
Why in-house collab
A company looking for synergies between units should focus on
analysing the benefits and costs first, says Andrew Campbell
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Mnagers often
iment the lack
f collaboration
among internal

business units and the loss
of synergies that results.

Some give up altogether:
Matsushita, the Japanese
electronics company, re-
cently sold its last remaining
interest in Hollywood. Oth-
ers struggle on with little to
show for their efforts. Sony,
for example, has not found
much to share between
Colombia Pictures and its
consumer electronics busi-
nesses. A few, such as Mittal
Steel, appear to be able to
achieve what eludes so
many.

There are two theories as
to why internal collabora-
tion is so difficult. The first,
proposed by Christopher
Bartlett, the Harvard Busi-
ness School professor, and
the late Sumantra Ghoshal
of London Business School,
is that collaboration is a
"third generation skill".

The problem, they say, is
that most companies have
"first generation organisa-
tion structures and second
generation management
capabilities". Internal syner-
gies will only come with the
right organisation structure
- overlapping accountabili-
ties for products, geogra-
phies and functions - and
when managers have
acquired the right skills and
attitude - a "matrix in the
mind of managers". Under
this view, a company should

restrict its ambitions until it
has developed the appropri-
ate structures and skills.

The second theory comes
from authors such as Gary
Hamel of London Business
School and Rosabeth Moss
Ranter of Harvard. They say
that most managers suffer
from the "not-invented-here"
syndrome, a character flaw
that is amplified when they
are given responsibility for
divisions or business units.
Hell-bent on making a suc-
cess of their unit, they ig-
nore links with other depart-
ments and reject anything
they see as interference.

The remedy, under this
view, is to reduce the impor-
tance of structural units
while drilling managers in
collaborative behaviour and
giving them incentives for
co-operation.

While both explanations
are attractive, my research
suggests neither is right.

One problem is that they
prescribe changes in organi-
sation structure, such as set-
ting up matrix structures or
blurring structural units,
which often' reduce a com-
pany's focus, accountability,
initiative and motivation.
Financial services compa-
nies, for instance, often
strive to create a "one-stop
experience" for customers
but instead merely sow con-
fusion and poor service.

A second difficulty is that
big investments are required
before synergy benefits can
be demonstrated. Managers
need to be trained to work in
matrix structures. New man-
agers may be needed to
replace those with insuffi-
cient skills or intractable,
"not-invented-here" atti-
tudes. Structural changes
need to be bedded in. If it
turns out that the synergy

benefits are limited, much of
the investment has been
wasted. In one company, we
calculated that the group-
wide marketing co-ordina-
tion was costing more than
$60,000 a meeting. The com-
pany had spent more than
$600,000 on these meetings
with little tangible benefit.

A third problem involves
"contamination". Different
business units often need to
operate by different rules
and cultural norms. An
upmarket perfume business
must focus on leading fash-
ion and should be staffed by
people who can do this. A
low-priced perfume business
needs to focus on costs,
requiring different people
with different values. Organ-
isational boundaries help
keep the two at a distance.
The effort to create syner-
gies can blur these bounda-
ries, allowing contaminating
influences to seep across.

In one company, attempts
to find purchasing synergies
between white goods retail-
ers in two countries promp-
ted one management team to
adopt the other's higher-
priced products. The experi-
ment was a disaster. Cus-
tomers left because they
became confused about the
product positioning and the
products had to be sold at a
loss.

The most important prob-
lem, however, is the pre-
sumption each theory makes
about why collaboration is
difficult. Our research at
Ashridge suggests there are
a wide range of reasons,
depending on the situation.

In some cases, collabora-
tion does not happen
because the presumed syner-
gies are a mirage. Managers
at the coal face cannot see
any benefits in working
across boundaries. Senior
executives, meanwhile,
search for synergies to give
more meaning to their jobs
and their group of busi-
nesses. Like thirsty travel-
lers in the desert, their
desire makes them see some-
thing that is not there.

In other cases, the oppor-
tunity costs are too great.
Synergies do exist but poten-
tial collaborators have more
important priorities. Dis-
tracting them from their
tasks results in a loss of
value greater than that
yielded by the collaboration.

Working together: it is important to

Problems may also arise if
there are operating skill
issues (when no manager
has sufficient expertise to
judge which unit has best
practice), chemistry issues
(when bad past experiences
have poisoned relationships)
or systems issues (when
the IT system cannot pro-
vide the data needed for a
collaboration).

This range of reasons sug-
gests four steps to take when
approaching collaboration
difficulties.

First, managers should put
more effort into calculating
the size of the prize. This is
not a question of broad con-
cepts such as best practices
or savings on group pur-
chases. It needs to be a cost-
benefit analysis of a tightly
defined synergy opportunity.

If the synergy is about
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oration is so difficult

to identify the real reasons why sensible managers often shy away from collaboration

standardisation of sales
training, for example, the
assessment would need to
include the following: on the
benefits side would be the
incremental sales from bet-
ter training in some units
and the reduced cost of dev-
eloping materials in the
future. On the cost side
would be: the management
time it would take to agree,
the cost of the materials, the
cost of retraining the train-
ers, the loss of sales from
delayed training in some
units and some assessment
of the opportunity cost to
other priorities.

Inevitably, the calculation
is rough. But unless the ben-
efits are a multiple of the
costs, the collaboration is
probably not worth the
effort.

Second, once the prize is

clear, managers can investi-
gate why collaboration is not
already happening. In rela-
tionships with third parties -
joint ventures, outsourcing
arrangements and alliances
- we observe some of the
most sophisticated and
thoughtful collaborative
arrangements. In other
words, managers are quite
capable of setting up sophis-
ticated collaborative rela-
tionships when they, want to.

Hence it is necessary to go
beyond broad concepts such
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as not-invented-here atti-
tudes to understand why
sensible managers are not
doing what appears to be the
sensible thing. Typically,
there are precise reasons
connected with relation-
ships, competing priorities,
resource constraints, insuffi-
cient skills of a particular
kind or other operational
issues.

Third, once the reason for
inaction is clear, managers
can assess whether they
have the skill arid will to

unblock the problem. Some-
times it requires hard
choices in terms of restruc-
turing or personnel changes,
sometimes hands-on exper-
tise on the part of managers.

The fourth step is to look
out for downsides - distrac-
tion costs, contamination
risks, loss of accountability,
initiative and motivation.
There is a dark side to col-
laboration that is all too
apparent in some companies.
In these organisations, it is
politically correct to collabo-
rate, regardless of the cost.

By applying these four
steps, senior managers can
create synergies without the
upfront investment implied
by the current received wis-
dom and without the risks
associated with blurred ac-
countability and restruc-
tured organisations.

Companies such as Mittal
Steel - focused globally on
one product area - are likely
to have more opportunity for
synergy than businesses,
such as Sony, which try to
span industries.

Nevertheless, the most
successful practitioners of
collaboration are those who
take a thoughtful, cautious,
analytical approach.

Those who instead create
blurred matrix structures
and use training, incentives
and a one-company cam-
paign to appeal to the "bet-
ter nature" of their manag-
ers are most likely to end up
frustrated.

The author is a director of
the Ashridge Strategic Man-
agement Centre




