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SLIANCE
UILDER

lor Larraine Segil of Vantage Partners, the abil
ity to build strong }'L'/u/imzx'/u/b correlates directly to
business success. The author and management con-
sultant has helped hundreds of organizations navigate
the sometimes formidable obstacles that can frustrate
alliances. In fact, it was Vantage Partners early work
at the Harvard Negotiation Project that laid the
framework for the historic Camp David accords in
1978 and the constitutional transition in South
\frica in the 1990s.

Today, as an alliance expert and partner at Vantage
Partners, Segil is showing companies how to build
stronger alliances with their customers and suppliers.
Her latest book, NMeasuring the Value of Partnering:
Fow to Use Metrics to Plan, Develop, and
Implement a Successful Alliance (AMACOM,
2004, ) explains how to put successful alliances in
place—and create the metrics necessary to keep them
successful. Segil’s earlier works include Intelligent
Jusiness Alliances and Fast Alliances.
Asked about her core message for supply chain pro-
fessionals, Segil responds without hesitation:
“Change the essence of your relationship with ke
partners from price to value.” She spoke to SCNR
Editor Francis Quinn from the Vantage Partners

offices in Los Angeles.

PHOTOGRAPHS BY TIM TADDER
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Alliance

» What's the biggest mistake that companies typically

= make when entering into a relationship?

o Certainly, one of the biggest mistakes is not really

s understanding what they're tryving to achieve through
the relationship. Now I know that sounds mundane, but
vou'd be amazed how often parties don't communicate clearly
what they want to accomplish.

To develop that understanding, you need strategic align-
ment of the partnership strategies from the very beginning of
the relationship. That doesn't necessarily mean that the strat-
eay has to be the same for both partiers. But it does mean
that you start ofl with a strategic understanding ol the direc-
tion vou're trving to achieve. The partnership could be ol rel-
atively low strategic importance for vou and high for yvour
partner. Now, that's fine as long as vou know what the differ-
ence is and you can manage vour expectations. But remem-
ber, if it's a highly strategic relationship for vou and it's much
less strategic for vour partner, there's a high likelihood that
vou will be doing all of the work.

Sometimes the strategic direction of your partner will
change during the course of the relationship—and vou need
to be aware of that. They may become disinterested in the
relationship and start pulling back on the committed
resources. You need to be on top of that and ready to take
appropriate action.

o And that's where metrics come
= into play?
Absolutely. Every key aspect of the relationship needs

mto be tracked as a metric. Because when you see those
metrics’ levels beginning to drop, these are leading indicators
of potential alliance failure. By tracking the relationship met-
rics vou can tell if your partner’s attention is waning. Where
once you might have expected them to come to the table to
discuss adjustments in the scope of the relationship, you now
can't even get them to return vour phone calls. You may have
a contract, but that's about it.

» Could you talk a bit more about the importance of

m metrics in a relationship?
A.Alc‘trics are absolutely essential. We see metrics as

m falling into four categories: strategic, financial, opera-
tional, and relationship. And these metrics are applied in two
distinct stages of the relationship—the development stage
and the implementation stage. So whether you're in the
development stage or the implementation stage, you should
have metrics in each one of those categories. The specific
metrics will vary depending on the kind of relationship you're
putting together. Vantage Partners has developed a frame-
work of relationships based on the value or strategic impor-
tance and the cost of switching suppliers. (See Exhibit 1.)
We've categorized the supplier relationships into commodity,
collaboration, custom, and strategic. My book gives many
44 Scrppiy CHALN MANAGEMENT REVIEW
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examples of metries for cach tvpe of relationships. So vou
could hasically cherry-pick from a menu of what makes sense
for you based on the nature and strategic direction of the
relationship.

o Most readers can understand traditional metrics like

m on-time delivery or order-fill rates. But you also advo-
cate the use of nontraditional metrics. Could you give an
example?
A o\ good one is RONMOC, or return on market opportu-

mnity cost. This metric looks at cost and market oppor-
tunity not just as a one-time deal but rather as a multiplier
that extends over the course of the relationship. So let's say
that vou were thinking about going into a new market, and
vou were [)()mnliull) going to partner with a supplicr who was
already integrated into that market with other customers. If
vou negotiate on price alone with that supplicr, without
understanding the value they have to offer over and above the
product or service in question, vou would be undervaluing
the relationship’s true potential. RONIOC is a metric we've
developed to help companies understand that potential. It's a
nontraditional metric that essentially changes the cquation
from price to value.

o How do you know you're partnering with the right peo-
u ple in the first place?
A.Thc process of sclecting a partner is not about
userendipity, or liking someone, or even having worked
with someone in the past. It needs to be a structured process.
You need to develop selection criteria that reflect what's real-
istic in the marketplace and, at the same time, respond to
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vour needs. Compatibility is a huge
issue when it comes to managing
relationships over time. So vou need
to take a close look at the culture of
prospective partners as part of the
selection process.

