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INTRODUCTION
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Alliances are powerful tools for building competitive advantage, and they have long been a compelling subject for me. Yet I wondered why, in view of their growing use, they were not more often applied in the vital area of customer-supplier relationships—the most common and important intercompany links in business.

The answer struck me while I was speaking to Fortune’s annual meeting of the CEOs of America’s 100 fastest-growing companies. During my talk on alliances, I asked the executives whether their companies supplied other firms, as opposed to consumers. I then asked those who responded positively if they had true alliances with those customers; only a handful did. Certainly, I thought, something was wrong. An alliance is literally the best way to get close to a customer, which is every company’s goal. Why, I asked these executives, did so few of their firms have such relationships?

Several explained that they wanted to have alliances with their customers—and that many customers described their relationships as alliances. Beyond the rhetoric, however, it was business as usual. Pressed further, the executives said that customers did not trust their firms. Nor did customers share information needed to improve their firms’ performance or plan for the long term. Customers also failed to respect their margins, and dropped them without notice for others offering lower prices—even though this often led to higher total costs. Most telling, I thought, was the comment that relationships were often adversarial. I then asked the CEOs whether their companies had true alliances with their own suppliers; only two said yes. Why, I asked the rest, did they not have such relationships? The consensus: Suppliers cannot be trusted.

As the reality of this statement sunk in, there was a growing collective embarrassment. What the executives were saying, in effect, was that they were not willing to give their own suppliers the trust they wanted to have as suppliers. This insight and my belief in the value of alliances convinced me to write The Connected Corporation. I hope it will help managers everywhere build effective alliances with their customers and suppliers.

The Research Agenda

My research for this book began with discussions at Motorola and with other clients in Asia, Europe, and North and South America. I also talked with journalists at Business Week, the Economist, the Financial Times, Fortune, the New York Times, and the Wall Street Journal who covered a broad array of industries. With more than two decades of deep involvement with a wide variety of alliances, I was looking for best practice in customer-supplier relationships. This led to a list of potential candidates, followed by face-to-face interviews with these firms.

During the interviews, I asked each company to describe its results and how they were achieved. I also asked for introductions to its top customers and suppliers, and I inquired about the extent to which each firm had benchmarked best practice in this area, in any industry worldwide, and for the names of other companies that it knew to be proficient with these alliances. This information led to a revised list of potential candidates and a second round of interviews. My discussions with some designated suppliers were particularly enlightening: Several of them worked with more than one of the companies on my list of customers, and saw clear distinctions among them.

In the search for best practice I was guided by a desire for a broad scope. If I could meet that objective, I believed, this book would be most useful to a wide variety of readers. Much of what has been written on supply relationships reflects methods used in the Japanese auto industry; I wanted to understand and describe practices in other manufacturing sectors and in the services, as well as in industrial-goods businesses. Including these four categories—manufacturing and the services, consumer and industrial goods—would cover all major sectors of an economy. I also wanted to describe smaller firms’ experiences. Most business books overlook this dimension, perhaps because readers are attracted by examples from large, well-known companies. Yet in industrial economies, small firms account for well over half of all economic activity.

These considerations, plus the networking described earlier, produced a list of about forty companies in Asia, Europe, and the United States that were the initial focus for my intended in-depth research. To be on the list, a company had to have customer or supplier alliances that had produced major benefits which were continuing to get better over time. Most companies were willing to share their experiences with me on the record. Five agreed to interviews but asked that no information they shared be attributed to them.

Following another round of interviews I further narrowed the list, developed an interview guide, and spent the next four years conducting in-depth discussions with scores of people at all management levels of both customers and their suppliers. Many interviews required several meetings. Many companies also shared internal documents with me, to help me better understand their activities. One company shared a large set of benchmarking studies it had recently completed on the supply practices of selected American, European, and Japanese firms. I also accepted invitations to sit in on meetings between customers and suppliers, which gave me valuable insights into how they conducted their relationships.

In total, more than one hundred individuals, ranging from sales and purchasing people to mid-level managers and corporate chief executives, participated in the research. Many of my typed notes from a single interview exceeded fifty single-spaced pages. (Completed interviews were approved by the respective firms.) The interviews were complemented by descriptions of customer-supplier alliances culled from the business press.

During my research, I found that each company was ahead of the others in some areas. When I described the differences I saw, the people I spoke with were eager to know who to contact for more information. This led, for example, to a joint benchmarking meeting between Motorola and Philips Consumer Electronics Company (PCEC), and to Motorola sharing its quality audit process with Marks & Spencer (M&S). As is typical with excellent companies, the lessons learned were quickly put into practice. Not surprisingly, this passion for learning was a hallmark of the companies on my short list of best practice firms. It was a tremendous help for me, because it made my interviews mutual explorations rather than tedious one-way interrogations.

Key Firms: Motorola, Marks & Spencer, Chrysler, and Philips Consumer Electronics Company

As my research progressed, it became clear that many aspects of best practice are common across all firms and industries. Further, the methods needed for high-performing customer-supplier alliances involve an exceptionally wide range of activities at the interface and within each firm. Only an in-depth description of all these activities, and how they tie together, would meet my objective of giving this book enough detail to make it a practical guide for most companies. This need for depth caused me to increase my research focus on Motorola, Marks & Spencer, and several of each company’s suppliers. Motorola, which has been using supply alliances for more than a decade, has built in many of the practices needed to succeed in such partnerships. M&S has had alliances with its suppliers for several decades, so its techniques have even deeper roots.

To build a picture of best practice across a wide variety of settings, my research on M&S, Motorola, and their suppliers was complemented by interviews with other outstanding practitioners whose situations or techniques were unique and important. This included, for example, the Kodak-IBM data processing outsourcing alliance, a temporary employee recruitment alliance between Hewlett-Packard and Reed Personnel Services in the United Kingdom, how suppliers link with Ford’s new global structure, and aspects of PCEC’s work with its supply partners.

At the time I began my research, decades of hostility had created severe difficulties between American and European auto companies and their suppliers. As a consequence, the automakers’ costs, quality, and cycle times were so bad that observers were predicting the collapse of some companies. This is significant, because automakers are major factors in an economy (in the United States, they purchase more than $200 billion in goods and services each year). Toward the end of my research, it was clear that Chrysler had made the greatest advances in reversing the situation, even to the point where Motorola and other alliance leaders were benchmarking its practices. Because key aspects of auto companies’ supply relationships are unique to them—and because I was encouraged by people at Motorola to visit there—I arranged to conduct interviews at Chrysler as well.

