10: Corporate Parenting
At the corporate level, the scope of an organization is about the diversity of products and diversity of geographic areas (markets). This organisation adds to it a number of business units as a result of its expansion.  Therefore, this organisation is known as the corporate parent (parent company).  This build-up of diversity in term of markets and products is the role of the corporate parent.  A corporate parent is at the level of management above that of the business units and therefore it has no direct interaction with buyers and competitors.

There is a corporate center or division within a corporation that looks after several businesses. It is playing the corporate parenting role such as adding value to these business units at the corporate level.
Diversification is a strategy that takes the organization into both new markets and new products or services. 

3 value creating reasons for diversification:

(1) Gain efficiency by applying organization’s resources or capabilities to new markets and products or services – economies of scope.  This can arise through the use of tangible and intangible resources of the organization to create synergy.

(2) Corporate managerial capabilities e.g. extend corporate skills and products and service to new markets.

(3) Increase market power by having a range of products or services.

Value Creation and the Corporate Parent

Corporate parents must be able to improve performance as well as to ensure survival of the companies businesses while others said that they do not.
	Value Adding Activities of Corporate Parent
	Value Destroying Activities of Corporate  Parent

	1. Establish strategic intent.    

    - they focus on the long term interest, make it 
      clear to stakeholders & to the business units.                                                    
	1. Add cost in systems and hierarchies that
    delay decisions create ‘bureaucratic fog’ and   

    hinder market responsiveness

	2. Establish intervening role with their

    business units by:  
    (a)  Monitoring their performance

    (b)  Improving their performance  

    (c)  Seeking to challenge & develop 
          strategic ambitions of business units.

    (d)  Coaching & training people & managers.          

    (e)  Helping develop strategic capabilities.   

    (f)  Achieving synergy among them.

    (g)  Encouraging coordination & collaboration.                                               
	2. Buffer the executives in businesses from the 
    realities of financial markets by providing 
    financial ‘safety net’ that means the 
    executives are not really answerable for the 
     performance of their businesses.

	3. Able to offer central services and

    resources to help business units -    

    (a)  Investment

    (b)  Scale advantages from resource sharing.
    (c)  Transferable managerial capabilities

           across business units.                                                    
	3. Not providing clear vision of what is to
     be achieved.

	4. Have expertise to help business units:

(a) providing expertise & service.

(b) providing knowledge creation &

   sharing processes to help foster

   innovation & learning.

(c) providing leverage like access to

   market or purchasing.

(d) providing skills in brokering 

   external linkages or collaborating

   & accessing external network.
	4. Corporate hierarchies provide a ‘focus
    for managerial ambition’ & therefore

    managers fail to perform value creating

    role of the business unit.


The parenting company must be able to create value greater than its cost, if not it is better for the business units to be better off as independent companies or as part of other corporate portfolio.

There are cases where corporate parenting causes value destruction in the business units:
1. The parent company influences the strategies and performance of each business in the
     parent’s ownership.
2.  The parent company fails to understand the operation of each business or the different needs 
     of each business when it presses for cooperation and synergy between its businesses.

3. Parent company mangers identify benefits of linkages between businesses that would not be perceived or implemented by the businesses’ own managers.
4. The assumption that the central staff can provide better functional guidance or better value-for-money services than are available from businesses’ own staff or from outside suppliers. In fact large companies today are outsourcing central functions and services.
5.  The assumption that the parent can buy businesses for less than they are worth, sell businesses 
     for more than they are worth and launch new ventures or redefined businesses in way that 
     increase value. In reality it is not happening.
(Source: Andrew Campbell et al in their article: The value of the Parent Company, in the California Management Review 30/1 (Fall 1995)) 
Why is value destruction so common in corporate parenting?
It may be true that there are cases that Corporate Parents have brought about economies of scale in financial reporting, fund raising, liaising with the shareholders, tax and lower cost of debt.

However, the net influence of the parent in many companies is still negative:

(1) Inappropriate interference on linkage issues outweigh economies of scale in financial 
      reporting. (2) & (3) (See The 10%v 100% paradox)
(2) Wise allocation decisions fewer than foolish ones. (1) (See The Enlightened Self-Interest Paradox)
(3) Damage from over ambitions or under ambitions performance targets can be more    

      significant than the benefits of lower interest on debt. (4) (See The Beating the Specialist Paradox)
(4) Value destroying influence greater than value creating ones. (5) (See The Beating of Odds 
Paradox)
(NB: (1) - (5) are related to Andrew Campbell et al’s findings.)

Why is this so?

It is actually difficult for corporate parents to influence their businesses in ways that improve on the decisions of the managers running the businesses.  From the 4 ways parent organizations affect value, it is possible to see that parents influence will make decision worse, not better.

1. The 10% versus 100% paradox - with stand-alone influence, the assumption is that parent managers know better what is right for a business than the unit’s own managers. This is not a realistic assumption. Managers in the parent organizations can only spend a small percentage of their attention to the affairs of each business. Managers in the business units are there all the time fully engage in the business. This is referred to as the 10% versus 100% paradox. Part-time managers from the parent office are spending 10% of their time in the business units to enhance the performance of the business’s own dedicated management is a paradox.

