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JVs and alliances can deliver more shareholder value than M&As 

can, but getting them off the ground can trip you up in unpredictable 

ways.

 

More than 5,000 joint ventures, and many
more contractual alliances, have been
launched worldwide in the past five years. The
largest 100 JVs currently represent more than
$350 billion in combined annual revenues. So
it’s become clear to many companies that alli-
ances—both equity JVs (where the partners
contribute resources to create a new com-
pany) and contractual alliances (where the
partners collaborate without creating a new
company)—can be ideal for managing risk in
uncertain markets, sharing the cost of large-
scale capital investments, and injecting new-
found entrepreneurial spirit into maturing
businesses.

What’s less clear to these companies is how
to overcome the many challenges inherent in
implementing joint ventures and alliances. In
1991, we assessed the performance of 49 joint
ventures and alliances and found that only 51%
were “successful”—that is, each partner had
achieved returns greater than the cost of capi-
tal. A decade later, in 2001, we assessed the
outcomes of more than 2,000 alliance an-

nouncements—and the success rate still hov-
ered at just 53%, despite studies that have
highlighted the well-known reasons for JV fail-
ure: wrong strategies, incompatible partners,
inequitable or unrealistic deals, and weak
management.

Our most recent research, on which this ar-
ticle is based, confirms that the challenge con-
tinues. Why is JV success so elusive? We be-
lieve it’s because many companies overlook a
critical piece of any alliance or JV effort—the
launch planning and execution. Although
most companies are highly disciplined about
integrating acquisitions, they rarely commit
sufficient resources to launching similarly
sized joint ventures or alliances. Mistakes
made during the launch phase often erode up
to half the potential value creation of a ven-
ture. The launch phase—beginning with the
signing of a memorandum of understanding
and continuing through the first 100 days of
operation—is usually not managed closely
enough. This lack of attention can result in
strategic conflicts between the allied compa-
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nies, governance gridlock, and missed opera-
tional synergies. As one executive told us, “If
we could improve our skills in one area, it
would not be in deal making or ongoing man-
agement but in the launch phase. That’s where
the rubber meets the road.”

 

JV Challenges

 

When an organization brings an acquired
company into the fold, only one corporation
exists after the deal, allowing for unilateral de-
cision making. By contrast, after two compa-
nies agree to an alliance, there are still multi-
ple parties (two parent companies, and, in
many cases, a new company) dealing with dis-
parate interests. This creates a unique set of
challenges. (For an overview of the challenges
companies face in launching JVs and alliances,
see the exhibit “Clearing the Hurdles.”)

The first challenge is building and maintain-
ing 

 

strategic alignment

 

 across the separate cor-
porate entities, each of which has its own
goals, market pressures, and shareholders. If
these individual interests are not addressed
during the launch phase, conflicts will develop
in crucial strategic areas. For instance, should
the JV’s products or services target high-end or
mass-market consumers? Should the venture’s
reinvestment goals emphasize revenue growth
or cash flow? Such conflicts can delay the ven-
ture’s development and can set the stage for
costly compromises down the road. JV and alli-
ance partners try to anticipate areas of poten-
tial misalignment during the negotiation
phase—but many conflicts of interest surface
only when the partners dig deep into opera-
tional details and start to run the business.

The second challenge is to create a 

 

gover-
nance

 

 system that promotes shared decision-
making and oversight between the two parent
companies. Even though a joint venture isn’t
necessarily a marriage for life, governance
problems can quickly trigger termination of
the deal. Weak controls can cost the parent
companies money and can expose them to un-
expected risks. The secret to effective gover-
nance is balance: providing enough oversight
to protect important assets without stifling en-
trepreneurship.

