Providing Total Asset Visibility in 

Real Time
 Enter Alone or Form Alliance?
Decision Making In Complex Environment

Professor: Thomas Saaty

Jones, LaKisha 

Miller, Dan 

Prashar, Amit 

April 13, 2005
1. INTRODUCTION

The decision under analysis is whether or not to implement the services of a packaging company, Intelligistics.  The product would help efficiently manage and allocate space and effortlessly track, identify, record, and distribute shipments in real time.  Deciding whether to enter into this venture alone or joining forces with another company through an alliance are the alternatives from which we must make a decision on our problem.  Since this is a start up firm it doesn’t have sufficient funds at her disposal although they have huge competitive advantage. Further although this technology is new there can be probable future competition from big established giants like FedEx/ UPS. So they have a choice to either enter alone or form an alliance

2. THE ISSUE
We are considering this product in an attempt to address service concerns in the shipping business.  Current shipping systems are extremely heavy and do not have the flexibility of composites and metal/plastic hybrid materials. They are not easy to manufacture or recycle.  Opportunity conditions are evident based on the following points:  

1. Problem

a. Available funds – whether we decide to enter this venture alone or with an ally, the available funds will differ significantly, considering alliances also offer additional resources.  

b. Time-efficient service – this innovative product will allow businesses to operate in a timely manner.  With respect to entry alone or with an ally, time-efficient service may differ, considering an ally may offer more, also qualified employees.  

2. Why does it exist:  the product uses structural composites, bonding agents, and hybrid plastic/metal technologies to reduce the tare weight, improve design strength and create a virtual transparent shipping system capable of withstanding the rigors of harsh shipping environments, while lowering material waste, reducing labor intensive fabrication, allowing consolidation of parts, and simplifying assembly.  

3. Window of Opportunity:  technology is more integrated into everyday life (automated systems are being integrated into every industry); people want to know that their shipping needs are met in such a way that does not disrupt their daily business timetables, and saves them money in the long run, while satisfying their needs/customer base.  
We have identified the following market and customer issues:

1.  Who is the customer?
a. Departmental/ office-to-office businesses

b. Residential environments

c. Manufacturing companies

2.  Market size/segments
a. Is there a sizable enough market to warrant creation of a new company to pursue business?
b. Do enough companies find value in the product that Inteligistics is potentially going to produce?
3.  Channels of distribution

a. Is there an existing distribution network in place to get the product to market?
b. Are there competitors who have already acted in the market?

c. Can we leverage the size and scope of a business alliance to deliver our product?
4. Who are our competitors?

a. FedEx
b. UPS

c. US Postal Service
Key risks identified with product implementation:

1.  Profit breakeven point
2.  Insufficient demand
3.  Lack of market education
4.  Product life cycle

5. Sustainability of value proposition
Now that we have identified the opportunities and key risks associated with product implementation, we are ready to move forward in evaluating our alternatives.  Do we want to pursue this idea alone or join forces with another company?  A complete list of benefits, costs, opportunities, and risks involved was generated for each of the decision alternatives.  

3. CREATING THE MODEL

In order to effectively determine whether to enter the market alone or with an ally, we must first assess the resources that the venture may require.  The model for choosing how to enter the market was designed using a benefits, costs, opportunities and risks model.  Using the probabilistic additive formula, benefits and opportunities will be added and then the costs and risks will be subtracted (B+O-C-R), including criteria priorities.  The benefits model will indicate the option that gives the most benefit and opportunity, whereas the risk and cost models indicate the options that are more costly and risky.
In our model, as the basis for our decision to pursue the business idea we included two alternatives:  enter the market alone or enter the market through an alliance.  The ANP main network consists of criteria for evaluating benefits, costs, opportunities, and risks.  All four networks have different components.  The alternative scenarios as possible alternatives in BCOR:

1. Enter alone – bear all BCOR alone

2. Alliance – share responsibilities with ally

No matter which alternative we pursue, we are attempting to achieve a goal that will require considerably more resources than we currently control – necessary resources, financial and non-financial.