This paradox is complicated by the parent/agent problem. When the parent organization is placed between the business manager and the providers of capital, an agency relationship is created. Business level managers are motivated by rewards, favours and career opportunities rather than to improve the performance of the company to maximize owner value.  Unless the parent can influence the providers of capital to improve or alter the motives and objectives of the business level managers, it is difficult to envisage how the parent can add value to the businesses. It can be viewed to result in value destruction as the business managers play a game of cat and mouse, hiding information and disguising outcomes, to persuade parent managers that they are high quality individuals.

2. The Enlightened Self-Interest Paradox – with linkage influence, the assumption is that the parent managers can identify benefits of linkages between businesses that would not be perceived or implemented by the businesses’ own managers. This cannot be true, as managers have much greater understanding of their businesses and they know better about linkage opportunities and how to realize them than parent mangers do. Further more business unit managers would have identified them because of their self-interest and would not have left them to be found by the parent mangers. This is the paradox of “enlightened self-interest’. This would explain when corporately inspired synergy initiatives often prove unsatisfactory.

3. The Beating the Specialist Paradox – with central functions and services influence, the assumption is that central staffs can provide better functional guidance, or better value-for-money services, than are available from businesses’ own staff or from outside suppliers. It is well noted that the trend today in many large companies is to decentralize or outsource central functions and services. This is yet another paradox.  A specialist, external supplier stands or falls by its ability to provide the most responsive and cost-effective expertise in its chosen field. It is not possible for an in-house staff department to be able to create more value than specialist competitors.

4. The Beating of Odds Paradox – with corporate development activities, the assumption is that the parent can buy business for less than they are worth, sell businesses for more than they are worth and launch new ventures or redefined businesses in way that increase value. In reality it is not happening. This is referred to as beating the odds paradox.

What conditions can lead to value creation?

(1) The parent can only add something if the business offers a ‘parenting opportunity’.

(2) The parent must possess some special capabilities or resources that will enable it to improve performance and exploit the parenting opportunity. These parenting characteristics are the engine of value creation.

(3) The parent must have a sufficient understanding of the critical success factors in the business to make sure that it does not influence the business in factors inappropriate ways.  To get this ‘feel for the business’ would take a few years.

Successful Parent Companies:

(1) They have ‘value creation insights”. They have unusual insights about certain kinds of parenting opportunities and focus their influence and activities on creating value from these insights.

(2) They have ‘distinctive parenting characteristics’. These are the special skills and resources that fit particularly well with their value creation insights. These skills and resources are normally superior to those of other similar parents.

(3) They have ‘Heartland’ criteria. They limit their portfolios to businesses where their parenting will create a substantial amount of value. They are more effective at doing this because they have clear criteria defining which businesses fit well with the parent and which do not.

Parenting Advantage

For a parent organization to succeed it needs to create value and it needs to be better at creating value than rivals. It needs to have what is known as ‘parenting advantage’.

In corporate strategy, the key objective is to outperform rivals and other intermediaries, and the concept of parenting advantage has similar power to help assess and develop corporate strategies.  Parenting advantage is the goal and criterion that should guide both the selection of businesses to include in the portfolio and the design of the parent organization.

As companies search for parenting advantage, they need to analyse and assess a number of inputs:

(1) They need to understand the strengths and weaknesses of the existing parent organisation:  current characteristics.

(2) The nature of the businesses currently owned by the parent: what are the parenting opportunities?

(3) They need to know enough about rival parents.

(4) They need to understand the trends and possible scenarios for the future that might affect the other three inputs.

       (See the Corporate Strategy Framework below.)
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Five Steps towards a Better Strategy

1. Identify areas where the parent is currently destroying value.

2. Search for ‘parent opportunities’.

3. Assessing the parenting opportunities such as creating groupings of businesses with similar parenting opportunities. Each grouping is then assessed for its fit with the parent organisation. Could the capabilities and resources in the parent fit with the parenting opportunities in the group of businesses?
4. Capture parenting advantage in a statement

5. Convert the chosen strategy into an action plan.

In this corporate strategy development, the parent company is attempting to fit its capabilities and resources (parenting competencies) to the needs of the businesses.

Parenting Matrix: the Ashbridge Portfolio Display (Michael Goold & Andrew Campbell, 1998, Johnson et al, 2008, p.282))
Businesses may be attractive in terms of the BCG matrix but when examining the parental fit they may not be so.

Parental fit is an important criterion for including businesses in the portfolio. 
If the parent cannot add value then it has to be careful about acquiring or retaining the businesses.
Two dimensions are used to develop the parenting matrix:

1.  Fit between business unit critical success factors (CSFs) and the parent’s skills, 

     resources and characteristics (feel/understanding).

2.  Fit between business unit parenting opportunities and the parent’s skills, resources and 

     characteristics (benefits/parental advantages).
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	Four kinds of businesses
	Parental fit

	Heartland businesses
	Parent understands well and can continue to add value to the businesses.

	Ballast businesses
	Parent understands well but can do little for them. There is little parenting opportunity and parenting advantage.

	Value  trap businesses
	Dangerous, appear attractive because of high opportunities to add  value but the parent does not have the feel of the businesses i.e. the skills, experience and resources do not meet the needs of the businesses.

	Alien businesses
	Clear misfit, parent cannot add value or understand them.
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Questions

1.  Many corporate parents argue that they search for synergy between businesses in their    

     portfolio.  

     Do you think this is a realistic aspiration? How does this relate to the debate on related and 
     unrelated diversification?

2.  Good corporate parents constantly search for ways in which they can improve the 

     performance of their businesses.  Is it wise for corporate parents to interfere in the strategies 
     of multidiversified companies?
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