The third challenge that most joint ven-
tures—and virtually all nonequity alliances—
face is managing the 

 

economic interdependen-
cies

 

 between the corporate parents and the JV.
To avoid duplicating costs, most alliances are

structured so that the parents continually pro-
vide financial capital, human skills, material
resources, and marketing and other services.
The parent companies generally do outline the
broad extent of the economic interdependen-
cies during the negotiation phase—but they
often don’t quantify the specific resources and
finances that should be flowing to and from
each partner until the launch phase. Consider
what Starbucks and PepsiCo did. In 1994, the
companies formed their successful North
American Coffee Partnership, a JV with more
than 90% of the U.S. ready-to-drink coffee
business. The venture was set up with fewer
than a dozen full-time professionals, who have
capitalized on the parent companies’ capabili-
ties. Starbucks contributes services such as cof-
fee purchasing and roasting, creation of bever-
age concentrates, and quality assurance.
PepsiCo provides distribution of the JV prod-
ucts to grocery, convenience, and mass-market
stores. The two companies jointly manage
marketing and product development. And
they agreed during the launch phase on spe-
cific ground rules for compensating each par-
ent fairly for its contributions.

The fourth challenge is building the 

 

organi-
zation

 

—a cohesive, high-performing JV or alli-
ance—when most managers come from, will
want to return to, and may even hold simulta-
neous positions in the parent companies.
Many venture CEOs lament that alliances are
treated as dumping grounds for underperform-
ing executives, rather than as magnets for
high-potential managers. Most companies that
complete a merger dedicate a full-time team of
their best leaders to integrate the target com-
pany. By contrast, many JV launch teams com-
prise a handful of part-time managers who are
learning as they go. According to a board
member of one successful multibillion-dollar
JV, “We agreed to virtually every decision—
picking the IT systems, selecting staff at every
level—prior to closing the deal.” If organiza-
tions underinvest in launch project manage-
ment, they can jeopardize the long-term
health of their ventures.

Some guidelines for launch planning and
execution apply to all JVs and alliances. The
parents should appoint a launch leader (some-
times, but not always, the JV CEO) and identify
deal champions. The latter are typically senior
executives from each parent company who are
known and respected across the organization
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and have a strong interest in the success of the
joint venture. The parents should also assem-
ble a dedicated and experienced transition
team immediately upon signing the memoran-
dum of understanding. This team is responsi-
ble for getting the business up and running. Its
tasks include developing a detailed business
plan, creating the 100-day road map that or-
chestrates the activities of all work groups, and
intervening when the launch process veers off
track.

Other requirements of launch planning
vary based on the nature of the venture. There
are basically four types of joint ventures: In the

 

consolidation JV,

 

 the value of the alliance
comes from a deep combination of existing
businesses. In the 

 

skills-transfer JV,

 

 the value
comes from the transfer of some critical skills
from one partner to the joint venture—and
sometimes to the other partner. In the 

 

coordi-
nation JV,

 

 the value comes from leveraging the
complementary capabilities of both partners.
And in the 

 

new-business JV,

 

 the value comes
from combining existing capabilities, not busi-
nesses, to create new growth. The transition

team should focus on maximizing operational
synergies in the first two cases, and it should
focus on understanding new or expanded mar-
ket opportunities in the latter two.

Once the right launch team is in place and a
time line has been set, the real work begins.
Successful JVs tackle each of the challenges
outlined previously. They preempt failure by
exposing inherent tensions early in the pro-
cess. They move quickly from general road
maps to detailed, practical planning. They clar-
ify strategy and governance, and they put in
place the right incentives and processes to se-
cure top talent and critical resources from the
parents.

 

Resolving Strategic Conflicts Up 
Front

 

It is common for companies to assume that
the JV’s strategy has already been defined dur-
ing deal making and that the launch phase,
therefore, is simply the time to implement a
shared strategic vision. In our experience, it is
virtually impossible to get into enough detail
during the deal-making phase to surface and

     

JV 
Challenges

Keys to 
Successful 
Launch

• Parent companies may
hold different strategic
interests, which may
affect the nature and
degree of integration.

• Parents share control of          
the JV, which complicates 
decision making.

• Parents have separate 
reporting systems, 
processes, and metrics.

• Parents provide ongoing 
services, staffing, and 
resources to the JV, 
which affects venture 
economics. Transfer 
pricing may become 
an issue.

• The JV’s performance 
is less transparent 
compared with that 
of the parents’ wholly 
owned businesses.

• Parents must manage 
cultural differences, 
as well as conflicting 
incentives and career 
paths.

• Align the parents’
interests around the JV’s
objectives up front.

• Specify first-year goals
for the JV.

• Apply loose-tight 
governance.

• Create clear protocols 
for decision making.

• Specify the services 
parents will provide, 
and establish fair 
transfer-pricing schemes.