For each of the subnets of benefits, costs, opportunities, and risks, there are economic, social, and market penetration subnets that represent our control criteria.  The figure below shows the main ANP top-level structure:
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Ratings

In pursuit of our decision we are considering three strategic control criteria:

1. Meet Market Need – whether this product will offer an innovative solution to the market’s need
2. Capture Market– whether this product can penetrate in the market 

3. Sustainability – whether this product can and will last in the market, whether we decide to enter the market alone or with an ally
We used these criteria to implement a rating system in the ANP program.  This consisted of rating the BOCR with respect to meeting the market need, capturing the market, and overall sustainability of the product.  
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Benefits yield very high market need, very high in capturing the market, and very high sustainability – all contingent upon the chosen alternative leading to success.  Costs yield medium market need, medium in capturing the market, and high sustainability.  Furthermore, opportunities yield very high market need, medium in capturing the market, and medium sustainability.  On the other hand, risks yield medium market need, high in capturing the market, and medium sustainability.
These rankings are used because they represent what is important to us as innovative entrepreneurs.  Sustainability weighs the most because it is a primary issue and attaining high sustainability is the ultimate goal.  Capturing the market is important in terms of success or failure, while meeting the market need plays a lighter role in our decision model.
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The above graph shows that the benefits account for nearly 49.9% of the weight in the model, while costs account for 18%, opportunities account for nearly 16%, and risks account for nearly 15.8%.  These priorities seem accurate since the benefits, opportunities, and risks involved with each of the alternatives are all equally important.  Costs present the lower ranking in priority.  Costs, although a concern, are outweighed by the probability of a successful venture and the rewards/benefits involved.

Control Criteria Networks and Cluster Definitions

Under the benefit, cost, opportunities and risk models, different clusters define interactions with respect to the control hierarchy established.  The benefits networks indicate the alternatives that prove to be most beneficial and the opportunities networks indicate the alternative that offers the most opportunities, whereas the costs and risks networks indicate the alternatives that are the most costly or pose the most risk on the business alternatives of entering the market alone or through an alliance.

Linkage structures for all subnets have been done (connections made) in Super Decisions.  In all cases, the alliance alternative is interdependent by its very definition.  If it is decided that doing an alliance is our best alternative, then we would share responsibility of the entire venture with our potential partner.

4. BENEFITS MODEL

· Clusters in Benefits Subnet – Economic
· Benefits Market – benefits of the alternatives from a market perspective
· Potential – is there a potential market for the product?
· Size –   is there enough potential profit?
· First Mover Advantage – is there more benefit to moving quickly?
· Existing Customer Advantage – Are there existing customers (in the case of an alliance) that would immediately benefit.
· Benefits Financial – social benefits from financial point of view
· Financial Security – is there a reasonable return for investors?
· Availability of funds – the larger the company/investors the better off the venture may be
· Prospects/Projections – with respect to future cash flows
· Interactions between Clusters 

The inner and outer dependencies of clusters in the social benefits model are shown below.
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The alternatives are all interdependent upon each other in every case examined here.  Under market, potential alone is linked to our alternatives only.  Size is connected to our alternatives as well as back to potential and existing customer advantage.  First mover advantage is linked to our alternatives only, while existing customer advantage is linked to form alliance under our alternatives.  As for financial cluster, financial security is connected to both alternatives and projections.  Available funds are only linked to our alternatives, while projections are linked to our alternatives, back to availability of funds, and to potential and size under the market cluster.      

· Clusters in Benefits Subnet – Social
· Benefits Business Model – benefits of the alternatives from a business model perspective
· Business Strength – with respect to leadership of management 
· Execution – ability to successfully lead a company according to the business plan.
· Advisory Board – a successful company may attract outside investors and advisors, or the company may be made successful through the advice of others.
· Partnerships – with respect to gaining a different perspective through networking relationships
Interactions between Clusters  
The figure below shows the social benefit subnet of control criteria, with the interdependencies and dependencies:
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In the case of social benefits, various inter-dependencies are present.  For example, within the business model cluster, business strength is linked to our alternatives and back to execution, advisory board, and partnerships.  Execution is connected to our alternatives and back to business strength, advisory board, and partnerships.  Furthermore, advisory board and partnerships are both connected to our alternatives only.
· Clusters in Benefits Subnet – Market Penetration

· Benefits Market – benefits of the alternatives from a market prospective
· Potential – is there a potential market for the product?

