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How Is the Use of Partnerships Evolving?

Companies are increasingly using a broad variety of alliance
and partnership types (see Figure 1), and their investments are
yielding returns. On average, alliances have driven one-third
of company revenue during the past five years. Furthermore,
our data suggest that performance is fairly consistent across
alliance types — in other words, contribution to company
performance depends on factors such as industry and alliance
management maturity, not partnership type. Additionally,
leaders and alliance professionals report that they expect the
contribution of alliances to increase over the next five years.
More than half (53 percent) of respondents further indicated
that they expect significant growth to come from two to three
different types of partnerships.

Alliances are not only seen as revenue drivers, but also as
sources of innovation. Sixty-two percent of respondents
reported that “Most” or “A great deal” of their innovation
currently comes from collaborating with third parties.

Supplier Partnership

Compared with five years ago, nearly twice as many
respondents reported that “Most” of their innovation

comes through collaboration with third parties. Over the
next five years, it is expected that more than half of a
company's success will come from partnerships (either with
competitors — coopetition — or with organizations that have
no competitive overlap).

The study results are also fairly homogenous across the
industries with the most representation in the data (life
sciences, healthcare, financial services, and technology). Their
share of total revenue from alliances over the last five years
spans from 27 percent to 36 percent, with life sciences (which
includes biopharma) being the lowest. Over the next five years,
the four industries all expect a more than 70 percent increase
in revenue from partnerships, with life sciences coming in
highest at 84 percent.

Partnership Types

Partner provides product or services that are consumed by your company

Customer Partnership

Partner consumes product or services from your company

Platform Partnership

Partner owns and administers a technology used to distribute one or more of our company’s
solutions through to end customers (often in exchange for a fee; may be a marketplace)

R&D Partnership

Partner collaborates with your company to advance learning and innovation — may involve
co-creation or development of solutions (could be sold by either company)

Value-added Reseller

Partner distributes one or more of your company’s solutions to their clients, either
as-is or combined with other solutions (can sometimes include joint sales)

Co-marketing Partnership

content or solutions

The partners leverage each other’s
relationships, brand, budget, and reach

to promote proprietary or co-developed » Multiple partners coming together to deliver

Other definitions we've heard...

a cohesive solution

Ecosystem Partnership
often built around a critical
platform partnership

Multiple companies work in concert to
support clients, with interconnections
between the participating companies —

» Working in a way that transcends traditional
“binary” relationships between partners

» Any firms that help us grow our business

P Partners of our partners

Figure 1
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Across the industries represented in the study, we also observe different expectations for which
alliance types will contribute most to future revenue. More than 50 percent of life sciences
respondents, unsurprisingly, reported that R&D partnerships will contribute significantly to
revenue, with platform partnerships also coming in at a high 44 percent. Healthcare respondents
rated ecosystem alliances and partnerships with suppliers and resellers as significant drivers of

future revenue. ‘

Consistent with the rapid innovation and digitalization occurring in financial services {
right now, financial services firms expect customer partnerships to be their most E

significant revenue driver. Banks are working closely with traditional and new J
suppliers to transform systems to enable digital-first and/or digital-only

experiences for their customers. Commercial lenders are working closely with i

both their lending customers and their supply chain of systems and data .

providers to create tools to better model and manage risk given changes L
in the business environment such as inflation, climate, logistics, and
regulatory expectations.

Consistent with the past several years, technology companies
expect most revenue growth from ecosystem partnerships and
reseller partners. In the HR technology space, for example,
customer demand for interoperability and reduced time
to impact has caused ecosystems to coalesce around
HCM systems and led to the creation of partnership
marketplaces. These marketplaces have added

value by making research, purchasing, and
implementation easier for customers and more

cost effective for many companies. At the
same time, reselling relationships between
technology providers and the firms that
advise customers on their overall

systems architecture have remained

an important part of the fabric of

the industry.
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What's Up with "Multilateral” Alliances?

Multilateral alliances — collaborations where three or more firms work together to achieve a shared objective — have become
increasingly prevalent. Over the past five years, 33 percent of alliances have been multilateral.

Healthcare has the highest prevalence of multilateral alliances at 42 percent, while life sciences has the lowest prevalence at 19
percent. Across industries, 80 percent of companies expect to increase their number of multilateral alliances over the coming
five years.

While they are undoubtedly more complex to establish and manage, multilateral alliances are gaining in popularity — because they
are driving results. During the past three years, companies that invest more heavily in multilateral alliances experienced significantly
greater revenue growth compared to others. Companies in the top quartile (where 50-100 percent of alliances were multilateral)

had 4.5 times more revenue growth than the bottom quartile (where less than 15 percent of alliances were multilateral). Those in the
second and third quartiles show increasing revenue growth as their use of multilateral alliances increases.

Alliance Contribution Over Time By Industry

In the past

Measured in 2015 Today In the future

Companies that expect
partnership revenue to

Companies where

. . Companies that generate
partnerships were viewed as

20% or more of their revenue

“very important” or increase over the next

from partnerships

“mission critical" five years

Life Sciences 89% 64% 84%
Healthcare 63% 90% 71%
Financial Services 58% 86% 75%
Technology 70% 78% 73%

Figure 2
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But Are Alliances Delivering on Their Promise?