• Establish good risk- 
and performance- 
management systems 
for the JV.

• Secure commitments 
from key staff – especially 
from parent company 
employees.

• Create a compelling 
value proposition for 
JV employees.

Strategy Governance Economics Organization

Clearing the Hurdles
M&As are notoriously difficult to manage, but JVs and alliances bring 

their own set of challenges, outlined here. To overcome each of the four

challenges – and at every stage of the JV’s development and launch –

companies need to assign dedicated project management teams.
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resolve all the strategic differences between
the corporate parents.

Consider the following examples. Two large
pharmaceutical companies formed a venture
to expand the market for a specific class of
drugs. Each partner contributed complemen-
tary patent-protected medicines within the
drug class and regional marketing strengths to
the JV. Yet once the JV was up and running,
one parent wanted to promote its higher-mar-
gin, lower-volume products, while the other
parent wanted to expand its market share for
its products through aggressive pricing. The
companies had failed to address this funda-
mental misalignment early in the process, and
the venture struggled through two years of
friction and weak sales before one partner ulti-
mately bought the other out. In another con-
solidation JV between two global chemical
companies, it was clear early on that one part-
ner was more willing to invest in the venture
than the other one was. The companies had
different targets for return on capital and dif-
ferent perceptions of the long-term strategic
benefits associated with the venture. The CEO
of this joint venture was caught in the cross
fire, lacking agreement from the parent com-

panies about how and where the JV would
compete and what level of investment was ap-
propriate. In both cases, the companies had
failed to discover strategic conflicts early
enough in the launch process, when the part-
ners might have been more amenable to nego-
tiation. To root out these conflicts, companies
should do the following:

 

Develop a VC-quality business plan. 

 

Prior
to closing the deal, the launch team, working
with future management, needs to develop a
detailed business plan. It should meet the
same standards of rigor, detail, and logic that
a venture capitalist would demand. To start
with, the management team (the CEO, CFO,
and COO) should meet off-site for two or three
days with members of the JV board and the
deal champions from both parent companies.
The group should define exactly how and
where the JV will compete, project how the JV
might expand beyond its initial scope, set fi-
nancial targets, plan capital expenditures, and
create a blueprint for the organization. This
work is then translated into a detailed busi-
ness plan. It all sounds straightforward, but
these meetings are often contentious precisely
because they reveal gaps in strategic align-

 

When Is a JV Worth the Trouble?

 

Some managers avoid or overlook the JV op-
tion because they aren’t sure at what point 
the advantages outweigh the complexities. 
Yet some companies have developed a core 
competency in alliances and pursue JVs over 
and over again with good results.

Judicious use of JVs starts with a careful 
evaluation of the business opportunity at 
hand. First, consider your dedicated inter-
nal resources. If you don’t have the required 
skills and experience in house—and there is 
not enough time to develop these capabili-
ties from scratch—an external vehicle (a JV, 
a contractual alliance, or mergers and ac-
quisitions) might be a good option.

In general, the further removed a new 
business opportunity is from a company’s 
core competencies and existing businesses, 
the more likely the company is to consider 
an alliance instead of an acquisition or or-
ganic growth. Alliances tend to have higher 
success rates than M&As when the objective 
is to enter a new region, product area, or 

customer segment or to develop entirely 
new capabilities. Alliances have lower suc-
cess rates when control is important—for 
instance, when the goal is consolidation of 
operations or improved performance.

Many companies assume the fastest way 
to gain scale with new products or capabili-
ties is to buy or merge with another com-
pany. But anyone who’s gone down the 
M&A evaluation path knows the barriers 
and risks. Mergers and acquisitions often re-
quire that the buyer pay a premium of 20% 
to 50% over the current stock price of the 
targeted company. But experience and re-
search show that most acquirers never re-
cover that premium. By contrast, a joint 
venture typically involves no premium.

An unwilling M&A target or partner can 
also be a barrier. If two companies are com-
parable in size, and one party is unwilling 
(or unable, perhaps by local law) to partici-
pate in a merger, a joint venture may be an 
attractive alternative for capturing specific 

capabilities from another company. And 
let’s not forget that integrating an acquired 
company takes lots of time and resources. It 
can tie up managers for years while the core 
business goes unattended. The process is 
particularly risky when a company has no 
experience—or a poor track record—with 
integrating acquisitions. Again, a joint ven-
ture or contractual alliance, which can allow 
a more tailored deal, may be a safer alterna-
tive.

