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Why do over TWO THIRDS of partnerships fail?

Before we start to analyse a business model that is growing in popularity yet remains highly complex, let’s be crystal clear what we mean by partnership…

Here is a sample of the numerous definitions of partnerships.

1. Two or more partners working closely together to achieve something one cannot easily do or chooses not to do alone. Source:- Mark Darby: ALLIANCE BRAND, Fulfilling the Promise of Partnering

2. In respect of the oil and gas industry, partnerships have been identified as voluntary initiatives undertaken by business and relevant stakeholders, e.g. governments, NGOs or communities.  They are of a 'self-organizing' nature; they are based on mutual respect, shared responsibility and shared objectives of the partners involved. Partnerships ‘add value’ to what each partner could achieve alone. Source:- Strategic Issues Assessment Forum IPIECA Briefing Paper
3. Partnership is defined as: the relation which subsists between persons carrying on a business in common with a view of profit. Although the definition might seem clear enough it does require considerable elucidation. It is possible to identify four characteristics which must be present before a partnership can exist. There must be (1) a business (2) carried on in common (3) by two or more persons (4) with a view of profit. 

The first definition above works really well for our purposes due to its simplicity and clarity.

Two or more partners working closely together to achieve something one cannot easily do or chooses not to do alone.


So……………..we are clear what we are trying to improve!

How could it have got this bad?

Partnerships have not suddenly started failing, rather the failure has been a slowly evolving process as more organisations create partnerships for the first time and slowly move through the painful learning curve that is associated with any new discipline.

Partnerships and alliances are a product of their environment, the key current factors being; globalisation, new technologies, increased levels of competition, increasingly sophisticated consumers and the ever increasing pace of change. These factors have forced organisations to look for new business models that enable them to compete within this environment and achieve success.

It is only recently that we have noticed any recognisable approach to looking at partnerships within an overall process and structure with guiding principals. Companies that we talk to often think that they have a process but we have seen little/no definite evidence of anything being used as a company wide operating standard.

Why?

In an article (“When to ally & when to acquire”, Harvard business review; Jul/Aug 2004, vo. 82 issue 7/8) the key factors for more partnering/alliances were highlighted as:-

1. Companies finding it increasingly tougher to achieve and sustain growth,

2. Companies placed their faith in acquisitions and alliances to boost sales profits, and, importantly, stock prices. 

The above trend is most evident in the developed countries. American companies for instance created a large acquisitions and alliances wave by announcing 74,000 acquisitions and 57,000 alliances from 1996 through to 2001. During these six years, CEO’s signed roughly an acquisition and/or partnership every hour each day and drove up the combined acquisition value to $12 trillion. The pace of collaboration has slowed since then. US firms struck only 7,795 acquisitions and 5,048 alliances in 2002 as compared with 12,460 and 10,349, respectively in 2000, according to data from Thomson Financial. But as companies gear up for greater growth, collaboration is once again high on the agenda. In fact, firms clinched more acquisition deals (8,385) and alliance agreements (5,789) in 2003 than in the previous year.

When we look back into the recent past and the way companies operated we see that:

1. If companies lacked an area of expertise or needed to develop a new market sector they would either try and develop it in-house or ‘buy someone in’ who did ! 

2. The markets moved at a pace that allowed companies to match them and stay aligned to the markets development. As the pace of market development accelerated the ability to access resources or develop additional competency in line with market changes became increasingly difficult. In many instances it just is not feasible from an ROI or sheer ability to ‘make it happen’ in time perspective.

For the above reasons, companies have turned to working with others through partnerships and alliances to keep pace / ahead of market change. As this business model becomes more prominent and recognised as an innovative way to create value, more are being set up. Unfortunately our experience shows that:
a. Little thought is given within companies to finding someone who has done partnering successfully before,

b. There is little evidence of researching the concept before entering into the partnership or…

c. of building internal capability and competency in these critical areas.

In many instances companies fail to weigh the merits and demerits of the “Should we buy them or partner with them” question.

The two alternative strategies differ in many fundamental ways… Should we ‘buy them’ decisions are competitive, based upon market prices and are inherently risky.

Partnerships/alliances are cooperative, negotiated, and are less risky.

A company’s initial experiences will dictate future actions. If the company pulls off an acquisition or two successfully it is likely to default toward an acquisition even when logic would dictate an alliance or partnership.

Some of the world’s most admired companies have not developed a sophisticated enough understanding of how to effectively ally &/or partner with other firms. For instance Coca Cola and Procter and Gamble announced in February 2001 that they would create a $ 4 billion alliance that would control 40 plus brands and employ more than 10,000 people. The idea behind the alliance being:- Coke would tap P&G’s expertise in nutrition to develop new drinks, P&G’s flagging brands would get a boost from Coke’s International distribution system, and the new alliance would reduce costs by $50 million.

External stakeholders questioned why Coke had agreed to share 50% of the profits from a fast growing segment with a weak rival in its core business. The ‘elephant’ in the corner was, why hadn’t Coke just bought the expertise? It wasn’t long before the companies wondered the same thing and terminated the alliance (having invested how many $ and man years we are forced to wonder).

Often the knowledge of why and how to set up an alliance or partnership left the business in the downsizing epidemic of the 80’s and early 90’s. With little written down or codified about these areas within organisations the knowledge walked with the “expert” managers who were suddenly deemed surplus to requirements.

Thankfully a lot of ground has been made up within the last 6~7 years to bring a level of professionalism to partnership development. This has been evident in the number of books, published articles and reference to partnerships within the business press over this period.

