategy behind the deal that matters, not the structure of the deal. 

Companies that have heeded this lesson are generally more successful in alliances than those who have ignored it. Sun Microsystems, for example, has leveraged its core capabilities impressively through many alliances. Some of those alliances have been long-lived, others have been short. Some were narrowly focused, a few were broad. Sun's partners are large and powerful, and include Fujitsu, Toshiba, Oracle and IBM. But none of these partners or alliances, by themselves, account for Sun's success. Rather, it is Sun's overarching alliance strategy that deserves the credit.

Q: How should executives go about developing and implementing an alliance strategy? And how should they link the strategy to alliance structure?
A: All strategy should grow out of an assessment of the firm's external competitive environment, its internal capabilities and its desired goals. Only once these are meshed should executives develop tactics and policies. Going outside the firm to gain access to capabilities should be part of the initial strategy. Unfortunately, alliance activity is often an afterthought. Alliance anecdotes filter down from golf outings and executive retreats. Alliance opportunities are pitched by myriad companies to multiple parts of the firm. Often it is well into negotiations before someone cobbles together a strategy to justify the alliance. Such an approach is nonsense; strategy must come first.

Once the strategy is in place, a partner needs to be chosen. This is the second most important step, and here again, companies tend to lack discipline. Partner choice is usually strictly ad hoc. More about this later.

You asked me to tie strategy to structure. It's good to see you've been reading Alfred Chandler. Strategy and structure are both important to alliance success. Strategy I've talked about, structure everyone talks about. Witness the mounds of books and legions of consultants selling plans to alliance success. Most have a top-ten list of critical factors--I have one too--and most are focused on the structural elements (Exhibit 1). 

Don't get me wrong; these lists do have their place. But executives need more than a prefab plan. They need to tailor alliance architecture to alliance strategy. There is no one-size-fits-all answer. The best practices for a supply alliance are likely to be quite different than those for a learning alliance. A supply alliance is usually driven by a desire to reduce costs, improve quality and focus core competencies. Such an alliance, by its very nature, needs to be run differently than a learning alliance formed for knowledge absorption purposes.
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Q: You claim that executives need to pay more attention to strategy, be more rigorous in partner choice, and show more finesse with structural issues. Are these all equally important? 
A: I've come to look at those three elements not as equals but as subsidiary to each other. That is, the strategy determines the partner choice, and the partner choice determines the structure. Fundamental strategies rarely change, and partners generally stay for the life of the alliance. Structure is the most fluid and in many ways the least important of the three.

Q: Tell me about partner choice.
A: Partner selection generally happens in one of three ways: A company responds to an unsolicited approach, executives call industry contacts or executives simply go with the market leader. More analytical rigor is required. 
For example, partnering with a market leader does not make sense in all situations. Imagine you work for a small software company that has developed a new program relevant to certain industries. Indeed, the program has the potential to revamp the way business is conducted in those industries. In this case, partnering with a market leader may not make sense. Market leaders have much to lose and little to gain by introducing the product. A better approach would be to partner with an aggressive, up-and-coming player.  
Another partner choice issue is second-order or third-order connections. A partner may look good on its own, but may be tied up by corporate enemies. Executives need to take a fuller view of emerging partner-clusters within an industry. 
Then there are the usual partner choice concerns: can we get along with a particular company, what is their management like, do our cultures fit, have we had a successful relationship with them in the past, etc. (Exhibit 2) These issues are still important, and you would be surprised how little time is spent on them. 
Getting partner choice right goes a long way toward ensuring effective alignment of interest. There is no structure in the world that is going to make a workable alliance between certain companies. The built-in friction, strategic and otherwise, is too great. Having said that, structure does play an important role as it aligns incentive structures, establishes governance mechanisms and allows for evolution over time.
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