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Mergers and acquisitions are frequent phenomeravenyday business activities (Holtstrom,
2008). For a merger or an acquisition, expectecrgynis of fundamental importance. The
synergy-concept emerged in the business strateggtlire in the 1960s and has since then gained
immense influence as a strategic tool for CEOscamapany boards. In both theory and practice,
synergy describes value creation of some kind @@eRicard, 2008; Arya, 2002; Rozemeijer,
2000; Tapper, 1999; Larsson & Finkelstein, 1999 S1998; Olsson, 1997; Chandler, 1992;
Trautwein, 1990; Porter, 1987; Rydén, 1971; Ansi965). Having a business network structure
perspective as point of departure, we assume tieagars and acquisitions will involve and
integrate not only the acquirer or the acquired mamy but also connected companies such as
customers and suppliers (Holtstrom, 2008; 2003;r@)k2008; 2004; Dahlin, 2007; Oberg &
Holtstrom, 2006; Anderson, Havila & Salmi, 2000avia & Salmi, 2000; Bengtsson, 1994).

Synergy as concept (cf. Goold & Campbell, 1998nitd987; Lubatkin, 1983; Ansoff, 1965) is
in this paper further developed and extended toposm also synergy in the integrating
companies’ business network. The paper aims tolajese framework to describe synergy in
business relationships with customers and supplierachieve this we first need to analyse how
synergy is realised within a company. The analigsibased on a case study of mergers and
acquisitions among industrial companies havingrass in Sweden.

Our findings indicate that within a company syneisgthe result of the interplay between creation
of value, alignment between strategic prioritigaioand functional performance. Thus the
integrating companies are at the core. The apiplicat synergy in the M&A-companies business
network is to include also their business relatigs with other actors. So in a second analysis,
we show that synergy in business relationshipdeaeen as the result of how companies a) adapt
to changes in the business network, b) how thegdsaaffects interdependency among actors, c)
to what extent there is a co-ordination of actgtbetween actors, but most importantly d) how
this is carried out over time.

The resulting framework on connected synergy, coetbthe perspectives on synergy described
above with also the development over time. Withim M&A-companies, two forms of synergy
appears; (i) planned in the early phases of intiegrand, (i) emerging over time. In the M&A-
companies’ business relationship synergy can agse@i) something planned by the integrating
companies to purposely influence other actors @idgdeveloping when different actors adapt to
these changes over time.

Keywords: Synergy, merger, acquisition, integration, businesationship, business network,
supplier, customer.
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INTRODUCTION

Synergy is a frequently used concept to describestitategic development of companies, both in
theory and in practice. Synergy, as such, is tpea®rd result of deliberate actions taken by one or
more organisations to achieve something more. i$lgsmetimes, in simple words, described as
‘two-and-two-equals-five’. In mergers and acquisit the discussion of synergy is of strategic
importance (Pernod Ricard, 2008; Tapper, 1999; Sd98; Olsson, 1997; Trautwein, 1990;
Porter, 1987). Effects of mergers and acquisititmge been studied from a perspective that such
changes appear in business networks (AndersonlaHavbalmi, 2000; Havila & Salmi, 2000;
Oberg, 2008: 2004; Dahlin, 2007). In this paperfeeeis not only on synergy as a concept related
to the two merging companies but also on that gynex created in business networks. The
purpose with this paper i® using a case study develop a framework for understanding how
acquiring companies can realise synergy both within the company(ies) and in its business
relationships to customers and suppliers. In the first part of the paper we present a tiauakt
perspective of synergy and thereafter interpretéise from that perspective. In the second part of
the paper we add a business networks perspectii&h wsults in an extended framework
introducing the concept connected synergy.

Synergy is according to Ansoff (1965) one buildolgck in company strategies. Companies who
have the capabilities to identify and exploit pbtities of related businesses can achieve
competitive advantages (Porter, 1985) and duriegl®60’'s and early 1970’s synergy was a
motive for companies’ strategic development throdiglersification (Porter, 1985; Wells, 1984).

The discussion on synergy by Ansoff (1965) is cphadised around ROI — Return on

investment. However a one clear definition on syyeafoes not exist (Sirower, 1997; Porter,
1987; Carter, 1977), it is broad as a concept (Gathig& Sommers Luchs, 1998). Further,

imagined synergy is more common than real synangyeaen the identified synergy are difficult

to realise (Porter, 1987). A classic illustratidrsynergy is: “2 + 2 = 5” (Ansoff, 1965; Mee, 1965;

Campbell & Sommers Luchs, 1998) which indicates tha units should achieve something

more than as separate units (Arya, 2002; Rozem2(@0; Campbell & Sommers Luchs, 1998;
Chandler 1992; Buzzell och Gale, 1987).

Ansoff's (1965) explanation of synergy is a dedwmip of its financial benefits and the
possibilities thereof, both material and immatesisdets. Ansoff (1965) has four main categories
of synergy; sales, operational, investment and gemant. Larsson (1990) formulated a new
typology by discussing Ansoff (1965), Lorsch andeAl(1973), Lubatkin (1983) and Chatterjee
(1986). This typology consists of; market power esgy, operational synergy, management
synergy and financial synergy. This typology ialsed by Larsson and Finkelstein (1999). In
addition to this Rydén (1971) discuss coordinakienefits. Itami (1987) has divided synergy in
two; a complement effect and a synergy effect. dmplement effect is more of an adding effect,
i.e. using the current resources in a more effici@y. Synergy by Itami (1987) is multiplying, i.e.
using companies’ unique resources (the invisiblgher immaterial resources). Other authors
discuss synergy from different perspecitves; angatalue (Buzzell & Gale, 1987), strength and
increased profitability (Kanter, 1989), sharing gatences and capabilities (Goold and Campbell,
1989) and purchasing (Rozemeijer, 2000). Altogatheeems as if synergy can be categorised in
five main categories; sales synergy, operationakergy, investment synergy, management
synergy and financial synergy, see Appendix 1 foroserview of the literature on synergy
discussed in this paper.

In Ansoff (1965) there is a clear link to a finalagiesult of the possibilities synergy can generate
In other words this is “how we earn more moneyubtoa better utilisation of the company’s
resources”. If the realisation of synergy is loviegr two working together rather than as two
separate units, the outcome can be characteriseal @sgative synergy. Cooperation and
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collaboration in general i.e. to create somethigenwith available resources in comparison with
the previous separate use of the resources is xarape of synergy potential. Another is
coordination of operations. It is the performanod dow competence and knowledge is used
within the integrating companies that is of sigifice for the outcome of the coordinating
activities. Coordination affects the flow of adies within a company and to be able to gain
further effect coordinating the flow of incomingdaautgoing products and services is important.
Coordination is also related with economies ofescah efficient use of the integrated companies
capacities a require coordination. A third potérgighe possibility to combine and utilise materia
and immaterial resources over time. Also when caregamore focus on core-activities and do
not have access to the needed capabilities witlircompany placing the involved companies
respective capabilities positioned to each otheoines significant. This will affect a company’s
possibilities to coordinate and cooperate. Divieddibn is an important starting point for the
discussion on creating synergy. In companies c¢atedi from related operations, this has given
increased assets of the same kind and gives alsmasged possibilities both in technology and
market.

Expected synergy may be more prevalent than readigeergy. There are several difficulties with
synergy realisation. In preparing mergers and adouis the motive for the outcome of the
change is significant for the expected outcomeo Aisegration problems may occur and affect
the possibilities to create synergy. It may even aut negative, if the synergy is not materialised
it may destroy or erase value.

