
more collaboratively than ever before, not just inside companies but also with suppliers,

customers, governments, and universities. Global virtual teams are the norm, not the

exception. Facebook, Twitter, LinkedIn, videoconferencing, and a host of other

technologies have put connectivity on steroids and enabled new forms of collaboration that

would have been impossible a short while ago.

Many executives realize that they need a new playbook for this hyperconnected

environment. Those who climbed the corporate ladder in silos while using a “command and

control” style can have a difficult time adjusting to the new realities. Conversely, managers

who try to lead by consensus can quickly see decision making and execution grind to a

halt. Crafting the right leadership style isn’t easy.

Idea in Brief

Social media and technologies have put connectivity on steroids and made

collaboration more integral to business than ever. But without the right leadership,

collaboration can go astray. Employees who try to collaborate on everything may

wind up stuck in endless meetings, struggling to reach agreement. On the other

side of the coin, executives who came of age during the heyday of “command and

control” management can have trouble adjusting their style to fit the new realities.

In their research on top-performing CEOs, Insead professors Ibarra and Hansen



have examined what it takes to be a collaborative leader. They’ve found that it

requires connecting people and ideas outside an organization to those inside it,

leveraging diverse talent, modeling collaborative behavior at the top, and showing

a strong hand to keep teams from getting mired in debate. In this article, they

describe tactics that executives from Akamai, GE, Reckitt Benckiser, and other

firms use in those four areas and how they foster high-performance collaborative

cultures in their organizations.

As part of our research on top-performing CEOs (see “The Best-Performing CEOs in

the World,” HBR January–February 2010), we’ve examined what it means to be a

collaborative leader. We’ve discovered that it requires strong skills in four areas: playing

the role of connector, attracting diverse talent, modeling collaboration at the top, and

showing a strong hand to keep teams from getting mired in debate. The good news is, our

research also suggests that these skills can be learned—and can help executives generate

exceptional long-term performance.



Comparing three styles of leadership



Depoliticizing senior management so that executives are rewarded for collaborating

rather than promoting their individual agendas is an absolute essential. At Reckitt

Benckiser, there’s little tolerance for politics. Says Bart Becht: “We go out of our way to

make sure that politics get eradicated, because I think they’re very bad for an organization.

I think they’re poison, to be honest with you.” Becht’s direct, no-nonsense style and the

expectation that people should openly disagree with one another in meetings also help



Consortium for Research on Emotional Intelligence in Organizations, we will show you

how to translate newly acquired knowledge about mirror neurons, spindle cells, and

oscillators into practical, socially intelligent behaviors that can reinforce the neural links

between you and your followers.

Idea in Brief

Your behavior can energize—or deflate—your entire organization through mood

contagion. For example, if you laugh often and set an easygoing tone, you’ll

trigger similar behaviors among your team members. Shared behaviors unify a

team, and bonded groups perform better than fragmented ones.

Mood contagion stems from neurobiology. Positive behaviors—such as exhibiting

empathy—create a chemical connection between a leader’s and his or her

followers’ brains. By managing those interconnections adroitly, leaders can deliver

measurable business results. For example, after one executive at a Fortune 500

company worked with a coach and role model to improve her behavior,

employee retention and emotional commitment in her unit soared. And the unit’s

annual sales jumped 6%.

How to foster the neurobiological changes that create positive behaviors and

emotions in your employees? Goleman and Boyatzis advise sharpening your



social intelligence skills.



message itself. And everybody knows that when people feel better, they perform better.

So, if leaders hope to get the best out of their people, they should continue to be

demanding but in ways that foster a positive mood in their teams. The old carrot-and-stick

approach alone doesn’t make neural sense; traditional incentive systems are simply not

enough to get the best performance from followers.

Idea in Practice

Identify Social Strengths and Weaknesses

Social intelligence skills include the following. Identify which ones you’re good at

—and which ones need improvement.