[he selection process also needs
to consider the level of integration
that will be required. Therefore, it's
critical to consider compatibility carly
on in the selection process. If vou're
looking for a strategic supplier, vou
would have more integration.
I'herefore, vou would be looking
closely at the cost or difficulty of
changing suppliers. If vou're looking
for a commodity supplier, the integra-
tion would be a lot less, and issues
like culture compatibility and cost of
switching would have relatively less
importance. So basically the selection
process requires vou to do some tier-
ing, some analvsis, and even some
scenario building,

» You've emphasized that communication is key to any

» successful relationship. What tips can you give readers
on effectively communicating with their alliance partners?
A | he one thing vou should never do is stop communi-

m cating with vour partners. Even if you thoroughly dis-
agree with them and you don't like what they're doing, the
moment you stop communicating, vou basically terminate
any opportunity for remediation. Two-way communication is
key. Communication protocols can be actually built into the
process of a managing a relationship so that you can control
who gets to speak to whom. In this way, vou don’t have mid-
level managers rushing off and asking for changes when they
don't have the authority to do so, or a supplier running ragged
trving to satisty somebody’s needs that has nothing to do with
what they should be doing, and so on. So controlling and
managing communication, keeping communication going,
making sure that communication is structured and appropri-
ate and valuable and clear

these are all key clements of a
true partnership.

g You also emphasize the importance of cultural integra-

w tion in any successful alliance. Why is this so important?
A- It's a huge issue that comes up continually. We have

m found that over time the business reasons for going
into the relationship become inversely proportional to the
compatibility issues. In other words, organizations spend a
huge amount of time looking at why they're going into busi-
ness together, why they're going to buy from or sell to each
other, and what kind of deal they can work out. Yet they
spend very little time looking at how decisions are made at

www.scmr.com

Over time, the
business reasons for
going into the relation-
ship become inversely
proportional to the

compatibility issues.

the respective companies, what kind of organizational struc-
tures are in place—are they hierarchical or cgalitarian. Is
there consensus-based decision making, what Kind of
approach do the companies take with regard to time-to-mar-
ket? Do they like to test and retest and then beta test before
launching a product or initiative? What's the speced of change
within the organizations, and so on.

In short, companies usually address the business issucs
surrounding the deal but pay little attention to these cultural
issues. The problem is that over time the business reasons of
why vou went into the deal become less and less important,
while the cultural challenges become more and more impor-
tant. My research into hundreds of companies shows that the
business and culture issues intersect at about three and one
half vears into a five-year term. And it's at this point where 60
percent of relationships fail. That's why it's so important to
bring those cultural issues up carly in the relationship.

o Lalk about the role of a champion in the alliance devel-

m opment process. s that an essential position?
A.l think champions are important, but they have to be

m qualified and positioned properly. We have developed
a tool to help companies do that. It's called "DICN," each let-
ter referring to a key role in the alliance-development and
decision-making process. The champion is generally in the
“D" box, the driver of the decision. This individual may not
necessarily be the one who has decision power but is some-
one who is very excited about the relationship and has taken
the initiative to get it moving forward. Then vou have people
in the “I" bucket, people who need to be informed about the
progress of the alliance development. They really don't want
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to make the decision regarding the alliance or drive the initia-
tive. But they need to be informed of what's taking place
because it's important to their world. Then there are people
in the "C." or consult bucket. These are the individuals whose
counsel and input is needed to make the right decision with
regard to the alliance. Finally, in the negotiation "N" bucket
arc the individuals who make the decisions. They have the
power to approve or veto the alliance provisions.

Now we often find that in important relationships every-
body rushes to the table and savs "l need to be heavily
involved in this. | need to be in the "N bucket with the veto
power, and so on.” We'll say, "Fine, no problem. Oh, and by
the way, this level of involvement will involve at least four
to six hours of reading a week, and two or three meetings
that will take maybe four hours, and so forth.” The response
is typically, "Well, I don't have time for that, but I do need
to be consulted on this project.” To which, we'll say "O.K.,
and that will
involve a couple of hours of yvour time cach week.” So vou

vou can be a consultant—the "C" bucket

can see. the DICN tool is very effective for defining the role
of the champion and other key plavers—and getting the
right people in the right role.