Goold and Campbell (1998) identify four reasonstlf@ failure of synergy initiatives. The first
reason is to overestimate positive effects andnestimate costs for the initiative. An idea to be
able to create synergy can lead to decisions baséaferior grounds. The second reason is that
company management assumes business unit mar@geradainst synergy initiatives. This may
cause actions from the corporate level to convorcéorce initiatives to be taken. Goold and
Campbell (2003) suppose that if business units shoot to cooperate there are probably good
reasons for this. A third reason for synergy failisra believe among company management to be
capable enough to implement and realise synertigtines. The fourth reason for synergy failures
is so called knock-on effects, e.g. costs andimmaes as an indirect effect of the coordination
between business units. Such effects can be gtstive or negative, but there is a risk that
company management preferably are interested ipdtential positive effects and neglects the
negative ones. It is not obvious that all cooperakeads to positive results (Goold & Campbell,
1998).

ACHIEVING SYNERGY

Diversification is one way to create synergy (Vereje 1999; Carter, 1977). Through
diversification companies can develop, expand apate growth. In such cases, synergy is often a
basic assumption in decisions on diversificatioan@bell & Sommers Luchs, 1998). Andersen et
al (1957) describe synergy as a better use of re=®w@and also as a way to better adapt to a
changing environment with increased competitivegaree. Diversification increase the amount of
available assets with broader technological- andfarket scope. Combining companies’
capabilities creates opportunities for synergyving forces for diversification is particularly
strong e.g. in markets with short product life egchnd/or with high rates of product development
or where substitutes are developed. Also high nharstability and/or difficulties to predict
demand makes diversification interesting. If diffiation seems interesting for business
development, this is associated with cost and ¢iahnisk and should not be carried out without
deep analyses. Diversification should not be censdl as a replacement for development of
current products and services but as a complerAade(sen et al, 1957).



According to Campbell and Sommers Luchs (1998) shedies of Rumelt (1974) on
diversifications and the outcome thereof is an ingmd empirical work for the existence of
synergy. Rumelt (1974) show that diversified congmmith related operations had better return
than unrelated operations. However, later studieseither find theoretical nor empirical support
for related diversifications versus unrelated.

Hoskisson and Hitt (1990) discuss internal andreatedriving forces for diversification. An
external force is competition rules and regulatiansl as an internal force risk reduction is
mentioned. Also company management might have dwear motives for diversification. These
motives can be related to own benefits and compensaCompany size, benefits and other type
of compensations correlate with each other. (Heskig: Hitt, 1990)

Resources available are valuable if a company d¢#iseuthese resources to gain market
advantages. Competitive advantage is not only alesdurces, it is also about utilising and
sharing activities to a larger extent. Creatingsalynergy is important for the success of a merger
or acquisition strategy although Weber and Dholék@00) maintain that the formal integration
process rarely evaluate market prerequisites. Modstd to evaluate synergy in mergers and
acquisitions are most often related to the compafiancial development e.g. through stock
market development, revenues and investments. dbeyt evaluate potential consolidation of
market activities or sales synergy (Weber & DhaakD00).

Sales synergy can emanate from enhanced serviveiritegrated distribution, specialisation of
services for different customer segments and n@aber & Dholakia, 2000). Campbell &
Sommers Luchs (1998) also highlight distributioraaurce for sale synergy but adds a vertical
integration perspective, i.e. flow of material. thermore business units in the integrated company
can utilise the companies brand value, image, aipatand product quality to enhance potential
sales synergy (Campbell & Sommers Luchs, 1998)teC#t977) argue that one of the two
important sources for synergy is a stronger ma&sition (the other being increased efficiency).
Sales synergy can also emanate from cross satesigppackaging, combined market knowledge
and market capabilities and better market commtiorcéKanter, 1989).

Operational synergy can be achieved through higtilesation of production facilities (Campbell

& Sommers Luchs, 1998) and coordination of productivhere sharing information and
knowledge is important (Flaherty, 1986), increasgeéad of costs (Campbell & Sommers Luchs,
1998) or lowering total costs (Buzzell & Gale, 1980rter, 1987; 1985), learning between the
two integrating companies, possibilities to affpate and quality of purchased products and
components (Campbell & Sommers Luchs, 1998). Syrtrgugh purchasing has gained more
significance since a larger part of the finishesbpct is purchased through suppliers (Rozemeijer,
2000). Not all sharing of activities do create cefitjye advantage (Porter, 1987; Buzzell & Gale,
1987), e.g. irrelevant activities with small or potentials (Buzzell & Gale, 1987) or if there are
defined possibilities but there are restrainingdsr against the change within the organisation
(Porter, 1987).

Synergy can be achieved through transfer of knaydednd capabilities between different
functions within an integrated company (Campbeb&mmers Luchs, 1998; Prahalad & Hamel,
1990). For company management it is of importaodgetable to identify the integrated business
critical activities. This can be sharing technadsgiproduction resources or the coordination of
marketing and distribution (Prahalad & Doz, 19&&)mpany management has the responsibility
to make coordination between different units flométig and may need to get involved if there is
e.g. business units’ lack of knowledge of the @od cons with different alternatives. Clash of
opinions is also something that make it necessargdmpany management to take actions and



also in cases where there at complicated negaigatioth continuous compromises. (Goold &
Campbell, 2003).

Goold and Campbell (2000) suggest a few importapeets to be able to identify and realise
synergy. ldentify possibilities in overlapping valghains, i.e. there are high potentials to find
synergy if similar activities are integrated ancrcinated. It is also important to utilise the
knowledge and information of managers on diffelevls of the organisation and furthermore to
understand attitudes among business units to hogrgyis dealt with. Furthermore, how well do
expectations of synergy fit with real synergy ptn

Haspeslagh and Jemison (1991) discuss value creatioacquisition and maintain that
management for the acquiring company has an immodke and responsible for the management
in the acquired company. There is otherwise athak knowledge in the acquired company is
jeopardized. This may affect the potential valumtagrating two companies.

In mergers and acquisitions assets is transfegtaelen companies and synergy may occur if the
potential to generate revenues is higher for thegrated company than as two separate firms
(Sirower, 1997; Ossadnik, 1996; Carter, 1977). Bpnalerived from a cause and effect
discussion is difficult to establish (Ossadnik, @9However, using models measuring synergy
through stock owner’s position before and afteméegration is another way to show synergy or
how well an integration has succeeded. If an aegpays a premium of the value of the acquired
company there is a pressure on the acquirer teedeli better yield than previously expected by
the market. The premium value should be interprage@n increased efficiency potential, i.e.
synergy. This value in terms of synergy must bentiled and delivered by the integrated
company (Sirower, 1997). Financial synergy in gahisrrelated with the company’s position to
the financial markets (cf. Seth, 1990; Chattej&&6).

METHOD

The studied case consists of three acquisitionsrenti®l Industries acquired Raymond
Corporation, BT Industries acquired Cesab andlfiffayota acquired BT Industries. The case is
written based on interviews with managers on caeasind business unit level. The total amount
of interviews is 16 with duration of between 1.53tbours/interview. (Holtstrém, 2008) The case
has been reviewed by the company in various odtgsioresentations, seminars and peer
reviewed journal articles. The case descriptionatss been validated by one of the leading top
managers within the organisation today.

Overall, the changes for BT Industries can be dberiaed as; first a horizontal acquisition of a
manufacturer of the same size, i.e. the acquisgfdRaymond. In addition to this there are two
concentric acquisitions where BT Industries acqaireompany with a complementing product
range and the second where BT Industries is actjoyrd oyota for the same reasons.

TO ACQUIRE AND TO BE ACQUIRED - BT INDUSTRIES

This part describes three acquisitions; BT Indest(continuing BT) acquisition of The Raymond
Corporation (continuing Raymond) in 1997, BT Indest acquisition of Cesab Carelli Elevatori
(continuing Cesab) in 1999/2000 and the Toyota dtréis Corporation (continuing Toyota)
acquisition of BT in 2000. This case illustrates thanges in BT between 1997 and 2005. During
this period BT also acquired MHC (Mechanical HamglliConsultants) a sales and service
organisation in Eastern Europe. This acquisitiomas$ included in this discussion. The case
illustration describes the course of events fronsBbint of view.