Craft a Plan for Change

Now determine how you’ll strengthen your social intelligence. Working with a

coach—who can debrief you about what she observes—and learning directly

from a role model are particularly powerful ways to make needed behavioral



changes.

Example: Janice was hired as a marketing manager for her business expertise,

strategic thinking powers, and ability to deal with obstacles to crucial goals. But

within her first six months on the job, she was floundering. Other executives

saw her as aggressive and opinionated—as well as careless about what she

said and to whom.

Her boss called in a coach, who administered a 360-degree evaluation. Findings

revealed that Janice didn’t know how to establish rapport with people, notice

their reactions to her, read social norms, or recognize others’ emotional cues

when she violated those norms. Through coaching, Janice learned to express her

ideas with conviction (instead of with pit bull–like determination) and to disagree

with others without damaging relationships.

By switching to a job where she reported to a socially intelligent mentor, Janice

further strengthened her skills, including learning how to critique others’

performance in productive ways. She was promoted to a position two levels up

where, with additional coaching, she mastered reading cues from direct reports

who were still signaling frustration with her. Her company’s investment in her

(along with her own commitment to change) paid big dividends—in the form of

lower turnover and higher sales in Janice’s multibillion-dollar unit.

Here’s an example of what does work. It turns out that there’s a subset of mirror



Cash Up Front and Build It Yourself

I got my first glimpse of that kind of collaboration many decades ago, but it continues to

teach me lessons to this day. Shortly after I graduated from college (Amherst ’59), I went

to work for a small company in the Boston area called Advanced Instruments. The lab

instruments it made—an osmometer that measured particle concentrations in solutions and

a flame photometer that measured ions in solutions—were new to the marketplace, so we

regularly invested in booths at the major conferences and trade shows. When traffic in the

booth was slow, we’d spend time getting to know folks from neighboring exhibits. At one

of those conferences, in 1960, I met Jack Whitehead, the CEO of Technicon. I

subsequently came to know his company pretty well. Its success is more than just a

surprising business story. It’s the kind of effort Margaret Mead had in mind when she said,

“Never underestimate the power of a small dedicated group of people to change the

world. Indeed, it’s the only thing that ever has.”

Idea in Brief

Boston Scientific founder John Abele has been party to his share of

groundbreaking innovations over the years. But the revolutionary advances in

medical science that these breakthroughs brought about were not the efforts of

one firm alone, let alone one inventor.



Abele tells two fascinating stories of collaboration—one about Jack Whitehead’s

upending of hospitals’ blood and urine testing procedures and the other about

Andreas Gruentzig’s success in bringing balloon catheterization into the cardiology

mainstream. Both Whitehead and Gruentzig spearheaded the emergence of

entirely new fields, bringing together scientist-customers to voluntarily develop

standards, training programs, new business models, and even a specialized

language to describe their new field.

The process of collaboration, Abele says, is fraught with contradictions and

subtlety. It takes consummate leadership skills to persuade others to spend

countless hours solving important problems in partnership with people they don’t

necessarily like. Moreover, managing egos so that each person’s commitment,

energy, and creativity is unleashed in a way that doesn’t disadvantage others

requires an impresario personality. Finally, true authenticity—something that few

people can project—is critical for earning customers’ trust and convincing them

that their valuable contributions won’t be used for anything other than moving the

technology forward.

Technicon was originally a maker of tissue-processing equipment, and that was a nice

business, but slow growing. Jack had been on the lookout for new technologies that would

allow him to dramatically expand his business. He made the bold decision to buy the

patents and prototypes for a machine that automated the process of analyzing certain

chemicals. The doctor who’d invented the machine was a clinical chemist—the person



• creating an infrastructure in which collaboration is valued and rewarded.