Obviously, no research is ever complete. There are always more questions to be asked, other companies with superior practices, more details to be described. Even so, because Motorola and M&S have been using customer-supplier alliances longer than other Western firms, their work in this area has more facets, is more deeply imbedded in their organizations, and has given them more substantial results. Clearly, there are marked differences between an electronics manufacturer and a food and clothing retailer. Even so, the methods these companies use to gain their results are remarkably similar to those employed by PCEC and Chrysler, many of these companies’ supplys with their own suppliers, and other firms that have succeeded with customer-supplier alliances. What is striking is that, regardless of whether a firm is in manufacturing, services, or consumer or industrial goods, best practice in these alliances is essentially the same in many ways.

These observations, plus exploratory interviews in Asia, gave me some confidence that my research had gone well past the point of diminishing returns in terms of my objectives for this book. As I applied these understandings to my consulting practice and to lectures and courses worldwide, my insights were validated.

Because of the importance I have given to Motorola, Marks & Spencer, Chrysler, and Philips Consumer Electronics Company, a brief description of each firm follows. While these companies are proficient at supply alliances, some of their suppliers say the relationships do not work as well as they might, and some parts of these firms are not as advanced in their use of alliances as other parts. Still, they are acknowledged leaders whose levels of excellence set a useful benchmark for others. That is the focus of this book.

ABOUT MOTOROLA

Motorola is the global market leader in cellular phones, pagers, two-way radios, and microchips used to control devices other than computers. The company is a world leader in quality, having reduced its defect rate in manufacturing by well over 99.5 percent. As a leading innovator, Motorola produces an average of four new or improved products each day. Intense competition—the firm’s pager prices fall an average of 8 to 12 percent a year, and its cellular phone prices drop 25 percent a year—and the investment needed to stay ahead keep Motorola’s profit margins razor thin. Still, with sales growing faster than 25 percent annually for several years, Motorola’s earnings (now in excess of $1 billion) are sufficient to fuel its continued growth.

Motorola has been a pioneer in many key management areas, including self-directed work teams, training, and business process reengineering. In the early 1980s, the company began transforming its supply relationships into alliances, and it has reaped dramatic results. Chief executives of the prestigious Business Roundtable rank Motorola as America’s top practitioner of total quality management. Says Anthony Langham, a NatWest securities analyst who has followed Motorola for twenty-six years: “This company is just on a tremendous roll. They are very, very good at everything they do.”1

ABOUT MARKS & SPENCER

British retailer Marks & Spencer has consistently been the most profitable firm in its industry. M&S has 17 percent of the domestic clothing market, and the clothing it sells represents 25 percent of the U.K. garment industry’s output. The company’s food sales make up 5 percent of the British market.

M&S is a world leader in offering high-value fabrics, clothing, home furnishings, and foods. Together with its garment suppliers, M&S constantly innovates in design; extends the frontiers of quality; shortens cycle times; and pulls together technologies in fibers, spinning, weaving, knitting, dying, printing, finishing, and manufacturing literally from around the world. In food, M&S and its suppliers are equally adventurous—and successful—at the frontiers of ingredient technology, bacteriology, processing, delivery, and fast response.

M&S owns retail food and clothing chains in Japan and North America, and is rapidly expanding with new company-owned stores, franchises, and joint ventures in Asia and Europe. In its most recent full-year results, 13 percent of Marks & Spencer’s turnover and 7 percent of its operating profits came from outside the United Kingdom.

M&S and Competitors: Ten-Year Profit Margins
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In 1994 a survey of 2,000 chairmen, CEOs, and finance officers from more than 600 major European companies (undertaken by the Financial Times in association with Price Waterhouse) identified M&S and Asea Brown Boveri as the two most respected companies in Europe. The figure shown compares the growth and pretax profits of M&S with other major retail chains in the United Kingdom.2

ABOUT CHRYSLER

In 1989 Chrysler suffered record losses of $664 million. It had fallen to fifth place in the American car market, planned to cut a third of its capacity, and was close to bankruptcy. In 1994 the automaker launched the Neon—a car described by its Japanese rivals as having “designed-in cost savings that were unprecedented in an American car”—and recorded annual earnings of $3.7 billion.

In addition to the Neon, Chrysler developed a new range of medium and small cars (collectively known as the LH) with a fresh design that put them well ahead of the competition. Working with unprecedented efficiency, Chrysler produced these cars in just three years instead of the usual five, employing only one-third of the engineers needed to produce the previous range. The story of Chrysler’s transformation, told in a book by Paul Ingrassia and Joseph White and later summarized in the Economist, makes fascinating reading.3

One key to Chrysler’s rebirth was eliminating from its organization the traditional industry structure of “functional chimneys.” Rather than designers overlooking the engineering aspects of converting their drawings into cars—and engineers ignoring the design implications of their work—Chrysler brought designers, engineers, and other functions together in “platform teams.” Each team now cooperates in making a car, beginning at the concept stage and continuing through production to final delivery.

This arrangement not only avoids problems caused by misunderstandings between functions, but allows workers to spot and solve problems quickly. It has also produced a much leaner organization, with only five levels between top management and shop-floor workers. Another key to Chrysler’s transformation was the conversion of its supply relationships into true partnerships, making all relevant suppliers full members of the platform teams.

ABOUT PHILIPS CONSUMER ELECTRONICS COMPANY

PCEC is the American unit of Philips Electronics, N.V., a $36 billion company whose products include lighting, semiconductors, medical systems, consumer electronics and (through the Polygram subsidiary) entertainment software.

PCEC manufactures and markets a wide range of consumer electronics products under the brand names Philips and Magnavox. In the mid-1980s, PCEC began a concentrated effort to gain market share after years of stagnation and, by 1991, had grown substantially but with marginal profitability. The parent firm, Philips Electronics, was faced with similar problems and in that year declared a loss of $2.5 billion including restructuring charges. The entire corporation, in an effort to dramatically increase profitability, began a focused effort to recreate itself through redesigning the basic business processes from product creation through customer service.

Two important initiatives that were foundations of this corporate transformation were an increased focus on the customer and improved supplier relationships. The goal was to break down the traditional barriers between elements of the supply chain to improve time to market, efficiency, and margins. At PCEC, a better understanding of consumers’ needs led to new products with features that provided sales growth without price erosion. Time to market was improved by working closely with suppliers and involving them very early in the product creation process. By working with its suppliers and focusing on its customers, PCEC was able to substantially increase market share and became solidly profitable. The improvements from these initiatives were recognized by retailers such as Wal-Mart, which named PCEC its supplier of the year in 1993.

Benchmarking Customer-Supplier Alliances

Customer-Supplier alliances in Japan have often been cited as a model of best practice for such relationships. However, a brief review of some of these alliances weakened my confidence in that model. As has been widely reported, Honda and Toyota appear to have generally outstanding supply relations. Still, some large, well-known independent Japanese suppliers in the auto and electronics industries told me that because they were not members of their customers’ keiretsu, they were free to sell to any customer. Consequently, they enjoyed larger volumes and could afford more R&D than keiretsu members, which generally sell to no other customers.