BT was established in 1946 and started its bus@ess agency for machine equipment to the
building and construction industry and for compantgrnal transportation (counterbalanced fork
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lifts from Clark is an example). Together with SvebdState Railways (SJ), BT developed
standardised pallets e.g. the EUR-pallet. In 19F™Bveloped its firs own hand pallet truck. In
1954 BT developed operations within service andesparts. Rental — which is a major part of
company turn over today, was established in 1968 W¥ntal, customers rent truck equipment
and BT is responsible for service and maintenahoe.internationalisation of BT started in 1961
when the distributor Rolatruc Ltd in United Kingddmacquired. The internationalisation has
been done both through acquisitions of distribuamig producing companies and also through the
establishment of own sales companies. In 1988 Rjliesd Lift Rite Inc. in Canada and The
Prime-Mover Co. in USA.

BT had a leading position in Scandinavia and angtfmsition in Europe on electric warehouse
trucks. BT had a strategic goal to be one of theetteading suppliers in the world of material

handling equipment in 1995 (Moberg, 1990). To de #@breach this position there was a need to
grow on the North American market. Another possybitould be to broaden the product range to
include counterbalanced trucks and thereby alsa apefor other customer segments than BT'’s
traditional customers.

BT had started its geographical expansion on thiehManerican market with the acquisitions in
1988. This was further strengthened by the acensif Raymond in 1997. This acquisition made
BT the largest producer of warehouse trucks in wlegld. The acquisition has two main
characteristics; first it is an expansion withie #ame product niche — warehouse trucks, second it
is a geographical expansion — not only more caesitout also customer segments with specific
product preferences. BT and Raymond became thelemgroducer of all types of electric
warehouse trucks worldwide. Mainly there is onedpad standard for the North American market
and another standard for the European market. Adwile presence is important if customers on
e.g. the North American market expand outside th@mne market. It is then possible to access
material handling equipment in other parts of tlegladvthrough previous contacts with Raymond.

There are similarities between the two later adiipns described in the case. They are more
acquisitions complementing the product range ofattguirer. The acquisition of Cesab provides
BT with a range of counterbalanéerlicks to be produced in the BT brand. Toyotatguagition

of BT is similar. Toyota produced counterbalanaetks and acquiring BT would give world
wide coverage of warehouse trucks. One reasohifostrategy is that customer may have a need
for both types of trucks and a complete producgeanf both assortments would enhance
customer relationships with no need to contactraiygpliers of material handling equipment.

An important driving force within production is kmwer production costs, which means a need for
increased production volumes. One way to achieigeigito produce trucks to other companies
through OEM-agreements. Before Toyota’s acquistibBT the companies had cooperated for
six, seven years in the USA and between four avel years in Europe. BT had produced
warehouse trucks for Toyota, branded Toyota.

Effects of globalisation is a need for companidstid the number of suppliers, a large number of
contacts drives cost to keep up to date and to geair@r suppliers it is important to follow these
trends to be attractive in the eyes of the custeni@r BT the globalisation trend also mean that
customer with world wide operations want agreemfemntall markets. Within BT there has been a

!'There atre in general two different types of lift trucks; counterbalanced trucks and warehouse trucks. The former
has either combustion engines (diesel or LPG) or electrical engines. Warechouse trucks mainly have electrical engines,
but there are other different standards between warehouse trucks depending on which market the product is
produced.



need to develop such a function — a central saleasrtiment to cover these types of agreement. For
local markets it is handled by BT in Europe andRayd in North America.

In the relationship with the customers a well depell service organisation has earned increased
significance in comparison with the sales orgaimisatNot that the sales organisation is un-
important but time for upholding and develop a goaostomer relationship has decreased through
the sales organisation and increased through théceseorganisation. Two other trends in
customer relationships are identified. First, thare increased requirements that price levels
should be the same regardless on which marketrtiueigts are distributed. Differences in price
may occur due to e.g. transportation costs foriloligton from the factory to the market. Second,
there are more complex agreements, including metailsl on prices, services and conditions
concerning rental, payment and guarantees, i.e than increased interest to include more and
more in the contracts.

The acquisition of Raymond

The company was founded in 1922, as a foundry. Mexvaince the 1930's the company has
developed material handling equipment. The compeay prior to the acquisition the market
leader for warehouse trucks on the North Americarket. (Raymondhandling, 2006)

During the first part of the 1990's BT had restunet its business to increase productivity and
profitability. In mid-1990 these efforts also gaesult in increased profitability. These positive
changes in BT lead to strategic discussion abeufuture development. The earlier acquisitions
gave a market share of about 5 -6 percent on theh Manerican market and further growth
through these companies seemed difficult. GrowtitherEuropean market was also limited. BT
has two major competitors on warehouse trucks imgE&) Jungheinrich and Linde. Both
companies with large market shares and in addiidhis already had complete product ranges of
both types of lift trucks. For BT the alternativettwmost potential was to grow within their
product segment — warehouse trucks — on the Narterisan market. The analysis made in 1996
identified Raymond as the best alternative andimag@otential to be an ideal partner for exchange
of technologies and standardisation. Though, tmepamy was not for sale! However, this was
about to change and in early 1997 stock owners ayinfend intended to realise what was
considered as hidden values and the company wasaler BT with a restructured profitable
business had the strength to carry through theisaitgn and made BT the world leading
company for production and distribution of wareletracks.

One motive for the acquisition of Raymond was thi@e a dominating position on a “new”
geographical market, and access to both the establstandards on the warehouse truck market.
Gains from rationalisations were not included m ittitial plan and were considered as something
extra to try to realise. Thus, the integration leetiwvBT and Raymond was cautious. Two different
companies with different corporate cultures witle thain sales and distribution on different
geographical markets did not force any major chenged as a result of this, the company was
organised in geographical business units, includotf production and marketing. An exemption
was the production of hand pallet trucks, conslesea volume product on both markets, which
was integrated in the same business unit.

Reasons for not making any major changes werétrtbatperations in the acquired company were
considered as being well-managed, profitable asd aith high growth. The management for
Raymond therefore could continue as prior to tlipiadion. Instead, the corporate management
of BT controlled its business units through varimigs e.g. growth, profitability, cash flow rathe
than through direct involvement in business opamati Besides the business ratios used, BT has
from 2003 started to implement other types of satm develop the operations e.g. speed in
product development and quality improvement.



Although the integration was cautious there wempeaative arrangements. Purchasing from both
BT and Raymond evaluated similarities in componentee if there were potential for common
purchase agreements. Purchasing was the most anparea to identify synergy e.g. through
negotiations with suppliers to reach better prisgh increased volumes. Besides purchasing,
other synergy was identified e.g. costs for insteanTransfer of knowledge was also done in an
early phase. BT had a model for financing custdionrlift purchases and this was transferred to
Raymond and implemented. These synergy initiatwese mainly administrative and did not
involve many employees in neither BT nor Raymorite $ynergy initiatives were concentrated
on the easy and quick potentials since there wasnition to fully integrate the companies.

BT and Raymond had prior to the acquisition co-afgel. During 1992 BT had one person
located at Raymond to assist in the developmeatark lift adapted for BT. Raymond produced
a combi truck branded BT. This was a fork lift onaly developed for the American market but
modified for the European market. The product wesmaplement to BT's product range. BT paid
for the product development and purchased thelifodnd spare parts under a license agreement.
However, some year before BT acquired Raymond; tthek was distributed through
Jungheinrich, but was returned to BT product raaftge the acquisition.

