Institutionalizing Alliance Skills: Secrets of Repeatable Success
To compete, companies are forming alliances as never before. But quantity does not equal quality. Succeeding in an alliance requires creating the right structures for the right situations. 
Why are more companies seeking alliances to remain competitive? On the one hand, financial pressures and time constraints have squeezed managers without the resources to fill the gaps through internal development. On the other, acquisitions have proven expensive and have brought not only the capabilities needed but many that are not desired. Now an increasing number of global enterprises recognize that strategic alliances can provide growth at a fraction of the cost of going it alone. In addition to sharing risks and investment, a well-structured, well-managed approach to alliance formation can support other goals, such as efficiency and productivity. Alliances provide a way for organizations to leverage resources. 

As recently as 15 years ago, corporate alliances were few in number and generally limited in scope. Competition was simpler. Most companies did not need to excel in all capabilities in order to compete effectively -- one differential capability was often enough. Companies that lacked a capability either took the time to develop it or bought it through an acquisition. 

As the pace of technological change accelerated, however, industry boundaries began to blur. Globalization became the rage. New capabilities were needed to defend current positions and take advantage of opportunities. As competition intensified, strong capabilities were needed across the board, but financial pressures and shortening product-innovation lifecycles left managers without the time or resources to fill the gaps through internal development. Acquisitions were an expensive way to access specific capabilities beyond those traditional to your industry, because you were buying the baby and the bath water -- paying for a lot of unneeded capabilities and often getting involved in managing businesses outside your area of expertise.

The result of these pressures was a surge in alliance activity in all industries and in all types of situations. In the past two years alone, more than 20,000 alliances have been formed worldwide -- and strikingly, more than half of them are between competitors. We are convinced that alliances are a central, essential and permanent engine to achieve growth and profitability. The numbers from our 1997 Survey on Institutionalizing Alliance Capabilities speak for themselves: 

1) Strategic alliances have consistently produced a return on investment of nearly 17 percent among the top 2,000 companies in the world for nearly a decade. That is 50 percent more than the average return on investment that the companies produce overall. 

2) The 25 companies most active in alliances achieved a 17.2 percent return on equity -- 40 percent more than the average return on equity of the Fortune 500. The 25 companies least active in alliances lagged the Fortune 500, with an average return on equity of only 10.1 percent.  

In 15 years of studying corporate alliance activity, we have found that the more experience a company gains in alliances, the greater its returns from them. The lesson seems obvious: companies should move beyond alliance building on an ad hoc basis to creating an institutional alliance capability. When learning is limited to individuals, access to important capabilities is delayed, and sometimes ventures fail. Yet corporate history shows us that institutional learning is not so easily done. 

RATIONALE FOR INSTITUTIONALIZING LEARNING 

We all struggle with learning in life. Most of our learning is experience-based, and in most cases we accumulate it as individuals. As adolescents, we did not have much interest in learning from our elders. Now, as managers in corporations, many of us act similarly, continuing to insist on learning from our own mistakes. Our research shows that this has certainly been true for most companies in the alliance arena, where learning by doing has been the traditional way. Practical executives justify this by asserting there is no substitute for learning by doing. Up to a point they are right, but the alliance stakes are becoming too important to be left to the vicissitudes of unschooled management.  

Successful alliance-building companies, for example, average a 90 percent success rate on their alliances, while low-success companies average only 37 percent. This is far better than their results with acquisitions. Both groups of companies did only about 50/50 on acquisitions. (See Exhibit I.) 
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These successful alliance companies also enjoy higher profitability on their alliances -- 20 percent compared with only 11 percent for the less successful companies. This differential is consistent with our earlier surveys. 

Success in alliances also translates into superior growth. The successful companies, on average, see alliances contributing more to current revenues. (See Exhibit II.) 
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More importantly, the alliance capability positions them for faster 
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