But, they said, this independence came at a price. Their less secure links to customers often gave the independents weaker integration with those firms than keiretsu members enjoyed. By contrast, keiretsu firms, with lower R&D budgets, were less important innovation sources. Further, many keiretsu companies traditionally had very weak margins, reflecting a cultural paradigm described to me by Akio Morita, then chairman of Sony, as the contrast between a samurai and a farmer. The samurai, he noted, is expected to eat well and live well; the farmer only has to survive.

These differences, I was told by others in Japan, create a lower-class social status of keiretsu suppliers compared with their final-assembly customers. At the suppliers, salaries and perquisites are both lower. In addition, customer executives who have peaked in their careers are often outplaced to first-tier suppliers. Similarly, first-tier executives are often outplaced to second-tier firms, where salaries and benefits are even lower. These factors were described as causing patterns of information flow for new ideas that tended to be more from customer to supplier than vice versa.

Such differences suggest that there may be a flaw in Japanese supply relationships as these are commonly understood to work. On the one hand, keiretsu suppliers have the close ties needed for effective integration, while the independents do not. On the other hand, the independents may be more important sources of innovation, yet may be hampered in this role due to weaker links. I chose not to pursue this further because, in the early 1990s, Japanese industry began a transformation that was driven by the country’s steep economic downturn. Many keiretsu firms started selling to other customers to survive, and a growing number of customer companies began sourcing outside Japan in order to get lower prices.

The alliances featured in this book do not have this apparent flaw and may thus provide better benchmarks of this practice.

How to Use This Book

I have tried to make The Connected Corporation a useful guide for companies that are involved in customer-supplier alliances and want to improve their performance, as well as an overview for others that are contemplating such alliances. In either case, different readers will want to use the book in different ways, so some guidance may be helpful.

Readers who want a quick overview may skim the book and the table of contents. Those who want more depth can use the book selectively, rather than read it from cover to cover like a novel. There are three reasons for this. First, the subject has considerable breadth and depth; to cover it adequately required extensive detail that might overwhelm a page-by-page reader. Second, some aspects of customer-supplier practices (such as reducing the supply base, then creating focused competition) are step-by-step in nature; others (like building trust and value chain management) must be conducted in parallel, or as ongoing tasks. Third, companies tend to be proficient at different things. Some practices described may already be part of a firm’s skills, while others may not.

To use the book selectively, I suggest referring to the table of contents as a first-cut guide. As another guide, I have included a list of tables and figures immediately after the contents pages. Each chapter typically has two or more of these, which summarize key lessons.

I sincerely hope you find The Connected Corporation to be useful, and not just because I put a lot of effort into it or because the companies that shared their experiences invested a great deal of time as well. Most important for me, the world is becoming a challenging place for all of us to live and work. Daily news reports describe growing friction among racial, religious, ethnic, and national groups, and even between the sexes. Certainly the ability to cooperate with others has become an essential skill for everyone; helping people understand how to do that is my greatest motivation.
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1 CUSTOMER-SUPPLIER
ALLIANCES: UNLOCKING
THE POTENTIAL
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Our first reaction was to get angry and say, “Why didn’t you do this before?” They said, “Because you didn’t ask.”

Rolando Anderson, global purchasing head of Asea Brown Boveri, after a supplier made a part at 30 percent lower cost when ABB gave it design responsibility1




We now realize that the people who make these components know a lot more about it than we do.

Ronald Woodard, president of commercial airplane production, Boeing2



Imagine that some firms could double their competitive resources—and greatly improve their costs, quality, cycle times, technology, customer satisfaction, and more—usually without added expense. Who could ignore the chance? In fact, this prospect has always been nearby for most firms. Yet most have rejected it, perhaps because of a mistaken desire to avoid becoming dependent on others.

Until now, virtually the entire art of business strategy has focused on how a firm could wring more from its own assets. Relationships with suppliers were at arm’s length, confined to an exchange of terms from the customer and price from the supplier. By withholding all other data about its plans and processes, the supplier thought it was guarding its margins; the customer believed it was avoiding reliance on the supplier, which might exploit this dependence to win a higher price.

Such narrow relationships prevent joint creativity. Firms that refuse to share knowledge limit what they can do together. Confining the possibilities also encourages a transaction attitude: What each firm gets from suppliers depends on its bargaining power alone. A transaction mentality, though, assumes an endless line of suppliers—for every one discarded, another is waiting to serve. This logic overlooks the possibility that an unbridled use of power will damage suppliers or drive them away. It also ignores the full potential of what suppliers can do, and it guarantees that a customer will get little more from its suppliers than what others get.

By contrast, working with suppliers to create unique value adds them to a firm’s distinct competitive resources. Since suppliers get one-half of a typical firm’s revenues, cooperating with all of them doubles its competitive resources.3 And that is just the supply side of the picture.

Companies have long recognized that success requires getting close to customers; only by better serving customer needs can firms outflank their rivals. Remarkably, this celebrated paradigm of marketing is incomplete. No firm can get close to a customer unless the customer wants this.

Every firm is both a customer and a supplier. It is not consistent to seek closer ties with one’s customers while refusing to build the same kind of relationships with one’s suppliers. Yet many firms that make great efforts to partner with their customers do just this, forcing suppliers to take risks alone and demanding price concessions and other actions that weaken suppliers’ commitments and even the firms themselves. In a time of savage competition, such practices are self-defeating.

As might be expected from increased competencies, close collaboration can produce dramatic results compared with arm’s-length transactions:

Higher Margins. British retailer Marks & Spencer (M&S) has consistently been the most profitable firm in its industry, and its suppliers have enjoyed above-average profits as well. “M&S has depended very largely on the partnership approach, which has made possible our outstanding values and, in turn, excellent sales,” says chairman Sir Richard Greenbury.4

Lower Costs. Chrysler began using supply alliances in 1990. Between 1991 and 1994, higher motivation of suppliers and their better integration into Chrysler’s operations led them to propose cost savings totaling $1.1 billion. In the 1994 model year alone, more than $500 million in savings were achieved. Because about 69 percent of the total cost of producing Chrysler’s cars are managed by its suppliers, these savings were a major reason why Chrysler had the lowest costs and highest profits per vehicle of any automaker in North America. And Chrysler is still in the early stages of building supply alliances.5

More Value for Customers. M&S and its suppliers are constantly pushing the frontiers of value, and often break important new ground. Together, they created the easy to iron cotton shirt, machine washable silk, and machine washable lambswool knitwear. For piece dyed knitwear, M&S and its suppliers cut the time between factory order and store receipt from twelve to sixteen weeks to a few days. In foods, M&S is a widely acclaimed source of fresh, attractive items, made without preservatives and yet totally safe, some with a shelf-life of just one day. An example was the development of precooked rice, which requires extreme care to produce the taste and texture that appeal to consumers, while totally avoiding bacteria—for which rice can be a breeding ground.