The new organisation after the acquisition with ggaphical business units did not enhance
integrating projects. Expected in an acquisitiothwsimilar products would be to generate synergy
in production, exchange of products and produceldgment. However, not much of this was
done and one explanation is different product staisd on the different markets. Another
explanation is long distance between productioiites and lead times which would affect
distribution costs negatively if coordinated prditut was done to a large extent. Other
explanations are costs to change and adapt existodycts. Though what has been done is
exchange of technologies, e.g. AC-technology (sdtarg current) developed by BT has been
transferred to Raymond. This has also lead to astplier to Raymond. There are also examples
of transfer from the acquired company. Raymond d&adpplier of electrical engines which BT
could use to replace some of their suppliers. bturé products it is possible to work more
together with product development and e.g. use mmmmon components. However, there has
not been any pressure to deliver more synergy tharearly identified ones since both the
companies were profitable.

Negative effects may also occur in integrations. Had started product development of a new
combi truck and were almost ready for a prototygeenwvthe acquisition was made. In the
integration all product development projects wesgawed. It was then identified that Raymond
had a similar product almost ready for productidmctv would fulfil BT requirements for the new
combi truck and the project were closed down. Thdabg product developed from Raymond was
never delivered, it did not meet the requirememd #he project had not reached as far as
promised in the review process of current projédte. need for the product remained and BT had
to carry it through themselves with a three yeataydin comparison with the original plan. The
competitors had launched their new products far plarticular segment one year after BT closed
its project. A combi truck is a long term investrintar about 8 — 10 yeas in cooperation through
rental, i.e. there will be long term effects in ttestomer relations if projects and products are
delayed.

On the market side there are minor effects of duiiaition, the exchange of products has been
limited, e.g. three, four machines a year of VNécks (Very Narrow Aisle) for the Swedish
market. Though, an advantage for the customers Bomoint of view is that customers through
the acquisition could access both the dominatingktrstandards in the world through one
distribution channel.



During fall 1997 the first phase, purchase coottnagave effect already after a few months. The
process to co-ordinate the purchasing function taakyears. This co-ordination started as a co-
operation project making a review of all productear with potential to reduce costs. All major
fork lift components were systematically studied. dareaking systems, hydraulic systems and
electronics. In some areas it soon became obvaiithtere were no potentials. One such area is
steel; neither as raw material (steel beam) nane@fas steel components. Here the distance
between the supplier and the production unit isenmoportant. Logistics, transportation costs and
supplier contacts were considered as more impottzent the possible synergy. Also for
components with high degree of change in the aacigin, being close to the supplier is
considered as a major advantage in comparisonthétpotential benefits a synergy initiative
could give. The synergy initiative was instead emtiated on more of system oriented
components. The total value of the reviewed compsneorresponded to between 20 and 30
percent of the total purchased value. Some suppliere changed but the overall result was more
favourable price levels. One example is Curtisy@pber of controllers (electronic equipment).
Curtis has a dominant position within the fork iftlustry of this type of equipment. At the time
for the acquisition the companies purchased foueglof around 50 MSEK/company. The
integration between BT and Raymond made them Clatgest customer which lead to lower
purchase prices instead of yearly increases. Toglication of purchasing activities initiated in
1997 resulted in some joint contracts for BT angriRand but for the next 3-year period some
contracts were still jointly negotiated, and otheos There are however not any new areas open
for joint negotiation efforts than the ones iniyiatlentified in 1997.

The acquisition of Cesab

Cesab was a separate company included in a famiga Italian industry consortium. The fork
lift industry is under consolidation and with aisking number of producing companies it
becomes more important with high production volutodse able to be competitive. Cesab had in
1999 a production volume of about 2000 fork lificks mainly aimed for the Italian market. This
production volume was long term not viable. Thedegevolumes are at least 5000 fork lift trucks
to reach a profitable level. The owners of Cesabaminterest to sell the company to a long term
owner. There were probably more potential buyexs jhst BT.

BT and Cesab’s relationship had developed with BXpansion through sales companies in
Europe. BT established a sales company in ltal@B8B. This was done with major losses during
the first years. In the beginning of 1990’s theeravincreased demand to turn this development.
BT had weak results and the BT's owner had alssmiial problems. It became necessary for a
structural change to turn the development in ltatythis time it had also become more important
to develop the after sales market and not justesdrate on the initial sales through local sales
organisations. A potential partner for the Italrmarket was found in Cesab. Cesab’s produced
mainly counterbalanced trucks for the Italian maked had about 60 sales representatives in
Italy. Discussions with Cesab led to the establesiitrm 1994 of a jointly 50/50-owned company,
BT-Cesab. The jointly owned company was to reptd3&is and Cesab’s products on the Italian
market. From a market share in Italy on betweerb3percent it grew in a few years to between
15 — 20 percent. The co-operation had been rurfaimapout five years before the acquisition. A
result of BT-Cesab was that Italy became as anniapomarket as United Kingdom, Germany
and France.

Sales companies within BT had for long wished fdoreader product range also including
counterbalanced trucks. BT had also been sear@hirajternatives to be produced in their own
brand. BT had a previous agreement with Clark Her British and Scandinavian markets. Also
with Steinbock, a German company was a supplieowfterbalanced trucks until it was acquired
by Jungheinrich. But, BT had no interest to invesiown production capacity and product



development but would rather like to purchase Bahted products. One important reason for this
is that counterbalanced trucks are more standdrdise. lower margins. In comparison,
warehouse trucks is an investment with more of Iproborientated solutions with integrated
service agreements, which is much more profitable.

The co-operation with Cesab had its origin in adrteebe more established on the Italian market.
However, the acquisition can be seen as one waggttaccess to a complete range of fork lift
trucks including also counter balanced trucks. Bquaed 45 percent of Cesab in 1999 and the
remaining 55 percent in 2000. This agreement wasdy made when Toyota acquired BT. In
Sweden, Norway, Denmark and United Kingdom Cesatix¢rreplaced the previous brand Clark.

Due to the history between BT and Cesab there éas bo attempt to fully integrate the two
companies. Though, this does not mean that noraiieg activities were done. With the
acquisition in 1999 there were thoughts on how peration could be made within purchasing.
Cesab had a weak purchasing organisation with tatussin the company, and had almost no
international experience. BT suggested that a pssshfrom BT should be placed in Italy. The
purpose was to exchange information and transfeedamowledge within purchasing. This did
not turn out satisfactorily, language became omadbaand the purchasing function had a very
weak status within the organisation. The co-opamatvas terminated before two years duration.
However, other changes on management level were ohathg 2001. A new CEO was hired
with another view on purchasing as a function &edpurchasing manager became a member of
the executive team.

There are economies of scale in Cesab’s factoaycamsequence of the acquisition. Through this
developed relationship the production levels hadcessed from 2000 fork lift trucks to a level of
more than 5500 fork lift trucks. From an overalhmgmany perspective it might not be the best
solution with two producers of counterbalancedksua the same corporation. But as we shall se
later, it has been necessary for BT since acceBsytmta trucks has not been easy. For Raymond
the acquisition has meant that Cesab produces &uenfor Raymond with American standard.

The acquisition of Cesab solved the problem witlmterbalanced trucks in own brand. It may
also open possibilities for new customer segmerttavailable before. The trend on the market is
also that customers want to purchase their fultl radefork lift trucks from one supplier. This
makes it necessary for BT to have a complete ptadage. Even if this is the case, the customers
may not rely on only one supplier of fork lift tkg; but the ones chosen must have a broad
product range covering the possible needs of themer.

For BT the change to Cesab also meant that thépeexelationship with Clark was terminated.
During five years prior to the acquisition of Cesalark had a deteriorating rumour, i.e. could not
keep up with market development. The customers peséive for the change however at the
beginning there was some scepticism for Italianarark lift trucks.