Equity JVs make the most sense when 
value will be gained by integrating assets or 
capabilities, or when the size of the prize 
warrants the effort of setting up a separate 
company with its own culture and P&L. 
Contractual alliances can be a good alterna-
tive when the relevant assets or capabilities 
cannot be carved out of the parent compa-
nies (for instance, a sales force or a brand) 
and when value creation is driven by im-
proved coordination and learning, not re-
source integration.
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ment.
The launch team, working with the JV

board, also needs to draw up performance con-
tracts that make key JV managers accountable
for the success of the venture. The partners
should clarify the resources, personnel, and be-
haviors required for the JV’s success so confu-
sion about these matters won’t hamstring the
people charged with running the venture day
to day. Consider the following example: Four
electric power companies interviewed for a
CEO to run their proposed joint venture. One
candidate was offered the position but took his
time in deciding whether to accept. Before
committing to the venture, he interviewed
each board member to understand the par-
ents’ objectives, revised the JV business plan,
and proposed six specific objectives for the
first nine months of his tenure as CEO. He
then insisted on the collective endorsement of
the JV board as a precondition to accepting the
job, and he negotiated a compensation agree-
ment that linked his bonus to these objectives.
He also negotiated an employment contract
that empowered him to make key operating
decisions and choose executives. As he later ex-
plained, “In joint ventures, especially with
many partners, there is a tendency for the
partners to each make back-channel requests
of the CEO and to try to influence the alliance
through people they put into the JV. I was not
going to put up with that. I needed all the part-
ners to agree on the venture’s overall priorities
and hold me responsible for executing against
them.”

 

Act quickly to manage inevitable setbacks.

 

A detailed business plan and supporting per-
formance contracts are important, but they
can’t prevent unpleasant surprises once the
venture is launched. For instance, Starbucks
and PepsiCo were forced to rethink the direc-
tion of their joint venture after the first prod-
uct it introduced, a carbonated coffee drink,
received mixed results in early tests with cus-
tomers. “We had a great partner, a leveraged
organizational model, but no product,” one
Starbucks executive recalled. The partners ul-
timately redefined the JV’s product, drawing
on the lessons they learned from those initial
market tests.

Successful alliances pay a lot of attention to
communication—not just during the launch
phase, but throughout the life of the venture.
For instance, senior management at TRW

Koyo Steering Systems, a JV manufacturer of
automotive components, followed a policy of
“equal communications” with each of the par-
ent companies (TRW Automotive and Koyo
Seiko). When Arvind Korde, CEO of the JV,
needed to communicate facts or issues to one
parent, he always copied the other parent,
thereby promoting openness and trust. And
Korde and his team were quick to react to
problems. One year into the venture, the JV
was on the verge of securing its first customer,
which exposed the parent companies’ differ-
ence of opinion around pricing. TRW, which
was focused on profitability more than
growth, argued for higher margins and prices.
Koyo Seiko sought to build market share and
maximize the scale of its global relationship
with key Asian customers. “This was a real
turning point for the JV,” Korde recalls. “De-
spite our early success, I wasn’t sure we would
make it out of there alive.” Korde called an off-
site meeting of his management team in which
they experienced what he calls a “coming to
Jesus” moment. In that session, the manage-
ment team crafted a new vision for the JV and
a constructive approach for resolving the con-
flict.

 

Achieving Loose-Tight Governance

 

Besides managing the parents’ goals and ex-
pectations, the launch team needs to focus on
building an effective governance system for
the JV or alliance. An appropriate structure
should allow the JV management team to
make timely decisions while providing the
parents with sufficient oversight to protect
their assets.