· Size – is there enough potential profit?
· Existing Customer Advantage – is there more benefit to moving quickly?
· Need – is there a legitimate need for this product?
· Benefits Technology
· Value Proposition – can this product uniquely meet the needs of the market?
· Patents – other companies do not have the patents we have
· R&D – the larger the company the greater the available resources
· Benefits Target Customers
· Army/Navy 
· Expensive Product Shipment
· Existing customers
· Interactions between Clusters

The figure below shows the social benefit subnet of control criteria, with the interdependencies and dependencies:
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In the case of market penetration benefits, various inter-dependencies are present.  Within the market cluster, potential is linked to our alternatives, all of target customers, value proposition and R&D under the technology cluster, and back to need under the market cluster.  Size is connected to our alternatives, all of target customers, and back to potential, existing customer advantage, and need under the market cluster.  Existing customer advantage is linked to form alliance only under our alternatives.  Furthermore, need is linked to our alternatives and all of target customers.  Within the technology cluster, value proposition is connected to our alternatives and back to R&D.  Patents and R&D are connected to our alternatives only.  Within the target customers’ cluster, Army/Navy and expensive product shipment are both connected to our alternatives only, while existing customers is linked only to form alliance under our alternatives.
Synthesis

By synthesizing the social and economic models we establish weighted priorities assigned for each alternative to enter market.  The following diagram summarizes these results:
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Looking at the results of this synthesis, we see that alternative “Form Alliance” is preferable to the alternative “Enter Alone”

5. COSTS MODEL

· Clusters in Costs Subnet – Economic 

· Execution – From a business execution perspective, our key assumptions focused on the fact that a larger business has the ability to be more effective than a smaller start-up, because of experience and scale.
· Machine/Equipment – These costs represent production costs.  Building equipment on a large scale is a very costly endeavor.
· Material – Materials involve different costs if there are scale volumes or supply chain efficiencies.
· Staffing – Larger businesses have more staff that is more specialized.  Smaller businesses may be less efficient due to the fact that few people have to take on broader responsibilities.
· Management Team – It costs money to hire credible leaders.  They must be lured with high salaries or participation in company equity sharing.
· Other Costs

· Legal – Legal costs include fighting for patents, and suits to protect the new company’s invention rights.

· R&D – Real cost of hiring scientists and setting up facilities.
· Supplies – Office supplies and so forth.  Having more people means higher bills.  Few people associating with partners spreads this cost out across our org. and the partner’s
· Warehousing – If the company were to go it alone, they will need warehousing to store produced units.
Interactions between Clusters  

The figure below shows the relationships between the clusters:
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In this subnet, because of the factors that we chose, there were no inner dependencies.  The Execution and Other Costs clusters directly influenced each other in a similar fashion.  Inside each of the clusters, the factors were pretty much independent of each other.  As we will see in other clusters, this wasn’t always the case, but these factors had straight forward influence on the rest in this subnet.

· Clusters in Costs Subnet – Social

· Partnership – Costs involved with setting up a partnership and integrating companies in an alliance 
· Company Culture – Integrating cultures

· Competitive Trade-offs – Companies are geared towards competing.  An alliance may involve changes in styles and a learning curve for both organizations.

Interactions between Clusters 

The dependencies in this subnet are very simple as shown here:
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The partnership cluster was broken down into company culture and competitive trade-offs.  When we considered this cluster, we determined that there were costs associated with integrating a company in an alliance.  The culture of two companies would need to be meshed, which potentially could involve actual investment in training or meetings.  Competitive trade-offs would result from each company having to adjust to being in an alliance rather than trying to compete the other out of business.

· Clusters in Costs Subnet – Market Penetration

· Sales / Marketing – These are the most obvious costs for a company that is deciding to start up a business.  They would be considerably less if they were to take advantage of an alliance. 
· Market Education – Educating and informing new customers about the new products and technologies.  These costs may be significant

· Market Validation – Ideally this should be part of an initial business plan to assess the revenue potential of the company.