Our findings are based on many years of studying institutions that have sustained records

of both efficiency and innovation. The writings of great thinkers in sociology—Karl Marx,

Max Weber, Émile Durkheim, and Talcott Parsons—also inform our work. These classic

figures were trying to make sense of broad economic and social changes during times

when capitalism was mutating from small-scale manufacturing to large-scale industry. Our

era represents just as momentous a shift, as we make the transition to an economy based

on knowledge work and workers.

Idea in Brief

Can large companies be both innovative and efficient? Yes, argue Adler, of the

University of Southern California; Heckscher, of Rutgers; and Prusak, an

independent consultant. But they must develop new organizational capabilities that

will create the atmosphere of trust that knowledge work requires—and the

coordinating mechanisms to make it scalable. Specifically, such organizations must

learn to:

• Define a shared purpose that guides what people at all levels of the

organization are trying to achieve together;

• Cultivate an ethic of contribution in which the highest value is accorded to



people who look beyond their specific roles and advance the common purpose;

• Develop scalable procedures for coordinating people’s efforts so that process-

management activities become truly interdependent; and

• Create an infrastructure in which individuals’ spheres of influence overlap and

collaboration is both valued and rewarded.

These four goals may sound idealized, but the imperative to achieve them is

practical, say the authors. Only the truly collaborative enterprises that can tap into

everyone’s ideas—in an organized way—will compete imaginatively, quickly, and

cost-effectively enough to become the household names of this century.



resources across those internal boundaries in a way that customers truly value and are

willing to pay for.

Some notable exceptions have emerged: companies that, like GE, found ways to

transcend those silos in the interest of customer needs. By the late 1990s, for instance,

Best Buy had nearly saturated the market with store openings and was facing increased

competition not just from other retailers like Wal-Mart but from suppliers such as Dell. It

tried to spark growth through various marketing approaches, but the company’s efforts

didn’t take off until it launched a major initiative to restructure around customer solutions.

Between 2000 and 2005, Best Buy’s stock price grew at an annual rate of almost 30%.

Idea in Brief

For many senior executives, shifting from selling products to selling solutions—

packages of products and services—is a priority in today’s increasingly

commoditized markets. Companies, however, aren’t always structured to make

that shift. Knowledge and expertise often reside in silos, and many companies

have trouble harnessing their resources across those boundaries in a way that

customers value and are willing to pay for. Some companies—like GE

Healthcare, Best Buy, and commercial real estate provider Jones Lang LaSalle

(JLL)—have restructured themselves around customer needs to deliver true

solutions. They did so by engaging in four sets of activities. Coordination—to



deliver customer-focused solutions, three things must occur easily across

boundaries: information sharing, division of labor, and decision making.

Sometimes this involves replacing traditional silos with customer-focused ones,

but more often it entails transcending existing boundaries. JLL has experimented

with both approaches. Cooperation—customer-centric companies, such as

Cisco Systems, develop metrics for customer satisfaction and incentives that

reward customer-focused cooperation. Most also shake up the power structure

so that people who are closest to customers have the authority to act on their

behalf. Capability—delivering customer-focused solutions requires some

employees to be generalists instead of specialists. They need experience with

more than one product or service, a deep knowledge of customer needs, and the

ability to traverse internal boundaries. Connection—by combining their offerings

with those of a partner, companies can cut costs even as they create higher-value

solutions, as Starbucks has found through its diverse partnerships. To stand out in

a commoditized market, companies must understand what customers value.

Ultimately, some customers may be better off purchasing products and services

piecemeal.

Commercial real estate provider Jones Lang LaSalle (JLL), under serious price

competition, made a similar strategic shift in 2001, when its large customers began

demanding integrated real estate services. For instance, corporate customers wanted the

same people who found or built property for them to manage it. In response, JLL adopted

a solutions-oriented structure that helped attract numerous large and highly profitable new



clear executive oversight. To get experts to dedicate time to them, companies have to

make sure that communities contribute meaningfully to the organization and operate

efficiently.

