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Jet Airways of India has increased its revenue and turned to positive
profits this quarter. This is in part because of the troubles of
competitor Kingfisher Airlines, but it is also helped by cost
reductions, especially in fuel. The good news is very timely because
Jet Airways is in talks to sell a 24% ownership stake to Etihad
Airways, the United Arab Emirates airlines. Although Etihad is
already likely to pay well for the strategic value of the Jet Airways
investment, the profits will make the price even higher.

So what does Etihad want with an ownership stake in a large Indian airline?
Etihad is known among passengers for its high service level and convenient
routes linking Asia, Europe, and the USA through its hub in Abu Dhabi. In the
industry it is known for its rapid expansion: it is only 10 years old and
operates 63 aircraft, most of them widebody jets for long distance routes. It
has also started to move from regular codeshare alliances to taking
ownership stakes in alliance partners such as Air Berlin and Aer Lingus.

Alliances are a common strategy in the airline industry because they can
connect carriers with route networks that complement each other, increasing
the convenience and value for their passengers. As an airline executive you
would always look for alliances to strengthen your product. The trick is to
find partners who have a route network that does not compete with yours,
and that connects you to places that you cannot reach on your own. But that
also means that you should be willing to drop one alliance and replace it with
another if you get a better opportunity, so airline alliances are not
necessarily stable.

So do firms really drop alliances when a better opportunity comes along? I do
not follow the airline industry, but along with colleagues Hitoshi Mitsuhashi
and Joel Baum I recently published a paper inOrganization Science on
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when liner shipping firms left their alliances. What did we find? Shipping
firms managed their alliances with an eye to the quality of the match, where
complementarity in markets was the key dimension. This is just as you would
expect from a transportation industry. And they did not just leave bad
matches: they also left good matches when they were able to spot a better
opportunity. If you are an executive in a firm dependent on alliances, the
implication is clear. Having a good match does not mean you have a stable
alliance: it depends on whether your partner can find someone better than
you.

Back to Etihad. Why would they invest in an alliance partner rather than just
make a regular alliance? Well, if you think that the alliance is valuable but
you think that the partner might fly off with some other firm when the
opportunity presents itself, an investment is a way to cement the relation. It
can also be a way to reassure the partner that you are not going to leave the
alliance. In alliances between firms, the stakes are so high that promises are
not enough: money on the table is the way to make a commitment. So, what
Etihad is doing is expensive, but it is a

good strategy if the alliance is important enough. By the way, Etihad means
“union.” I am sure they are telling that to their potential alliance partners.
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