o Is it difficult to change the nature of your relationship

= with an existing supplier, specifically moving it to a
more strategic level?
A a Because of the burden of history involved with a par-

mticular supplier, making the transition can be diffi-
cult—though it's certainly not impossible. You may have
worked with a supplier over the vears and built up a history
of interaction for better or for worse. And now vou're trying
to transition something that had been a largely commodity-
type relationship into a more strategic alliance in that
upper right-hand quadrant. The problem is that up until
now, vou've only been talking about money and cost sav-
ings with this supplier. Now vou have to change the con-
versation to knowledge transfer, integrated value, collabo-
ration, and so on. So even though many companies and
many of vour readers may recognize the opportunities in
transitioning folks to integrated strategic suppliers, they are
fighting an uphill battle in their own organizations because
of the transactional

interactions.

o It's tough to get past the transactional mindset that

» most purchasing people grew up with.
A . Exactly. Nany people in the organization will continue

mto consider these partners as vendors. We see this
often. A delicately framed and developed alliance relationship
is scoped out by two parties and gets handed off to procure-
ment. The procurement folks then proceed to drill it down to
a vendor relationship again. In my first book, Intelligent
Business Alliances, I recommended strongly that vou bring the
procurement people into the strategic negotiation up front.
Don't wait to bring them in until the end because they will
46 SurrPiy CHAIN MANAGEMENT REVIEW
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and often adversarial—history of

only do what they know how to do. If vou want them to play a
strategic procurement role, vou need to make sure they're
involved in the strategic part of the process.

o Any other traditional approaches of working with your

u supply chain partners that need changing?
A One arca is the negotiation process with suppliers, which

m traditionally has been confrontational. The tvpical sce-
nario is that two partics come to the table and start off by trying
to get 100 percent of what thevre after. Then vou vield some,
and I yield some. Then vou vield a little more, and 1 vield a little
more, and so on. So we end up with something that neither of
us is really happy with. There is so much that weve left in the
arca of joint gain—what we call the Pareto frontier. Joint gain is
the opposite of zero-sum. Zero-sum savs the more vou get, the
less T get: if you win, I lose. Joint gain savs the more vou get, the
more | get, too. In other words, there's an atmosphere of plenty
rather than an atmosphere of less.

o Our readers are heavily involved in acquiring services,

m such as transportation or third-party logistics services.
Do service-oriented alliances differ significantly form purely
product relationships?
A o [N virtually every service relationship, there's a knowl-

m edge-capital component, which is a somewhat softer
notion than a product. For this reason, it's much harder to
measure the value of a service. Yet there are a number of
metrics you can apply to determine that value. I'm talking
about measures that gauge kev aspects of the relationship like
responsiveness, flexibility, innovation, the ability to act quick-
Iy and appropriately to changes in scope. Just consider that
last metric relating to changes in scope. By doing it well, vou
can literally save millions of dollars over doing it poorly. Plus,
vou avoid tying up huge amounts of energy and senior man-
agement time and attention. So in a service-intensive rela-
tionship vou need to measure such things as flexibility and
responsiveness as well as whether vour partner is delivering
on time.

» You encourage companies to assign a relationship man-
m ager to their key suppliers. What role do these individ-
uals play?
A.'l‘hc relationship manager's role is to ensure that the
minteractions occurring between vou and your partner
are managed in a coherent and proactive manner—not as a
series of independent, unrelated transactions. In some cases.
the relationship manager may even get involved with vour
supplier’s supplier because what the tier-two supplier does
has a huge impact on the ticr-one supplier's performance.
The relationship manager is responsible for setting the met-
rics for these external partners and measuring the outcomes.
The other role is interfacing with all the internal stake-
holders, meaning the business units within his or her own
organization and corporate as well as individual functional
departments like purchasing and logistics. So this can be a
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ties of a_

Relationship Manager

1. Serve as owner of supp\'\er/l_ucent relationship.

2. Develop and manage relationship using performance improvem
3. Compile, evaluate, monitor metrics using supplier scorecard.
4. Facilitate cross-company teams to drive results.

5. Set strategic direction of

6. Own business development

technology with Luce
with supplier.

7. Write and manageé alliance agreements with suppli
8. Monitor industry practices outside Lucent.

9. Drive Luce

nt and supplier.

er.

10. Be responsibl
ages, cost, quality.

e for specific initiatives such as inventory,

Source: Negotiating and Managing Key Supplier Relationships, Vantage Partners, 2003

trent
dicated to the job full time—

on i

sretty big job. To give it the a ¢ deserves, you need to

have a person de '\\L\\‘\ittl\;\l'\} it

you want to move the relationship 1o the strategic. upper

rig_’hl—hzmd quadrant.