Larger Market Share. Motorola’s Paging Products Group (PPG), which has won 60 percent global share of its markets, could not have done that without cost, quality, cycle time, technology, and other advances made by its suppliers.

Underlying such benefits at Chrysler, M&S, Motorola, and other firms are more specific gains from customer-supplier alliances:

 	
Ongoing cost reductions that can double those possible through market transactions
 	
Quality improvements that exceed what individual firms can possibly do alone
 	
Design cycle times 50 to 75 percent shorter than those in traditional relationships
 	
Increased operating flexibility, which in some firms has yielded an economic lot size of one—the ultimate in flexible manufacturing
 	
More value for the customer’s customers, including faster and better responses to new needs and opportunities
 	
Enhanced leverage with technology, including earlier access to new concepts and more control over technological change

 	
More powerful competitive strategies, gained when a customer adds its supplier’s expertise to its own



The techniques described here are generally applicable to all firms, regardless of size or industry. Best practice in customer-supplier links is largely independent of whether the activity involves materials, parts, equipment, or services. In some cases, however, such as risk sharing with suppliers, the methods to use depend on whether the customer is a retailer or distributor, or whether it sells directly to other firms.

Competition Is Driving Firms to Integrate

Commerce has traditionally involved a chain of independent firms, each adding separate value to items bought from others. Typically, each link in that supply chain has been an arm’s-length pact. Buyers shopped for price and performance in the open market. Whenever the marketplace offered a better deal, one supplier was left for another.

These arrangements are regarded as central to the success of market economies. This notion is faulty, for they also impede economic growth. In fact, supply firms cite poor relations with their customers as one of the most critical barriers to their improved competitiveness.6

For example, U.S. and European automakers long suffered from high costs relative to their Japanese rivals. A main obstacle to reducing these costs was the firms’ hostile relationships with their suppliers, which are only now being turned around. Similar problems troubled the computer chip business. Sematech, the nationwide semiconductor alliance, was launched to perform R&D on a scale that would save firms that make chip manufacturing equipment, which had grown dangerously weak. Yet the creation of Sematech did nothing to address a crucial cause of the problem: longstanding adversarial relations between chip producers and their equipment suppliers. Sematech members, representing 80 percent of U.S. chip volume, did not involve suppliers in their planning, nor did they share data on equipment performance. Business relations were conducted purely on short-term considerations, although today the situation is changing.7

Driven by brutal competition, supply chains in every industry are moving toward integration. The demands on individual firms have become too vast to be met by each one acting in isolation. For a company to deliver maximum value to its customers, it must receive maximum value from its suppliers. Moreover, no firm working alone can differentiate its products as much as is possible with suppliers’ help. Nor can it have lowest costs if its suppliers do not, or top quality without their support, or shorter cycle times than theirs, or more generally obtain their best efforts on any task unless they choose to apply them.

No contract or amount of bargaining power can create these benefits. They can be gained only in an environment of cooperation and mutual commitment. To distinguish the new, integrated arrangements from typical arm’s-length supply chains, the former will be referred to here as value chains.

Hallmarks of Powerful Customer-Supplier Alliances

By definition, a strategic alliance is a relationship between firms in which they cooperate to produce more value (or a lower cost) than is possible in a market transaction.8 To create that value, they must agree on what it is, need each other to achieve it, and share the benefits. Without a shared objective, meaningful cooperation is not feasible. Without mutual need the firms may have the same objective, but each can reach it alone. If they do not share the benefits, they cannot expect the commitments required for cooperation.

For alliances with customers and suppliers, the closeness implied by these conditions is manifest in an elaborate web of joint tasks, which in turn are governed by a set of key principles.

OBJECTIVE: TO BEAT THE MARKET

There are two paths by which alliances add value. One is to produce more for the customer’s market than is available from other sources. This path spawns healthier revenues and profits for partners to share. The second path leads to lower total costs. For instance, rather than reducing each firm’s costs separately, between 20 and 30 percent of the savings in successful customer-supplier alliances comes solely from the efficiencies of cooperation. Such savings help partner firms offer market-beating prices without damaging suppliers’ margins.

ADD A NEW OUTLOOK TO STRATEGY

Traditional competitive strategy matches a firm’s internal abilities with its market opportunities. Because supply alliances add an entirely new set of resources, they create a new, powerful frontier of strategy. To identify supply opportunities, scanning and benchmarking current and potential suppliers, plus a continuing dialogue with them, become ongoing tasks as vital as marketing research and competitive analysis.

CUSTOMERS: CREATE A STABLE BASE OF FEWER SUPPLIERS

Having fewer suppliers makes it easier to build the mutual understandings, trust, and close coordination essential for continuous improvement. Moreover, one element of obtaining the lowest costs is to provide suppliers with the best possible scale economies, which occur when there are fewer suppliers. Infrequent changes in suppliers are also important. Change adds costs through higher overheads, lost learning curves, and less efficient investments by suppliers. The need for stable relationships is one factor that makes partner choice so important.

PARTNER CHOICE IS CRITICAL

It is not realistic for any firm to seek alliances with all of its major customers. Partnering calls for specific organizational norms that are not present in all firms. Similarly, in selecting suppliers to be alliance partners, it is best to emphasize organizational traits rather than surface attributes like best price.

Because alliances create more value than market transactions, and because competitive markets keep increasing the benefits they offer, alliances must stay ahead of the markets they serve. For a customer in a price-competitive market, a supplier’s price tomorrow must be better than its price today.

Many of an organization’s greatest strengths are ingrained in its culture. For example, a keen ability to cut costs is manifest in attitudes and practices that are widely accepted across a firm. Such links with corporate culture affect any improvement—such as in quality or cycle time—that depends on organizational processes. For best performance, the process of supplier choice must locate firms with internal norms that support the same continuing advances sought by the customer. That is why supplier selection criteria at Chrysler, Motorola, Marks & Spencer, and other leading firms emphasize organizational culture rather than the current best offer.

ALLY WITH ALL RELEVANT SUPPLIERS

For maximum benefit, it is essential for a firm to cooperate with all companies in its supply base whose products, parts, materials, or services affect its costs or performances. Motorola’s Paging Products Group, for example, spends a small fraction of its total purchases on production equipment. Yet work with equipment suppliers has dramatically increased PPG operating flexibility, at times reaching the ultimate goal of economic lot sizes of one unit. That is a tremendous advantage in a market where success often favors the most agile firms.

