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Preface

n the world of management and organization, it is fortunately still ideas

that really matter, and not models. Nonetheless, it seemed that a book
on the most popular management models would certainly not be surplus
to requirements. After all, managers and consultants spend considerable
time discussing existing models and thinking up new ones, to say nothing
of putting them into practice in their daily work. For them, models and
theories offer not solutions to organizational problems, but rather ways to
reduce the complexities and uncertainties inveolved - nothing more, but
definitely nothing less.

The vast array of management models on offer is a source of bewilder-
ment for many, managers and consultants alike, Attracted by the
challenge of establishing some sense of order, we have drawn up an
overview of some 50 of the most frequently used and cited management
models. A brief description of each model is provided, together with sug-
gestions as to its application. Comments have also been included and,
where appropriate, attention is drawn to any potential limitations or
shortcomings.

The collection of management models is largely the result of literary
research, We arrived at the final selection by asking some 70 managers,
consultants and academics around the world which models they consider to
have heen the most helpful in their own work. For this purpose, we defined
4 model as a tool that can be employed to enable or enhance the daily funec-
tioning of hoth organizations and the managers within them, or te solve
related problems. The collection thus reflects those ideas and insights
which have proven to offer solid footing, are considered workable in prac-
tice and have contributed positively towards solving the organizational
problems with which managers and consultants are frequently confronted.

We would like to emphasize that the book is intended neither as a
‘top 60’ of popular management models, nor as a prescription for ‘good’
management and organization. Rather, the number, the variety and the
differences between the models included in the collection aim to place in
perspective not only each individual model but management models in
general. Together with the descriptions and typifications of the various
models, this reduces the danger that managers will be tempted to view
the next popular model that happens to come along as a panacea for what-
ever ailments their organization happens to be suffering from at the time.
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The majority of the models would not stand up to a high degree of scien-
tific scrutiny, many being simply memory aids, useful ways of ordering
reality. They offer a common language when it comes to solving problems,
contain inspiring typifications, but above all are of great practical value when
it comes to analysing situations and identifving possible courses of action.
The criterion for inclusion, therefore, was not whether the models selected
are scientifically or technically sound, but whether they actually work.

It is with both pleasure and pride that we present this collection. We
are confident that the managers and consultants who use it will possess
the requisite maturity, intelligence and discerning ability to place the
models we have included in perspective, and not be tempted to consider
‘trendy’ models as a serious alternative to sound, creative, consistent
management and advice. For each specific situation, they will subse-
quently be in a position to identify the underlying problem and determine
how hest to deal with it in that specific instance. Unfortunately, neither
a single model nor a whole list of models can offer any guarantee that a
manager or consultant wili deal with an organizational problem objec-
tively and to the best of his or her ability. Models can nonetheless offer
valuable insights and a sound framework on the basis of which the right
choices can be made - right from the point of view of the profession, the
organization and also of the managers and other employees involved.

It was never our intention to produce an unambiguous taxonomy of
models, based on a simplified overview of our field of work. Assuming that
such a taxonomy already exists in the minds of good managers and consult-
ants, our aim is rather to supplement it by providing additional ideas and
insights, and sound, easily comprehensible descriptions of management
models. Thus enriched, the taxonomy will enable managers and consultants
to quickly determine which model is most appropriate for a given situation,
while recognizing its limitations. This ties in neatly with our field of worl,
confronted as we are on a daily basis with the extreme difficulty of success-
fully managing, changing and providing contingent advice simultaneously.
We view this book as a means not only give expression to this complexity,
but also to make it somewhat less unmanageable.

It is impossible to thank personally all of those who have been involved
in the publication of this book. There are nonetheless a few who deserve
a special mention. First of all, we would like to extend our thanks to
Professor Manfred Kets de Vries (INSEAD), who in an interview with
Suzanne Weusten opened the door to his world of models and concepts,
providing us with important insights into the mentality of the manager
and the role of management models therein, Then there is Robert
Kranenborg, inspired chef and co-owner of restaurant Vossius in
Amsterdam, who guided us through his world of recipes and their uses.

By so doing, he made a valuable contribution towards not only appreci-
ating models, but also being able to place them in perspective - like
recipes, they form an important part of the profession, but cannot replace
and must never be seen as a substitute for professional skill and expert-
ise. For this our thanks. Joep Bolweg, our admired colleague and an
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absolute professional, played an important role in the discussion about
the meaningfulness (or otherwise) of management models. His insights
and other contributions have enriched the work immeasurably. Chris
Fraass, friend and chef of restaurant ‘De Burgemeester’ Linschoten,
inspired us to work further with the metaphor of management models
and recipes. Behind the scenes, invaluable work was carried out by
Michiel ten. Raa and Erna van der Pauw — without their efforts, getting
this book to publication would have been a very different story. Maricke
de Wal, Tineke Boersma en Esther van Linge have done a lot of research.
We like to thank them for their efforts and commitment. Then there are
pur driven co-authors, Marcel van der Elst and Fiona Pol-Coyne. Marcel
was responsible for writing up many of the models included in the collee-
tion, in addition to which he played an important part in many of the
substantive discussions. Fiona elaborated a number of models and carried
out a critical review of the remainder. She also played a erucial role in
finalizing the work in preparation for publication.

We wish the readers of this book as much pleagure, inspiration, and as
many moments of reflection as we have experienced in its creation.

Steven ten Have
Wouter ten Have
Frans Stevens
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Using the book

n this book a succinet description of the essence (*The big idea’) and use-

fulness (‘How to use it") of each of the models is provided. In addition,
we have included remarks (‘The final anaylsis’} on the limitations of each
model and potential pitfalls with regard to their use. The description of
each model is accompanied by one or more illustrations of a demonstra-
tive nature. In addition, a number of models are supplemented by case
studies describing how the model in question was used in a specific situa-
tion. Should you require more information on 2 specific management
model, please refer to the iist of References and further reading at the
back of the book.

The models can be roughly categorized as ‘Strategy’, ‘Organization’,
‘Primary process’, ‘Functional processes’ (for instance, financial or com-
mercial) and ‘People and Behaviour’. The models are, however, not
ordered according to their subject matter, but are in alphabetical order,
with an icon representing the relevant categorization.

. Strategy @ Functional processes

& Organization m People and behaviour

Primary process
L}
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Introduction: management models
and recipes - it's what you do with
them that counts

n the face of it, there appears to be little or no relationship between

the occupation of chef and the daily activities carried out by a man-
ager. Management is, after all, widely viewed as a ‘thinking’ profession,
whereas chefs use not only their heads, but also their hands. Fur-
thermore, while the fruits of a chef’s creativity are both tangible and
immediate, most managers must generally wait considerably longer. If,
however, one compares the way in which managers use management
models with the way in which chefs use recipes, parallels emerge. To
establish just how chefs and the way in which they employ recipes can act
as an example to managers with regard to the use of management models,
we visited Robert Kranenborg.

Kranenborg is the chef and owner of the Vossius in Amsterdam. He
gained experience at L'Oustau de Baumaniére in Les Baux de Provence
and Le Grand Vefour in Paris, and among other places, was a chef at La
Cravache d’'Or in Brussels, the Corona in The Hague and the Amstel
Hotel in Amsterdam. In 2001 he opened his own restaurant, specializinig
in shellfish, game and fowl.

Kranenborg is a phenomenon in the Dutch culinary scene. It is thanks
to him that La Rive (the restaurant in the Amstel Hotel in Amsterdam)
was awarded its second Michelin star. Despite this achievement,
Kranenhorg came to the conclusion that his desire to excel as a chef
would he better served by opening his own restaurant. Together with his
business partner, John Vincke, he subsequently did just this: Vossius in
Amsterdam was born.

A conversation with Kranenborg reveals a man who, even after 30
years, is full of passion for his vocation. Why does someone choose to
kecome a chef? “You must want to work with your hands, to create some-
thing from which another will derive pleasure; you must be vain enough
to really want to give something of yourself.” As a chef, you are, in effect,
an intermediary, linking producers, who are proud of what they have to
offer, and guests. .

It goes without saying that a chef must also truly enjoy good food. For
Kranenborg, the key words are craftsmanship and pleasure — pleasure in the
nature of the work itself, but also in the independence it can bring with it.

Can a profession offering so much satisfaction and pleasure be learned?
According to Kranenborg, yes, but the speed of development naturally
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depends on the degree of talent. ‘Natural talents aren’t afraid of taking
risks or changing: to really get somewhere in this profession you have to
be prepared to unleash your own potential.” Developing yourself in this
case means invesiing in a thorough culinary education: working under
different masters, for different types of guests, in different types of
restaurants. The wonderful thing about learning in this way is that,
having become familiar with all the products, methods and techniques
available, you can carry on experimenting with combinations forever.

The same applies to those managers who really understand the essence
of models and have had a chance to put them into practice in a variety of
situations: they can shake off the constraints without losing sight of the
basic premise. They are capable of judging whether a particular model is
appropriate for a given set of circumstances and applying it without
making the application a goal in itself. Or as Kranenborg puts it, the
better your education and the more insight you have into your own style,
the longer you can go on developing yourself as a chef. You omit certain
things, you let yourself be inspired by specific products and creations of
others - but what you never ever do is work completely by the book.

According to Kranenborg, there’s not much left to discover:
‘Everything’s already been invented’. Rather, it’s all about combining
things, about lending your own style to a dish, developing new combina-
tions based on what you’ve learned. ‘You have to be able to translate what
it is that your customers want and have an excellent sense of taste and
texture yourself, which you have to be constantly developing and trying
out.” This does not mean simply following the current trend, though.

This goes for managers too: while you are not expected to think up any
new models, you have to understand the likely consequence of applying
the existing ones, i.e. predict how the result will ‘taste’. Just as for a chef,
the combination of previous experience and talent can help the manager
to make small adjustments to standard models, thereby creating a tailor-
made solution for the organization.

For a chef, self-development means daily self-evaluation. Evaluation on
the basis of feedback from the customer (‘empty plates’), as well as from
colleagues and masters. This entails keeping a step ahead of your
colleagues but also being open about your own methods. Developing a
new dish can sometimes take up to three months: tenacious as he is,
Kranenborg keeps at it until it is absolutely perfect. He admits that, in
spite of his experience and technical skill, he is sometimes surprised by
the results. ‘What is essential is that you know where and when to inter-
vene. You really have to understand what the basic components are, as
well as the potential effect of the various ingredients on each other’

Here, too, one can see a similarity with how organizations work. Even
if @ model iz technically appropriate, it may not lead to the desired result
when applied within a specific organization. In such a case, the model
does not necessarily have to be rejected; rather, it is up to the manager to
understand the situation, to make the adjustments necessary to bring the
organization back on track, and to subzequently achieve the original aim.

xiv
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Just as a chef has to work on a dish until it is perfect, 50 must a man-
ager constantly work on his or her organization. Provided that you have
the courage to act on your own convictions, it is foolish to change course at
the first sign that things are not going as you intended. As with cooking, it
is all about the combination of inspiration and transpiration: inspiration
refers to making a choice and staying focused, transpiration to working in
a consistent fashion and ensuring that you evaluate sufficiently.

Whilst once more emphasizing the importance of remembering your
education, the basis of your profession, Kranenborg points out that cer-
tain recipes are obsolete. Some classical dishes, for example, are simply
too heavy for today’s tastes. But you will always use the techniques you
have learned, ultimately supplemented by new ones of your own. In other
words, you are constantly gaining insight. New techniques enable you to
carry out your profession better than ever. Being open to new techniques
and ideas is important not only for your own self-development, but also
for the development of the profession.

The talent of the chef is, of course, important, but ultimately it is the
team as a whole that determines the quality of what comes out of the
kitchen. ‘The concept as a whole must work’, as Kranenborg puts it. He is
very much results-oriented, and attaches great importance to the develop-
ment of the individuals on his team. This in turn calls for the evaluation
of individual performance. ‘1 want to see how people work, to see if they
have the requisite feeling and finesse.” He is happy to leave interviews
and the like to others. ‘I'm not so concerned about someone’s character,
it’s what they can do that interests me. A “nice” team is not going to get
you very far.” According to Kranenhorg, temperament inevitably comes
with talent and you simply have to be able to manage it.

Ag a coach, he derives great satisfaction from tracking the development
of his charges. Being able te let go, to not want to do everything yourself,
is one of the hardest things for a chef, as it is for many managers. It is
nonetheless Kranenborg’s level that serves as the standard that both col-
leagues and dishes have to match up to. Everyone knows this - and they
know when they're not up to scratch. Kranenborg: ‘I never have to fire
someone — you either fit in or you don't’. But this doesn’t mean that
someone who at his/ber own reguest has been given a position for which
he or she was not yet ready is a failure. ‘It would be arrogant not to offer
them anything - everyone needs time to develop. In a professional organi-
zation you should be able to take a step back and try a new approach.’
This is something that Kranenborg makes very clear to his team, and he
and his colieagues are often pleasantly surprised by what people who do
just this are ultimately able to achieve.