· Market Research – To assist with things like pricing and branding.

· Pricing Stratgey – Critical to the success of an initial product.

· Scope – In general, by scope we are referring to the market.  In other words, the benefit to industry and society as a whole.
· Technology Advancement – In a general sense, this refers to the advancement of technology for the greater good of society.

· Diversification – Inventions that are promoted by private companies lead to further innovation an potential applications that nobody can predict.
Interactions between Clusters 

The interaction between the factors
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The Market Penetration Subnet has interactions between the clusters and the alternatives.  In addition, due to the requirements for resources, Sales / Marketing has inner dependencies because of the similarities between functions.  We assumed that these activities would be done by the same people regardless of whether it was an independent company or alliance.

Synthesis
In running the synthesis for the costs subnet, we see that the alternative “Form Alliance” is more costly to Entering Alone. 
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6. OPPORTUNITIES MODEL

· Clusters in Opportunities Subnet – Economic 

· Financial Security – One natural goal of starting up a business is to make profits and to achieve a return on personal investment (i.e. Financial Security).
· Attracting Investors – A company can’t succeed if it can’t get initial investors to help it get off the ground.
· Leveraging Technology – In this case the invention is the company’s way of generating competitive advantage.  By building something that others don’t have, we have the potential for profits.
· Market – With the aforementioned criteria already in consideration, we looked at the potential that someone would need the product that the company is prospectively putting to market.
· Potential  – Is there a need out there for this invention?
· Size – Is there enough people out there to generate sufficient revenue and profit?
· Future Expansion  - If this product takes off in one market, will there be potential for others?
Interactions between Clusters  

The figure below shows the relationships between the clusters:
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In this subnet, it is important to note that financial security is dependent on the market.  If there were no market, nobody would buy the product and it would be impossible to attract investors and generate financial security.  Also market has inner dependencies because of the fact that the potential of a market directly relates to its size and its future prospects.

· Clusters in Opportunities Subnet – Social
· Relationships – A company has a much better chance of flourishing if it is able to generate relationships with multiple partners.  These groups are as follows:
· Strategic Partners – Opportunities for future business comes from having well established partners.  These can be suppliers, distributors, etc…

· Leadership – If a company can attract high profile corporate leadership, they have much better credibility in the marketplace.  For example, if the company Inteligistics were able to hire away an executive from Fed-Ex or UPS this would be incredibly beneficial.

· Networking – In the social sense, this refers to the ability of the company to get people in places where ideas are shared, political influence is gathered, or technological standards are developed.

· Growth– Personal growth for employees.  This had a minor role in our model.  Consideration that it could be viewed as a good place to work.

· Interactions between Clusters 

The dependencies in this subnet are shown here:
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· Clusters in Opportunities Subnet – Market Penetration

· Technology – Utilizing technology that doesn’t exist, provides a considerable advantage in the market. 
· Innovation – The Company has already proven its ability to improve upon existing technology.  Consistently doing this will result in competitive advantage.

· Diversification – New inventions would potentially lead to diverse revenue streams.  Very costly, but a consideration when determining whether or not to go into business.

· Competitive Advangage – By having something that others do not.

· Growth – The opportunity for growth is a factor of the company’s market potential for its products, and the strength of its management team.
· Domestic – What does the US market look like?

· International – If successful, can we take this international?

· Existing Customer Advantage – Do we have existing customers, and if so, what do they think of us?

Interactions between Clusters 

The interaction between the factors:
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Each of the clusters in this subnet, Growth and Technology interact with each other and have influence on the alternatives.  In addition, Technology has inner dependency because the stronger the ability to innovate, the greater the competitive advantage and also the better chance of hedging the company’s position by potentially having diverse products.

Synthesis
In running the synthesis for the Opportunities subnet, we got the following results:
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The model shows that we are better off with entering alone with respect forming  an alliance.  .

