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ﬁ?gfme for E-Alliar tes

In 1999 alone, companies announced approximately 13 ,000 of
the e-commerce alliances, from “bricks-and-clicks” partnerships
between on- and off-line companies to deals between Internet por-
tals and content or commerce companies. “Speed is everything”
was the mantra® of venture capitalists, entrepreneurs, and execu-
tives. And the stock market generally approved: fully 60 percent
of the significant alliances announced in January and February
2000 raised the partners’ share prices more than expected. Old-
fashioned business analysis became, well, old-fashioned.

But when, shortly thereafter, Internet stocks crashed, inves-
tors grew skeptical. Only 40 percent of the e-alliances announced
from March to May 2000 got a positive reception. As one senior
executive said, “The days of the ‘Barney deal’ — press releases
announcing, ‘I love you, you love me, we’re a happy family’ —
are over.”

Are e-alliances a fad® of the past? The answer is no; in fact,
they are now more essential than ever. Speed and scale remain im-
portant in the Internet economy, and alliances are often a faster
and less capital-intensive way to gain access to products, custom-
ers, and business capabilities than building them from scratch.
Moreover, our assessment of the financial and strategic outcomes
of hundreds of Internet alliances indicates that their overall success
rate has been slightly higher than the rate of their traditional off-
line counterparts; 55 percent against 51 percent.

But the stakes are now much higher, and the market has been

® mantra: (UEEMBHTEDERT X
@ fad. W%, W7
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less forgiving since last year’s market correction. In this new envi-
ronment, how can chief executives of on- and off-line companies
raise the odds that an alliance will succeed? To answer this ques-
tion, we considered more than 700 deals announced from January
1997 to May 2000.

Our study examined the stock market effects and long-term
outcomes of both business-to-business ( BZB) and business-
to-consumer (B2C) deals. Several striking patterns emerged. In
consumer businesses, bricks-and-clicks deals, in which on- and off-
line companies combine complementary assets, have been fairly
successful for both partners. Meanwhile, deals between portals
and pure-play Internet companies have generally worked well for
the portals, which can reap the benefit of their valuable traffic.
But until mid-1999, these deals worked less well for partners eager

to tap into it.

In the B2B sphere, the first wave of alliances proved to be
singularly unsuccessful. They ran into difficulties as a result of pit-
falls® that have been known for more than a decade: overambi-
tious scope, a failure to contribute assets at the outset, and un-
workable governance structures. Finally, though deals in the Unit-
ed States have commanded most of the attention, cross-border alli-
ances have been reasonably successful. For companies that are
strong in their home markets, such deals represent an attractive
growth option.

Bricks-and-Clicks Alliances

At first, it was thought that on-line players would take value
away from their off-line allies by stealing customers or cutting
prices. In fact, value comes from integrating on- and off-line ca-
pabilities. Partnerships between bricks and clicks have turned out
to be the most successful of the combinations that we studied.
three out of five were well received by the market when they were
announced, and three out of four have flourished so far.

This success reflects the complementary nature of each

@ pitfall: faBk
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partner’s contribution. The market regards on-line companies as
dynamic — a source of speed, new approaches to marketing, and
additional customers. Yet the incumbents® bring most of the as-
sets: brands, products, distribution, supplier networks, customer
relationships, and physical sites. As many dot-coms now painfully
recognize, these things do count.

Portals

The high overall success rate of B2C alliances actually masks
some fairly disparate results; when on-line content or commerce
companies have sought to team up with large Internet portals, the
outcome has been less well-balanced. Portals have generally come
out as long-term winners in these deals, though the market reacted
with indifference when they were announced. But fewer than 30
percent of the portals’ content or commerce partners have
achieved the financial or strategic objectives they sought, though
the stock price of most of these companies went up at the an-
nouncement.

While troubling for content and commerce companies, this
pattern isn’t surprising. Until recently, the stock market rewarded
traffic. The announcement of a partnership with a portal — even
a partnership involving high up-front payments — implied the
promise of sharply increased traffic to the partner’s site. Many
companies that were contemplating initial public offerings there-
fore entered into alliances with mega-portals for the sake of the
future IPO, and publicly traded companies allied with one portal
or another to support their growth expectations.