To the final question of whether recipes can be ‘good’ or ‘bad’,
Kranenborg answers: ‘there is no such thing as a bad recipe’. Neither are
there any criteria to determine what constitutes a good recipe, though as
a chef you have the right to be of the opinion that a certain combination
doesn’t work. The most important thing is to try and be original and to
cook in a way that suits you. Guests must always be able to criticize the
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combinations you present, as this is to do with your style, but they should
never he able to fault you on your knowledge of products, techniques and
methods; ‘I want to be able to look every guest straight in the eye’.
Kranenborg’s aim is to provide the best he can for his clientele, while con-
stantly striving to attain higher levels of perfection himself.

Not everyone has o have blind faith in every model - but if they work
for managers and for organizations, then they are useful tools. However, as
Kranenborg says, ‘we’re not circus performers’. In other words, models
ghould not be used purely for their own sake. A model is and remains a tool
which, when combined with knowledge and experience, and employed at
the right time, can help an organization find solutions to certain preblems.

xvi  Key management models
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Activity-based costing

The big idea

Traditional cost accounting models allocate indirect costs (overhead) on
the basis of volume. As a result, the costs of high-volume products tend to
be overrated, while the costs of low-volume products are underrated.
Contrary to traditional cost accounting methods, activity-besed costing
(ABC) calculates the 'true’ costs of products, customers or services by
attributing indirect costs based not on volume, but on required or per-
formed activities.

The underlying assumption of ABC is that it is not the products or cus-
tomers themselves, but the activities carried out to respectively make or
serve them that cause costs. As different products require different activi-
ties, each using a different amount of resources, the allocation of costs
should be weighted accordingly.

When making business decisions, knowledge of true costs can help to:

m establish economic break-even points;

s identify ‘profit-makers’ and ‘losers’ (i.e. assess ‘customer value’);
u highlight opportunities for improvement,;

m compare investment alternatives.

ABC costing has been responsible for many infamous 80/20 graphs and bar
charts presented by managers and consultante, outlining products, cus-
tomers, channels and services that actually iose money for the company!

When to use it

There are five steps in performing a simple ABC analysis:




1. Define cost objects, indirect activities and resources used for the
indirect activities.

9. Determine costs per indirect activity.
3. Identify cost drivers for each resource.
4. Caleulate total indirect product costs for the cost ohject type.
5. Divide total costs by quantity for indirect cost per individual
cost ohject.
||| Cost objects @
Allocate cost per
Cost per activity activity according @
; 10 use of resources .
@ ¥ through weighls Determine cost
Activities determined by per indnidual
cost drivers cost abject
(divide by
i Activities and costs quentity
T Cost driver {weightad)
per resource -
@ cla|car| 8l
[- Resources Products ul
L — T

Cost objecis are products, customers, services or anything else that is the
object of the cost-accounting endeavour. Activities could be anything a
company does to do its business: receiving, loading, packing, handling,
calling, explaining, selling, buying, promoting, calculating/computing,
writing orders, reading orders, etc. Indireet activities are not directly
attributable to cost objects. Resources are machines, computers, people, or
any other capacity or asset that can be (partly) allocated to an activity.

The final analysis

ABC enables segmentation based on true profitability and helps deter-
mine customer value more accurately. As such, it is the first step toward
activity-based management (ABM).

ABC does not assess efficiency or productivity of activities, even though
this may be highly important for improvements. Also, ABC assumes that
it is possible to uniquely identify cost objects, activities and resources. At
the end of the day, the outcome of an ABC analysis is only ever as accu-
rate as its input.

Activity-based costing 3
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1. Define cost 2. Determine 3. Datermine 4. Allocate 5. Calculate
objectives cost per cost drivers costs COsSES
and activities activity

Cost objectives: Cost per activity: Cost drivers (c.d.): Cost altocation Quantity
Tables {use of resources) 1000 tables
Bookshelves 4000 bookshelves
Tables Bookshalves

Activities; cd. cd. True' indirect par
Enginesring 9.000 Engineering days 50| 2000 [ 100 | 6.000 item costs:
Set-up 4.000 Number of set-ups 1 800 4| 3.200 22.30 per table
Aszernbly 30.000 han days 100 | 12.000 | 140 | 18.000 9.53 per bookshelf
Storage 3.000 Lot allocations 51 1500 5] 1.500
Distribution 13.000 + Truck loads 50| So00| 80| 8.000

58.000 Total | 22.300 ) Total | 36 700

{total indirect costs)

In this simple example, a company has identified five activies required to make both of its products: tables and
bookshelves. The resources used in these activities would traditionaily be allocated based on itermn volumes. The
ndirect costs would thus be: 59.000 / 5000 = 11.80 per table and bookshelf.

Although the same activities are used for both products, management feels that the resources are ytilized more
by tables than bookshelves. Using ABC proves management 1o be correct, demonstrating that each table cost
more than twice as much ta produce as each bookshelf.



Adizes’ PAEI &
management roles

The big idea

No individual manager can meet all the demands of his or her internal
and external environment. For effective management, an organization
ought to bring together a team of leaders that — when working together in
harmony - can scale the most complex and dynamic of issues.

According to Adizes (1979), the four key elements that make up a suc-
cessful management team can be translated into four management roles:

m the producer (P}
@ the administrator (4)
m the entrepreneur (E)
® the integrator (I).

There is no ‘one for one’ role manager: each manager brings to the table a
mix of management styles and characteristics. Consequently, a team may
consist of fewer or more individuals than four. Essentially, management’s
success is dependent on the extent to which these roles are fulfiled.

The relative and absolute importance of each role is determined by sit-
uational factors, such as the organization type, its size, its external
environment and its stage of development, This last is important, as each
stage of development requires different management accents, ie. a
greater degree of entrepreneurialism in the early stages, as opposed to a
more adminisirative and integrative focus later on.

When to use it

The model can be used not only to bring the right people together, but
also to encourage people with different styles to work together effectively.




Characteristic

Producer

Administrator

Frtrepreno.,

Work habits

Long hours, rastless, serious,
little emotian, ‘do-it-now’. get it
done, ‘hard work solves all
problems’, always fighting
deadlines, explains by doing,
feels that tearnwork is less
efficient due to communication
needs

Neat, organized, low key,
control-freak, careful, step-by-
step, adhering to rales and
procedures, punctual, schedules
meeting as a rule, rather than
for reason, seeks
standardization, thinks teams
work if they follow team rolas

Irreguiar hours, may at times not
show up at all, playful, jokes.
1ells stories, talks, insgpires,
dreams, exaggerates, doesn‘t
wail, action-orientated, hopping
around, unexpected views,
teams are an audience for the
entreprengurs vision

Reliable, trustworthy, warm,
caring, good listener, always
thera, seeks compromise, tries 1o
understand people, empathic,
solves problems by talking themn
through, sees team work, as a
goal in itself

Visual appearance

Conservative

Conforms to standard

Trendy, retro or artsy

Warm, accommaodating

Likes you if you...

get things done

follow the rules

followr directions, play into
histher thaught process

get along with others, confice in
himéher, give himmMer inside
information

Dangerous when
you...

are not working (hard enough)

want to change things

lack initiative or do things
without hisher consant

criticize people in public, speak
your apinion on behalf of others

Opinion of/attitude
towards:

Producer ‘Everybody should be like this” ‘it won't work like this in the ‘Useful’ Tries 1o turn the producer’s
long term’ contribution to tearn’s advantage
Adrninistrator “What a nitpicker’ Wishes everybody were like this  'Bureaucrat’ Wants administrator to be nice
1o others about the rules
Entrepreneur Crazy, lazy or rowing upstraam ‘This guy is off the wall’ Finds the other enirepreneur Abways hoping that hefshe is not
arrogant and stubborn creating uproar
integrator Doesn't add any value Suspicious, feels undermined Good guy Suspicious of political power




The first step is to identify who typically plays what role(s). Things to
take into consideration are work habits, behaviour and attitude towards
others. Bear in mind that the four roles described are generic and that
individuals tend to represent combinations of roles.

Next, the organization’s stage in the corporate life cycle should be
ascertained. The corporate life cycle does not necessarily describe the age
of an organization, but rather its current vitality. In other words, a 100-
year-old company could be in the adolescent stage, whereas a five-year-old
company might have passed its prime already. Major organizational
changes can also affect the ‘age’ of an organization.

Adizes identifies 10 stages of the corporate life cycle, analogous to that
of humans:

. courtship (ideas, making plans}

. infaney (pursuing opportunity, taking risks)

. go-go (rapid growth, sales focus)

. adolescence (ownership versus leadership)

. prime (balance between control and flexibility)
. stability (control takes over)

. aristocracy (resting on laurels)

. recrimination (finger-pointing)

[2=T - B~ R - T T ]

. bureaucracy (the living dead company)
. death (out of cash).

[
o

Each stage poses a unique combination of organizational characteristics,
and so represents different opportunities for management roles to have a
positive impact on organizational effectiveness.

Two key organizational dimensions follow from these life stages,
namely long-term versus short-term orientation, and internal versus
external orientation (see figure). By adjusting the weight of each role, the
management team can be better ‘geared’ to deal with a certain situation.
The third and final step is thus to compare and link the organization’s
current and desired management role mixes.

On a microscale, a business unit or organizational department can use
the same steps to identify available roles, assess the current situation and
ascertain the importance of certain roles at a given moment.

The final analysis

For decades, there has been an ongoing discussion about organisational life
cycles and how they determine the need for certain management styles and
roles. Though over 20 years old, Adizes’ PAEI model is practical, simple and

Adizes’ PAE! management roles



Results

Short-term oriented

P-role A-role

Externally oriented

E-sole l-role

Long-term oriented

Creativity,
continuity

still one of the most commonly used. One of the key values of the PAEI
model is in its ability to allow people to understand and appreciate the
importance of different roles - and their conflicts - in an organization.

On a critical note, it is all too easy to force people into roles, either on
paper or in perception: ‘he is a typical P’ or ‘she is such an A’. Despite
multiple warnings against one-role-for-one-person linkages, it is as easy
to identify a person with a role as it is to read inte your horoscope and
interpret it to be true. Instead, roles can — and probably should - be

played by more than one person.

8
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Ansoff's product/market grid

The big idea

Ansoff’s (1987) product/market expansion grid is a framework for identi-
fying corporate growth opportunities. Two dimensions determine the
scope of options (growth vectors), namely products and markets. Four
generic growth strategies follow from Ansoff’s matrix:

m Market penetration. Denotes a growth direction through the
increase of market share for the current preduct-market
combination.

s Market development. Refers to the pursuit of new missions
{markets, channels) for current products.

s Product development. The development of new products to
replace or complement current products.

» Diversification. Where both the product and the market are new
to the corporation.

Within the diversification quadrant itself a variety of more specific
growth vectors can be identified, based on how ‘different’ the new product
and/er market are:

m horizontal diversification - when new (technologically
unrelated) products are introduced to current markets;

m vertical integration — when an organization decides to move into
its supplier’s or customer’s business to secure supply or firm up the
use of its products in end products;

® conceniric diversification — when new products closely related to
current products are introduced into (new) markets;

& conglomerate diversification — when completely new,
technologically unrelated products are introduced into new markets.




New 2, Market development Concentric Conglomerate
diversification | diversification

4, Diversification

Vertical integration

Herizontal integration

Markets

1. Market penetration 3. Product development

Current

Current New
Products

When to use it

The firm’s product-market scope, its intended growth vector and its dis-
tinctive competitive advantage to succeed together describe its logical
(strategic) path in the external environment, There is, however, more to
Ansoff’s grid.

As a fourth strategy component, Ansoff suggests considering a firm's
ability to benefit from a new product-market entry through harnessing
synergy. This can be done in two ways: by making use of an existing out-
standing competence (aggressive synergy strategy), or by developing or
acquiring the requisite competence (defensive synergy strategy).

Finally, there is the question of ‘make or buy’. This refers to the corpo-
rate strategic option of embarking on integrative and diversified growth
beyond the current scope of business by means of acquisition(s).

Ansoff’s matrix thus covers five components of corporate business
strategy:

1. product/market scope
2. growth vector

3. competitive advantage
4. synergy

5. make or buy.

Used in conjunction with an organization’s business objectives, any
number of these components can be used to outline its business strategy.

1o
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Ansoff's product/market grid in practice

A client in postal and logistics services decided that its
current scope of products and markets might no fenger
be suHicient to be competitive ang profitable in the furture.
The fotiowing is & description of the client’s strategy
components in Ansoff's model.

]

u—y

. Current product-market scope:
Mail, logistics and express logistics.{ .~

2. Growth vector: o
Electronic new product development and concentric
diversification around the (partial) digitalization of mail,

3. Competitive advantage:
High frequency of access to both senders and receivers,
trusted brand for confidentiality issues, patented
scanning technology backed by additional research
capabitity 10 further refine etectronic service,

4. Synergy:
Use of the company's research department, first access
to mail.

S. Make or buy:
Develop the technology in-house.

The final analysis

Despite being nearly half a century old, Ansoff’s matrix is nonetheless
still valid, and is frequently applied by marketing strategists. In fact,
revisiting his work makes one realize that some of today’s gurus have
either reinvented the wheel or stolen it from him.

Used in isolation, the model can do little to help determine the best
strategy, and the question as to which strategy would be most beneficial
for a company is still generally left unanswered. Rather, the grid serves as
a means to describe product-market opportunities and strategic options.
As such, it forms an excellent framework for exploration, description and
strategic dialogue.