We’ve observed this shift in our consulting work and in our research. This research was

conducted with the Knowledge and Innovation Network at Warwick Business School and

funded by the Warwick Innovative Manufacturing Research Centre and by Schlumberger,

an oil-field services company. To examine the health and impact of communities, we did a

quantitative study of 52 communities in 10 industries, and a qualitative assessment of more

than 140 communities in a dozen organizations, consisting of interviews with support staff,

leaders, community members, and senior management.

Idea in Brief

Informal employee networks, or communities of practice, are an inexpensive and

efficient way for experts to share knowledge and ideas. But communities work

best if they have clear accountability and management oversight.

Effective communities tackle real problems for senior management. At Pfizer, for

instance, communities are responsible for helping developers make tough calls on

drug-safety issues.

Communities are like teams but focus on the long term. Pfizer’s safety



communities are assigned organizationwide goals—such as ensuring that safety

research uses the latest science—which project teams, focused on specific

deliverables, could never meet.

Technology makes global collaboration possible, but successful communities also

depend on the human systems—focus, goals, and management attention—that

integrate them into the organization.

The communities at construction and engineering giant Fluor illustrate the extent of the

change. Global communities have replaced the company’s distributed functional structure.

While project teams remain the primary organizational unit, 44 discipline- and industry-

focused communities, with 24,000 active members, support the teams. The communities

provide all functional services—creating guidelines for work practices and procedures;

publishing technical documents; and offering career development, access to expert advice,

and help with technical questions. They are the first and best source for technical

knowledge at Fluor.

Here’s one example of how this works: Not long ago, a Fluor nuclear-cleanup project

team had to install a soil barrier over a drainage field once used to dispose of radioactive

wastewater. But environmental regulators mandated that Fluor first locate and seal a 30-

year-old well, now covered over, to prevent contamination of the groundwater table. Poor

historical data made it impossible to tell if the well really existed, and ground-penetrating

radar also failed to discover it. Simply removing the contaminated soil to find the well

would have been costly and risky for workers.



developed and wise trade-offs among competing objectives are made. So instead of trying

simply to reduce disagreements, senior executives need to embrace conflict and, just as

important, institutionalize mechanisms for managing it.

Even though most people lack an innate understanding of how to deal with conflict

effectively, there are a number of straightforward ways that executives can help their

people—and their organizations—constructively manage it. These can be divided into two

main areas: strategies for managing disagreements at the point of conflict and strategies for

managing conflict upon escalation up the management chain. These methods can help a

company move through the conflict that is a necessary precursor to truly effective

collaboration and, more important, extract the value that often lies latent in intra-

organizational differences. When companies are able to do both, conflict is transformed

from a major liability into a significant asset.

Idea in Brief

Companies try all kinds of ways to improve collaboration among different parts of

the organization: cross-unit incentive systems, organizational restructuring,

teamwork training. While these initiatives produce occasional success stories,

most have only limited impact in dismantling organizational silos and fostering

collaboration.



The problem? Most companies focus on the symptoms (“Sales and delivery do

not work together as closely as they should”) rather than on the root cause of

failures in cooperation: conflict. The fact is, you can’t improve collaboration until

you’ve addressed the issue of conflict. The authors offer six strategies for

effectively managing conflict:

• Devise and implement a common method for resolving conflict.

• Provide people with criteria for making trade-offs.

• Use the escalation of conflict as an opportunity for coaching.

• Establish and enforce a requirement of joint escalation.

• Ensure that managers resolve escalated conflicts directly with their

counterparts.

• Make the process for escalated conflict-resolution transparent.

The first three strategies focus on the point of conflict; the second three focus on

escalation of conflict up the management chain. Together they constitute a

framework for effectively managing discord, one that integrates conflict resolution

into day-to-day decision-making processes, thereby removing a barrier to cross-

organizational collaboration.