Often, however, these alliances were structurally flawed; the
litany of problems includes poorly chosen partners, inequalities be-
tween the risks and the rewards for different parties, an absence
of performance requirements or of metrics@ for assessing perform-
ance, and a failure to focus on implementation. Some companies
also complained about paying portals for exclusivity only to find

@ incumbent. BfTH
@ metrics: BRI
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that it turned out to be narrower and less valuable than expected.

Despite the odds, some content and commerce companies
have benefited from deals with portals. Their experience offers
three lessons for others.

1. Use more science and less art: The Internet is a fast-moving
and uncertain environment, and the crush of deals and a sense of
urgency can rush deal makers into decisions. But an immense
amount of real-time data can be brought to bear in weighing the
terms, so it is disheartening® to see that many deal makers rely
primarily on internal data, anecdotal deal benchmarks, and as-
sumptions. Qutstanding deal makers, by contrast, take the time to
analyze where their competitors and potential partners get visitors
and customers. They benchmark their deals against others invol-
ving the partner and its industry peers. They improve on the deals
of their competitors. Finally, they make regular efforts to find out
whether they have met the conditions needed for success, such as
market penetration or the total size of the market.

2. Bring a broad set of “currencies”: Deals are enhanced when
the partners combine traditional tangible assets and intangible
ones, including (but not only) brands, relationships with other
companies and with customers, and know-how. In a deal with
America Online, for example, Target not only created a co-branded
World Wide Web site and sponsored the shopping channel on
AOL’s proprietary network but also contributed in-store kiosks in
Target’s outlets, a powerful distribution channe! for AOL®. An
approach of this sort can help reduce cash outlays, increase a
partner’s commitment, and ensure that all of the sources of value
in a deal are exploited.

3. Change the game: Content and commerce companies could
try to rewrite the rules when dealing with portals — for instance,
by considering a simple contractual relationship rather than a more
committed partnership. Instead of paying a portal for premium

@ disheartening: 4 AMS K
® AOL. (=America Online) £E&EL
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placement on its Web pages, as competitors did, the on-line jewelry
retailer Ice. com went to several sites and bought standard banner
advertisements offering a free necklace to anyone who filled out a
detailed marketing survey. In the end, the company not only crea-
ted a valuable marketing database but also paid less for the neck-
laces than it would have spent on a deal with a portal. Before pur-
suing such a deal, pure-play content and commerce companies
should also consider allying with an off-line player.

B2B Alliances

Almost half of the participants in B2B e-marketplaces and
consortia were rewarded by positive “pops” in their stock price.
But the steak hasn’t lived up to the sizzle: from the first wave of
deals to the end of 1999, only 29 percent of the BZB alliances we
assessed were on track to create value or met medium-term objec-
tives. Many of these alliances were set up in record time but stum-
bled over three classic pitfalls. they were too ambitious; they
failed to commit the people, software, relationships, liquidity,
and capital that were needed to give the venture true autonomy;
and they were burdened by equal-governance arrangements.

These shortcomings have been especially troubling given the
inherent complexity of the multipartner relationships that charac-
terize B2B deals. However, our interviews with executives at
more than 25 B2B consortia uncovered techniques that managers
who are setting up alliances or restructuring existing ones can use
to increase the chances of success. '

1. Narrow the scope: Companies caught up in the first wave
of BZB alliances tended to chase too many deals, and those deals
were too broadly based, involving large numbers of products, busi-
ness functions, and customer segments. By contrast, early succes-
ses in the second wave of B2B alliances focused more narrowly.
Both companies that merged to form Citadon, for example, star-
ted with the aim of creating an all-purpose marketplace to serve
the global engineering and building industry. But after negotiating
several alliances, the companies decided to narrow the scope to
offer on-line project collaboration software, purchasing platforms,