Another reason for alliances with the whole supply base is that it is difficult to build trust with some suppliers while continuing traditional animosity with others. The practices needed for each style are polar opposites; they cannot be sustained in the same organization. Further, there is no way to know what ideas that might significantly affect one’s business are being withheld by suppliers that have not been included in an alliance.

FOR BEST PERFORMANCE: CHALLENGE AND COMMITMENT

The essence of customer-supplier alliances is to create more value for the customer’s market than the same firms could do in an arm’s-length relationship. Because the objective is the customer’s market, the customer must set the alliance course. Further, producing more value imposes a demand on both partners for superior performance. Should the supplier slip badly, or if another firm is well ahead with desired performances, the first supplier may lose the business. Those conditions create destructive tension in a relationship. For an alliance to function, they must be offset by other forces that encourage supplier commitment. In short, how hard a supplier works for a customer depends on what it gets back: The more a customer meets its needs, the more the firm will stretch.

The most obvious supplier needs are stable and growing revenues, healthy margins, and credible opportunities for new business. Another is to be treated fairly. When a supplier has problems, for instance, the best course for the customer is to help solve them rather than go to the expense of developing a new supplier. Besides, the experience of Motorola, Marks & Spencer, and other firms indicates that suppliers’ problems often have roots in how customers manage the relationships.

Also important—but often overlooked—is the need for advanced competitive skills in areas like quality management, improved design, lower costs, and better service. It is clearly easier to develop such competencies in the cooperative framework of an alliance than to do so alone without feedback or guidance. In fact, suppliers that enjoy alliances with Chrysler, Motorola, Marks & Spencer, and other leading customers regard gaining such skills as one of the most valuable benefits of their relationships.

Just as a supplier must keep winning its customer’s business, so too must the customer win its supplier’s loyalty to get the most value from that firm. Providing exceptional benefits to suppliers is essential to high-performance alliances.

INTERFIRM LINKS ARE BROAD, DEEP, AND UNIQUE

The greatest value from cooperation comes from integrating each firm’s separate processes into seamless operations. Instead of lowest price from the supplier, the emphasis is on lowest total cost; rather than seek fastest separate response times, the goal is shortest combined cycle time; and so on. By focusing on shared processes, both customer and supplier recognize that the traditional practice of separately optimizing each firm’s performance often compromises their joint effort, just as poor functional integration within a firm raises costs and slows reactions.

The more value sought from suppliers, the more they must be involved in the customer’s business. Achieving lowest total cost, for instance, requires attention to all cost drivers, many of which involve several business functions—design, quality, logistics, technology, and marketing among them. Each of these may be influenced by suppliers, and each affects how suppliers work. So the most productive customer-supplier interfaces require multifunctional teams, which must be involved in depth. For example, cooperation at the pre-concept stage offers the best opportunity to leverage design and quality of the customer’s product or service.

The greatest benefits of customer-supplier alliances come from continuous improvement over the long term. Such improvement calls for ongoing alignment of firms’ priorities and resources, which requires top-to-bottom connections at all relevant policy and operating levels. If decisions on matters like capacity and technology development are made separately, partner firms may evolve away from meeting each other’s needs. Further, to create the most value, a supplier must adapt its organization for each customer interface, reflecting the need for resources, structures, and practices that are unique for each situation.

REPLACE CONTRACTS WITH STRONGER COMMITMENTS

It is not possible to write contracts about the extensive interfirm activities customer-supplier alliances require. There are too many tasks, too many connections, and too many uncertainties. None of the high-performing alliances depicted here involves traditional detailed contracts. Indeed, many function without any contracts at all.

Alliances are sustained by mutual need, a common objective seen as important enough to dominate any issue, a willingness to share the benefits, and a trusting relationship. To an important extent, alliances are between people. When adjustments must be made, only people who trust and understand each other can make them in a way that maintains commitments. Only people who share a vision and the enthusiasm to make it a reality will invest the efforts needed for an alliance to succeed.

BEST PRACTICE REQUIRES SPECIFIC ORGANIZATIONAL NORMS

Customer-supplier alliances work best in firms with continuous-improvement cultures, long-term views, and root-cause attitudes toward issue resolution. Other requirements are a high degree of internal trust, robust team processes, substantial delegation and empowerment, and a genuine openness toward outsiders. The very best customer-supplier alliances involve companies where people at all organizational levels understand and support the goals of the firm. This alignment promotes the wide support of alliance objectives and avoids the conflicting priorities that hinder many firms.

The ability to sustain small ongoing improvements (what the Japanese term keizan) facilitates a constant flow of ideas between companies so they can continue to create more value together. Similarly, comfort with long time horizons supports the joint planning that keeps firms’ performance on the cutting edge.

A root-cause attitude—a preference for getting to the bottom of problems and eliminating their origins—is needed to resolve issues between companies without animosity, and to build new understandings needed to sustain continuous improvement.

Teamwork (including horizontal processes that easily span internal boundaries) is essential for alliances with customers and suppliers. One reason is the multifunctional nature of these alliances. Another is that the greatest benefits of such alliances require cooperation across business units.

Without trust, information is not shared, and commitments are withheld. If a company treats its employees fairly, honestly, and with trust and dignity, they will be more likely to treat others that way. Further, the multifunctional interfaces needed for customer-supplier alliances are most effective at firms that have mastered teamwork on the inside. And since value creation may be at several organizational levels—including the lowest—firms that have succeeded in empowerment and in delegating authority into the depths of their organizations get the most benefit from such alliances.

All these behaviors also go hand in hand with a constant drive for total quality in all aspects of a business. It is no coincidence that firms like Motorola and Marks & Spencer, which excel at supplier alliances, have just such a drive.

EXECUTIVE LEADERSHIP IS ESSENTIAL

In marketing, it is common for a firm’s top executives to take a lead role in building customer relationships. Yet suppliers typically do not get such attention, although they receive about one-half of the average firm’s revenues, which puts them on an equal footing with a firm’s internal activities. Further, the tasks involved in supply alliances are as complex and demanding as any other aspect of business. To deny them top management attention is tantamount to senior executives ignoring the inner workings of their own firm.

Moreover, the organizational transformations required for supply alliances will not occur without top leadership. In fact, firms with the most effective supply alliances enjoy ongoing visible support from the highest corporate levels.

LINK ALLIANCES IN VALUE CHAINS

Alliances between customers and their direct suppliers are the first step in building a powerful network that reaches far up the value chain to deliver the most possible value to the final customer. Because suppliers account for about one-half of the average company’s costs, their suppliers represent one-half of those costs, and so on going back up the value chain. Further, every company in the chain innovates within its scope of expertise. A customer that effectively manages all of those costs and leverages all of that creativity builds a tremendous competitive advantage for itself, compared with rivals that still regard suppliers as firms whose goods they buy through arm’s-length, price-dominated transactions.