During the deal phase, most companies
focus on the composition of the board, the par-
ent companies’ veto rights, and the conditions
for termination of the venture. But effective
ongoing governance requires more than con-
tractual agreements. Without the right launch
planning, the typical JV contract is a recipe for
disaster because every major decision is sub-
ject to board approval, which requires the
agreement of both partners. The default pro-
cess for resolving disputes is often, “Talk some
more.” This usually results in strategic dead-
lock between the parent companies, followed
by erosion of the synergy created by the deal
and, often, termination of the venture. The
launch phase is the time to go beyond the lines
and boxes and address how decisions will be

Successful alliances pay 

a lot of attention to 

communication—not 

just during the launch 

phase, but throughout 

the life of the venture.
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made and disputes resolved. To find the right
balance between giving the JV enough auton-
omy and granting the parents enough control,
companies should do the following:

 

Apply rigorous risk management and per-
formance tracking. 

 

Some companies grant
the venture management team so much au-
tonomy that it borders on negligence. This
was the case in a billion-dollar industrial JV
that combined similar business units to in-
crease scale and reduce operating costs. Dur-
ing the launch phase, the partners failed to
create adequate oversight mechanisms. Three
years into the alliance, the U.S. partner was
dismayed to discover that the JV had incurred
a $400 million debt without ever having gone
through either parent’s capital-budgeting pro-
cess. In a second JV at the same company, one
parent found that the venture was delivering
an annual 3% return on invested capital, a fig-
ure well below its targeted rate of 14%. The JV
was not part of the standard corporate-plan-
ning and strategy review forums and was
never subject to the same level of scrutiny as

the wholly owned businesses.
In the wake of Sarbanes-Oxley, companies

have increased their attention to transparency,
risk management, disclosure, and performance
management in their wholly owned busi-
nesses. But our research shows that companies
don’t evaluate the performance of their JVs as
diligently as they do their wholly owned busi-
nesses with equivalent assets. That’s a mistake;
parents need to treat their ventures and their
wholly owned units similarly. This means, for
large joint ventures, putting in place an audit
process like the ones used at the best public
companies, including an active audit commit-
tee and external auditors focused solely on the
venture’s economics. It means building a
strong finance organization inside the JV to
make sure that the board and venture manage-
ment have the critical information they need
to do their jobs. And sometimes it means in-
cluding the JV in at least one parent’s annual
or semiannual corporate review, thereby en-
suring transparency.

 

Streamline decision making. 

 

Of course,
some corporate parents go too far and imple-
ment governance systems that stifle entrepre-
neurship and create dysfunctional bureau-
cracy. During the launch of a $4 billion
natural resource JV, the parent companies cre-
ated a large board with subcommittees in-
tended to be heavily involved in—but not ac-
countable for—the day-to-day operations of
the venture. All major decisions required mul-
tiple subcommittee and board meetings, inter-
spersed with additional fact-finding efforts by
the JV management team. Since each subcom-
mittee met only four times per year, the time
it took for the JV to make a decision became a
distinct competitive disadvantage. As a result,
profitability declined, frictions among the par-
ent companies and the venture’s management
escalated, and the parents had to completely
restructure the JV’s governance approach.

Companies can avoid this governance trap
by implementing a loose-tight governance
model. (See the exhibit “The Loose-Tight Ap-
proach.”) In this approach, the partners iden-
tify the venture’s most important governance
processes (for instance, setting strategy, allo-
cating resources, or determining pricing) and
then designate the appropriate degree of pa-
rental involvement for each. As a general rule,
parent companies operating through a JV
board should play an active role in the three

    

Strategy

core governance
processes

parents’ degree of involvement
low high

Performance
Management

Capital
Allocation

Pricing

Operations

To find the right balance between maintaining enough control

over their joint ventures and giving the ventures enough au-

tonomy, parent companies should apply a loose-tight gover-

nance model, identifying the most important governance

processes in the JV and formally designating what their degree

of involvement will be in those areas. As the chart below sug-

gests, it’s most important for parents to be actively involved in

areas that are critical to protecting shareholder interests – for

instance, in managing performance and in allocating capital.

The Loose -Tight Approach
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governance areas critical to driving financial
performance and protecting shareholder inter-
est: capital allocation, risk management, and
performance management. The parents
should generally limit their interventions in
more operational processes—such as staffing,
pricing, and product development—where the
JV needs independence to ensure competitive-
ness and market responsiveness.