\antage Partners recently released a report titled

Negotiating and Managing key Supplier Relationships. which

was Jed by iy pasther Jonathan Hughes, W ho runs the

Supplier. Sourcing and Procurement arca ol focus for our

company. The report examines the subject in depth, and 1

believe would provide vood insights for your readers on the

role and benefits of a relationship manager. (The accompany-

ing sidebar from the report shows how one company. lLucent

Technologies. successiully structured the supplicr relation-

ship manage

Q
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, You cite Avnet as a company that builds successful
» supply chain alliances and also effectively measures

them. What's their secret?
A. It always starts al the top. When you read the quote in
o book from Avnet CEO Roy Vallee, there's no doubt

where he stands: "We are all about u\\mnccswmrchni(mships

are lend‘dl“CH\‘dl to \\\\;\t e d(). ‘dﬂd Wwe measure [hL‘lﬂ n

order to constantly ensure that we are increasing sharcholder

value.” As a distribution company, Avnet is in the middle,

and they have to be both supplier oriented and customer ori-

ented. | talk about some of the storms they have weathered

in this position. In on¢ particular case, HP actually changed

the whole nature of the relationship with them. HP said

we'te not going to use you as We have in the past, We want 1o

gkinny up this contract. we are going to do a lot of the service

stuff ourselves that you had been doing. All of a sudden the

game had changed, and Avnet had to totally rothink the rela-

tionship. They went forward with a successful redesign and

re-launch of the relationship. 1twas 2 masterful turnaround.

In my book I point to Rick Hamada of Avnet Computer

\arketing as an example of a business Jeader who understands

cmr.c om

Lucent Global Supplier

ent plan.

nt Supplier Relationship Program opportunity assessment.
delivery, short-

i like vour partnet and.

value of metrics. He views metrics as

the
ensuring that

a way of

you do what you pmm'\scd you will do,

consistently, because that's the fundamental hasis of

building trust. And if yvou can do what yvou said

you're going to do. the supplier or the customer will

keep looking to you 1o colve their problems. And il

vou do that well, you'll move to the higher Jevel of

being a problem anticipator. You just keep integrat-

ing ‘\()LH‘SL‘HV further and further into your partners

business. The more you do this. the more you

change the com ersation from cost 1o value

| G , You just mentioned trust. Where does that
‘1 » fit into the relationship equation?

A- Irust is a squis

s need

hy kind of concept. First. you

to understand ¢hat “trust” is not neces”

sarily “like. In other words, you may not ¥en much

in the real sense of the word.

you may not actually trust them as you would a fam-

ilv member. But you may be able to trust them in a business

cense because they do what they say they are going to do.

N O,

itment means givil

eally. trustis all about understanding commitment.

what doces commitment mean: Comm g

promiscs on things that you can gepually deliver @0.

Commitment also means understanding the distinction

between the substance and the value ol the relationship. I'his

may help to ilustrate the point: \ compan might say. | ook,

weve been good customers for so long, why don't we just

drop this Lnnecessan mcusurcmcm.” Or. “You've been a sup-

plier for so long. why don't me an extra dis-

Iha

the substance

ou just give

count?’ ¢'s confusing the value of the relationship with

of the deal. So we alwavs counsel our clients
¢ terms and not
fact,

he cmlch 1o hc\p vou

that you can be very. very tough on busine

have that interfere with the value of the relationship. In

you shouldn't be using relationship as t

get better business term. That's a spim\»du\\ n pm\)\um that

will get you into breach of trust e entually.

G.Let's say things don’t work out sO well and you have
s to end the relationship. Is there any way to do that

painlessly?

A.

s do believe that te

There is no such thing as a painless termination. But |

rmination needs to be made in con-

cuilpation with youp parast It has to be negotiated. In other

n shouldn't mean that onc d
alls.

should be C()mmumcutcd in a 1‘c5pectfu

words, terminatio ay you just stop

returning the other pcrsmfs & A ncg()lialcd termination

1. colluborative man-

ner. It should be done in a way that lcaves the door open for
working together again in the future.

Weve actually seen companies reputations being negativel

impacted by the way theyve treated their suppliers. [he auto

industry is @ good example. As we W oIl know, sometimes W hat

g()(‘.\'- Lll'()Uﬂd comes ‘dl‘()llﬂd. ,"\ﬂd }()U ma\ cnd up \\()l’\\il'l((’_ t()l'

the same
gh on them last time!” @D

another company but dealing with supplier thinking,

*Oh no, | wish 1 hadn't been so tou
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