Common Myths and Misunderstandings

It is not true that only large, rich firms like Chrysler, Motorola, and Marks & Spencer can be effective in these relationships. Even small businesses—and others with limited resources—have built powerful alliances with their customers and suppliers. Consider that, like many other small companies, Craftsman Custom Metal Fabricators, a 135-employee sheet metal firm near Chicago, has successfully converted its trading links with suppliers and customers into effective alliances. Targ-It-Tronics, a small Florida-based producer of flexible electronic circuits, has grown dramatically through such alliances. Desmond & Sons, which began as a small clothing manufacturer in Northern Ireland, has grown tenfold through such alliances.

All alliances do not deserve that label. Some firms mistakenly regard any long-term relationship as an alliance (the term partnership is also used). Such beliefs are dangerous, because they create a false sense of security. That a relationship may persist for some time is not necessarily related to whether it sustains continuing improvements, as is the case with true alliances. In competitive markets, the only safety is in creating more value than one’s rivals: Here, alliances have a demonstrable edge over arm’s-length transactions.

Another common misunderstanding about supply alliances is that an increased reliance on fewer sources is risky, because it makes a firm vulnerable to their quality and dependability problems. Nonsense. Attitudes about poor reliability in supply relationships stem from practices that discourage commitments and inhibit longer-term investments needed for quality and other improvements.

Some people believe that having an equity stake in suppliers is essential for close relationships. This attitude stems from observations about Japanese supply keiretsu where large firms in the automobile and other industries have such arrangements with their suppliers. In Japan, however, those suppliers in which customers own equity appear to be financially and technologically weaker than the independent suppliers with which they compete. By contrast, supplier independence is a source of strength and a benefit to supplier and customer alike. The Western firms that have succeeded with supply alliances hold no equity in their suppliers.

Pitfalls on the Road Ahead

Crossing the bridge from conventional customer-supplier relationships to alliances is not simple. Often a history of adversity must be overcome, and habitual attitudes and routines changed—dramatically. To be sure, immediate cost savings (on the order of 10 percent) may be possible simply by shrinking a firm’s supply base. Yet several years may be needed to bring about the deeper changes and build mutual trust that support ongoing improvements and produce the most powerful results.

There is a sharp contrast between having alliances with only one or two selected suppliers and having alliances with all of them. Stand-alone deals to pursue specific opportunities typically bypass problematic internal processes; leveraging the entire supply base cannot. Further, it is one thing to build trust with a few people in one firm for the life of a project. It is an entirely different matter to nurture durable, trusting relationships with many firms.

This difference is where most initiatives to form supply alliances bog down. Overlooking the needs for substantial changes in management and organization styles, and for broad and deep interfirm links, many companies assume the process is a mechanical one: Just reduce the supply base, establish a supplier rating system, mandate cross-functional teams, and everything is set to go. This assumption is wrong. Only a consistent long-term commitment from top management to wide-ranging transformations leads to the best results.

Just as significantly, suppliers must be seen in a wholly new light. As the authors of a landmark study of the automobile industry, The Machine That Changed the World, wrote: “Progress remains blocked by an unwillingness to give up the power-based bargaining firms have relied on for so long. In our interviews with customers and suppliers we found strong evidence that everyone knows the words of the song but few can hold the tune.”9
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2 GETTING STARTED
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As long as there is better expertise on the outside, to succeed we must use that.

Thomas Natale, vice president for operations, Philips Consumer Electronics Company




It isn’t a matter of putting a gun to a guy’s head. It is a question of whether we are all following the same signals from the marketplace. Those who cannot go down the same quality curve with us take themselves out of the game.

Tom Slaninka, director of sector sourcing, Land Mobile Products Sector, Motorola



In the early 1980s, Motorola’s paging business was threatened by a major loss of market share. Motorola had invented paging, and Bob Galvin, the company’s chairman, was determined to keep the business. Galvin knew that in order to do this, the company needed a better product with a lower selling price and healthier margins. All relevant functions—product design, manufacturing, and purchasing—had to contribute. For its part, purchasing asked suppliers for a 10 percent price cut. Suppliers, however, viewed the initiative as only helping Motorola; in essence, the message they heard was, “we’ll keep you around if you give up some profits.” Because Motorola was not offering anything in return, few suppliers took the program seriously.

Disappointed by the lack of results, and in concert with new people taking key positions in its communications sector, Motorola quickly changed its supplier effort to a mutually beneficial program. One facet was quality: Motorola had concluded that advances here could yield lower costs and better margins for itself and its suppliers. The firm was willing to share ideas to reach these objectives, and also to share in the business growth it believed would occur. Ron Schubel, then president of the commercial products division of Molex, a supplier of electrical connectors, describes the time: “We started on the partnership path together by working on tasks that clearly offered near-term benefits to both firms.”

Still, a history of arm’s-length, sometimes adversarial relationships had created an atmosphere of low trust. To set a new course, Motorola management met for two days with top executives of important suppliers. Helped by an outside facilitator, the participants developed a list of more than 100 issues that concerned the suppliers. Motorola publicly committed itself to resolving them, which it did.

Bob Galvin drove the entire change, constantly talking about how each side had to work to earn the relationship. To reinforce what he knew would be a demanding process, Galvin began visiting suppliers just as he did important customers, later discussing the visits with his organization and insisting his direct reports do the same. These actions sent a powerful message to the suppliers and to Motorola that they were highly important to its future. On one occasion, Galvin attended a supplier advisory board meeting and asked members to comment on being a Motorola supplier. The message he got—that Motorola could be hard to work with—reinforced his commitment to change.

To realize his vision, Galvin also won the strong support of several paging executives, including Ray Farmer, Bob Growney, Mort Topfer, Bob Hall, and George Fisher. Farmer, Growney, and Topfer later became Motorola sector presidents; Hall, a group general manager; and Fisher, chairman and CEO of Motorola, Inc. Today, Motorola’s top management, its infrastructure, and the clear benefits from its supply alliances all reinforce the process Galvin began.

Bob Becknell, an early director of Motorola’s sector sourcing function and later a vice president in the Paging Products Group, is credited with having played a key middle management role in transforming the supply relationships. Becknell recalls that the single biggest task was convincing legions of people who had always dealt with suppliers in an adversarial way to adapt a cooperative partnership style. Supported by higher management, his first step was to find a group of middle management people who truly believed there was a better way to work with suppliers. They then proved this vision really worked through early small-scale successes with a few suppliers.