Ansoff's product/market grid 11
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The balanced scorecard

The big idea

The balanced scorecard essentially uses integral performance measurement
to track and adjust business strategy. In addition to the usual financial per-
spective, it forces the manager to incorporate the customer perspective,
operations and the organization’s innovation and learning ability.

The balanced scorecard makes it possible to see aggregate financial
consequences of non-financial measures that drive long-term financial
success:

m What is important for our shareholders?

u How do custotners perceive us?

m Which internal processes can add vaiue?

m Are we innovative and ready for the future?

When to use it

The actual balanced scorecard measurements depend upon the nature of
the company. For each perspective, we have made a non-exhaustive list of
examples,

Financial perspective

Is the company’s choice of strategy, its implementation and its execution
contributing to the bottom line?

m operating income
s ROI, ROCE, EVA (or any other return rate)
w sales and revenue growth

12



Financial
perspective
What is important
far our shareholders?

l

Balance scorecard

Organizational

Customer
perspective perspective
How do customers Are we inngvative
fceive Ls? and ready for
pe ) the furture

Internal process
perspective
Which internal

processes can
add value?

m repeat sales as a percentage of total sales volume

m product/customer/channel profitability

m revenue per unit/ton/customer/employee

m cost per unit (see Activity-based costing)

® sales costs as a percentage of total costs or revenues.

Customer perspective

How are our efforts as regards service and customer satisfaction affecting
our top and bottom line?
® market share in target segment(s)
m existing customer business development
customer profitability
timely and damage-free delivery

claims and complaints handling

.
]
® return policy
]
s handling service calls.

The balanced scorecard 13
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Internal process perspective

How successful is the company at setting up and managing business
processes to meet (future) customer demands and deliver service?

® new sales as a percentage of total sales

® meeting product introduction goals

1 product development cycle

m break-even time realized.

Learning and growth perspective

Are we successfully managing, developing and retaining human

resources, knowledge and systems?
® employee satisfaction and retention, or the opposite (turnover rate)
m revenue and/or value added per employee

strategic redundancy in job skills (job-coverage ratio)

employee retraining cycle time -

new ideas (per employee, implemented)

information availability relative to need.

The final analysis

There is nothing new about the call for measurement of non-financial
measures, but Kaplan and Norton (1993) can be given credit for being
advocates of a more balanced impact of these measures, A CEQ is rela-
tively more likely to be biased towards financial measures than, let’s say,
a marketing assistant. Lower in an organization, people are more likely to
use non-financial measures.

14
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The BCG matrix

The big idea

To ensure long-term success, a company should have a portfolio of prod-
ucts that contains both high-growth products in need of cash inputs and
low-growth products that generate excess cash. Or at least, that is the
assumption made by the Boston Consulting Group (BCG} underlying its
popular matrix.

The BCG matrix helps to determine priorities in a product portfolio. Its
basic premise is that it makes more sense to invest where there is (eco-
nomic) growth from which you can benefit. A rating of products on two
dimensions, market share and market growth, creates four qualifications
of products in your portfolio: stars, cash cows, question marks (or wild
cats) and dogs.

When to use it

For each product or service in your portfolio (or scope of analysis), deter-
mine (a measure or rating of) expected relative market growth.

Next, what is your relative market share for each product? Apply a per-
centage or a rating.

Plot all products on the two dimensions and apply a division on both
dimensions, based on a arbitrary, but consistent difference t etween rela-
tively big and relatively small. This is the hardest part. Predetermined
criteria can help. For example: our market share is small when our
share is less than one-third of that of the biggest competitor. Or for the
other dimension: the market’s growth rate is high when annual rev-
enues grow by more than 10 per cent after correction for inflation. It is
Important to not change these criteria around in order to shift ‘pet’ proj-
ects and products into more favorable grounds, thereby defeating the
purpose of the exercise.

15



Stars are products that enjoy a relatively high market share in &
strongly growing market. They are (potentially) profitable and may grow
further to become an important product or category for the company. You
should focus on and invest in these products.

Although the market is no longer growing, your cash cows have a
relatively high market share and bring in healthy profits. No efforts
or investments are necessary to maintain the status quo.

Although their market share is relatively small, the market for ques-
tion marks is growing rapidly. Investments to create growth may yield
big results in the future, though this is far from certain. Further investi-
gation into how and where to invest is advised.

Drop or divest the dogs when they are not profitable. If profitable, do
not invest, but make the best out of its current value. This may even
mean selling the product’s operations and/for brand.

Large
e __l —
1]
5
= Cash cow Star
'
Q
£
1]
=
Dog Question mark
Small
Lewy High
Market growth

The final analysis

Many people have questioned the relative ease with which the BCG
matrix assumes that markets are clearly defined, that market shares are
good indicators of cash generation and that growth means that cash
infusions are needed to extract a bigger payoff at a later stage. Most
importantly, say many critics, throwing money at a product or product
group by itself does not make it grow or become profitable. Qur conclu-
sion is that the BCG matrix can be very helpful in forcing decisions in
managing a portfolio of products. However, it cannot be employed as the
sole means of determining strategies for a portfolio of products.

When constructing a matrix, it often makes more sense to use relative
market shares or even ratings, as markets are not always clearly defined.

16
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They can be heterogeneous, with many substitute products. Markets can
pe concentrated or widely divided among many small players. Also, keep
in mind that, especially in immature markets, growth figures and mar-
kets shares may not have reached a balance that justifies the rigorously
positive or negative judgment of the BCG matrix.

The BCG matrix 17
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Belbin’s team roles

The big idea

Belbin (1985) derived the concept of nine distinet and interdependent
team roles from his study of successful and unsuccessful teams competing
in business games,

Aeccording to Belbin, a team role is ‘a tendency to behave, contribute and
interrelate with others in a particular way’. In order to be successful, a team
and its members need to fulfil the following complementary nine roles:

a shaper
implementer
completer/finisher
co-ordinator
team worker
resource investigator
‘plant’/creator/inventor

monitor/evaluator

n specialist,
Belbin states that team members with complementary roles are ‘richer’
and more successful.

When to use it

In order to make use of the mode], members of a prospective team should
first determine which roles they can and want to fulfil.

Each member should subsequently be assessed using the following
indicators to see whether, and to what extent they can play one or more of
the fellowing nine roles:

18



The co-ordinator is a mature and confident person. He or she probably
prings to the table experience as a chairman or leader of some kind. This
person clarifies goals, encourages decision-making, and delegates tasks,
but can, however, be manipulative or bossy, especially when he or she
Jets others do work that eould and should be done by himseli/herself.

The team worker is co-operative, mild, perceptive and diplomatic. In
a nutshell: everybody’s friend. The team worker listens, builds,
balances, and averts friction. His or her inherent indecisiveness
surfaces in crunch situations. The doers in the team tend to think the
team worker talks too much.

-~
3'? Co-ordinator o%{!
¥ %
o Finisher L
& K
i ©
i ‘6-5
+

Resource

Implementer { investigator

Shaper

Spedialist Monitor

Cerebral roles

The team rolas of four peoaple {in this illustrabion reprasented by
different types of lines) together cover mast af the nine roles
required for successful team work.

The resource investigator is an enthusiastic, communicative
extrovert who explores opportunities and develops contacts that he
thinks will benefit him/her now or later, Although opportunistic and
optimistic, the resource investigator tends to have a short gpan of
attention and quickly loses interest.

The ‘plant’ is Belbin's name for the creator or inventor. The plant is
creative and imaginative, brilliant at times. His or her unorthodox
thinking helps to solve difficult problems. The plant ignores
incidentals and is too preoccupied to communicate effectively. The
problem is that this self-aware genius has a tendency to get other team
members’ backs up.

Belbin’s team roles
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The monitor evaluates actions and ponders the strategy. The person is
sober, yet discerning and keeps track of progress. He or she oversees all
options and judges accurately, but lacks drive and ability to inspire
others.

The specialist is a single-minded, dedicated self-starter. The specialist
provides rare knowledge and skills so his/her contribution is limited to
a narrow front. This person gets a kick out of technicalities and needs
te be told to get to the point.

The shaper is challenging, dynamic, and thrives on pressure. He or
she has the drive and courage to overcome obstacles, sees no evil, hears
no evil. The shaper might rub people the wrong way in his/her zealous
efforts get things going. Don’t people share the shaper’s vision?

The implementer is disciplined, reliable, conservative and efficient, and
turns ideas into practical actions. Once at work, the implementer will
keep going and stick to the plan. This person might be a little rigid and
unwilling to adapt alternative approaches or solutions along the way.

The finisher is meticulous, punctual, conscientious and anxious to
make sure everything turns gut perfect. The finisher delivers on time,
but sometimes worries too much. He or she certainly hates to delegate
work. Nobody else seems to understand that it has to be perfect.

The assessment can be done in various ways:

m self-assessment (apply scores, rank, rate or distribute weights),
possibly overseen by a third party;

@ team assessment (let the team work on a small assignment or game
and let the members grade each other);

m assessment by mentor, co-worker or supervisor, former team
members, etc.

With a profile of each tearn member's ability to fulfil one or more roles,
potential under or overrepresentation of certain roles in the team can be
detected. If necessary, management may decide to use this information te
reshuffle the team.

Analysis of team members using the Belbin model is especially useful
in gituations where a team must be created to undertake an assignment
that requires a certain set of skills and combination of roles.

Such an assessment is in itself beneficial in that it encourages indi-
viduals to take a closer look at themselves, and at their strengths and
weaknesses. These can then be exploited or corrected as appropriate, ulti-
mately resulting in a more flexible and thus stronger team.

Key managerment models



The final analysis

Belbin’s way of looking at teams and the roles of team members assumes
that there is an objective basis upon which one can assess team members.
Although arbitrary, it is nonetheless a very useful exercise.

People will recognize themselves and team dynamics in this model.
Just as different roles are complementary, it can be fatal to have too many
representatives of the same type of role in one team: too many co-ordina-
tors clash, two monitors keep waiting for the other to do something and
two team workers talk too much.

What the model does not address is the importance of interpersonal
relationships within a team. A lot of teams that look good on paper fail to
function properly in practice because there is no ‘click’. The reverse is
also true: for example, a person who has no history of heing a co-ordinator
may rise to the occasion and fill up a vacuum. To a large degree, the roles
are thus relative to each other.

Bethin’s team roles
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Benchmarking

The big idea

Benchmarking is the systematic comparison of organizational processes
and performances in order to create new standards and/or improve
processes. There are four basic types:

® internal - benchmsarking within an organization, e.g. between
business units;

® competitive - benchmarking operations and performance with direct
competitors;

m functional - benchmarking similar processes within the hroader
range of the industry;

® generic — comparing operations between unrelated industries.

All types of benchmarking can be very rewarding: they can provide new
insights into strengths and weaknesses of (parts of) an organization, illus-
trate possible improvements, objective norms, new guidelines and fresh ideas.

When to use it

Much has heen written on the methodology of the benchmarking process.
Most variations on the basic elements of the methodology are the result of
including situational characteristics or explanatory factors to account for
differences, forward-looking industry analyses or simply practical issues
that arise in certain industries or in communication between benchmark-
ing partners and analysts.

Benchmarking entails the following {sometimes overlapping) steps:

® Determine the scope.
m Choose the benchmark partrer(s).
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@ Determine measure(s}, units, indicators and data collection method.

m Collect data.

s Analyse the discrepancies — get facts behind the numbers.
a Present the analysis and discuss implications in terms of (new)

goals.

m Make an action plan and/or procedures.
m Monitor progress in ongoing benchmark,

Company performance

-

Organizational
management

Core data

® Organizational
structure

m Management
style

& Responsibility

& Planning and

Comparison with core
data of similar
companies

control

i

Company characteristics
m Product complexity

B Company size

u Organization complexity

Situational

characteristics

The first question is: what do we want to achieve with the benchmarking
project? Bearing in mind the difference between intention and action, we

can define the purpose as an answer to either
questions:
m How good are we at what we do?
& Are we as good as others at what we do?
u How can we do what we do better?

one ot more of the following

a Of course, one should be aware of the difference between intention

and action in this respect.

When_determining the scope of the benchmarking exercise, consider the
client impact and communicability of the project in order to increase the rate

of success, as well as the effort required to reali

ze a valuable benchmark.

Benchmarking
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Ideally, the benchmarking partner is considered to be performing at
least equally as well or better. Potential partners are often identified
through industry experts and publications.

Quite often, differences in products, processes and management make
comparison difficult, if not impossible. Berenschot uses the BETTI®
Benchmark model, depicted in the figure. This particular variation of
benchmarking accounts for explanatory factors or situational characteris-
tics that define the company’s situation, e.g. a complex product or very
wide assortment. Performance indicators can be adjusted using the situa-
tional characteristics, to allow for a ‘fair’ comparison and derive the
improvement potential for each particular performance indicator.

An example of such an explanatory factor is product complexity. If your
company has a higher product complexity, e.g. in terms of number of parts
or actions, than that of the benchmark partner, that could {partially)
explain a lower on-time completion reliability. Not only can an analyst use
multiple benchmarks to derive an approximation of the ‘benchmark’ for
your company, the very determination of the explanatory factor triggers
an improvement opportunity. In this example, a lower number of parts or
actions could increase on-time completion reliability:

Site visits to the benchmark partner, as well as mutual interest in the
benchmarking project increase the rate of success of benchmarking signifi-
cantly. Warning: the buzzword to deseribe unprepared or non-specific
benchmarking visits is ‘industrial tourism’.