Real synergy potential between BT and Cesab inhpaiag is limited. There are a few areas to
work together within, e.g. electric systems witlgiaes and controllers. To some extent it is also
possible for gearboxes and other components. Térergoint negotiation agreements if the
suppliers are the same. Since the products bet/Eamd Cesab are different from each other co-
operation is more about exchange of experiencetoanglto develop the professional purchasing.
It is a trend to purchase more of sub-systems peatlby suppliers. In such cases the total number
of suppliers may decrease.

Between Toyota and Cesab there are also some atigpenitiatives. Cesab choose to change its
supplier of combustion engines to be replaced byoteo This is however a low volume change
since Cesab mainly produces counterbalanced twittkglectrical engines.
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The acquisition of BT

Toyota Industries Corporation is the parent com@ard/owns a part of the automotive producer,
Toyota Motor Corporation, which is listed on thecét market. Between the companies there is a
crosswise ownership. The parent company startelP26 under the name Toyota Automatic
Loom Works (TAL). Since the relevance of textiles ltiecreased in the company production, the
company changed its name in 2001 to Toyota Inésstdorporation (TICO). Within Toyota
Industries Corporation there is a variety of businareas; engines, textile machines, compressors
etc. One of the company’s core businesses is piodwaf fork lift trucks.

Both BT and Toyota had earlier identified each iothe suitable for co-operations. Both
companies had a need to broaden their product.rémgE997 Toyota contacted BT with an
inquiry if BT could produce electric powered warebe trucks branded Toyota. One of the
important questions raised in this process wad ifngre about to develop a competitor to their
own businesses. But the idea was interesting 8ifidead identified a need for Toyota’s products.
BT identified what products would be available Tayota. These products would fulfil the needs
of Toyota customers, and at the same time nota@gveuch competitive advantage to compete
with BT prime customers. Though there were diffies! in this co-operation. BT did not get
access to Toyota’s product range. Reasons fomismainly due to internal circumstances, i.e.
the sales organisation for fork lifts were orgatiise one business unit (Toyota Motor
Corporation) and production and development intarotnit (TAL). Despite this BT made an
agreement with Toyota in 1998 to deliver a limipedduct range branded Toyota. In 2001, i.e.
after the acquisition of BT, TAL changed name t€@land a reorganisation was made so that all
businesses with material handling equipment weresterred to the same organisation, TICO.
Still, after the acquisition and reorganisatiorgrénhave been problems for BT to get access to
Toyota product range for distribution in BT salbamnels. This is also a motive to keep Cesab as
a part of BT, since there is a need in the salganation for counterbalanced trucks. The reasons
for these difficulties can be traced to the thosiddiT had when starting distribution to Toyota, i.e.
does this develop a competitor to themselves.

The owners of BT had for long time had financiallpems and needed funding. A restructuring
of the ownership in the 1990’s led to a situatia@reMBT was for sale. There were both financial
as well as industrial actors interested to acgBife The management of BT were not fully
informed of this but had their preferences on witleey wanted to see as the future owner. Toyota
was informally informed of the situation, that amnewner could lead to a situation were Toyota
could lose their access to BT warehouse truckgskthan four months, in the beginning of 2000
the deal was closed with Toyota as new owners of TBilS was a rather quick decision process
for Toyota who never had acquired a company oufiagan before.

Few changes were made with BT after the acquisitiom CEO remained and was after his
retirement replaced with his deputy. BT had higbrele of freedom in their operations. A liaison
officer was appointed from Toyota and stationed8Taheadquarters.

In Europe there is a big difference between Towwtd BT in their market and distribution
organisation. BT has a fully owned sales orgamisativith direct contact with end customers.
Furthermore, BT has a service organisation with02g€)vice technicians. Toyota on the other
hand has distributors in each country (owned byofeoyr by private entrepreneurs). Toyota
distributes their products through the distributorprivately owned retailers, who also run service
and after sales. As said above service and aftes sas gained in significance for company
revenues and profit. With the Toyota distributiarmajor part of this business is in the hands of
the retailers, whilst BT has control of this paittvtheir direct customer contacts.
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The acquisition of BT has led to increased volumeBT plants due to increased production of
Toyota branded trucks. Difficulties have been howdifferentiate the products enough to meet
requirements and demands. Sales companies wagi adgree of product differentiation whilst
production wants a low degree of differentiationdamore streamlined product development and
product assembly. Toyota has a good reputation guildity and production processes. This is
something useful for BT and there has after theuiaitpn been an exchange primarily from
Toyota to BT concerning production systems. Anaased understanding of Toyota production
system (TPS) has helped BT to develop their pramlucystem, not as a copy of TPS but to
something that can handle all product varietiesoousr can choose among.

In the co-operation between BT and Toyota priorabguisition BT invested much in product
quality. Toyota quality requirements also had dacafon quality on BT’'s own products. There
has not been an ambition after the acquisitiorafaommon product development, but rather a
technology development, i.e. exchange of knowlesigktechnologies.

Product differentiation must be done as late asilplesin the production process, in order not to
make the products more expensive. However, thereliffiation can not be as superficial as the
initial differentiation was, i.e. different coloyrspanels and other exterior differences.
Differentiation must be done earlier, i.e. integdain the product development process.

After the acquisition of BT the coordination of phasing activities has changed. This is more
done on the different geographical areas, e.grdioaied purchase in Europe for Toyota, BT and
Cesab. For the European purchasing co-ordinatieninvine early phases concentrated on forks,
engines and some electronics. A lead buyer systaesnmroduced in the European organisation.
A purchaser in one of the companies is appointad helyer and co-ordinates the internal need of
a particular system or component and then leadsetfpatiations with the suppliers for all involved
companies. Besides the lead buyer activity thesebegn technical analyses of similar systems
between the companies, e.g. hydraulic systems. giaduis difficult to change the existing
systems but the ideas can be used for future prdduelopment.

This illustrates the acquisitions made between 188F 2000 and to some extent what has
happened thereafter. The case does not describehéimges made after 2005. An integration
process between BT's and Toyota’s sales organisahias started. July 1, 2005 Toyota and BT
forms a global organisation within material hanglliioyota Material Handling Group (TMHG).
This development and what has happened in thiggeharan interesting study in itself.

Synergy and BT Industries

Table 2 illustrates synergy identified in the casscribed above. Analysing synergy in BT
Industries shows that it; (i) synergy is about tingesomething more than possible with the single
operations, (ii) synergy appear in different fumet and is operational trough a variety of changes,
(iii) synergy occur in different hierarchical lesdrom a strategic management to a operational
activities. Synergy is also of strategic importafieg from a overall improvement of material
resources to a combination of physical and imnategsources and (v) synergy and potential
synergy appear or is possible at different times aver time depending on the changes an
integrating company makes and initiates.

The case illustrates more dimensions than syneitijnva company. Sales synergy relates to the
market and purchasing is related to suppliers. ifldisates that there are more dimensions with
synergy than just within a company. Bracker (19@8fuss strategy from Socrates to present
time, where one description of business stratetyy amalyse factors in the companies internal and
external environment to be able to maximise thesation of the companies resources related to
the company goals and visions. Since a companyatgsein an environment with other actors it
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may be that what is initiated also has consequdocether actors. These consequences may also
cause reactions from these other actors. It witdfore be useful to see the case through a

theoretical frame of business networks.

Table 2: Identified synergy within an integrating company

Sales synergy Operational synergy Investment synergy Management synergy
Market relationships Product technology Plant structure Ability to generate
operations/businesses
Distribution Efficiency Development Management function
resources

Product range Quality Technical competence | Measuring
Product strategy Production Investments Profitability
Market competence Purchasing

Organisation structure

Operational

competence

Suppliers

A BUSINESSNETWORK PERSPECTIVE

Synergy is closely linked to the management's tgbib drive change through mergers and

acquisitions. Cooperation between companies andetichange, in interaction, between the

different actors affect the development of theti@tghip, dependencies ant the outcome of the
actors’ actions, i.e. the value. Thus businessioakhips are likely to influence the outcome of

mergers and acquisitions.