Provide people with criteria for making trade-offs

At our hypothetical Matrix Corporation, senior managers overseeing cross-unit sales teams

often admonish those teams to “do what’s right for the customer.” Unfortunately, this

exhortation isn’t much help when conflict arises. Given Matrix’s ability to offer numerous

combinations of products and services, company managers—each with different training

and experience and access to different information, not to mention different unit priorities—

have, not surprisingly, different opinions about how best to meet customers’ needs. Similar

clashes in perspective result when exasperated senior managers tell squabbling team

members to set aside their differences and “put Matrix’s interests first.” That’s because it

isn’t always clear what’s best for the company given the complex interplay among Matrix’s

objectives for revenue, profitability, market share, and long-term growth.

Blue Cross and Blue Shield: build, buy, or ally?

One of the most effective ways senior managers can help resolve cross-unit

conflict is by giving people the criteria for making trade-offs when the needs

of different parts of the business are at odds with one another. At Blue Cross

and Blue Shield of Florida, there are often conflicting perspectives over

whether to build new capabilities (for example, a new claims-processing

system, as in the hypothetical example below), acquire them, or gain access

to them through an alliance. The company uses a grid-like poster (a



simplified version of which is shown here) that helps multiple parties analyze

the tradeoffs associated with these three options. By checking various boxes

in the grid using personalized markers, participants indicate how they assess

a particular option against a variety of criteria: for example, the date by

which the new capability needs to be implemented; the availability of

internal resources such as capital and staff needed to develop the capability;

and the degree of integration required with existing products and processes.

The table format makes criteria and trade-offs easy to compare. The visual

depiction of people’s “votes” and the ensuing discussion help individuals see

how their differences often arise from such factors as access to different

data or different prioritizing of objectives. As debate unfolds—and as people

move their markers in response to new information—they can see where

they are aligned and where and why they separate into significant factions

of disagreement. Eventually, the criteria-based dialogue tends to produce a

preponderance of markers in one of the three rows, thus yielding operational

consensus around a decision.

New claims-processing system



Source: Blue Cross and Blue Shield of Florida

Even when companies equip people with a common method for resolving conflict,

employees often will still need to make zero-sum trade-offs between competing priorities.

That task is made much easier and less contentious when top management can clearly

articulate the criteria for making such choices. Obviously, it’s not easy to reduce a

company’s strategy to clearly defined trade-offs, but it’s worth trying. For example,

salespeople who know that five points of market share are more important than a ten-point

increase on a customer satisfaction scale are much better equipped to make strategic

concessions when the needs and priorities of different parts of the business conflict. And

even when the criteria do not lead to a straightforward answer, the guidelines can at least

foster productive conversations by providing an objective focus. Establishing such criteria

also sends a clear signal from management that it views conflict as an inevitable result of

managing a complex business.



encourages people to punt issues upstairs at the first sign of difficulty. Instead, managers

should treat escalations as opportunities to help employees become better at resolving

conflict. (For an example of how managers can help their employees improve their conflict

resolution skills, see the exhibit “IBM: coaching for conflict.”)

IBM: coaching for conflict

Managers can reduce the repeated escalation of conflict up the management

chain by helping employees learn how to resolve disputes themselves. At

IBM, executives get training in conflict management and are offered online

resources to help them coach others. One tool on the corporate intranet (an

edited excerpt of which is shown here) walks managers through a variety of

conversations they might have with a direct report who is struggling to

resolve a dispute with people from one or more groups in the company—

some of whom, by design, will be consulted to get their views but won’t be

involved in negotiating the final decision.