The final analysis

Benchmarking is not easy. All too often, benchmarking is carried out by
semi-committed managers, without the use of predetermined measures,
and without the proper tools for analysis and presentation. Un-
questionably, many benchmarking projects end in dismay, a futile exercise
often justifiably portrayed by onlookers as industrial tourism, comparing
apples and pears. Even when performed in a structured way, the ‘they’re
different from us’ syndrome prevents benchmarking from leading to
changes for the better. Furthermore, competitive sensitivity can stifle the
free flow of information, even within an organization.

By applying explanatory factors, benchmarking can not only provide
comparative data that can trigger the need for improvement, but also
highlight new improvement opportunities and solutions to problems. For
this very reascn, Berenschot argues that the differences between bench-
mark partners should be embraced, rather than trying to exclude
‘non-comparable’ products or processes.

Benchmarking is never ending: apart from having to meagure continu-
ously in order to get up to date results, the competition is not going to
stand still! The argument that benchmarking at best can only ever result
in catch-up performance can be countered with three facts: companies
generally benchmark the best performer, benchmarking sparks many new

24
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ideas, and — perhaps most importantly - customers may not (yet) be will-
ing to pay for a product or service that is better than that currently
provided by the best performer.

A producer and distributor of office products for professional
customers based in 1the North of England had grown
internationally as @ result of acquisitions. Facing stronger
competition on an international level, our client wanted to
perform an internal benchimark study. The different operations
throughout Europe were to be compared in order to identify
best practices and subsequent improvements {phase 1) and
synergy opportunities {phase 2).

The entire company’s cost siruciure and human resources were
within the scope of the benchmark study. For each functional
process, a set of outputfinput (OA) indicators was defined.
Explanatory factors enabled fair interpretation and comparison
of comparison data. Using the explanatory faclors, the 12
operating companies were divided into three groups within
which companies could be compared. As the methodology and
10 indicators were the same for each group, a fulf comparison
of 12 companies was possible at a later stage.

Overall indicatars - cost structure
-~ human resources

Purchasing Praduction Sales Distribution
N irclicators | OA indicators | OA indicators | 0/ indicators

ot Y 1

Exptanatory factors — product
— structure
- control

For each of the 12 operating companies, the benchmarking
pracess included:

@ an introductory workshop, outlining current developments

and plans for improvement;

drawing up a guestionnaire to collect all relevant data:

management interviews (two days);

review of business plans, plus additional interviews;

benchmark analysis, comparing data;

identification of "best practices’;

determination of improvement potential per process per

company;

a final workshop with presentation of planned improvernents
and expected results.
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The Berenschot project
management model

The big idea

The Berenschot project management model identifies a number of aspects
to be borne in mind when carrying out any project, thereby greatly simpli-
fying what can only be described as an inherently complex process. The
four areas for consideration are as follows:

s The life cycle - this refers to all the stages within the ‘life’ of a
project, from definition through to execution and ‘after-care’,

s The project hierarchy - all but the simplest projects consist of a
number of sub-projects. Understanding the interrelationships
between the various sub-projects can be invaluable in determining
interdependencies and thus priorities.

s The project fundamentals — answering the following questions
before embarking on a project can be of great help in ensuring that
it achieves its purpose both on time and within budget:

— What is the ultimate objective of the project and what do you hope
to achieve through its realization?

- What means (tools, people and methods) do you have at your
disposal, and what practical issues need to be addressed in this
regard?

- What are the project specifications and how can success/failure be
measured?

- How can you ensure that you deliver quality?

— What is the timeline?

— What is your budget?

— How do you intend to organize the project?

- How do you intend to inform participants about the project?




— How are you going to handle publicity generally?

— The degree of detail in the answers to each of these questions will
of course vary from phase to phase as the project progresses,
What is important is that the answers remain consistent,

s The management cycele - four repetitive steps for continuous
improvement and learning: Plan, Do, Check and Act (see The
Deming cycle later in this book). Having planned and carried out the
various activities, the results should be examined and checked
against the master plan on an ongoing basis. Any improvements/
alterations can be implemented as necessary.

The first three dimensions are necessary in order to define, start up and
carry out a project, while the last of the four, the management cycle, is
important to ensure controlled execution of the whole.

2. Product nierarchy

[Subrgmiect [ Sub-project | 1

1. Life cycle

Fre-pracess phase Q

> Deﬁnitim>> Design> Emu@*
e

3. Project
fundamentals

When to use it

Act Plan

------nu-a-cg:--v’-------

Check | Do

resufts
i, .-

g —

4. Management cycle {ongoing)

Regardless of the degree of complexity of the project in question, the con-
cept of the Berenschot project management model is easy to grasp. It is,
furthermore, relatively easy to apply: simply go through the bulleted list
above and ensure that sufficient attention has been devoted to each.
Finally, it is important not to forget the stakeholders — consider who
stands to gain from success or failure of the project and how they might

(try to) affect the outcome.

The Berenschot project management maode!
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The final analysis

The danger of a model such as this is that it can offer a false sense of secu-
rity: after all, having gone through all the motions with such care, how
can a project possibly fail? At the end of the day, though, correct use of the
model is not a guaraniee for success, but a condition.
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Business process redesign

The big idea

Business process redesign (BPR) gurus Hammer and Champy (1993)
define BPR as the fundamental reconsideration and radical redesign of
organizational processes, in order to achieve drastic improvement of cur-
rent performance in cost, quality, service and speed. Value creation for the
customer is the leading factor for process redesign, in which information
technology often plays an important role.

There are generally five important rules to keep in mind with any BPR
project:

1. Determine strategy hefore redesigning.

2. Use the primary process as a basis.

3. Optimize the use of information technology.
4

. Organizational structure and governance models must be
compatible with the primary process.

In addition, there is a general condition for success, namely that manage-
ment and employees must participate.

Often, the redesign entails a ‘back to square one’ approach. In an effort
to allow discussion of any new views on how to design the organization,
the existing organizational structure and processes are considered ‘non-
existent’, or irrelevant in the redesign.

When to use it

Eefare engaging in a BPR project, the organization must come to the real-
ization that there is a need for BPR. Consequently, the very first step is
determining the scope of the BPR project, or even more fundamentatly,
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deciding if there is a need for BPR at all. The BPR team should determine
this need by assessing indicators such as:

s numerous conflicts within {parts of) the organization;
s unusually high frequeney of meetings;

® excessive amount of non-structured communication (memos,
e-mails, announcements, ete.).

Successfui BPR projects executed by Berenschot consultants have yielded such
remarkable results as:

70% reduction in order delivery time

60% reduction in average inventory level

25% increase in revenues

50% reduction in indirect labour

98% delivery reliabifity, up from 70%.

One way to determine whether or not there are too many conflicts or
whether or not meetings and additional communication are excessive is
by benchmarking the organization or department with another.

Having established the need, the next step in the BPR process is the
redesigning of {(part of) the organization in accordance with strategic
requirements. Ask:

m What is the focus of our efforts (think about products, services and
target customers)?

Key management modals



a What are the critical success factors?

s How can we achieve maximum efficiency based on the required
output levels?

The third step is determining the required management of the newly
designed organization. Typical questions here are:

s How can we ensure that processes will function as intended?
s How can we measure performance?

@ How can we adjust for improvements, if needed?

s How can we compensate or reward?

The last step comprises the implementation of the new organizational
structure, the installation of management and procedures, and the inte-
gration of the organization’s work methods into its environment.

The final analysis

BPR is much more difficult to do than to describe. Lack of sufficient proj-
ect management, limited management support and ‘delegating’ BPR
projects to the IT department are fatal, yet prevalent causes of BPR proj-
ect failure. Another problem with BPR is that, though it makes sense on
the ‘hard’ side, getting people to work within a new structure, under new
rules, proves to be more challenging than anticipated. Many BPR projects
stall in the design phase.

Neither redesigning organizational structures and processes, nor
implementing new technologies as part of a BPR project will automati-
cally remedy all flaws in an organization, let alone offer a permanent,
sustainable solution. That is the very reason why employees, manage-
ment and an organization’s culture are called the ‘key enablers’ of BPR.

. 1. Determine 2. Redesign 3. Install 4. implemant
scope and process management and integrate
L. G _aI structurg

Indicator for need:  Key elements: Key elements; Key elements;

& Condlicts ® Focus on output ® Define o Instalt

N Mealings requirements managerment tools management

& Non-structured @ Critical success w Performance o Manage change
communication factors measurement managemnent

® Sirategic dislogue w0 Efficiency | Learning

B Compensation
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R4 The capability
maturity model

The big idea

Have you ever wondered why that expensive new system did not pay off
as much as expected? The capability maturity model provides insight into
the stage of development of maturity of an organization for software

 development.,

This model describes five evolutionary levels of ways in which the
organization manages its processes. Specific steps and activities to get
from one level to the next are provided. The most ominous message is
that the organization should be able to ‘carry’ its software applications.

When to use it

Use the capability maturity model to determine which of the following
describes your organization best:

1. Inmitial. The development process is characterized as ad hoc,
occasionally chaotic. Few processes are defined, and success depends
on individual efforts.

2. Repeatable. Bagsic project management processes are established
to track cost, schedule, and functionality. The necessary process
discipline is in place to repeat earlier successes on projects with
similar applications.

3. Defined. The software process for both management and
engineering activities is documented, standardized, and integrated
into a standard software process for the organization. All projects
use an approved, tailored version of the organization’s standard
software process for developing and maintaining software.
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4. Managed. Detailed measures of the software process and product
quality are collected. Both the software process and products are
quantitatively understood and controlled.

5. Optimizing. Continuous process improvement is enabled by
quantitative feedback from the process and from piloting innovative
ideas and technologies.

Optimized: Continuous process
improverent adopted

Managed: Process and quality outcome
measures implementad

Defined: Processes organized,
documented and standardized

/ Repeatable: Project management tools implemented

Initial: Ad hoc management; processes not
well defined or documented

Predictability, effectiveness, and control of an organization’s software
processes are believed to improve as the organization moves up the five
levels. .

Except for Level 1, each maturity level is further split up into several
key process areas that indicate the areas on which an organization should
focus to improve its software process.

The key process areas at Level 2 focus on the software project’s con-
cerns related to establishing basic project management controls. They are
Requirements Management, Software Project Planning, Software Project
Tracking and Oversight, Software Subcontract Management, Software
Quality Assurance, and Software Configuration Management.

The key process areas at Level 3 address both project and organiza-
tional issues, as the organization establishes an infrastructure that
institutionalizes effective software engineering and management
processes across all projects. They are Organization Process Focus,
Organization Process Definition, Training Programmes, Integrated
Software Management, Software Product Engineering, Intergroup Co-
ordination, and Peer Reviews.

The capability maturity model 33
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The key process areas at Level 4 focus on establishing a quantitative
understanding of both the software process and the software work prod-
ucts being built. They are Quantitative Process Management and
Software Quality Management.

The key procese areas at Level 5 cover the issues that both the organi-
zation and the projects must address to implement continual, measurable
software process improvement. They are Defect Prevention, Technology
Change Management, and Process Change Management.

Each key process area is described in terms of the key practices that
contribute to satisfying its goals. The key practices describe the
infrastructure and activities that contribute most to the effective imple-
mentation and institutionalization of the key process area.

The final analysis

The capability maturity model is a very accessible model that can be used
not only for analysis and evaluation of the organization and its software
applications, but also as a basis for organizational improvements. Thanks
to the relevance of its pragmatic five levels to both process improvement
issues and organizational development in general, the capability maturity
maodel thus rises ahove its original IT nature.

The model does require a high level of understanding of various organi-
zational elements and how they are related, such as IT, strategy and
process management, in addition to which it focuses on the ‘hard’ side of
managing an organization. Effective organizational improvements
require additional models and insights that shed some light on the human
aspect or the ‘soft’ side.

M
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Change quadrants
#h

The big idea

The change quadrants model helps management to define an approach
for successfully managing organizational change. The change quadrants
can be useful in determining the change agents, identifying active partici-
pants in the change process, and establishing the scope of change and the
timing in order to maximize the success of change efforts.

The basic premise is that the approach for change depends on whether an
organization is ‘warm’ or ‘cold’, and whether the change is ‘warm’ or ‘cold”:

s A cold organization is one where rules, regulations, systems,
structures and procedures drive direction, control and co-erdination
to get results; there ig little or no intrinsic willingness to
(out)perform. In a warm organization, however, it is shared norms
and values, and a common understanding of direction that make the
organization work.

a A cold change is the result of an objectively discernible situation or
emergency, such as a near bankruptcey, a drastic drop in market
ghare, revenues, profits or an unavoidable (new) competitive threat.
A warm change, on the other hand, is primarily driven by personal
and professional ambitions.

Based on the various warm/cold combinations of organization and change,
there are four possible change strategies: intervention, implementation,
transformation and innovation.