7. RISKS MODEL

· Clusters in Risks Subnet – Economic 

· Technology – If the technology that the company is utilizing becomes obsolete quickly, this will have a detrimental effect on the company’s value proposition
· Product Lifecycle – How long will the technology remain viable or cutting-edge?
· Sustainability of Value Proposition – Will this have long-term value for customers?
· Financial– Needless to say that the market reacts very negatively to companies that don’t make their targets.
· Cash / Profit Break Even – Will the company make enough money to break even, or will they do so within the prescribed time period?  
· Market– Typical supply / demand interactions.
· Insufficient Demand  – The risk is that nobody will find the invention useful
· Market Education – A great deal of success is predicated upon the company’s ability to inform everybody of the usefulness of the product.

Interactions between Clusters  

The figure below shows the relationships between the clusters:
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This subnet has clusters that are heavily connected.  The interaction between all the factors shows that we have very carefully formulated the problem, and it is important to note that this is a very risky proposition.   We determined that there are a number of things that could go wrong.  To phrase it optimistically, there are a number of factors that must work out to make the for the company to be successful in an individual capacity.

· Clusters in Risks Subnet – Social

· Culture – When debating the virtues of starting a new company, we decided that cultural factors would play a key role, especially when looking at an alliance.  Often different groups don’t associate well.  Creative types, meshing with engineers, meshing with lawyers is an “interesting” dynamic.
· Company’s Ability to Mesh – Explained above

· Appropriate use of talent – Small organizations are flat, with everybody doing whatever needs to be done.  This can be a blessing or a curse.

· Experience – Do we have the right people?
· Technical – Not only for design, but customer support and fixing things that break/

· Business – Do we have leaders that know how to run a company from an operational, financial, marketing, and legal perspective?

Interactions between Clusters 

The dependencies in this subnet are shown here:
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· Clusters in Risks Subnet – Market Penetration

· Competition – Competition will certainly dictate market conditions. 
· Availability of Substitutes – Substitutability of different logistical solutions.

· Cost Structure – Do we have a high cost structure relative to competitiors?  Could influence the choice of alliances.

· Competition from established companies – What are the capabilities of our competitors?

· Advanced Technology under development – What is everybody else up to?  Usually difficult to figure, but in the model anyway.

· Other Factors – “Catch-all” category, but things that we felt important nonetheless.
· Insufficient Demand – What if there is not much market for this?

· Macro Economic Factors – Recessions and security / terrorism concerns make people less likely to ship things.  Also electronic commerce makes certain shipments unnecessary.

Interactions between Clusters 

The interaction between the factors:
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The interaction between clusters shows that each of the clusters is interdependent with the others.  There is an inner dependency within the competition cluster because of the fact that the company’s cost structure has an influence on each of those other factors relative to the company’s success.
Synthesis
The following are the results for the syntheses of the risks subnet:
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When we synthesize, we see that form alliance is a FAR less risky choice.  The reasoning for this because during our discussion of the alternatives and the ratings criteria, that many of the things that we discussed were highly risk averse, and the priority of this showed in the synthesis of the Risks subnet.
7. sensitivity
In each of the Benefits, Opportunities, Costs, and Risks subnets, the optimal solution is to join into an alliance with few exceptions.  One exception is the Opportunities subnet, where the advantages contribute very highly to the overall model.  With higher ratings on Opportunities, the choice to startup as an independent company influences the overall model much more.
Sensitivity graph for Benefits model:
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Sensitivity graph for Costs model:
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Sensitivity graph for Opportunities model:
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Sensitivity graph for Risks model:
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8. pRIORITIES and Formulas
These are the priorities for the overall model:
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Using the Multiplicative Formula, the following was the result:
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9. conclusion


In the end, the conclusion that the model determined gave high preference to forming alliance.  In our discussions, we came up with advantages and disadvantages in either case (for choosing an alliance or not), and had this decision been made without the benefit of the software, it could have gone either way.  

When viewing the sensitivity analyses, it became apparent that going alone as an independent company only came out on top in the opportunities subnet.  In a vacuum, or with a lack of scientific methodology for analyzing all the factors the long term opportunities would seem to turn out as an attractive choice.  One reason why this didn’t dictate the final decision would be that it would take some business sense to drive a company to the point where you were able to take advantage of all the opportunities that we identified.

With all the factors considered, the model helped us determine that entering into an alliance was the best course of action for the new company.  
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