Macintosh
Highlight
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At KLA-Tencor, a major manufacturer of semiconductor production equipment, a

materials executive in each division oversees a number of buyers who procure the materials

and component parts for machines that the division makes. When negotiating a company-

wide contract with a supplier, a buyer often must work with the company commodity

manager, as well as with buyers from other divisions who deal with the same supplier.



these collaboration tools even when they are being actively used. Two, ESSPs often seem

unimpressive initially. Pages in corporate wikis read like documents in a binder; blog posts

look like newsletters; and personal pages look like Facebook profiles. Three, many

projects simply never took off. Employees didn’t flock to use the new technologies, and

sponsors wound up with digital wastelands instead of the rainforests they had expected. In

fact, a 2008 McKinsey survey showed that only 21% of companies were entirely satisfied

with their E2.0 initiatives and that 22% were entirely dissatisfied.

Idea in Brief

Web 2.0 technologies are now a staple of social collaboration on the internet. In

2006 Andrew McAfee, of the MIT Center for Digital Business, coined the term

Enterprise 2.0 to describe how organizations use emergent social software

platforms, or ESSPs, to pursue their goals. However, some organizations don’t

achieve the many collaboration-related benefits that internal ESSPs can offer.

After studying both successful and unsuccessful E2.0 initiatives, McAfee attributes

most of the failures to five misconceptions. The first two myths crop up before an

E2.0 initiative is launched. One is that the risks of ESSPs, most notably from

inappropriate use, will greatly outweigh the rewards. McAfee makes the case that

those dangers rarely manifest in practice. The other pre-launch myth is that the

ROI of an E2.0 initiative should be calculated in monetary terms. McAfee shows

how Enterprise 2.0 can deliver valuable benefits in terms of developing human,



organizational, and information capital—without a numerical ROI yield. The final

three myths arise after an E2.0 project is deployed. One holds that people will

flock to a collaboration platform once it is built. Success actually requires various

types of top-down support, including active participation by senior leaders.

Another is that E2.0’s primary worth is in helping close colleagues work together

better. In reality, the value extends to networks of expertise well beyond a user’s

inner circle. The importance of those far-reaching interpersonal connections also

debunks the last myth: that E2.0 should be judged by the information it generates.

Information is indeed useful, but E2.0’s greatest advantage lies in transforming

potential ties between people into actual ones.

I have been studying E2.0 projects, both successful and unsuccessful, since companies

started deploying these technologies in earnest four years ago. My research shows that,

despite the failures, there have been striking successes—and that more big successes are

possible if only companies would learn to use these tools well. Most initiatives fail because

of five widely held beliefs: reasonable attitudes held by well-meaning people, not the

handiwork of saboteurs. Nonetheless, data, research, and case studies show that the

beliefs are wrong; they’re the myths of Enterprise 2.0. In the following pages, I’ll refute

them, starting with two that crop up before an E2.0 initiative is launched and finishing with

three that can take hold after deployment.

What Is Enterprise 2.0?



How Collaboration Can Go Wrong

In 1996 the British government warned that so-called mad cow disease could be

transferred to humans through the consumption of beef. The ensuing panic and disastrous

impact on the worldwide beef industry over the next few years drove food companies of

all kinds to think about their own vulnerability to unforeseen risks.

The Norwegian risk-management services firm Det Norske Veritas, or DNV, seemed

well positioned to take advantage of the business opportunity this represented by helping

food companies improve food safety. Founded in 1864 to verify the safety of ships, DNV

had expanded over the years to provide an array of risk-management services through

some 300 offices in 100 countries.

In the fall of 2002 DNV began to develop a service that would combine the expertise,

resources, and customer bases of two of the firm’s business units: standards certification

and risk-management consulting. The certification business had recently created a practice

that inspected large food company production chains. The consulting business had also

targeted the food industry as a growth area, with the aim of helping companies reduce risks

in their supply chains and production processes.

Idea in Brief



Are you promoting cross-unit collaboration for collaboration’s sake? If so, you

may be putting your company at risk. Collaboration can deliver tremendous

benefits (innovative offerings, new sales). But it can also backfire if its costs

(including delays stemming from turf battles) prove larger than you expected.

To distinguish good collaboration from bad, estimate three factors:

• Return: “What cash flow would this collaboration generate if executed

effectively?”