When to use it

The model of change quadrants is qualitatively constructed for each com-
Pany, drawn up on the basis of interviews with key figures within the
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organization. Besides the warm/cold typology, our experience with change
processes has revealed several underlying dimensions that also need to be
investigated: necessity of change, momentum, resistance to change, cul-
‘ture and empowerment.

Change
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Change: cold or warm?

The necessity of change can be fuelled by either urgency (external) or
drive (from within). Momentum, on the other hand, can be generated
as a result of a particular situation or opportunity, for example, during
a merger or a recession. There could also be a regularly reoccurring
momentum, for example, in seasonal industries.

Organization: cold or warm?

Organizational resistance is generally passive, in which case it is rela-
tively easy to overcome through education, training and new resources.
However, energy from within the organization actively directed against
change is harder to beat and thus requires a much tougher change man-
agement approach.

Some organizational cultures have an explicit focus on objectives, results
or targets. Others, however, may rely on norms and values for guidance.

The empowerment dimension makes a distinction between external and
internal commitment: in the former, people simply do as they're told,
whereas in the latter, individuals act and decide with the best interests of
the company in mind.

A common mistake is to try to force a warm change through a cold
organization. People may not be as committed to the company and as will-
ing to change as management thinks, as a result of which nothing really
happens. The problem is that the next time management wants to change
something, there may be even less support.

Key management models



Imposing a cold change on a warm organization can be even more dam-
aging: the erosion of hitherto strong commitment can result in a strong
negative response that may cause irreparable damage to the company.

The final analysis

The change quadrants model is used often in conjunction with other
models and change management approaches, for example Kotter’s (1990)
Eight Phases of Change.

[n addition to the change quadrants, management’s preferences and
style should also be reflected in the change management approach. Not
only a mismatch between organization and proposed change, but also
emotion and the personal style of management may obstruct the process.
Bear in mind that a ‘cold’ change is easier to plan and communicate
than a ‘warm’ one, and also that many organizations deem themselves
swarmer’ than they really are.

On the flip-side of the ‘prescription’ for warm or cold change, organiza-
tions should not exclude the option of ‘warming up’ or ‘cooling down’
before going through a change process, be it warm or cold.

Change quadrants
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The chaos model

The big idea

Chaos is an essential stage in any fundamental change process that leads
to gelf-organization. In fact, argues Zuijderhoudt (1990, 1992, 2000),
trying to prevent chaos is damaging to an organization's ability to move
up to a higher level of independence and dynamic self-organization. The
process of dynamic self-organization is illustrated in the chaos model.

Under normal circumstances, an organization finds itself in a relatively
stable situation of ‘manageable’ development. Then comes a more
dynamic period, in which agents of innovation and change cause fluctua-
tions in the organization’s ability to cope with internal and external
developments: certain (groups of)} people in the organization fail to catch
up in the change process and/or disagree with the changes, the rationale
hehind the changes, or the messenger of the changes. The crucial point of
entry into chaos is when the decision is made to not try to control the
process anymore, but instead to allow the organization to try to find its
own solution.

Assuming that the organization manages to emerge from the chaos,
there are three possibilities:

s The organization returns to its old order as the need for change
declines and preferential fluctuations dwindle.

® A new ‘germ’ or ‘core’ buds and is supported by a large enough
coalition, creating a new ‘synergy’.

m Regression: the organization fails to find a solution and returns to
its old ways and/or disintegrates.

Many organizations are able to remain temporarily in a state of ongoing
preferential fluctuations and chaocs, consuming large amounts of organi-
zational energy.
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When to use it

When used as more than a metaphor for complex and paradoxical organi-
zational change processes, and taken beyond self-reflection, this model
may help leaders to let go of their desire to fully ‘control’ change, and
leave room for self-organization.

The application of chaos theory in organizational analysis and inter-
vention ¢an be found in the attitude changes of leaders:

8 letting go of the desire to control;

m giving way to self-organization;

2 not trying to make explicit use of theory in the face of anticipated
- obstruction of abstraect concepts {‘nasty questions’).

Many leaders, managers and consuitants think of an organization as a
collection of consciously chosen and well-maintained (transactional) rela-
tionships of goods, funds and information. Using chaos theory explicitly
requires letting go of the preconceived notion of ability to apply and con-
trol changes over such relationships.

To explain how to use chaos theory would imply that there is a need to
manage, or even control, the process of change, However, it is important
to understand when to let the organization go, and when to intervene.
The leader and/or consuitant should be able to recognize the generic
phases to ‘time’ the intervention: control, chaos and ‘stuck.’

Four steps are suggested for the use of the chaos theory in organiza-
tional change:

The chaos model

h;
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1. Investigate {diagnose) the nature of change dynamics in the
organization.

2. Make problems explicit (but don’t imply solutions!).

3. Formulate a change impetus: let chaos happen.

4. Offer limited guidance (more support, legs management, very little
control) in realizing the breakthrough solution: allow for self-
organization.

The final analysis

The chaos and complexity theory suffers from incomplete use. More often
than net, the model is used as a metaphor or frame of reference to
(vaguely} describe certain processes of organizational change.

In many cases, the theory is used, but not named, because of its
ahstraet nature and the absence of ‘logical’ cause-and-effect links.

40
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Competing values of
organizational effectiveness

The big idea

Do organizational researchers share an implicit theoretical framework as
regards organizational effectiveness? [n a two-stage study, Quinn and
Rohrbaugh (1983) empanelled organizational theorists and researchers
to make judgments about the similarity of commonly used effectiveness
criteria. The authors started with a carefully chosen list of indices of orga-
nizational effectiveness. Using the panel members’ paired comparison
ratings, they produced a pool of fundamental cognitive dimensions with
the individual judgments of relative similarity or dissimilarity.

The result of the study was a multidimensional scaling or spatial model
with three dimensions:

# internal versus external organizational focus
s flexibility versus stability of the organization
® process (means) versus goals (ends) orientation.

These three dimensions reflect some key topics of debate in the manage-
ment and research of organizations.

The first dimension, internal versus external organizational focus, rep-
resents a basic organizational dilemma, in which at one end of the scale
the organization is viewed as a socio-technical entity, and at the other as a
logically designed tool to accomplish business goals.

Flexibility versus stability is another basic organizational dilemma.
Order and control do not mix well with innovation and change. Many
social theorists have (successfully) argued for authority, structure, and co-
ordination, while others have found wide support for individual initiative
and organizational adaptability.

Finally, on the third dimension, a study of organizational effective-
ness cannot be complete without observation of the tendency of means,
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methods, procedures and rules to become functionally autonomous, i.e.
become goals in themselves.

The three-dimensional integration of these three continual results in
four basic models of organizational effectiveness:

Cantrol

® human relations model

m open systems model

m internal process model

® rational goal model.
Quinn and Rohrbaugh present a number of alternative methods to
compare and describe their model, for instance, Parson’s functional

prerequisites model, in which core values, co-ordination mechanisms and
organizational structures are presented.

When to use it

This model helps organizational theorists to better structure and under-
stand the key dilemmas facing organizations in pursuit of maximized
effectiveness,

Key management models
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The final analysis

Debate on model to describe organizations and the issues they face is
ongoing. In an effort to derive a framework for organizational analysis,
Quinn and Rohrbaugh approached a large number of organizational
researchers and experts to determine the key dimensions of organiza-
tional issues. The fact that the three dimensions of the model so closely
describe three major areas of debate and research indicates that the
authors have been quite successful in their effort to provide a framework
for organizational effectiveness.

In anticipation of criticism, Quinn and Rohrbaugh agree that the
spatial model is a type of oxymoron, a combination of seemingly contra-
dictory or ingenuous concepts. But the theoretical paradoxes are
not necessarily empirical opposites. They argue that an organization
might be cohesive and productive, or stable as well as flexible. In line with
another often-heard complaint with regard to models such as this, it is
noted that the elimination of criteria to construct dimensions for a frame-
work for organizational effectiveness represents a key discussion
surrounding the whole concept of {management} models: does simplifica-
tion limit the researcher’s perspective? Quinn and Rohrhaugh would
seem to argue the contrary, as they state that the process of creating the
model is, in fact, generative.

Competing values of organizational effectiveness
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Competitive analysis:
Porter’s five forces

The big idea

Porter’s (1998) competitive analysis identifies five fundamental competitive
forces that determine the relative attractiveness of an industry: new
entrants, bargaining power of huyers, bargaining power of suppliers, sub-
stitute products or services, and rivalry among existing competitors.
Competitive analysis leads to insight in relationships and dynamics in an
industry, and allows a company or business unit to make strategic decisions
regarding the best defendable and most economically attractive position.

When to use it

For each of the five forces, consider how well your company can compete.

1.New entrants
Are there entry barriers for new contenders?
m The higher the importance of economies of scale, the higher the
entry barrier.

s Competing with established brands and loyalty is harder (e.g. Coca-
Cola).

& High up-front {risky} capital requirements make entry difficult.

s High switching cost for products are of great advantage to existing
players.

® Is access to distribution channels difficult or legally restricted?

8 Do existing companies have scale-independent cost advantages (e.g.

patents, licences, proprietary know-how, favourable access to raw
materials, capital assets, experienced workers, subsidies)?
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» A government-regulated industry could limit entry by requiring
operating licences (e.g. UMTS wireless communication),

s Low expected retaliation by existing players makes entry easier for
newcomers.

s The concept of ‘entry deterring price’: the bigger the margin, the
more new entrants.

2. Substitutes

How easily can your product or service be substituted with another type
of product or service? For example, the bus is a substitute for the train,
Porter argues that a substitute is particularly threatening if it represents
a significant improvement in the price/performance trade-off.

3.Buyer’s bargaining power
To what extent can buyers bargain?

s When buyers buy in large volumes, they are more likely to command
better prices. For example, large grocery retailers pay lower
wholesale prices than small stores.

m The larger the fraction of costs represented by purchasing price, the
harder buyers will bargain.

a Undifferentiated products make it easier to play suppliers against
each other.

a Low switching costs increase buyer power.
s Low profit buyers will be tough negotiators.

s Potential ‘do-it-ourselves’ or backwards integration are strong
bargaining levers. Partial in-house producing or. ‘tapered
integration’ not only is a strong bargaining instrument, it also gives
better understanding of a supplier’s actual costs!

u The less the buyer’s perfarmance is affected by the product, the
more price sensitive the buyer.

u The more information a buyer has, the better his bargaining.

4.5upplier's command of industry

Suppl_iers can have a significant impact on the industry’s profitability and
margin distribution, depending on several levers. Competitive forces from
suppliers mirror those of buyers:

® A few suppliers selling to relatively more buyers will be able to have
a bigger say.

® The absence of substitutes increases supplier power as buyers have
little choice.

!' Compelitive analysis: Porter's five forces
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m Suppliers with alternative customers, industries and channels have
more power.

m The supplier’s product is indispenséb]e or of great value to your
company.

s Switching suppliers will incur high expenses or rapidly depreciate
your company’s assets.

® Suppliers may integrate forwards by producing for and selling to
your customers.

5. Existing competitors

Last, but not least, rivalry among existing competitors leads to tactics
such as aggressive pricing and promotion, battles for customers or chan-
nels, increased service levels, ete. If moves and countermoves escalate
(e.g. price wars), all industry rivals may end up losing. However, advertis-
ing battles may enhance differentiation in the industry for the benefit of
all. Although rivalry and its intensity change as the industry furthers its
marketing and technologies, the following are indicators of competitive
threat from existing industry rivals:

a many and/or equally balanced competitors;

e slow industry growth, leading to focus over dividing, as opposed to
growing the industry;

m high fixed cost and asset bases making rivals compete to turn stock
and fill capacity;

e products perceived as commodity and imposing low switching cost
on the buyer, a combination that causes shopping for price;

@ large capacity increments only, causing major ups and downs in
capacity discrepancies and, consequently, price (e.g. in chemical
industries and semi-conductors),

e diversity of competitors and their strategies, making it difficult to
anticipate competitive moves;

@ high stakes, for example, to get a customer base in cellular
communication or sales on the Internet;

® high exit barriers, for economic, strategic, emotional, or legal
reasons. Major exit barriers are specialized assets that are difficult
to sell, fixed cost of exit (e.g. labour agreements, settlement costs),
and strategic importance of activities or brands for the corporation
or its partners.
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2, Substitutes

® Road transportation
8 Water freight

w Air freight

One of our clients, a national railway company, encauntered many present and potential
competitive forces that could be described using Porter’s five forces model.

The market was being derogated and government subsidies 10 the monopolist declined
rapidly. New local raitway companies making timely entries into the market, focussing on
the most profitable travel segments. Commercial custorners could easily switch 1o road
or water ransportation te increase flexibility or lower costs, whichever was desired. At
the same time, the company was facing pressure to increase its return on investment for
a futuse public offering, but was also required by the government 10 maintain certain
senvices. Advanced management of alternative transportation by means of regulated and
private road transportation was starting to pose a serious threat to our dlient, Deregulation
also invited forzign railway companies to explore the profitable opportunities in the client’s
damestic market. The cornpany’s personal travel customers were {and still are) represenited
by a powerful interest group. On the supplier side, fuel prices and labour costs were
growing.

The model helped our dient 1o identify and structure its competitive playing field as part
of its strategy development process.