Influences between actors with consequences faer adlotors in the network can generate
reactions which can level out the intended synémglyalso generate not expected synergy. A
change in a network is not always immediately \ésilut emerges over time (Hakansson & Ford,
2002). Take for example network position. Figuralldistrates the different actor’s position in
relation to each other, i.e. the integrating congsrrelationships to customers and suppliers.
Irrespective of whether the merging companiesbastaffect other actors with an intention or not,
the change in the network position will initiatens® kind of reaction among suppliers and
customers. Actors try to adapt to prevailing coodd in an industrial network but will at the same
time try to affect its own position, and therebgaoalthe relationship with other. There is
connectedness in a business network.

Customers to the
integrating company.

Suppliers to the
integrating company.

=== Activity i.e. there is a merger or acquisition waactors a and b are involved.

— Relationship to the other involved actors who mightaffected by the change. This
change may not be purposely or a direct consequaitagan also be linked.

Figure 1: Schematic picture of the relation between an integrating company and its connected
actors.
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Dependencies among actors are also affected by imowghat way and to what extent a
company’s relationships develop. The relative mrsibetween the companies will also affect the
dependencies between the companies. A companytspas the network is significant for what
the existing possibilities are to be able to affiscsurrounding business network.

A third important aspect with company relationshipgelation to synergy is the creation of value.
In value creation the direct relation is most gigant. It is important for a company to understand
what value is for their customer. It is also impattas a supplier to understand how their customer
creates value for the company. This is of incrgpsignificance since product life cycles become
shorter and shorter at the same time as the paath@Est (products and components) of value
added is increasing. If the products have shaftercycles the need for upgrading may be of
strategic importance. Changes in value cratingioalships can affect other structures/networks
through overlapping value creating chains of ingdhcompanies. An important capability in a
value creating network is to know what activitiesate value and also to be competent enough to
coordinate these activities between different actor

For the understanding of synergy in business n&svare highlight four important issues:
Industrial networks are based on business transactCreating value (or destroying) is made in
interaction between actors in an industrial netwdhks value does not need to be the same value
for the involved actors. The totality of the acclated values is not the same as individual
relationships added together but can be of molessrvalue. This connects synergy, coordination
and value.

An industrial network constitutes a system of @téon in the relationship between actors. The
importance of the relationships has increased tiwver. Companies purchase their value added
from suppliers rather than produce itself. Thigdiéeto an increased importance of cooperation
between actors, voluntarily or involuntary. Theatieinship as a strategic resource appears in
mergers and acquisitions where the purchasing powesases through the integration of the
companies. This is of importance for e.g. suppliersegotiations in their new relationship with an
integrated company.

Relationships develop over time where reactionpma@nd adaptation to changes constitute the
dynamics in the industrial network. Relationshigtngen actors are often long lasting, at least
over the product life cycle, or more. Maintained imany individuals in different roles,
relationships are to some extent complex. Reldtipasis constituted of a number of bonds
between actors; technology, time, knowledge, saet@nomic and legal. Time is interesting since
it deals with coordination of activities.

Coordination of activities is central, but it istribne without a purpose. Actors in a network act
with the purpose to affect their current situatidhis is an important driving force to affect a
dynamic network. Companies are affected by othersevith whom there are direct as well as
indirect relationships. In this study it is prinbarihe direct relationships that are of interest. B
attempting to affect others this indicates a wisttcantrol the industrial network of which the
company is a part. Whether this is possible oafsat depends on the company’s relative position.
In combination with other companies’ resources mesources may appear. New resources in
combination develop a company but can in somaaeédtips be interlocking.

Stability in relationships exists but varies overd through incremental changes. Small changes
indicate that companies chose to see relationgtgpan investment. Costs to establish a new
relationship must be compared with the costs tontaia an existing relationship. If there is
stability in relationships this implies that dependes will arise in the industrial network. The
type of relationship affects the strength of theestelence between the actors.
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CONNECTED SYNERGY

Table 2 relates synergy as a strategic conceptbugimess networks. The interaction between

different actors can be seen as it is through evation that activities are generated. The

importance of this has increased over time sincepemies to a larger extent purchase a higher
degree of value added from other actors (Rozeme@€0). Synergy can be seen as one way to
describe the creation of the increased value tirouggration of resources.

Synergy also deals with co-ordination of activities. how is the work performed and how is the

competencies of the integrating actors used? Coatioh affects the flow of activities, within a
company, of incoming and outgoing products andeofises. Companies in industrial networks
are affected by other actors in direct as welhaadirect relationships. Relationships in indastri
networks are linked through different types of castions between the various actors. The time
dimension deals with integrating activities throagbroduction line; this is linked to co-ordination
of operations. Efficient use of corporate capasitezjuires co-ordination. In the ties, which age th
link between the different actors of the industriatwork, co-ordination is made with a purpose.
Actors in industrial networks act with a purposeirtbuence the company’'s own situation in
relation to other companies. Co-ordination of @iy is closely linked to economies of scale,
where scale is an expression for efficiency asytwareate value. The included parts are used in
such a way that they generate a higher value atdether than as separate parts. Advantages
with economies of scale are then generated thraugtange in the existing production facilities
due to a higher utilisation of the capacities. $gyeco-ordination and creating value links
strategy concepts with industrial networks throunggrating activities between different actors.

Table 2: Synergy in an industrial network

Synergy as a strategic concept

Industrial network

Co-operation

Achieve more with existing resour¢est
independently.

Interaction between actors generates activitie

Co-ordination

Work performance and the use of
competencies. Affect the flow of activitieg
and the efficiency of the organisation
through economies of scale.

A company is affected by other actors’ actiong
through the links that ties a relationship betwe
the different actors.

en

Diversification

Integration of operations makepdtssible
to use a larger amount of resources withi
company.

New resources are created through combinat
nat different actors resources.

Adaptation Creating synergy as a strategy is about | Adaptation is made in relation to other the
adapting operations to the surrounding | actions of other actors. This develops in a
environment. A prerequisite is the po- process of and between the different actors. In
tential to affect the surrounding environ- | interaction between the actors of the system,
ment. It is also about adapting the integra-relationships are developed and this contributes,
ting operations to each other, e.g. throughthrough adaptation, to increased competitive-
transfer of knowledge or shared activities. ness. There are different opinions on the

possibility to affect other actors in the network.

Dependence Dependence on other companies can | Buyer and seller in an exchange relationship are
increase if a restructure leads to increaseddependent on each other, also over time. In
purchase from other companies. many cases these relationships are also long-

term.

Resources Ability to combine material and immateriaNew resources are created through interaction
resources contributes to the possibility to| and co-ordination in the network by different
create synergy. actors in co-operation.

Results The combination of different resources | The ambition is to create a positive outcome but

aims at creating value, but it can also lea
to negative effects, where the joint result

dthe joint effect can be a destruction of resourg
is

less than as separate operations.
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Diversification of operations is another point @pdrture when creating synergy. Diversified
operations are formed by integration of more @& tetated operations. This gives opportunities to
the use of a larger amount of assets through atiegrof companies. In industrial networks it is
assumed that a companies resources in combinatiomesources from another company, creates
new resources through e.g. mergers or acquisitims. may seem simple with a diversifying
strategy with a purpose to create new resourcese $ndustrial networks are complex, creating
new resources may be complicated. A relationshipvd®n two companies is maintained on
various levels, by persons in different roles. Thay effect whether a merger or acquisition will
be able to achieve synergy or if the change isteoacted. A counteraction may be illustrated by
internal competition between different units withime integrating company, making a more
efficient use of resources complicated. The synergnded may not fail to come but may take
longer time to achieve.