Once a high-level governance road map is in
place, the launch team needs to translate it
into practical decision-making processes that
are consistent with the parent companies’ for-
mal and informal governance and influence
structures. There are many ways to do this, but
one effective approach is to map out each gov-
ernance process, showing how information
and decisions flow through the JV and parent
companies. For example, a request for capital
could originate within the JV’s manufacturing
organization and be formally submitted to the
board for approval. But the way the process
might work in practice is for board members
to survey the CFOs at each parent company to
make certain that the proposal meets their in-
dividual capital-expenditure requirements and
then convene an informal discussion with one
or both parent CEOs to make sure they’re
aligned. By mapping out both formal and in-
formal decision-making processes, you can re-
duce the time and effort it will take to approve
major initiatives.

 

Managing the Interdependencies

 

For practical reasons, most JVs depend on
their parents to provide ongoing access to cap-
ital, people, intellectual property, raw materi-
als, and customers. Both tangible and intangi-
ble contributions from the parents determine
their actual return on investment. But much
damage can be done if the details of those con-
tributions aren’t worked out during launch.
For instance, if transfer prices (the internal
fees that one group charges another for a re-
source or a service) are not set appropriately,
Parent A, who provides a resource to the joint
venture, has an opportunity to supplement its
returns “off the books” of the JV. When Part-
ner B sees this happening, it uses the informa-
tion to justify holding back its committed con-
tributions, creating a loop of partner suspicion
and distrust.

Winning JVs start to address economic in-
terdependencies as soon as an agreement

looks likely in order to avoid launch delays and
the loss of millions of dollars in potential syn-
ergies. They make sure that the launch team
contains appropriate expertise and authority
to resolve important economic issues. Specifi-
cally, successful ventures do the following:

 

Dedicate resources to resolve interdepen-
dencies up front. 

 

The process of sorting out
who will provide what to the joint venture is
time-consuming for everyone involved. In one
high-tech consolidation JV, the partners spent
10,000 man-hours over four months determin-
ing precisely which services and resources
each parent would provide the JV and con-
structing service-level agreements that speci-
fied transfer pricing, access rights, and other
critical terms of the deal. The work can’t be
postponed just because it is contentious and
resource intensive. According to one JV execu-
tive we spoke with, “Shared services are often
a critical part of determining total venture
economics and how the value is distributed
between the partners.” In the high-tech con-
solidation JV, the partners formed a small
transition services team that identified the
economic interdependencies across the 20
launch teams. This group established criteria
for determining which services the JV would
purchase from the parents. It then docu-
mented the shared resources and services and
collaborated with the purchasing and finance
teams to price each shared service.

 

Challenge and limit interdependencies.

 

One of the most valuable tasks of the launch
team is to challenge—and limit wherever pos-
sible—the number of interdependencies be-
tween the parents and the JV. Working teams
in the high-tech consolidation JV initially gen-
erated a list of more than 1,000 dependencies
upon one parent—that parent was slated to
provide administrative services, component
purchases, and shared research facilities,
among a slew of other resources. Recognizing
that a heavy load could create unmanageable
complexity down the road for the parent com-
pany, the launch leaders challenged virtually
every line item on the list. Eventually, they
whittled it down to just 300 services that the
parent would provide the venture in the first
year and less than ten services in the second
year and beyond.

Once a list of shared services is finalized, the
launch team must develop transparent and
honest methodologies for calculating transfer

The launch team needs 

to challenge—and limit 

wherever possible—the 

interdependencies 

between the parents and 

the JV.
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pricing. This is critical for maintaining trust
down the road. A 50-50 telecom joint venture
depended on one parent for 90 different
shared services. Two years into the JV, a strate-
gic review revealed that this partner was allo-
cating its corporate overhead and other non-
shared costs to the JV, thereby creating
significant profits for itself while hampering
the venture’s ability to set competitive prices
and make a profit. The partners did renegoti-
ate transfer pricing, but the distrust that was
created continues to plague the venture.

To avoid this situation, the launch team
should agree at the outset on the methods for
allocating costs, specifying which operating
costs should be included (for instance, cus-
tomer billing or maintenance) and the basis
upon which to allocate each shared cost (for
instance, per subscriber, per region, per dollar
of revenue). The launch team should also es-
tablish a way to benchmark the parents’ inter-
nal pricing and quality of service against those
of outside vendors and suppliers. And the
launch team should specify a path for resolv-
ing contentious economic issues.