• Opportunity cost: “What cash flow would we pass up by investing in this

project instead of a noncollaborative one?”

• Collaboration costs: “What cash flow would we lose owing to problems

associated with cross-unit work?”

Would the return exceed the combined opportunity and collaboration costs? If

yes, put that collaborative project in motion.

Initial projections for a joint effort were promising: If the two businesses collaborated,

cross-marketing their services to customers, they could realize 200% growth from 2004 to

2008, as opposed to 50% if they operated separately. The net cash flow projected for

2004 through 2008 from the joint effort was $40 million. (This and other DNV financial

figures are altered here for reasons of confidentiality.)



The initiative was launched in 2003 and run by a cross-unit team charged with cross-

selling the two types of services and developing new client relationships with food

companies. But the team had trouble capitalizing on what looked like a golden opportunity.

Individual business unit revenue from areas where the existing businesses had been strong

—Norway for consulting services, for example, and Italy for certification—continued to

grow, exceeding projections in 2004. But the two units did little cross-pollination in those

markets. Furthermore, the team couldn’t get much traction in the United Kingdom and

other targeted markets, which was particularly disappointing given that the certification

group had established good relations with UK food regulators in the years following the

outbreak of mad cow disease.

Idea in Practice

In deciding whether to launch a collaborative effort, managers can fall victim to

three common errors. By understanding these errors, you stand a better chance of

avoiding them.

Overestimating the Return

Many companies place a mistakenly high economic value on collaboration. Often,

the expected results don’t materialize.



Example: Daimler’s $36 billion acquisition of Chrysler in 1998 failed to deliver

the promised synergies between the two automakers. In 2007, Daimler sold

80% of Chrysler for a mere $1 billion.

Ignoring Opportunity Costs

Executives often fail to consider opportunities they would forgo by devoting

resources to a particular collaborative project. They don’t evaluate

noncollaborative activities that might have higher potential.

Example: Risk-management services firm DNV decided to combine the

expertise, resources, and customer bases of two business units—standards

certification and risk-management consulting. The goal? To cross-sell services

to help food companies improve food safety. DNV estimated the

collaboration’s return as $40 million.

But DNV never compared the food-industry opportunity that required cross-unit

collaboration with other industry opportunities that wouldn’t require collaboration.

One opportunity in IT could have been pursued by the consulting unit alone, and it

had more potential than the food opportunity. But because many of the consulting

unit’s experts were tied up with the food initiative, progress on the IT opportunity

was constrained. The cost of the forgone opportunity was $25 million in revenue.



Underestimating Collaboration Costs

In most companies, it’s difficult to get people in different units to work together

effectively because:

• People don’t want to share resources or customers.

• They resent taking on extra work if it provides little recognition and no financial

incentive.

• They have conflicting priorities; for example, some people are dedicated to the

initiative full-time, while others aren’t.

These tensions create problems that, combined with opportunity costs, can eat

into the collaboration’s potential—and produce a collaboration penalty.

Example: At DNV, competition over customers between the two units caused

tensions that ultimately scotched 50% of cross-selling engagements. That

amounted to $20 million in collaboration costs. Added to the $25 million

opportunity cost for the noncollaborative IT opportunity, total costs were $45

million—$5 million over the collaborative food opportunity’s expected return of

$40 million.

As new business failed to materialize, the consulting group, which was under pressure



Knowing When (and When Not) to Collaborate

DNV’s experience is hardly atypical. All too often plans involving collaboration among

different parts of an organization are unveiled with fanfare only to collapse or fizzle out

later. The best way to avoid such an outcome is to determine before you launch an

initiative whether it is likely to yield a collaboration premium.