Clearly, any meaningful change must be championed by one or more people who have the skill and credibility to cut through traditional ways and encourage new ones. At Philips Consumer Electronics Company (PCEC), Bill Kennedy, then vice president of purchasing, was the force behind the shift from adversarial supply relations to partnerships. Like Motorola’s Bob Galvin, Kennedy understood that to win converts and reinforce the new process, both his firm and its suppliers would have to see near-term benefits. For that reason, the first purchases under his new regime were connectors, for which PCEC had many suppliers. By substantially reducing the number of suppliers, Kennedy could offer the remaining ones more volume while reaping the cost benefits of greater scale economies for his firm.

Both Galvin and Kennedy knew their efforts were first steps on an endless path. They viewed improved relationships with suppliers—like those with customers—as an ongoing process that would produce more benefits for as long as the alliances were nourished.

Suppliers, like their customers, must also stretch for alliances. When IBM was forming its alliance with Kodak, two IBM executives—Harry Beeth, vice president of finance and planning in the service division, and Irv Schauer, vice president for service quality—were key champions of the opportunity. Frank Palm, IBM’s top executive directly involved in the alliance, reported at first to Beeth and later to Schauer. “Irv was always in my corner when I needed him,” says Palm. “Harry controlled the IBM business, which gave me the freedom to develop the alliance as was needed. At the same time, Irv controlled a lot of the technology resources, and gave me his full support. The alliance was a new kind of activity for us, and he was also an important sounding board for me. When I wanted to talk something through, he was the guy who understood both the technical and relationship parts of the opportunity.”

In addition to championing the concept and sharing the benefits, early steps in building customer-supplier alliances include setting objectives, deciding when to use alliances, choosing firms to partner with, determining what to allocate to suppliers, and reducing the supply base.

Objective: More Customer Value

In the early 1990s, consumer markets in the industrial world experienced a shock when high-priced brand-name products came under attack by moderately priced goods of comparable quality. The revolution gained visibility when Philip Morris—one of the most venerated brands—dropped its prices in response to nonbranded competition. In retail markets throughout Europe, Japan, and North America, better informed consumers increasingly bought goods on the basis of highest value (a combination of quality, style, timing, availability, performance, and price) rather than the imagery of brands alone. Only in emerging economies, where brand names still represent an assurance of value, do such products seem secure at present.1

A similar drive for more value is accelerating in commercial and industrial markets, spurred by growing competition and rising demands for more value from companies that serve consumers. (Consider that, in industrial economies, consumer purchases account for about two-thirds of gross domestic product.) This emphasis on value promotes the integration of every step in every value chain leading to final customer satisfaction. For each company in a chain to deliver maximum value to its own customers, it must receive maximum value from its suppliers.

One corollary of this integration, however, is that as the performance of a value chain advances, each firm in the chain benefits as well. For example, because of Marks & Spencer’s objective of giving its customers maximum possible value, its suppliers have gained handsome rewards. Listen to Chris Haskins, chairman of Northern Foods, a firm in Hull, England, that has worked with M&S to create chilled premium foods and up-market groceries, all developed to sell at reasonable prices: “Our business would not be where it is now without Marks & Spencer. We began as a tiny family dairy in Yorkshire. Now we are one of the most profitable businesses in the U.K. food market, with between 4 percent and 5 percent market share.” This emphasis on value has helped Northern to reach high levels of product quality and to compete on innovation and service rather than low price. It has also fended off retailer pressures to cut prices, a fate that other food companies have not escaped.2

Alliances Versus Market Transactions
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Suppliers can affect many aspects of the value a firm offers its customers, so the objectives the firm gives suppliers must be comprehensive. For example, when PCEC was considering connector suppliers for its television sets, Molex and a rival were equal on quality, delivery, price, and innovativeness. But because PCEC competes in part on its ability to respond rapidly to changing demand, it also required fast service from suppliers.

This included responsiveness to requests for quotes, order changes, samples for design engineers, and design assistance. It also required immediately available personnel for problem solving and salespeople who understood the parts they were selling (since much time would be wasted if they had to ask the home office for answers). It would be even better if they could work directly with the PCEC design engineer to find the best part for the application. Because it was clearly better on all these dimensions, Molex won the business. Largely as a result of its quick response ability, supported by Molex and other key internal suppliers, PCEC won Wal-Mart’s prestigious “supplier of the year” award.

When to Use Alliances

Alliances create more value than market transactions and require the efforts of both firms to gain that result. They are distinct from incentive contracts, used when a customer wants timing, performance, or some other value that exceeds what is available in the market; when the supplier alone controls the improvement; and when an extra payment or other incentive will elicit that behavior. By contrast, alliances join the skills of both firms to offer the greatest possible value. These points are summarized in the figure shown.

Alliances add value to virtually any customer-supplier arrangement, from simple parts like electrical connectors to large, complex projects which, traditionally done as market transactions, foster add-ons, overruns, and other ills that contribute to high costs, low quality, and slow timing.

To illustrate, for the design and construction of a 730,000-square-foot, $300 million paint finishing plant—one of the world’s largest—attached to its Oakville, Canada, car assembly plant, the Ford Motor Company sought substantial reductions in capital investments and time to completion. Further, quality had to be exceptionally high because an automobile’s finish is a vital part of the consumer’s purchasing decision. Rather than follow the usual practice of first developing a specification and then requesting bids from contractors, Ford formed an alliance with Asea Brown Boveri, the Swiss-Swedish multinational.

With Fluor Daniel adding construction expertise as an ABB partner, Ford and ABB combined their engineering talents to develop a better plant design, agreed on a way to share cost savings, took early steps to build trust, and created a joint management structure that maintained this trust and kept the whole project on course. The result was an innovative, low-risk plant that cost about 25 percent less than it would have normally, was completed in near-record time, and did not compromise (and in some areas exceeded) Ford’s performance expectations.3 Such behavior is impossible in arm’s-length contracts even with incentive terms, because they limit information sharing and deny each firm the benefits of the other’s full expertise.

Alliances should be used whenever cooperation will make a meaningful difference, compared with arm’s-length relationships. For example, Motorola uses electronic data interchange (EDI) to share logistics data with its suppliers. EDI, like the telephone, only transmits information. Issues that arise based on that information—unexpected schedule changes, misunderstandings, and so on—require a partnership environment to be resolved effectively. Further, to get the most value from EDI, the operations in each firm that it connects must be adjusted to work better together. For that, people have to be comfortable with each other and open to raising issues and making changes.

Dale Kelsey, a senior buyer in Motorola’s Plantation in Florida, notes that in his weakest supplier relationship, the supplier gets data via EDI, but he gets little feedback on the information he shares. By contrast, in his best relationships, both firms discuss the data and change their processes together.