Finally, the JV should be linked to the cor-
porate review and planning cycle of at least
one of the parents, reducing the odds that im-
portant economic issues will fall between the
cracks and require 11th-hour intervention.

 

Building the Organization

 

Parent companies may need to move outside
their comfort zones when devising an organi-
zational structure for their JVs, adopting a
staffing model, and designing incentive plans.
There is a tendency in many JVs that combine
existing organizations to select a familiar orga-
nizational model—either a regional one, if the
parents are contributing assets from different
regions, or a product-division structure, if
each parent is contributing different products.
This simple approach allows each parent to
protect its turf and minimize organizational
disruption—but it also dilutes the potential ef-
fectiveness of the new organization. If the par-
ents try to preserve the status quo, they risk
reducing the synergies between them. And
let’s not forget that companies are often at-
tracted to the JV structure precisely because of
their need for a new model and mind-set to
compete in a new business. The creation of a
joint venture is an opportunity to unfreeze
the organization. Beyond the issue of formal

structure, a successful JV launch requires tak-
ing the following approaches to staffing and
incentives.

 

Choose your organizational model care-
fully. 

 

There are three basic organizational
models for joint ventures: independent, de-
pendent, and interdependent. The indepen-
dent model, pursued by companies such as
Carlson Wagonlit Travel and Marathon Ash-
land Petroleum, lets companies create new
and often more entrepreneurial cultures. The
independent JV typically has an entirely sepa-
rate reporting structure from the parents, its
own facilities, and the freedom to source from
external as well as internal suppliers. This
model allows venture management to have
greater focus and unity of purpose, but it also
requires the venture to establish and maintain
separate HR systems. This can make it harder
to recruit potential managers who would pre-
fer the wider career opportunities offered by
the parent companies.

Some companies go to the opposite ex-
treme and create dependent JVs. This type of
JV operates as a business unit of one parent
and uses that parent company’s incentive sys-
tems and HR policies. BP and Mobil used this
approach when creating two JVs in their down-
stream European oil businesses: The refining
venture operated as a BP business, while the
lubricants venture operated as a Mobil busi-
ness. The advantages here are opposite those
of the independent JV. There is no need to cre-
ate a separate HR system for the venture, and
the managing parent ensures that the ven-
ture’s high performers get equal access to pro-
motion opportunities within the wholly owned
businesses. But the dependent model limits
the JV’s ability to share people and skills with
the nonoperating partner and gives that part-
ner less influence in the JV.

The third model, the interdependent JV, is
tough to execute but is by far the most com-
monly implemented structure. Members of
the management team maintain links to their
original corporate parent. They remain on the
same compensation plans, anticipate future
career moves back to the parent, and some-
times have dotted-line-reporting relationships
to an executive in their parent organization.
The interdependent model protects career
paths and offers maximum flexibility, but it
can be complex to manage and can perpetuate
divided loyalties.
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In one billion-dollar global media JV, the
management team remained culturally di-
vided into U.S. and German camps two years
after the venture’s formation. This interdepen-
dent JV was operating in a mature sector, and
the partners had agreed to rotate the senior
positions between them every three years—
which created a questionable career path for
those deciding to stay at the JV. To make mat-
ters worse, the venture was functioning at a
significant talent disadvantage. Those manag-
ers who performed well were repatriated back
to the parents, while those with mediocre per-
formance remained at the venture. This JV
was further bedeviled by unclear reporting re-
lationships. For example, a senior-ranking Ger-
man manager in the JV routinely communi-
cated privately with a senior board member
from the German parent (who was his former
boss). As a result, the JV CEO had to treat his
second in command as a board liaison rather
than a direct report, making it difficult to hold
his feet to the fire on performance issues.

Unfortunately, this is not an isolated case.
Many JVs are held back because they offer the
wrong incentives and are unclear about ac-
countability. And the problems are not limited

to the senior management team; they spread
throughout the venture, even back to the sup-
port staffers who remain with the parent orga-
nizations.

The disadvantages of the interdependent
model can be mitigated if the JV CEO is em-
powered to write performance reviews and to
make all hiring and firing decisions; if all par-
ties agree up front on performance criteria; if a
minimum tour of duty is established within
the venture, typically three years; and if the
parents aren’t allowed to poach from the ven-
ture until that tour of duty is up.

