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By D r. Ard-Pieter de Man, cGcpmaps.com

Why analysis of
alliances should
be part of your

Cl toolkit.

- Alliances hav d parcel of business life. The.
average num oncluded between firms has been:
rising stead ber of years and comes close to the
number of s and acquisitions. They are increasing
shaping etitive arena, and companies already
that, of . 35% of their stock market value depen
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Figure I. Alliances as a form of cooperation.

Another important trend, apart from the growth in num-
bers of alliances, is that the number of alliances involving an
equity relationship is declining sharply. Instead of investing in
each other or in a joint venture, firms increasingly enter into
contractual alliances. These require lower levels of investments
and are more flexible. The latter characteristic is especially
important in dynamic business environments: it is easier to
adapt or abandon contracts than it is to sell an equity stake.
This trend also makes alliances much less visible: it becomes
harder to trace who is working with whom. This obscures the
true nature of competitive relations in an increasing number of
industries.

The trends sketched above show that alliances are impor-
tant for CI professionals as well. M ore specifically, from a CI
viewpoint these issues appear to be relevant:

1. Assessing a competitor’s strength.
Most companies still think they compete with other
individual companies. More often, the reality is that
alliance networks compete with each other. For example,
Microsoft’s Passport initiative competes with the Liberty
Alliance (comprising among others Sun, Cisco, AOL).
Similarly, Toyota’s supplier network competes with the
supplier network of GM or Ford. A focus on one competi-
tor may misinterpret the true nature of competition in an
industry. On the other hand, a competitor may be weaker
than expected. Enron has shown that firms also use
alliances to hide their losses or optically increase their
revenues by entering into deals with their joint ventures.

2. Finding opportunities to weaken a competitor’s posi-
tion by weakening its alliances.
When one studies the partnerships of competitors, inter-
esting opportunities to weaken a competitor’s position
may present themselves. For example, Air Canada, sup-
ported by Lufthansa and United Airlines, was able to take
over Canadian Airlines, thus weakening the “Oneworld”
alliance of which the latter was a member. Another
example is Pepsi, which was able to break the bond
between Coca Cola and its long-term distribution partner,
Cisneros, in Venezuela. As a consequence, Coke lost the
battle for the Venezuelan market.

3. Knowledge spillover.
When a relationship is begun with a new partner, it is wise
to check who the partner’s partneris. It is possible that the
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> the alliance networks of a
company gives many clues
as to the competitive posi-
tion of that company.
Analysis of alliances should

therefore be part of the toolbox of the CI professional.

Analyzing a competitor® al liances

Here are some things to look at when judging a competitor’s
alliance network:

1. Number of alliances.
Of course the first point to look at is how many alliances
a company has. Is it related to all firms in the industry? Or
to just a few? More alliances are not necessarily better,
though. They may also be an indication of a lack focus of
the company in managing its alliance portfolio.

2. Strength of ties.

It's not just the number of alliances that matters. A
licensing agreement with one firm may be less powerful
than a joint venture with another one. The strongest forms
of alliances are minority holdings and joint ventures. The
weaker forms include cross-licensing and channel alli-
ances. Another indication of tie strength is the number of
alliances with one particular company. Often companies
enter into several alliances with each other, building a
strong relationship between them. Lufthansa, SAS and
Singapore Airlines not only cooperate in passenger trans-
port but have a separate alliance in freight transport as
well.

3. Existence of groups.
Groups of alliances can really shift the nature of competi-
tion in an industry. This shows most clearly in the airline
industry. Oneworld, Skyteam and Star are among the
most prominent alliance groups. Competition does not so
much take place between United Airlines and American as
between Star and Oneworld. In other industries groups
may be less visible, but they usually exist. Figure 2 depicts
alliance networks in the chips sector in the 1980s. Clearly
discernible are an American network, an Asian network,
and a European one.

4. Mix of the alliances.
The number of partners is not the only indication of the
strength of alliance networks. An alliance network can
consist of strong or weak players. A weak network in the
airline industry is the “Qualiflyer” alliance, consisting of
secondary airlines. Groups may also comprise completely
different companies. For example, in the market for
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Figure 2: Alliance groups in microelectronics, 1983-1987.

Source: www.cgcpmaps.com

computer game consoles, M icrosoft has teamed with Lego
and Sega, while Sony has teamed with AOL and
RealNetworks, whereas Nintendo has set up its own
network as well. Each partner brings in a specific compe-
tence necessary for a credible offer in the market. There-
fore each alliance group should be complete. In this case,

ing the alliance capability of a company important issues
to look for are the existence of an alliance department,
alliance specialist or alliance VP, the existence of partner
programs (often published on the website), and the causes
behind the break up of major alliances. The stronger its
alliance skills, the more a company will profit from its

the specific product determines the right mix of alliances. alliances.

5. Location in the industry.

A company that is well located in its industry alliance
network will have access to valuable information and
knowledge. Companies at the fringe of networks may be
less important. Some companies position themselves smartly
and strike up alliances with firms belonging to different
alliance groups. This allows them to hedge their bets: if
one alliance group does not become successful, they can Endnote

always get closer to the other group. In Figure 2 Toshiba 1. AP de Man and G.M. Duysters (2002), The State of Alliance Management,
plays this role: it is the only company having access to all research paper available at www.cgcpmaps.com

three alliance groups.

An assessment of these six issues will give a good indica-
tion of the strength of any companies’ alliance network. And
this contributes to a more solid analysis of the competitive
position of that company, in a world in which alliances have
become a dominant management tool.

Dr. Ard-Pieter de Man 1s CEO of cgcpmaps.com, an Internet-
based alliance intelligence service. He also is associate professor of
strategy at the University of Maastricht. E-mail: ard-pieter.de
.man @cgcpmaps.com

6. Management capabilities.
Some firms have superior alliance management skills. As a
consequence, they are better able to manage their alliances
and turn them into powerful competitive tools. In check-
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