A collaboration premium is the difference between the projected financial return on a

project and two often overlooked factors—opportunity cost and collaboration costs. In

simple form:

The projected return on a project is the cash flow it is expected to generate. The

opportunity cost is the cash flow an organization passes up by devoting time, effort, and

resources to the collaboration project instead of to something else—particularly something

that doesn’t require collaboration. Collaboration costs are those arising from the challenges

involved in working across organizational boundaries—across business units, functional

groups, sales offices, country subsidiaries, manufacturing sites. Cross-company

collaboration typically means traveling more, coordinating work, and haggling over

objectives and the sharing of information. The resulting tension that can develop between

parties often creates significant costs: delays in getting to market, budget overruns, lower



As the exhibit “The four ways to collaborate” shows, there are four basic modes of

collaboration: a closed and hierarchical network (an elite circle), an open and hierarchical

network (an innovation mall), an open and flat network (an innovation community),

and a closed and flat network (a consortium).

Idea in Brief

As potential innovation partners and ways to collaborate with them proliferate, it’s

tough deciding how best to leverage outsiders’ power.

To select the right type of collaboration options for your business, Pisano and

Verganti recommend understanding the four basic collaboration modes. These

modes differ along two dimensions: openness (can anyone participate, or just

select players?) and hierarchy (who makes key decisions—one “kingpin”

participant or all players?).

• In the open, hierarchical mode, anyone can offer ideas but your company

defines the problem and chooses the solution.

• In the open, flat mode, anyone can solicit and offer ideas, and no single

participant has the authority to decide what is or isn’t a valid innovation.

• In the closed, hierarchical mode, your company selects certain participants



and decides which ideas get developed.

• In the closed, flat mode, a select group is invited to offer ideas. But

participants share information and intellectual property and make critical

decisions together.

Each mode has trade-offs. For example, open networks (whether hierarchical or

flat) produce many ideas, but screening them is costly. What to do? Choose

modes best suited to your capabilities. For instance, if you can evaluate ideas

cheaply but no single participant has all the necessary expertise to shape the

innovation, use an open, flat collaboration.

When figuring out which mode is most appropriate for a given innovation initiative, a firm

should consider the trade-offs of each, weighing the modes’ advantages against the

associated challenges and assessing the organizational capabilities, structure, and assets

required to manage those challenges. (See the exhibit “How to choose the best mode of

collaboration.”) Its executives should then choose the mode that best suits the firm’s

strategy.



Open or Closed Network?

The costs of searching for, screening, and selecting contributors grow as the network

becomes larger and can become prohibitive. So understanding when you need a small or a

large number of problem solvers is crucial. Closed modes, obviously, tend to be much

smaller than open ones.

Idea in Practice

Understanding Your Collaboration Options



Examples of Collaboration Options



Choosing Your Collaboration Approach

Select the collaboration mode that best suits your capabilities and strategy.

Example: In developing the iPhone and its applications, Apple initially used

closed, hierarchical networks, where it could better control components

influencing users’ experiences. But once the iPhone was established, Apple

defined a growth strategy hinging on adding software functionality and

applications. Because it knew it couldn’t anticipate all the applications iPhone

users might value, it switched to an open, flat network: It introduced a kit

allowing third-party developers to create applications based on the iPhone OS



platform and to provide them to users directly through the device.

The four ways to collaborate

There are two basic issues that executives should consider when deciding

how to collaborate on a given innovation project: Should membership in a

network be open or closed? And, should the network’s governance structure

for selecting problems and solutions be flat or hierarchical? This framework

reveals four basic modes of collaboration.



When you use a closed mode, you are making two implicit bets: that you have identified

the knowledge domain from which the best solution to your problem will come, and that

you can pick the right collaborators in that field. Alessi, an Italian company famous for the

postmodern design of its home products, bet that postmodern architecture would be a

fruitful domain for generating interesting product ideas and that it could find the best people



Open modes are effective only under certain conditions. First, it must be possible to

evaluate proposed solutions at a low cost. Sometimes the screening process is extremely

cheap and fast. (For instance, it might be easy to assess whether a particular module of
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