Mate: the ilfusiration and description have been altered 50 as to provide a suitable example
. and do not therefore represent alf the refevant facts,

The final analysis

Although it is arguably the most widely used and recognized model for
straiegic analysis, this powerful model has one major disadvantage,
namely that it tends to emphasize external forces and how they can be
countered by the company in question. The organization's intrinsic
strengths and ability to develop its competencies independently of these
forces is a Jargely untouched aspect. The model can therefore be classified
as reactive rather than pro-active, and is best used in combination with
an inside-out approach.

Competitive analysis: Porter’s five forces
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Compliance typology

The big idea

Compliance is a key element of the relationship between those who have
power and those over whom power is exercised.

Power secures compliance of others, whereas involvement determines
the attitude of the subject toward the exercise of power. Depending on
purpose, culture and member types, different types of power and different
types of involverment can result in different types of compliance.
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Kinds of involvement

Compliance patterns play an important role in organizational structure.
Etzioni (1965) developed a typology for organizations based on compli-
ance relations by combining three kinds of power with three kinds of
involvement:

s Coercive power involves the potential use of physical force to
make someone comply, such as in a master-slave relationship.
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s Remunerative or utilitarian power is based on rewards and
sanctions, for example, trade embargoes on countries that violate
human rights.

s Normative power depends on a belief that authorities have a right
to govern behaviour.

s Alienative involvement means that the power subject disagrees
with the power holder and submits against his will in fear of
physical pain or confinement.

s Calculative invelvement refers to the subject’s deliberate choice
to comply in expectation of a reward or in avoidance of sanctions.

a Moral involvement is the result of agreement based on norms and
values,

When plotted in a matrix, nine types of compliance emerge. The so-called
congruent relations (1, 5 and 9) are found more frequently than the other
six types because congruence is more effective and social units are under
external and internal pressure to be effective. For example, coercive
power may be the only effective power means in an organization where
‘members’ are highly alienated, but in an environment where members
are committed, it is quite sure to have adverse effects.

Incongruent compliance relations do occur, however. Organizations
have only limited control over the power applied and the involvement of
participants. The successful exercise of power requires resources and
skills, whereas involvement may depend on external factors that are
beyond the control of the organization, such as religious norms and
values, union memberships and personality structure.

Etzioni posted a few critical hypotheses on this theoretical
groundwork:

s Organizations tend to shift their compliance structures from
incongruent to congruent types, and resist a shift away from
congruence.

8 The legitimacy of power is in itself not more likely to make its use
. more effective. However, normative power is more likely and
coercive power least likely to be seen as legitimate.

® Involvement in an organization is affected both by the legitimacy of
a directive and by the degree to which it frustrates needs, wishes
and desires.

8 An individual’s commitment to a directive is not the same as
compliance. Commitment can occur when legitimate directives are
in line with internalized needs of the subordinate.

Each organizational rank has its own compliance pattern. ‘Lower’ ranks
have more complicated compliance relations than higher ranks. The lower
ranks are employees, workers, members, inmates, etc. These terms are
the result of lower participants’ positions on three analytical dimensions:

{omptiance typology
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nature of involvement, degree of subordination and performance require-
ment. According to Etzioni, those participants without a high position on
either of these dimensions are not, in fact, within the organization’s
boundaries. Therefore, customers are not participants.

Based on his classification of compliance patterns, Etzioni concluded
that there are three types of formal organizations: normative orgamiza-
tions which people join voluntarily because they consider the goals
morally worthwhile, utilitarian organizations which people join in
pursuit of material rewards, and coercive organizations which people
join because they are forced to.

When to use it

There is no one right way to use this model. In a way that is objective, yet
comfortable for your organization, determine which types of power are
used in your organization and whether or not there is a congruent compli-
ance relation with the involvement of the subordinates. By shifting
towards more congruent compliance patterns, the organization can be
more effective and efficient in its use of power. Benchmarking the process
of issuing directives with other organizations, or even among different
parts of an organization can be structured through the use of this model.

_ower participants Natuce of involvement  subordination  Performance obligation

Inmates @ Negative ® .
Employees ® Positive or negative ® 9
Customers & Positive or negative [ ] ®
Parishigners @ rositive e °
Members @ rositve ] ®
Devoted adherents @) Positive ® )

The final analysis

Etzioni's compliance typology helps organizations to better understand
why employees are willing to follow directives or not. Also, it clearly dis-
tinguishes compliance from commitment, with which it is frequently
confused.

However, many organizational scientists have argued that Etzioni’s
three classifications of power are too broad. In this respect, French and
Raven are most often referred to. They propose five types of power:

Kay management models
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. referent power — based on attraction, admiration or respect;

2. expert power - the power holder has superior skills and abilities;

3. legitimate power - the power holder has been granted authority

based on prevailing cultural values, accepted social structure, status
or promotion within an organization;

. reward power - subjects belief that they can be rewarded by the
power holder for behaviour or performance;

. coercive power — based on the ability to punish those wheo do not
comply.
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Core competencies

The big idea

The idea behind the ‘core competencies’ of an organization is 1o encour-
age managers to think inside-out as well as outside-in, the traditional
approach to corporate strategic thinking. Where the outside-in approach
to strategic management places the customer and the competition at the
centre, core competencies refer to a combination of specific, inherent,
integrated and applied knowledge, skills and attitudes of an organization
that should be used as the basis for strategic intent.

In short, relatively exclusive organizational qualifications can make the
difference and these should be identified and/or developed in order to
create long-lasting competitive advantage.

In 1990, Hamel and Prahalad wrote an award-winning HBR article on
the core competence of the corporation, later published a book (19%4)
on how to compete for the future based on the concept of the core compe-
tence. They encourage managers to ask themselves such fundamental
questions as:

m What value will we deliver to our customers in, say, 10 years from now?

m What new ‘competencies’ (a combination of skills and technologies)
will we need to develop or obtain to offer that value?

m What are the implications with regard to how we interact with our
customers?

When to use it

Thinking about and trying to define core competencies for the organiza-
tion stimulates management to rethink and - hopefully - mobilize the
intrinsic strengths of the organization.
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The future will undeubtedly bring unimaginable products, services
that are simply not yet feasible and industries that don’t exist today. Not
only do you have to realize this, you actually need to know more or less
what the future will look like. This is what Hamel and Prahalad call
‘foresight’. With this foresight, the process of thinking about core compe-
tencies should help management to identify the extent to which they have
or lack the chance to seize a part of that unknown future.

01 &1 G 0] B I
i

Business Business Business
unit uhit unit
Core
product
Core
process
Competence Competence Competence Competence

In order to develop foresight, managers need to do two things:

1. Think of the company not as a number of business units, but as a
collection of core competencies.

2. Understand underlying functionalities and consider the company’s
performance with regard to particular processes, products and
services, to logically determine what the company’s unique
competencies are, or should be.

Core competendcies 5
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For example, Volvo should not view itself as a car company, but as a com-
pany with unique competencies in product design, human safety and
protection and vehicle testing.

Some tips to determine core competencies:

m Throw away your existing notion of what your company is or could be,
m Explore and cross the frontiers of your business.

® Don’t be afraid to talk about things you don’t understand.

@ Paradoxes are good — paradigms are bad.

m Pretend you are the customer.

m Think in terms of needs, not demands.

Once management has an idea {(‘foresight’) of what core competencies the
company has or should have, it must build the strategic architecture.
This is not a business plan, but a framework that prepares the company
to (potentially} capture a large share of future revenues in emerging
opportunities. The strategic architecture addresses issues and timing for
what is called a broad opportunity approach:

s Which competencies must be developed?

m Which new customer groups must be understood?
m Which new channels should be pursued?

s What are the new development priorities?

The final analysis

The process of defining core competencies stimulates management to
think about the company’s strengths and capabilities that set it apart
from the competition. '

Sharply defining core competencies is so difficult that even Hamel and
Prahalad sometimes seem to be unahle to put their finger on it. In their
zealous efforts to mention enough examples to bolster the universal appli-
cation of core-competency thinking, they mix up core products and core
competencies themselves. Even with the benefit of hindsight it is appar-
ently difficult to identify core competencies, let alone come up with sharp
definitions for the unknown future. Furthermore, it is obvious that core
competencies are frequently not as unique and inimitable as management
would like to think,

Finally, if your core competencies are hidden in the heads of people that
walk away from the organization, you may want to reconsider what your
core competencies really are.

Key management models



Core competencies ...

The collective learning in an organization

The ability to integrate multiple skills and technolagies

The capability to combine resources and knowledge to deliver superior products
and services :

what differentiates the organization and what makes it competitive

The very fabric of the corporation

Checklist for identification of a core competence:

g Is it a significant source of competitive advantage?

8 Does it uniquely identify the organization?

= (s it widespread throughout the organization?

m s it difficult to copy?

w ks it difficult to put your finger on it, because it seems to be a combination of
technologies, processes and the way-things-are-done in this organization?

Examples of core competencies are:

Sony — miniaturization of efectronic equipment

Honda - building high-perfermance engines and powered vehicles

Appie - making user-friendly computer interfaces and design

Canon — intégrating precision mechanics, fine optics and microelectronics
3IM — relentlessly innovating adhesives and substrates.

The chicken and the egg?
Hamel and Prahalad suggest that in order to develop foresight, managers need 10

understand and develop their company’s unique core competencies. Additionally,
they must focus on underlying functionalities of their core products and services.

Core competencies
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Core quadrants

The big idea

Every person has certain core qualities that truly deseribe the ‘self’, This
core quality pervades every aspect of the individual’s life: words, feelings,
deeds, values, etc. Stripped of all conscious and unconscious external
protective and regulatory barriers of everyday life, your core quality
describes ‘the real you’.

What is your core quality? The core quadrants model by Daniel
Ofman (1992, 2001) can help you determine, describe and diagnose your
core quality. While it is difficult to put a finger on exactly what your core
quality is, it is easier when you lock at it from different perspectives:

a What is your major pitfall - too much of your core quality?
» What is your biggest challenge - the opposite of your pitfall?

@ What is your allergy in terms of core qualities in others - the
opposite of your core quality (and too much of your challenge)?

The core quadrant shows the different, yet interdependent, perspectives
of your core quality. An understanding of and active consideration for
these core qualities, pitfalls, challenges and allergies strongly increases
efficiency and effectiveness in human interactions.

When to use it

What is your core quality? How does one determine the four elements of a
core quadrant?

The power of this model is in the fact that it offers four perspectives on
a ‘core quality’. Still, there are subtle differences. The same core quality
may have slightly different pitfalls, challenges and allergies. For each indi-
vidual, it is therefore important to specify the quadrants in greater detail.
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To this purpose Ofman suggests that three additional perspectives be
added to each of the four elements, which can then be combined to form a
personalized ‘super quadrant’.

s something that you would say, feel, like, condone, wish, miss or hate
about yourself;

s something that you would say, feel, like, condone, wish, miss or hate
ahout others;

# something that others would say, feel, like, condone, wish, miss or
hate about vou.

The super quadrant is uncomfortably revealing: inconsistencies between
the three ‘super quadrant’ perspectives are a relatively sure indicator
that you are not who andfor how you want to be. You are, in fact, trying to
hide your true feelings, avoid your pitfalls and curb your dislike of your
allergy. In other words, you are ‘*acting’.

Incongruence in a core quadrant can also be an indicator that you
might be deseribing the symptoms or effects of a pitfall. For example, the
core quality ‘enthusiasm’ could lead to the pitfall fanatism, leading to
negative feedback, causing disappointment, fuelling retreat, and eventu-
ally egotism, Yet, egotism itself is not the pitfall.

The core quadrants can be used to prepare for meetings where people
with opposing core qualities interact. Instead of a confrontation, both
parties can muster (more) respect and try to learn from each other.

Core quadrants
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The final analysis

Core quadrants have proven to be very helpful in increasing mutual
understanding and respect among people with opposing core qualities,
There is, however, an inherent danger in ‘classifying” oneself or someone
else wrongly. It is important to involve others in the perspectives.

At the end of the day, the continual effort of remaining aware of one’s
core quality, though difficult, is perhaps the closest approximation of
being true to oneself and succeeding in life.
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. Covey'’s seven habits of
highly effective people

The big idea

wildly popular throughout the 1990s and into the 21st century, Stephen
Covey (1999) has changed the face of many ambitious a manager’s night-
stand. He says that highly effective people have seven habits that make
them very successful in life and business; furthermore, they do exactly
what they feel is both right and important, and they do it consciously.

When to use it

In order to become highly effective, you should:

1. Be proactive.

2. Begin with the end in mind.

3. Pui first things first.

4. Think win-win.

5. First understand, then be understood.
6. Synergize.

7. ‘Sharpen the saw’.

First, says Covey, you have to break loose from being dependent upon
others. How? By achieving the practice of the first three habits:

You become proactive. From now on, you take responsibility for your
own behaviour. You don’t blame circumstances, conditions, or - perhaps
most importantly - your conditioning for your behaviour. You actively
choose your response to any situation and any person. You must be pre-

pared to respond in a way that you can feel proud of. Even if that requires
unearthly hard work or makes you feel uncomfortable, so be it.