Reaction and adaptation between actors constautggamic in an industrial network. There is a
link between strategy, relationships and synergyaasay to create competitive advantages
through mutual relationships between different stdes (cf. Porter, 1987). Synergy results from
knowledge transfer and activity sharing. Synerghated to adaptation is when integrating
operations, similar or non-similar, adapts to eattier (cf. Larsson, 1990). Industrial networks
constitutes of a system where there are interagtitime relationship between the different actors
in the network. Since companies, to a larger expenthase products and components as part of
their value added from suppliers, there is an asad need of cooperation between the actors in
the network. This will result in an increased iattion between the actors in the industrial
network. Thus, strategically the relationship betwéhe actors in the network is of significant
importance. Creating competitive advantages anelolemg companies’ relationships evolves
over time and is related to companies’ resourceshmogether and in interaction with other
actors’ resources are seen as new resources.

If a company’s own activities is replaced with gnases of products and components from other
organisations this means that cooperation withratfganisations increase (cf. Kanter, 1989). In a
case where a company is restructured through aemergn acquisition the dependence to other
organisations may increase. Companies increasex@shion core activities implies that a single
company to a larger extent needs access to cdiesbiutside the direct control of the company.
The capabilities of a single company affect itssmlities but also create a need to cooperate and
coordinate. An increased need of access to resoofcgher actors promotes the origin of more or
less strong dependencies between actors. This eaaraje new possibilities but also be
restraining or interlocking.

An important capability in efforts to reach synengyto be able to use both material and
immaterial resources over time. In industrial neksahe interaction and combination between
actors and their resources a possibility to geeer&w resources. Material and immaterial
resources is combined in industrial networks to mesources through the activities performed.
The co-ordination of activities is done over timetvieen the different actors in the industrial
network. When combining operations of similar chathe coordination of activities may more
deal with exploit joint resources than to develaggwnresources. In industrial networks, a
company’s resources can in interaction and combmatith other actors’ resources constitute
new resources. For the involved actors this catelveloping and depends on the type of change
initiated through a merger or an acquisition. Tbeaf interest on synergy realisation can be
directed toward existing resources or developing resources or capabilities.

In Ansoff (1965) a point of departure for synergyincreased return on assets. The connection
with financial results is clear and obvious, iceuse resources in a better and more efficient way.
The relationship with other companies and actossrbaeived increased significance since an
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increased share of value added is purchased fioen attors. This makes the interaction between
companies more important. Thus, a well functiorsogperation or relationship between these
actors becomes more important. The importancenahéial results does not decrease because the
importance of the relationship increases, on timéraxy, the importance of financial results may
increase. The interest on the financial results mergase due to a need to control, manage and
divide the outcome. In an industrial network vatweation or value destruction is made in the
interaction between involved actors and can in @ispn with the reasoning around synergy be
more or less of the sum of the value of the raiatips.

Factors as time and type of change are also ofrianpme for the consequences mergers or
acquisition may have. It is not only the integrgttompanies that may be affected but also actors
with relationships to the integrating companiesndican influence such that it will settle when a
change may occur e.g. it may depend on the lerigtbniracts. The type of merger or acquisition
may be of importance for how and when a changaffact the relationship with other actors.

THE RESULTING FRAMEWORK ON CONNECTED SYNERGY

The two complementing perspectives presented snpidgper points at two important dimensions
when realising synergy, (i) network horizon anyit{ine. Network horizon means how large part
of the companies’ business network which comprikesoverview a single actor has over the
network (cf. Anderson et al, 1994). The two comatimg perspectives on synergy presented in
the paper illustrate two network horizons. Thet fivfstwork horizon comprises the integrating
companies. The other network horizon also incliubdesntegrating companies’ relationship with
other actors.

Time is important when discussing synergy. Mintgbamd Waters (1985) and Mintzberg (1978)
discuss the development of strategy within an asgéion. In their discussion, time is one of the
dimensions. The authors use deliberate (planneterded strategy) and emergent (evolves and
develops over time — without intention) to desctitedevelopment of strategy. These two notions
will be used in the following to discuss synerggtime. In our attempt to broaden the view of
synergy — time can represent two from each othativie notions of time, preseng)(and future

(t1). The present is represented by the early phdsesegration, where the company is merged
and initial activities is taken to realise synergjie future represents the time after the present.
There is not a sharp boundary between the presdnthea future, more than that future occurs
after the present. The two dimensions - networkzborand time - form a two-by-two matrix,
linking these dimensions with synergy as a condéps is illustrated in Figure 2.

Time
Present -ty Future - t;
Within the company Planned Emergent
— the merging,
or acquirer/acquired
Network-
hotizon
In relationship with Influence Interaction
other actors

Figure 2: Synergy expressed in the two dimensions network horizon and time.

The two-by-two matrix is outlined as follows: Pladhsynergy (upper left), combines activities
within the company which has been identified anganned to be implemented in the early
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phases of the integratio, Emergent synergy (upper right), consists of digs/which emerges
over time, 1. Influence (lower left), combines early phasemtagration with the relationship with
other actors, ot Interaction (lower right), is the combination af integrating company’s
relationship with other actors over timg, t

Planned synergy combines the integrating compavitesa short time perspective, the present —
to. This is a natural starting point since this d&tt what the company intends to achieve with the
merger or the acquisition. This is the companyanpéd synergy and the wanted realisation of
such synergy. Within this category there is somd kif rationality, the integrating company in the
centre, executing planned activities. This is dlosslated with what is originally meant with the
concept of synergy.

An example of planned synergy is from our caseysiith a combined and coordinated purchase.
The purpose is to increase the purchased volumesrhg of the supplier and at the same time
lower the purchase prices. In the BT Industry @aksad buyer activity was started to coordinate
purchases in Europe for Toyota, BT and Cesableegurchase of forks in a joint project lead to
lower purchase prices of these components.

Characterising a planned synergy is the intendeshggh of the integrating companies. These
planned and intended activities; with a purposeréate synergy has its starting point at the time
before the merger or acquisition, already in thasphof planning and in the early phases of
integration. The initial merger or acquisition sy can change in the integration process as other
opportunities arise. Itami (1987) discuss syneyy @omplement effect, i.e. material resources,
and a synergy effect, i.e. more of immaterial reses1 In comparison with Itami (1987) we argue
that a planned synergy with the time horizgis tmore of a complement effect and the intended
outcome has a focus on the use of material resutmvever indications of what Itami (1987)
means with synergy could be found e.g. Lilliecre(@®96) mention a need for product
development capacity as a motive for an acquisition

Synergy origins as an economic motive (Ansoff, J9@&4s applies to the planned synergy as
described here where synergy is all about savingesnthrough organisational changes, combined
technical development. Also, increased market share a motive and might give improved
income possibilities and/or secure the companieskat position (cf. Sirower, 1987).

Emergent synergy combines evolving activities awvee, t, within the company and follows the
initial activities started as a result of the imé&ipn of the two merging companies or the acquirer
and the acquired. This is a consequence of thenacthitiated by the integrators. Emergent
synergy within a company is not necessarily intenolethe integrating parties. It is provoked by
the change carried out by the company and camnrstef time be characterised as a motion from
to to t where activities is started in the presejthiat results in activities that we label emergent
synergy. This category of synergy can be both wisbeand not wished for, but the consequence
of the change initiated arises at a later stagea fesult of this the effect can be both favourable
and unfavourable i.e. the outcome of the initiaetivity can be both positive and negative. One
important characteristics of this category is that integrating company is affected by its own
actions.

An example of emergent synergy from our case sisidypordinated product development, cf.
Buzzell & Gale (1987) writing about sharing R&D tdn the BT acquisition of Raymond there
were early attempts to coordinate fork lift produtdvelopment. Both companies produce
warehouse trucks and the similarities betweenvtbecompanies products ought to have much in
common to be able to create synergy. However natémpediments, or a lack of interest among
the involved parties, restrain such activities. Udgig an emergent synergy in this case can be
illustrated by the exchange of technologies thatecabout instead. Even if the attempts to create a
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common product development did not lead to any mkeweloped products, exchange of
knowledge and technological solutions may beneditrelationship between the different units in
the integrating company. An example of such exohaisgthe AC-technology for forklift
operations. The AC-technology was transferred fBto Raymond who further developed the
technology to be applied in products for the Néatherican market.