In his book:- ALLIANTIST:- ALLIANCE BRAND, Fulfilling the Promise of Partnering, Mark Darby writes about more and more organisations having some form of alliance or partnership within their value chain and the fact that they are now partially dependent on others for business success. He goes on to point out that alliances are also owned or influenced by many different stakeholders including R&D, Purchasing, Operations, Sales, Marketing, Finance, Legal and HR, yet few of these stakeholders are familiar with what it takes to ensure alliance success. Given this broad stakeholder base and reliance, for example on supplier alliances for key supply inputs, outsourcing partners for a key business process, or sales partners for channels to market, it is evident that a significant alliance failure could pose a significant business risk. 

In a recent article in ‘chief executive officer’ ~ Fillippo Passerim – CIO and global shared services officer of P&G talks about the creation of a ‘partnership culture’ within P&G’s shared services. This phenomenon manifested itself most obviously at a meeting when one P&G senior manager was unsure who represented P&G and who was from the partner organisations as they all demonstrated the same culture, values and project commitment.

What has been going wrong?

We looked at a cross section of the reported reasons for partnership failure…first our own research…. 

1. SCS:- Learning the lessons from others.
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2. Vantage partners survey

A vantage partners survey showed that 64% of failed business partnerships blame a poor or damaged relationship, while only 30% fault poor strategy or planning and only 6% cite bad legal and financial terms.

3. The improvement network ~ highlighted their TOP TEN Partnership Killers;

	Number
	Name
	The problem

	1.
	For ever and ever…
	A partnership that lives on beyond its purpose will either wither slowly creating dissatisfaction among those who stick to the bitter end, or create an excuse for people to leave the office for useless meetings!

	2.
	One-upmanship
	Competition between organisations can be a good driver, but too much and it will lead to blame, self righteousness and a trench mentality

	3.
	Right place, wrong people
	A partnership will be powerless if representatives from constituent bodies constantly have to go back to their parent organisations for decisions.

	4.
	Pulling Rank
	Higher paid or higher grade officers pulling rank around the table will silence others who have just as much to give

	5. 
	Mission Creep
	Often a partnership where people are working well together will come up with hundreds of other ideas. These can often be tackled beyond the partnerships original brief.

	6.
	Only here for the cash
	Many organisations will be attracted to a partnership by money -  like bees to the honey pot. If it doesn’t materialise as quickly as anticipated the partnership collapses.

	7.
	Target? What Target?
	Many partnerships will come together around a good idea but fail to set real targets around the shared vision. Starting vague will mean you’ll never know when the partnership is delivering.

	8.
	Death by Drudgery
	Partnerships that get bogged down in internal bureaucracy and process, often result in fewer and fewer people attending meetings ~ leading to a long and drawn out partnership death.

	9.
	We Know What’s Best For You
	Many partnerships are founded upon consultation, however fail to continually engage and miss the needs of the customers the partnership is trying to meet.

	10.
	Strictly Needs to Know Basis
	Lack of communication could create an air of suspicion, resentment and fuel personal agendas.


4. BT Partnership approach 2006

Foremost cause of Alliance failure among companies that have participated in >20 alliances 
· Breakdowns in trust
· Build-up of negative partisan perceptions
· Questioning of one another’s motives
· Festering conflicts
· Little joint problem solving
· Feelings of disrespect/coercion 

6% 

Bad Legal and Financial Terms and Conditions

30% 
Poor Strategy and Business Planning

64%

Poor or Damaged Relationships Between Firms 
5. ALLIANTIST goes one step further.
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HIGH MEDIUM

Slow Results or Payback

Lack of shared benefits

Lack of ongoing commitment

Relationship MisMatch

Misunderstood operating principles

Objectives diverging over time

Differing Objectives at the start

Overly optimistic

Poor communications

Lack of partnering experience

Source:-ALLIANTIST


So What!

When you analyse the findings from the various studies into partnership failure some common themes start to emerge. This failure happens due to shortcomings in three distinct stages of partnerships evolution:-

1. Pre Partnership
 

2. Partnership Inception


3. Partnership Implementation

1. Some of the failures could have been prevented before the partnership was created. Eg. are we really able to partner effectively.

2. Some of the partnerships failed due to issues at the inception or coming together stage. eg overly optimistic expectations, lack of identifiable mutual value.

3. The remaining partnership failures could have been prevented through improved execution and fuller implementation of the partnership so resulting in faster results or payback.

Failure can happen at any stage and there is clearly a causal link between failings at one stage and subsequent failure downstream within the partnership. With the likely partnership pitfalls mapped into three areas it is easier to see these linkages. Here are a couple of examples:-

a. If all the parties enter into the partnership with hyped or over optimistic expectations (often developed to sell the partnership – internally & externally) the pressure to deliver from the outset is big and attracts close attention. Should the partnership not live up to expectations then negativity creeps in and the partnership starts to fall apart with ‘slow results or payback’ cited as the reason. The apparent “cause and effect” is evident within this example.

b. Another easy to spot ‘linked failing’ is at the conception stage of the partnership when insufficient engagement was undertaken at a senior level and commitment is ultimately lacking. This manifests itself downstream within the partnership under the heading ‘lack of ongoing commitment and/or relationship mis-match’.

So…………..it’s the old analogy – reap what you sow!

How do you prevent your partnership from failing?

A simple answer to this ~ do it properly!

Have a clearly defined process and follow some fundamental and guiding principals. 

Here we turn to the ALLIANTIST ICE Map© for a clear partnering process and architecture. Following this clear, logical, tried and tested approach will negate the potential for failure.
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If you would like to know more about partnership failure and partnership development then contact:- mark@springboardcs.com
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