 

Make people want to join the team. 

 

Re-
gardless of the organizational model, the
launch team must create a compelling value
proposition that makes good people want to
join the team. For start-ups, the excitement of
building something from the ground up is
often sufficient to attract motivated players.
In difficult turnaround situations, the com-
pensation upside might be essential (lower
base pay but higher bonus or stock options
than in the parent companies).

Personal considerations cannot be underes-
timated. Everyone wants to work for a motiva-
tional leader, and selecting a CEO who inspires
loyalty is the best way to build a strong new
business. This is especially important in inter-
dependent JVs, where personal loyalty to the
JV CEO can help unite the management team
and overcome the employees’ natural affilia-
tions to one parent or the other. The physical
proximity of key members of the JV manage-
ment team is also important for accelerating
team building.

The value in creating a strong management
team and a motivated staff is obvious. It’s
equally important to get the staff inside the
parent companies on your side. Two groups
are worth special attention. The first is the
handful of parent company managers who
possess distinctive skills that need to be trans-
ferred to the joint venture, such as R&D, prod-
uct marketing, or manufacturing process de-
sign. The second is the broader set of
employees performing day-to-day work for the
JV, who continue to reside in a parent com-
pany.

 

Obtain commitments from parent com-
pany staff. 

 

Top-performing companies recog-
nize that skills are transferred by people, not
by processes or contracts. Failure to acknowl-
edge this can be costly. For instance, a global
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consumer goods company held a 50% stake in
a partner in a developing country; the result-
ing JV was looking to the global partner to
transfer some of its operating and marketing
expertise into the developing-country part-
ner’s underperforming beverage business. The
JV requested from the global partner two or
three people highly skilled in emerging-mar-
ket branding and marketing. The parent of-
fered very limited support from its develop-
ing-country gurus; instead, it sent a marketing
executive who had spent most of his career in
North America. Lacking access to crucial
skills, the JV couldn’t prop up the declining
brand and failed to capture half of the ex-
pected synergies, or around $450 million.

Getting sufficient time and attention from a
few topflight people is often critical to a JV’s
success. Managers at the parent companies
often assume that these individuals will con-
tribute their magic to the venture regardless of
formal allocations or incentives. To be certain
that these valuable players do inject their cru-
cial know-how, the JV launch team needs to
identify them right away and create mecha-
nisms to involve them heavily in the first six to
18 months of operations. For example, the
CEO of a successful U.S.–Japanese JV spent
two weeks during the first month of the ven-
ture in Japan finding local managers who truly
understood what it would take to build a
world-class manufacturing line in the United
States. He then persuaded the managers to
come to the States for up to a year, where they
could have a direct, immediate impact on the
layout and operations of the new plant.

Once the skill holders are identified, suc-
cessful companies create formal contracts for
them that define their levels of commitment
to the JV (usually 50% or more of their time to
ensure focus and accountability) and the met-
rics by which their performance will be evalu-
ated and rewarded. The launch team also

needs to create incentives for parent company
employees who spend less than half their time
on the JV—for instance, sales reps, administra-
tive staff, and others—so that they are moti-
vated to provide strong support.

For example, two software companies re-
cently created a JV to combine the field sales
capabilities of both parent companies. The JV’s
products would be sold through the venture it-
self, as well as through both parents. To rally
disparate salespeople around this goal, the
sales and marketing launch teams focused on
developing rules of engagement for all three
sales groups (product pricing and positioning,
and the management of joint accounts); defin-
ing incentives for all the salespeople; and de-
veloping mechanisms for building and trans-
ferring product knowledge among the sales
forces—a critical issue, since the JV would be
developing and manufacturing the products.

 

• • •

 

Launching a world-class joint venture is com-
plex and demanding. Research shows that it
can, in fact, be more resource intensive than
postmerger integration or internal business
start-ups. Best-in-class companies manage to
do it well, sometimes over and over again.
They execute the classic launch tasks (organi-
zation building and project management)
well. They also maintain an intense focus on
issues like strategy, deal economics, and gov-
ernance that most companies assume have
been discussed and resolved up front. When
executives understand the unique demands of
joint ventures, and invest in early planning,
the rewards can be enormous. As one man-
ager summed it up: “If you get launch right,
the rest almost takes care of itself.”
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