When, and whatever you undertake, you must visualize the result op
future that you want to achieve. Covey says: you must begin with the
end in mind. You have a clear vision of where you want to go, or you
don’t go there at all. You know exactly what you want to accomplish, or
you choose not to accomplish it at all. You live your life and make decigions
according to your deeply held beliefs, principles or fundamental truths.

N
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Sharpen the saw

You put first things first. By taking full control and staying disciplined
you can focus on the most important, yet not necessarily the most urgent
activities. Covey’s list of such important activities includes building rela-
tionships, writing a personal mission statement, making a long-range
plan, doing your workout, preparing for that presentation next week, etc,
Do all those things now that would otherwise be squeezed into the last
minute, delayed or even dismissed. They will help you eliminate those
urgent activities that recently topped your overweight to-do list, but
really were not as important. Perhaps Eisenhower’s matrix will come in
handy? See Eisenhower’s effective time management, later in this book.

Now that you have reached the peint of being independent and you are
using your time to effect your most important goals in life, you must
increase your effectiveness with others around you.

You need to think win-win. You must believe in ‘abundance’; there is
plenty for everyone. One person’s success does not necessarily require
someone else’s failure. You seek solutions to problems that allow all par-
ties involved (including yourself) to benefit.

key management models
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You can make people around you feel like winners if you understand
first, then try to be understood. You might actually learn something
from them in process, now that you finally start to shut up and listen. In
fact, you listen with the strong intent to fully, deeply understand the
other person on both an intellectual analytical and emotional level.
Diagnose before you prescribe, says Covey.

Finally, you need to synergize. This means that you open your mind to
fresh, creative ideas. You become an agent of innovation, a trailblazer and a
pathfinder. You are convinced that the whole is greater than the sum of its
parts. You value differences between people and try to build upon those dif-
ferences (see references and further reading for Belbin’s team roles). You
come up with a creative way out of a conflict situation.

You have now reached a stage of interdependence. You are effective and
admired by family, friends and co-workers. But you should never allow
yourself to rest on your laurels. You must ‘sharpen the saw’, meaning
that you continuously try to improve yourself. You keep innovating and
refining, You have a relentless thirst for learning and exploring.

The final analysis

The issue is: what drives people to do the things they do and how do they
become happy at it? Covey appeals to business managers and all other
professionals who take themselves seriously by bringing it all back to one
commonly understood concept: effectiveness. Effectiveness and being able
to do all those important things that make us love life and others love us
1s the uitimate dream of the overworked manager. Whatever happened to
that werld trip you dreamed of 20 years ago?

Covey is right, no doubt about it. So, however, are all the others offer-
ing self-help with desired characteristics, mega-skills, principles, values
and so on. Putting it into practice is the hard part. However, very few
pecple have made it so easy to understand as Stephen Covey.

Covey's seven habits of highly effective people
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& Customer marketing and
relationship management

The big idea

There is more value to your customer than the current sale. If you can
successfully identify your most valuable customers, acquire them, keep
them, and grow their purchases, you will generate significantly more
value than with one-size-fits-all approach.

Although many tools, bells and whistles are available today to imple-
ment customer marketing and relationship management, the key suecess
behind it seems to be in giving the customer the perception that he or she
is recognized promptly and serviced appropriately through multiple, inte-
grated interfaces. This requires strategically managing all interactions
with the customer through:

®» customer-driven, outside-in marketing strategy;

m superior operations, systems and procedures to support the
customer interface;

m customer-focused values and culture (‘drive to deliver and delight’).

When to use it

Putting the practice of customer marketing and customer relationship man-
agement to work is a well-discussed topic in today’s professional literature.
We have chosen to highlight just a few of the most basic tools available.

The customer pyramid can be customized based on company-specific
factors to reflect how the (future) customer and potential customer base
can be seen. Such factors usually include, but are not limited to turnover
and profitability per customer. Different marketing tactics and tools can
be applied based on this segmentation. Obviousiy, key customers and
large potential customers get the best treatment.
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_The 80/20 rule
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Cumuative profit

0 100%

Cumulative % of customers
{most profitable first)

B 75/25: 25% bring in 75% of profits
W 125/65/35: 65% yield 125%, while losing 25% on the other 35%
W ‘even’: every customer brings the sarme profit

Customer marketing and relationship management



Often used for determining which customers fall into what category is the
80/20 rule. This popular rule says that 20 per cent of customers account
for 80 per cent of the profit and the other 80 per cent only contribute
the remaining 20 per cent. As a way of thinking, this is useful. Although
the percentages may be different, the key idea behind this rule is that not
all customers are profitable - some even cost you money!

Once you know who your most valuable (potential) customers are, the
following steps should be undertaken:

s (Gather as much relevant information on your (potential) customers
as you can.

m Analyse this information, redesigning your information needs
as you go. _

m Create targets for how you want your customer to perceive you as g
provider of products, services and/or experiences.

w Choose media, systems and content for your communication and
interaction with your customers.

® Develop rules of engagement and ‘packages’ for each customer
segment.

» Embed a customer-driven culture in your company.
m Store and analyse data on your customers (how, is another story!).
# Develop your customer management systems as you learn.

Compared to Henry Ford's mass-production ‘only black cotor' model T, marketers
have come a long way when it comes to differentiating products based on the
needs of distinct customer groups (segments) and even individuals.

Or have they? Customer marketing and relationship management is today’s high-
tech, mass-scale answer to creating the same personalized, one-to-one customer
interaction that was common in the local grocery store a century ago.

The final analysis

There is a plethora of models and tools available to support managers and
business analysts in customer marketing and relationship management.
One of the inherent dangers is the tendency to focus on getting the
readily available Customer Relationship Management suites installed, as
opposed to taking the time to consider the scope of potential customers.
The success of an organization in targeting, acquiring and retaining cus-
tomers is, of course, also influenced by many factors besides customer
relationship management. Pricing and the intrinsic value preposition of the
product or service are just two examples of the various attributes that are
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all too easily swept under the corporate marketing header. More generic
roblem areas also exist, such as the lack of a wholesome marketing strat-
egy and company culture endorsement of a customer-centric approach.

Key or
large
customers

/ Medium-sized or \
regular customers
/ Smalloccasional customers \
/ Hot prospects \
Prospects \
Leads \
Market segment \
Market \
Rest of the world \
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The Deming cycle

The big idea

The Deming cycle, Walton and Deming (1986), or PDSA cycle, refers toa
logical sequence of four repetitive steps for continuous improvement and
learning: Plan, Do, Check (also known as Study) and Act (or Action).

Planning (‘Plan’) the improvement of an activity should he followed by
execution {‘Do’) of the activity according to the plan. One should then
measure and study (‘Check’) the results and the improvement. Action
(*Act’) should then be taken toward adapting the objectives andfor
improvement. The censequent learning should be implemented in plan-
ning the new activities.

The Deming cycle allows an organization to manage improvement ini-
tiatives in an disciplined fashion. When confronted with this model for
the first time, many realize that they are steering, but not really manag-
ing their organization.

When to use it

Systematically go through the four steps when pursuing improvement in
specified activities.

Plan ahead for change. Analyse the current situation and potential
impacts of adjustments before doing anything else. Predict what different
results are expected, with or without a theory. How can you measure the
impact, if and when the desired result has been achieved? Plan to include
result measurement in the execution. Make an implementation plan with
assigned responsibilities for participants.

Experience shows that it doesn’t hurt to ask the following questions:

® What are we trying to achieve?
8 How can this be linked to the higher purpose of our organization?

et
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a Who isfare going to be affected?

s Where will it happen?

g When will it happen?

s What is the step-by-step procedure?

s How can we measure the improvement, if at all?

When executing, do take small steps in controlled circumstances in order
to be able to attribute improvements (or failures) to the planned changes
in the activity.

Study the results of your experiment. Did the desired result occur? If
not, why not?

Take action to standardize the process that produced the desired
result, or, in the event that the result proved to be different from that
which was desired, use the experience as input for new attempts at
improvement.

Act Plan

Check Do

The final analysis

Many organizations are unable to specify objectives, activities and desired
results, let alone to systematically and consistently manage their own
improvements, Deming cycle or not,.

There have been several adaptations of the Deming cycle. For example,
Plgn can be split up into: determine goals and targets, and determine
methods of reaching goals. Do can be split up in training and education,
and implementation.

The Deming cycle constitutes an important part of kaizen thinking
described later in this book.

The Deming cycle
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The EFQM model

The big idea

The European Foundation for Quality Managemeni (EFQM) model helps
organizations to establish an appropriate management system to set them
on the path te excellence. The model explains gaps in performance and
helps identify improvements. It is a non-prescriptive framework under-
pinned by so-called ‘fundamental concepts”:

m results orientation
customer focus
leadership and constancy of purpose
management by processes and facts
people development and involvement

continuous learning, innovation and improvement
wm partnership development
@ public responsibility.

The EFQM model is based on the premise that excellent results with
regpect to performance, customers, people and society are achieved
through partnerships, resources and processes.

When to use it

The model discerns five organizational areas {enablers) and four perform-
ance areas (results). The organizational areas are key elements in
managing an orgamization: leadership, policy and strategy, people, partner-
ships and resources, and processes. Performance areas provide measuring
indicators for the organization’s fitness and achievements: customer
results, people results, society results, as well as key financial results.




Leadership requires managers:
a to develop mission, vision and values;
a to be role models of a culture of excellence;
s to be personally involved in developing, implementing and
improving the organization’s management system;
a to be involved with customers, partners and representatives of society,
a to motivate, support and recognize people in the organization.
The following criteria determine excellence in policy and strategy:
a based on present and future needs and expectations of all
stakeholders;

» based on information for performance measurement, research,
learning and creativity related activities;

m developed, reviewed and updated continuously;
w deployed through a framework of key processes;
s communicated and implemented.

E ENABLERS > RESULTS ™

People

ey
FA performance
results

Leadership

@ and rescurces B

& INNOVATION AND LEARNING

People play a key role. According to EFQM:

® Human resources should be carefully planned, managed and improved.

w People’s knowledge and competencies should be identified,
developed and sustained.

= People must be invalved and empowered.
8 There should be dialogue between people and the organization.
» People should be rewarded, recognized and cared for.

The EFQM modef
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Excellency in partnerships and resources requires the management of:

m external partnerships

a finances

® buildings, equipment and materials
a technology

8 information and knowledge.

Excellent processes:

m are systematically designed and managed;
m are innovatively improved to meet customer demands and
increase value;

a produce well-designed and developed products and services that
meet customer needs and expectations;

a produce, deliver and service products and services;
& are those that manage and enhance customer relationships.

In EFQM, customer results, people results and society results are
measured in:

® perception measures
» performance indicators.

What the organization is achieving in relation to its planned performance
are collectively called key performance results:

m key performance outcomes
m key performance indicators.

Additionally, a feedback loop from performance areas to create objectives
in organizational areas is essential to establish a co-ordinated learning
effect. Performance indicators can be generated to measure the effect of
the improvements.

The final analysis

Often used by managers in Europe, the EFQM model is a recognized tool
for professionalization of the planning and control cycle. The EFQM
model was co-developed by top managers with such companies as
Renault, Philips and Ciba Geigy. Use of the model enables core elements
for managing an organization to be easily structured, analysed, assessed
and improved. The EFQM website (www.efgm.org) is a valuable souree of
information on the use of the EFQM model for self-evaluation and as a
benchmarking model.
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The EFQM model is frequently portrayed as a model to assist with
strategic decision-making. It is, however, not a prescriptive model at all,
having been designed as a tool to assist with management analysis.
Rather than helping to select the appropriate strategic direction, the
EFQM model simply helps to realize improvements that will ultimately
Jead to achievement of the stated goals.

In reality, the use of the EFQM meodel is often limited to analysis and
action, with far too little attention paid to the link between ‘what we do’
and ‘is the result what we want?’.

The EFQM model 7




Eisenhower’s effective time
management

The big idea

In order to be truly effective, one should always know what is important
and - perhaps more importantly — what is not. Eisenhower’s way to
approach a full agenda and determine priorities for issues or tasks at
hand discerns two dimensions:

m (relative) importance
® urgency.

Many problems related to full agendas are related to people’s natural
inability to discern importance from urgency. This description is our
interpretation of Eisenhower’s approach.

When to use it

There are five simple steps to creating your own Eisenhower mafrix;

List.

Rank importance.
Rank urgency.
Plot.

Divide into categories.

A L

In more detail, this is what you should do in each step:

1. List all your issues and tasks.

2. Imagine you had all the time in the world for every single item, and
forget deadlines. Then rank all items {or groups) by applying an
order or rank of importance.




3, Back to reality again, what is the real absolute deadline or latest
possible date to start each task or to tackle each issue?

4. Plot your items on two dimensions according to their importance
(see 2) and their urgency (see 3).

5. Draw dividing lines. This is where you discern priorities based on
your available time or capacity.

High
& If small, then quickly B Assuming you are the only
get it over with one who can do this, dont
® I big, postpone or drop hang about?
& Quick fix NOW!
3
= m [f pot fun, don't do it ® Don't let this become
urgent
Drop it Schedule time
Low
Lowr High
Importance
The final analysis

Effectively managing your time is only a part of being effective: you also
have to do the right things right. Many pecple find it difficult to concen-
trate on things that, though important, do not have to be done right now
(particularly when there are other things demanding attention, albeit less
important ones!), The trick is to train yourself to prioritize; this way you
can get all the important things (some of which may be less urgent) out of
the way and thus clean up your diary.