The results of our study are unambiguous: companies that rely more heavily on alliances have achieved significantly more revenue
growth than those that rely least on alliances. Three-year revenue growth for companies with the greatest reliance on alliances was
27 percent, while growth for those with the lowest reliance on alliances was flat.

These results are consistent with findings from our 2020 study on coopetition. At companies expecting that more than 75 percent of
future success would be the result of external assets and capabilities, revenue grew 73 percent more compared with companies that
expect at least half of their success will come from internal assets and capabilities.

Multilateral alliances are delivering revenue growth

26% expect

10% significantly

50% multilateral
< alliances to increase
3 -

40% significantl
ogo ° 59% expect g y
(] o
2 30% 35% expect . multllat.eral
% 18% expect multilateral alliances to increase
= 20% multilateral alliances to increase significantly
S (]

g alliances to increase significantly
2
<
-

0%
Least use of multilateral 16-30% of alliances have 31-49% of alliances have Greatest use of
alliances 0-15% of alliances been multilateral been multilateral multilateral alliances
have been multilateral 50-100% of alliances have

been multilateral
Use of multilateral alliances over the past five years

Figure 3

Companies that greatly rely on alliances have achieved greater revenue growth than those that least rely on alliances
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Lowest reliance on alliances 21-30% of company 31-40% of company Greatest reliance on
0-20% of company revenue revenue has depended revenue has depended alliances 41-100% of
has depended on alliances on alliances on alliances company revenue has

depended on alliances
Percentage of total revenue derived from alliances over the past five years

Figure 4
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OK, but Don't Many Alliances Fail?

Alliances are not a silver bullet, and success is not guaranteed.

Alliance failure rates from 1996 until today have remained When we control for organizational maturity in alliance
relatively constant. Interestingly, we found that those management, failures are no more likely when they arise in the
companies that expect alliance revenue to increase over the context of an alliance versus internal R&D, and the alliance has
next five years had a higher failure rate compared to those that the benefit of spreading risk, cost, and learning across multiple
thought alliance revenue would likely decrease. We suspect organizations. Our study also found no correlation between
this reflects an openness to experimentation — and a greater alliance failure rates by industry and the revenue realized from
comfort with failure — on the part of high-alliance-usage alliances over the last five years.

organizations. These companies are more likely to accept
failure as part of the required investment in innovation. In the
pharmaceutical industry in particular, many alliances fail for
“technical” reasons, as the hypotheses about the effects of a
compound or protein are invalidated by research.

Across different partnership types, we found that the highest
failure rates occurred in platform and ecosystem partnerships,
which is not surprising given the technical complexity
associated with many of the former, and the commercial and
collaboration challenges of the latter.

More than half of partnerships fail to fully achieve their objectives

Partnership Failure Rates Over Time
Excluding those that end for technical reasons (e.g., the science or technology did not work)

70%
5
£ 53%
o
g Partially failed
= 35% ~  toachieve
(5 . .
- objectives
g
g 18% Fully failed
Nal
o — to achieve

0% objectives
Spekman, et al. Business Insights Vantage Partners
(1996) (2008) (2021)

Figure 5
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What's Contributing
to Alliance Success
or Failure?

Where should alliance professionals focus their efforts in order
to optimize results? The top three reported contributors to
alliance underperformance were:

1. Lack of internal alignment within at least one partner

2. Failure to understand differences in goals and priorities
between partners

3. Lack of sufficiently robust joint governance

Interestingly, the lowest reported contributor to alliance
failure was “Selected the wrong partner.” Human nature being
what it is, blaming the partner when an alliance fails is often

a natural reaction. While not terribly surprising, the fact that
most alliance professionals do not fall prey to this tendency

is a welcome finding — and yet another validation of the
importance of having a professional alliance

management function.

Alliance Management Maturity

N

| §

Partnerships are more
common, but are still ad

hoc and not integrated
with strategy; few
defined processes with

Limited and ad hoc
use of partnerships; no
formal process or tools

sporadic use; reliance on

individual heroics

What Does It
All Mean?
Key Takeaways.

Alliances have become mainstream. Today, most organizations
leverage alliances as a tool to drive customer value, deal with
competitive threats, and enable innovation. The companies
that realize the greatest returns on their alliances share several
characteristics. They:

> Use multiple alliance models, including
multilateral alliances

> Expect that some alliances will fail to deliver on
their potential

» Cull lessons from every alliance — successful or
unsuccessful — to inform future choices

» Invest heavily in mechanisms to spot and address gaps in
alignment within their company, as well as between them
and their alliance partners

Across industries, more companies today are building robust,
mature alliance management capabilities (see Figure 6),

and these are the companies that our research indicates will
deliver the best results for their customers, employees, and
shareholders over the next few years.

Partnership management
capability embedded
in the DNA of the
company; organizational
competency in managing
coopetition, track record
of partnership success;
reputation as
“partner of choice”

Formal partnership
process and tools,
regularly followed and
used; some, but not
enough, dedicated
resources; partnership
activities only partially
integrated into business
processes (e.g.,
product management)

Willingness to use alliances to meet business objectives

Partnership success rate — Value realized per alliance

Integration of alliances and alliance management with business strategy and operations

Figure 6
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