An emergent synergy is characterised by the ilitiadf activities in connection with a merger or
acquisition, which is affected over time for vagsoeasons, e.g. an internal reaction against the
change intended by the company management. Swdtsetin develop over time, after the early
stage of the integration, before a new companyctsire is formed and by this a legible
management. Even if the identified or planned gynefoes not turns out to be what was
originally intended, the outcome of an emergenesyycan be positive. Itami (1987) discuss not
only different types of synergy, but also dynamigompany’s present and future strategies are
combined, through the development of immateria¢tass the present which makes it possible to
develop future strategies.

Synergy through influence combines the integratiompanies planned synergy in relation to
other actors with which the integrators has a icglahip. The meaning of synergy through
influence is that an integrating company initizéeshange with the intention to create synergy.
This intention leads to wished for activities oagons by the actors with which the integrating
company has a relationship. This is a planned &ivity by the integrating companies, an
intended action, which leads to wished activitiesf the integrating companies’ perspective in
their relation to other actors, an influence. Sggpehrough influence is a prolongation of planned
synergy. Related to time, synergy through influeiscmitiated by the integrating companies in
connection to the integrations early phase)n the other hand, the effect of synergy through
influence can either arise in the early phagertover time ¢ Interesting with synergy through
influence is that it is a planned act which arisem the activities of the integrating companies
intended to create change.

An example of synergy through influence is BT'susiion of Cesab. The acquisition motive
originates from a need to reach a more stable mpdsgtion in Italy. Another, yet as important
for BT, was to complement the product range witkirtbown brand of counterbalanced forklift
trucks. In BT’s relationship to their customersstban be seen as a synergy for the integrating
companies’ possibilities to purchase their needodilift trucks by one supplier. A broader
product range is an adaptation to the current guisies within the business network. The
integrating companies interpret the competitiveiasibn between other competitors and the
customers. This generates a need to adapt to fireebs network development which in the BT
case has lead to acquisitions both in terms ofyatocinge and in geographical expansion, i.e.
BT’s acquisition of Cesab and Raymond.

Synergy through influence is characterised of ititagration through a merger or an acquisition
initiates a number of activities. A purpose witlegl activities is to achieve an effect in the
integration companies’ relationship with their cmsers and suppliers. This is something intended
with a consequence for actors with a relationsbiphie integrating companies. Above we
discussed that a wished for effect is that custersleould see the integrated company in a more
positive way. In the integrating companies relaiop with their suppliers a synergy through
influence could be more concerned with price leyitsm the integrators point of view) which
affect the suppliers’ possibilities to create dffemess and profitable businesses. The interaction
between actors generates activities with a purpmszeate a positive result. This is the basic
intention with a synergy through influence.
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Synergy through interaction combines the relatmmther actors with the time after the initial
initiated activities, planned by the integratingnganies. Synergy through interaction means that
the integrating companies’ initiates a change dmsl ¢hange leads to activities not directly
planned from the integrating companies’ perspeciifiese activities come up in the relationship
between other actors in the integrating comparasiness network, a type of interaction over
time, from ¢ to t. The interaction does not imply that the actov®lved approve to the change,
that it is a wished for affect that is necessadgd or to an advantage. This can rather be seen as
mutual adaptation to what occur in the relationdd@ween the actors in the network. It can be
either desirable or undesirable effects for thegrating companies. For other actors with which
the integrating companies have a relationshipjritiated activities by the integrators can have
either positive or negative consequences. Syndnmgugh interaction mean that the initiated
change, by the integrators, generate activities thibovarious actors, including the integrating
company, adjust to over time, frogtd . An adjustment over time is not an expressiorafor
passiveness but can also involve other actorg/iteesi to affect the situation. This can be about
e.g. enhance or counteract the effects of the ehargere is a temporal move in this reasoning.
The process of activities is initiated by the inédgg companies to reach synergy will also have
consequences for actors with which the integratorgpany has relationships.

An example of synergy through interaction is Togogquisition of BT. The strategy when
integrating BT in Toyota was to keep two differdrtribution channels. This leads to a situation
where there is a risk that different parts of tegdrated company starts to compete with each
other. Customers can use such a situation to lleeefit and the possibility for the integrating
company is to manage some customer segments oggaegated level within the integrated
company. Managing customers on an aggregateditetred integrated company is an interaction
with the company’s business network to handle amiail internal competitive situation and an
adjustment to customer expectation on the reldtipngith an integrated Toyota — BT. Weber and
Dholakia (2000) state that a company can benadih fbeing larger due to fact that some
customers prefer agreements with a few, major grpplConsolidated marketing efforts could
generate additional effect (Weber & Dholakia, 200®jough this is something Toyota — BT not
has changed during the studied period. Howeverhange in direction towards more of
consolidated marketing efforts has started afeistudied period. This change can be seen as an
adjustment of the integrated actors business inr#ationship with their customers.
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Appendix 1 — Categories of synergy

Sales synergy Operational synergy Investment synergy Management synergy Financial synergy

Author

Ansoff 1965 Sales synergy Operational synergy Investment synergy Management synergy

Lorsch & Allen | Operational synergy Operational synergy Management synergy Financial synergy

1973 - marketing - technological - capability and - attract capital

knowledge knowledge investments

Lubatkin Diversification synergy Technological economies =~ Technological economies Technological economies = Technological economies

1983 Pecuniary economies - production - planning - experineces - financing
- customers accept higher - compensation
prices Pecuniary economies
Technological economies - suppliers accept lower
- market prices

Chatterjee 1986 | Collusive synergy — Operational synergy Financial synergy
contract”

Larsson 1990 Market power Market power Financial synergy Operational synergy Financial synergy
-higher prices from -lower prices by suppliers = -cost for investments - experience -risk reduction
customers Operational synergy Management synergy -stock owner
Operational synergy -lower production costs diversification
-lower marketing costs

Rydén 1971 Enhanced market Increased efficiency Increased efficiency Financial advantages
position - economies of scale in - Efficient utilisation of Taxes and other

production production resources. institutional advantages
Stability
Itami 1987 Information-based assets  Information-based assets Information-based assets

- brands
- control over
distribution

- knowledge on
production facilities

- management capability
- corporate culture



Buzzell & Gale
1987

Kanter 1989

Goold &
Campbell
1998

Larsson &
Finkelstein
1999

Rozemeijer

2000

Sare resoutrces to reach
economies of scale

- sales organisation

- distribution

- marketing
Knowledge and
capabilities:

- market

Shared image

Indirect advantages of
activities:

- marketing

Exchange of information
- market

Economies of scale
through shared functions
Create new business
opportunities through
combination of different
units.

Collusive synergy
- market power

Business development in
combination

Economies of scale
through shared functions
Supporting functions
Exchange of information
- technology

Vertical integration

- co-ordination of flow
could decrease storage
levels in warehouses.
Increased negotiation
power

Operational synergy

- economies of scale

- vertical structures
Collusive synergy

- purchasing power

Increased purchasing
power

Share direct resources
Vertical integration

Indirect advantages of
activities:

-R&D

Knowledge and
capabilities:

- technology

Economies of scale

through shared functions

Share physical assets or
resources

Co-ordinating strategies

Knowledge and
capabilities:
- management

Management capabilities

Far-sightedness
Career/ competence
Values and standards

Co-ordination of
strategies

Share knowledge and
capabilities

Management synergy
- capabilities and
competence

Share abstract resources
— knowledge and
capabilities

Financial synergy
- risk sharing



