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Alliance networks require exceptional alliance management skills
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Company: Tl. Sector: itmicroelectronics

But: what should an alliance capability look like?
_1-



Alliance capability focuses on the individual company
and its management ability

Alliance capability research
looks at:

» Experience with alliance
« Knowledge of alliances
* Management tools
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Traditional research
looks at:

« Alliance structure

» Type of contract
Source: Draulans, De Man & Volberda, 1999  Fit between partners
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Next to the fit between partners, a firm’s capability to manage alliances determines its alliance success
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An alliance capability consists of five elements

Deep understanding of the
Know-how _ _
subject of alliances

Supportive Processes Having the right tools and
and Structure mechanisms in place <:|

: A perspective that enhances
Alliance
Capability the development of

relationships

Having sufficient
Bench-Depth

managerial talent

Mechanisms by which alliance

skills are recognized and <::|

transferred

Learning

Source: based on Spekman, Isabella and MacAvoy, 2000



Our research aimed to find out the effectiveness of using 37
alliance functions, tools and processes among others:

Control and management

Functions Tools processes

« VP Alliances » Alliance training *'Responsibility for
« Alliance department  Standard partner alliances
« Alliance specialist selection approach » Rewards/bonuses for
« Alliance managers « Joint business planning alliance managers
- Gatekeepers * Alliance metrics * Rewards/bonuses for
« Local alliance » Alliance database business managers

managers « Alliance best practice * Knowledge exchange

* Culture programme

* Partner programme
 Evaluation techniques
« Joint evaluation

» Country specific

alliance policies

between alliance
managers
* Process of partner

selection

External

» Consultants
* Lawyers
* Mediators

 Financial experts

Companies were asked whether these were present in their organization
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The research set up

Research carried out by Eindhoven University of Technology and
Maastricht University

Questionnaire on the Internet

Additional research into cases and CGCP alliance maps (still in
progress)

Definition of alliances: between cross-licensing and minority stakes
Respondents:

Number: 150

Sectors: IT and IT related (37%), service sector (25%), industry
& manufacturing (14%), telecom (7%), pharma/biotech (5%),
non-profit (5%).

Nationality: about 50/50 Europe-North America

Size: both small and large companies responded

Forms of cooperation

Joint R&D : -
' ' ’ Joint venture
Market transaction License production, sales etc Merger/acquisition

. . Research oo
i - Minority stake
Outsourcing  Cross-licensing consortia y
< - >
Alliances

This presentation contains a part of the first, preliminary analysis
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Companies rated their alliance success as below

* The average success rate of
27% alliances is 52%
 Other studies report similar success

307

T 20- rates of 50% or lower
% of * The differences between companies
respondents are vast: 16% of companies report
10- very low success rates (<20%),

while a similar number reports very
high success rates (>80%)

* The success rate of international
0-20 21-40 41-60 61-80 81-100 alliances is only 399%,.

Alliance success rates —»

Low success rates are not inherent to alliances



The main reasons for failure were:

Mismatch with partner’s strategy 95%
Partner unable to deliver expected competences JEERE
Operational problems 52%
Mismatch of partner’s culture 52%
I N
Lack of trust
0 1I0 2I0 3I0 4IO 5IO 6I0

Both ‘hard’ and ‘soft’ factors are reasons for failure



Over the next five years, companies expect the contribution of
alliances to market capitalization to increase from 35% to 48%

2002 2007

Unknown Unknown Alliances generate
less than 40% of

market value

Alliances

generate
over 40% of
market value of a
third of the

companies

Alliances generate
less than 40% of

market value

Alliances will generate

over 40% of market
value of two thirds of the

companies

Half of the companies currently generate 20-40% of their market value via alliances
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The top 5 of the most frequently used management tools and
processes

100% | 89%

P e 54%  52%

% of
respondents 40%

20% |

0%

Partner Alliance Alliance Joint Standard
programme specialist database pysiness partner
planning selection

procedure

The use of other alliance tools is not so widespread
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The number of alliances formed over the last 5 years averages
about 15 per company

100% 50%
80%
T 60% |

% of
respondents

24%

15%
40% | i

20% |

1% 2%

0% -
0-5 6-15 16-25 26-40 40-

Number of alliances formed —

8% of the respondents did not report the number of alliances
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These tools differentiate the most successful companies from the
least succesful ones

Alliance database
Joint evaluation of alliances with the partner
Standard partner selection approach
Intranet; employees have access to company specific alliance resources
Responsibility for alliances lies with the strategy function
Transfer of knowledge about national differences to international alliances
Alliance managers exchange experiences
Alliance department
Alliance managers

B O O A W N

0. Evaluation of individual alliances
1 Alliance metrics

Companies with success rates of 60% and higher report using these tools,
whereas companies reporting success rates lower than 40% do not

In order to be a top performer, quite some investments in alliance management have to be made
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Building an alliance capability is a prerequisite for alliance success

1. It pays to invest in alliance tools and processes: all tools have a
positive impact on alliance performance, although some more than
others

2. Learning about alliances should be well-structured: (joint) evaluation
of alliances, exchange and documentation of experiences (via the
Intranet or in workshops) and alliance departments play an important
role in this: alliance knowledge management and learning are key

3. In partner selection check the partner’s alliance capability: it is at
least as important for alliance success as the fit with the partner

The most alliance capable firms outperform their competitors
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Are ASAP-members different from non-ASAP-members?

ASAP members make more use
of external knowledge:

. External training

. Consultants

. Mediators

. Alliance metrics

. Alliance managers
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Do ASAP-member outperform non-ASAP members? You bet they
do!

ASAP members Non-ASAP members

unknown unknown

below 60% below 60%

g

... Whereas only
40% of non-ASAP

members have a

55% of ASAP
members have a
success rate higher

than 60%... success rate higher

than 60%

Join ASAP now and get into the high success rate group!
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Research sponsors

A detailed report will be available for
ASAP-members at
www.strategic-alliances.org

Ministerie van Economische Zaken

centre for global corporate positioning @ E g E l] #/
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For further information contact:

Dr. Ard-Pieter de Man Prof. Dr. Geert Duysters

Centre for Global Corporate Positioning Eindhoven University of Technology
Wibautstraat 3 9t floor P.O. Box 513

1091 GH Amsterdam 5600 MB Eindhoven

The Netherlands The Netherlands

T +31 (0)20 596 23 16 T +31(0)40 247 39 72

F +31 (0)20 596 23 31 F +31(0)40 246 80 54

M +31(0)65 152 58 11 E g.m.duysters@tm.tue.nl

E ard-pieter.de.man@cqgcpmaps.com Site www.alliancecapability.com

Site www.cgcpmaps.com

And check the websites for further reports on our research
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