Choosing Customers for Alliances

Suppliers allocate their resources according to where they can receive the greatest benefits, and not all customers are equally effective with alliances. These facts make partner choice a key early step for suppliers.

It can be awkward to push a customer farther into an alliance than it is willing to go. Some retailers, for instance, have complained that Procter & Gamble salespeople, wanting to create partnering relationships, took too much time collecting information about activities in which the retailers did not want them involved. The customers’ attitude, says industry expert Walter Williams, was, “I don’t want to work the way you tell me. I’m going to tell you how I want to buy.”4

LOOK FOR ALLIANCE BEHAVIOR

Targ-It-Tronics, a producer of flexible electronic circuits in Melbourne, Florida, excels at bringing major cost savings to customers by cooperating on better designs. For example, Targ engineers joined one customer’s design team and changed the firm’s original specification for a 35-cent Targ part. The change led to a substantial productivity improvement for the customer, which was able to take seventeen people off its assembly line. Such results, says Targ president Larry Groves, “require a partnership environment,” because cooperation takes an open exchange of ideas and sensitive information. His firm has walked away from prospective customers who were unwilling to listen to Targ ideas or made unrealistic demands.

The need for an alliance atmosphere can be equally important when problems arise, as they often do. “It is difficult discussing problems with a customer,” says Chris Nunn, managing director of Hunter Plastics, a pipe manufacturer based in London, England. “But if something is going wrong in production or delivery, it is better for the customer to know.”5 Unfortunately, because some customers use such data to punish suppliers, the latter, anticipating such a reaction, withhold the information. Both firms then forfeit the opportunity to solve problems together.

NOT ALL CUSTOMERS ARE POTENTIAL PARTNERS

It is worth being careful when choosing customers to be partners. Purchasing, the leading professional journal, found in a recent survey of its editorial board that “most purchasing executives’ talk about partnerships is skin deep. It is just so much ‘sweet talk’ that disappears when times get tough. Top corporate executives are twisting the arms of purchasing managers to get across-the-board price cuts while talking up partnering to the press. Suppliers who fell for the partnering message and invested in capital improvements have been left holding the bag by greedy customers demanding progressively greater price cuts.”6

As a supplier, PCEC’s Bill Kennedy concurs that not every customer behaves in a way that encourages alliance-like conduct. To determine how to work with a customer, PCEC must learn whether it understands the nature of an alliance and actually practices that. In some firms, Kennedy says, senior executives “say all the right things and do all the wrong things.” Examples that prevent the building of trust include a lack of continuity at the interface (such as buyers being rotated annually) and people failing to deliver on their commitments.

For customers with unpredictable non-alliance behavior, a supplier is forced to pick those areas where it can win while guarding itself elsewhere. Ironically, though, when a customer causes a supplier to defend itself, the customer loses. One typical protection tactic is to add risk premiums to prices, which cost the customer more than it would otherwise pay. Another tactic Kennedy describes is used with companies that have a deal mentality. He notes that some customers win favorable terms by telling PCEC there will not be a rival supplier, and then another firm “comes in through the back door. Or a customer may say they will buy 50,000 cases in April, but you do not put it on the schedule because you know they may decide to buy from a low-ball firm at the last moment. That can lead to shortages for the customer.”

Despite these observations, Kennedy notes that “just because a customer does not behave the right way now does not mean they are not trying. You have to think of the future relationship as well. The biggest problem is when people are not honest in their intent. Then, one must be opportunistic and decide whether to go into a project or not. Some customers have made a conscious decision that they will treat suppliers poorly. In those cases we have to allocate our best resources to others. For example, some firms have used our quality products to attract consumers into their stores, and then use all their sales efforts to push lower quality products where they make larger margins.”

Frank Palm, the IBM executive who led the early formation of his firm’s successful outsourcing alliance with Kodak, concurs that it is not always possible to form alliances with customers. Like Bill Kennedy, Palm says alliance prospects must be prequalified. One criterion is whether a firm demands a lot of specific detail in an agreement. The more of that, the less trust is likely to be present. Another criterion is whether the acceptance of change is built into a contract. A third is whether the firm uses joint management processes to guide such change. If it does not, any adjustments may be at the customer’s whim.



Traits of Customers that Make Poor Partners

  	
Negotiate on price alone



  	
Do not keep promises
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Use adversarial relationships



  	
Supplier problems cause punishment, not solutions



  	
Use detailed contracts with little room for change



  	
Little interest in supplier benefits



  	
Not open to supplier suggestions



  	
Unwilling to share information
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No active support from top executives



  	
Reputation of frustrating other suppliers



  	
Do not protect supplier’s proprietary information










These and other characteristics of customers that perform poorly as alliance partners are summarized in the table shown. For instance, a customer that has not achieved cross-functional integration will emphasize price with suppliers because purchasing is traditionally driven by price considerations, while other functions (such as engineering) do not participate effectively in supplier selection, negotiation, and management. More detailed criteria for selecting customers and suppliers as alliance partners may be found in Chapter 13.

PARTNER WITH LEADING-EDGE CUSTOMERS



One great benefit of being a supplier to firms like Marks & Spencer and Motorola is the advanced practices that develop in those relationships, which are shared. Such firms have earned their leading positions through sheer excellence. They stay there, in part, by finding and working with outstanding suppliers and, together, advance the state of the art in quality, product development, and other areas that bring more value to the customer’s markets.

Listen again to Chris Haskins of Northern Foods: “M&S took us beyond milk into quality standards and other products such as pies, cakes, and prepared foods. The know-how we gained in quality standards enabled us to move into these product areas, and all was encouraged by M&S. Our skills in the milk business and theirs in retailing have created a totally new enterprise for both of us.”

Partnering with leading-edge customers can mean looking outside the usual set of companies.7 For example, auto seat belt use was mandated in Europe several years before it was in the United States. So demand for advances like belts with shoulder harnesses that automatically retract in a crash appeared first in Europe. American seat belt firms took advantage of this opportunity by forming early links to European customers. By contrast, Japanese software firms ignored U.S. computer users, which started switching from mainframes to networks of personal computers—and to the software that works with them—long before the Japanese. As a result, mainframe programs still accounted for 90 percent of Japanese software sales at a time when they had become virtually inconsequential in the United States. By staying with their traditional customers, the Japanese lost the opportunity to build a global business.8

What to Allocate to Suppliers

Reed Personnel Services, a British temporary employee placement agency, formed an alliance with Hewlett-Packard (H-P) in the United Kingdom to provide office support people to H-P. The tie-up, which allows H-P’s personnel group to concentrate on recruiting and supporting higher-level staff, is jointly managed by the two firms for continuing improvement in temp employee quality and faster responses to filling vacancies. Since Reed specializes in recruiting and training temps, it can do a better job than H-P could.
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