On the whole, people are more effective when they enjoy what they are
doing, and - to a limited extent — when put under pressure. Besides enjoy-
ment and pressure, discipline has an important role to play — without it,
1t is impossible to make a clear distinction between high and low
urgency/importance.

Eisenhower’s effective time management
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EVA - economic value added

The big idea

Economic value added (EVA) is a financial performance measure aimed at
showing the true economic prefit of an enterprise. It is an appropriate
measure to use for:
m setting goals
evaluating performance
determining bonuses
communicating with investors
capital budgeting
m valuations.

Traditional accounting systems determine the value of organizations on
the basis of performance measurements such as earnings per share and
return on equity. However, they take no account of the effectiveness with
which resources are deployed and managed, i.e. the opportunity cost of
investing capital. As a result, many companies that appear profitable on
paper are in fact considerably less so.

What makes EVA unique is that it focuses on measuring both value and
performance. To ascertain value, subtract from the net operating profit
the cost of the capital employed to generate it over a given period: EVA
will show just how much wealth has been created or destroyed. To meas-
ure (and reward) performance, use increase in EVA as the measuring
stick, as opposed to the attainment of budget-driven targets: pinning a
bonus to the realization of a planned level of performance effectively kills
any incentive to do better.

Net Operating
EVA = Profit after Taxes |Capital x The Cost of Capital
{(NOPAT)
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When to use it

Attention must be paid to four areas for successful application:

g measurement

s management
s motivation
s mindset.

With regard to measurement, three steps should be taken. Firstly, estab-
lish rules to convert accounting profit to economic profit, i.e. to adjust
conventional earnings to eliminate accounting anomatlies affecting econ-
omic results. Next, identify EVA centres within the organization - these
may be large or small, but must all be accountable for their own results.
Then link these centres s0 as to harmonize decisions across the organiza-
tion. This enables EVA to be tracked unit by unit on a2 monthly basis.
Measuring EVA is one thing, acting on the resuilts is another.
Management and EVA, therefore, must become inextricably linked.
Budgeting and planning techniques must be adjusted to incorporate the
concept, and a link established to operating and strategic levers. Finally,
checks must be carried out to ensure that EVA-thinking actually sticks.
By basing incentive compensation on an increase in EVA, managers
can be motivated to think and act like owners because they are paid like
owners — by increasing shareholder wealth, they simultanecusly increase
their own. Bonuses and other incentives, therefore, must be linked to
performance as opposed to budgets, allowing managers to focus on

Management
Mi?;;’:{,":m _ incorporate EVA
manth by manth into decision-making
process
Mindset Motivation
generate create link between
commitment to rewards and
EVA company-wide increase in EVA

J/

EVA - economic value adfded
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maximizing wealth instead of merely meeting corporate expectations. It
goes without saying that a certain degree of risk must also be involveq,
with penalties for underperformance. An additional advantage is that
shifting from continuous negotiation of financial targets to a one-time set.
ting of bonus parameters greatly simplifies the planning process.

Last but not least, there is mindset. EVA is, in effect, an internal gover.
nance system under which individuals are automatically encouraged to
work in the best interests of the shareholders. When fully implemented it
has the potential to transform corporate culture. Company-wide commit-
ment and training is essential: if EVA is not recognized as having priority,
but simply added to the hst of performance measurements, the result wil]
be confusion and unnecessary complexity.

The final analysis

Despite being described as a measure of financial performance, and
moreover one which can theoretically be calculated, it is important te
remember that EVA is not so much about generating a specific figure as
about capital growth in general.

The word ‘theoretically’ speaks volumes: one of the main problems in
trying to calculate the true cost of capital is that you have to decide which
anomalies should be included in the calculation. The very fact that there
are over 150 such anomalies illustrates the impossibility of ever being
able to come up with a precise figure. Stern in fact recommends selecting
no more than 15, emphasizing that the intention is to take into considera-
tion only the most important factors in an attempt to identify growth and
put a rough figure on your cost of capital.

As with many models, the steps to be taken are far easier to write down
than to put into practice. However, simply by stimulating managers te
break out of their current mindset and think laterally a great deal can be
achieved. The steps to be taken when calculating EVA should therefore be
viewed not as a straitjacket, but as a list of items for consideration.
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The fifth discipline

The big idea

In learning organizations, people continually expand their capacity to
create desired results, as new ways of thinking are nurtured, collective
ambitions prevail and people learn from each other. In his bestselling
book, Peter Senge (1994) described five disciplines that together consti-
tute the key ingredients for a learning organization:

s systems thinking
= personal mastery
s mental models

u shared vision

& team learning.

Systems thinking is what Senge calls ‘the fifth discipline’, because it
makes the disciplines work together for the benefit of the business. It
provides a way of understanding practical business issues in terms of par-
ticular cycles and levels of detail or complexity. The essence is to see
interrelationships between processes, rather than status quo ‘snapshots'
and linear cause-and-effect chains. The key concept of systems thinking is
‘feedback’, which refers to how actions can cause, reinforce or counteract
each other. When actions influence each other in closed loops or cycles, we
speak of ‘archetypes’. Generic archetypes are:

m Balancing process with delay - excessive corrective measures lead to
strong ups or downs as the desired effect is delayed.

w Limits to growth - reaching a level of saturation, possibly even
leading to suffocation.

® Shifting the burden - continuation of short-term measures that
fight symptoms rather than the underlying problem(s).




s Shifting the burden to the interferon — becoming dependent upon
outside help to fight the symptoms of the problem.

m Eroding goals - easing long-term goals as current problems take
precedence.

m Escalation - an uncontrolled zere-sum game, such as price wars,

m Success to the successful - reinforeing the advantage of an initiative
at the expense of support for the alternative.

m Tragedy of the commons — domino effect of exhausting common
resources or target markets, leading to depletion of resources or
suffocation of markets.

m Fixes that fail - ‘cure worse than disease’.

Growth and underinvestment - uncontrolled growth to keep up with
demand, resulting in lower quality and lack of competitive insight.

Personal mastery refers to the ability to continue to clarify and deepen
personal vision, to focus energy, to develop patience, and to see reality
objectively. One important aspect of personal mastery is to utilize the so-
called ‘creative tension’ that inherently exists between personal vision
and current reality (observed objectively).

Mental models are assumptions and generalizations of how we gee
the world. They determine how we think we can successfully interact
with the world. The discipline of working with mental models requires
unearthing one’s own mental models, exposing them, and opening up for
alternative perspectives and insight. Key skills are:

m Recognizing ‘leaps of abstraction’ - realizing that one often jumps
from observations to generalizations.

® Exposing the ‘left-hand column’ — articulating our conscious or
unconscious thoughts when we communicate, exposing distortions
or even contradictions between what we think and what we say.

m Balancing inquiry and advocacy — putting emphasis on listening and
observing, as well as speaking and controlling.

m Distinguishing between espoused theories (said) and implicit
theories (done).

Shared visions emerge from personal visions, deriving energy and fos-
tering commitment as they evolve. The more people share the vision or
enrol in it, the more likely they feel it is achievable. People will start
working towards the vision. Compliance is often mistaken for enrolment
or commitment to a vision - many managers find themselves left in the
cold, feeling betrayed when the going gets tough, because though seemed
everyone was aboard, they were in fact only complying.

Team learning requires the discipline of suspending personal
assumptions and thinking together, of learning how to recognize patterns
of interaction and how they may both undermine and enhance learning.
One must understand the fundamental difference between dialogue
and discussion. In a dialogue, there is a free and creative exploration of
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1 PERSONAL MASTERY 2 MENTAL MODELS

m Being
Essences [ @ Generativeness Essences | B Love of truth
& Connectedness W Openness
. Vision ' u Espoused theory v. in-use
Principles | @ Creative v. emotional ternsion Principles | ® Ladder of inference
w Subconstious ® Balarke inquiry and advocacy
® Clarifying personal vision 5 SYSTEM THINKING )
Practices | ™ Foiding creative tension with focus Practices | & ?at‘f' ¥ abstractions from data
on results and seeing currant reality _ ! : Leesf:'?_g:;s:‘::f;ﬁ"s
# Making chofces Essences : m?gn:sr;nnectedness
m Structura infiuences behaviour
Principles | w Policy resistance
w Leverage
3 SHARED VISION = System arc . 4 TEAM LEARNING
c Practices ® Simulation Collective intal
& Common purpose B Collective intelligence
Essences ® Partrarship Essences & Aligoment
& Shared vision of individuals # Complementary dialogues
Principles / @ Commitment, rather than Principles and discussions
comphiance @ Defensive rautines

# Suspending assumplions

| Acting as colleagues

| Surfacing own defensiveness
& Practising

& Emvisioning through sharing
Practices visions, listening and free choice Practices
m Acknowledging current reality




complex and subtle issues. By contrast, a discussion is characterized by
. the presentation and defence of different perspectives and opinions iy
search of the best answer to a problem.

Benge stresses that dialogue and discussion are potentially complemen,.
tary, but most teams lack the ability te distinguish between the two.

When to use it

Each discipline has both different aspects {business, personal, interper.
sonal) and levels (practice, principle, essence}. As a result, using the
disciplines is difficult or, more romantically put by Senge et al., ‘a life-long
effort’. Both enthusiasts and eritics have requested tips for putting
the ‘universal truth’ of the ‘fifth discipline’ into practice. We refer to the
Fieldbook and the Dance of Change book for more detailed self-help tips
for managetrs,
In short, the key ideas behind practising the five disciplines are:

a Systems thinking all comes down to finding the point in the cycle
where efforts to effectuate change are most effective.

m Personal mastery means that you should be true to yourself.
Meditation for self-discovery and consciousness is key to suiccessful
pursuit of personal mastery.

® Tools for uprooting your paradigmatic, preconceived notions of the
world and expose mental models suggested by Senge are: mental
mapping (personal level), honing listening skills (interpersonal) and
scenario planning (business level). Perhaps you are too high up the
ladder of inference, taking actions based on beliefs rather than
cbserving and experiencing on the other end of the ladder?

a Enrclment in a shared vision results from free choice and genuine
enthusiasm for a vision. Individuals trying to get buy-in for their
vision should believe in themselves, understand the vision (what,
why and how), refrain from overselling and ignoring genuine
concerns, and let people choose for themselves,

# Team learning can be stimulated through sessions with a managed
balance between dialogue and discussion. Explicit mapping of
mental models and assumptions, as well as methods to make people
willing to speak out and suspend their assumptions are key.

The final analysis

Senge is right. But putting the fifth discipline into practice is a daunting
task that may take longer than anyone is willing to commit to. The learn-
ing organization is very abstract and also sort of a ‘catch-all,” affecting an
organization at all levels and in all functions. Additionally, there is a very
real chance that politics may hinder Jearning.
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Four competencies of the
learning organization

The big idea

Knowledge is the key concept in developing a learning organization, even
more o0 as organizations have become increasingly knowledge intensive.
Sprenger and ten Have (1996) say that successful knowledge manage-
ment requires four learning competencies to manage the knowledge flow
in an organization:

» absorption of knowledge from outside

» diffusion of knowledge within

m generation of knowledge within

s exploitation of knowledge in products and services,

Four competencies of the tearning organization
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Absorption Diffusion Generation Exploitation

Rather than knowledge itself, argue Sprenger and ten Have, it is the com-
bined ability of an organization to absorb, diffuse, generate and exploit it
that secures true competitive advantage. In fact, there is a profound dif-
ference between the ‘profile’ approach and the ‘competency’ approach to
creating a learning organization.




Different approaches to organizational learning

Profi'e approach Competency approach
& Redesign m Based on creating skills and harbouring
@ Benchmarking best practice resources for sustained learning
@ Clear vision for management based a8 No blueprint
on blueprint m Pecple devise improvements and
learn naturally
w Profile not conducive to creativity ® Learning competances require centinuous
and initiative commitment to organizational learning
and change

The profile approach attempts to create both a new organizational
structure and systems to enable learning processes. This, however, is con-
ducive of ‘consumptive’ behaviour, as opposed to learning behaviour. A
competency approach to organizational learning is much more sustainable,

When to use it

There is no such thing as a bad time to enhance organizational learning.
More often than not, though, managers are directly confronted with the
need to critically assess the learning ability of their organizations. Some
clear indicators of this need are:

poor problem solving, reinventing the wheel
failing innovation processes

sense of inability to deliver

a
]

m frequent budget overruns

a

m no measurahle effect of formal education.

The first step in enhancing organizational learning is to create understand-
ing and awareness of organizational learning. A diagnosis of the
organization’s learning ability increases such understanding and awareness.
Furthermore, the diagnosis itself effectively creates a foundation for action.

It is important to understand why knowledge is so important, but also
what the different types of knowledge are, where knowledge is stored, and
how it flows (or not} through the organization.

The four types of knowledge are (Dierk 1994):

u subject or expert knowledge on a particular industry or discipline;

» methodological knowledge on how to approach types of problems or
projects;
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a social knowledge to understand human interaction and to facilitate
communicative processes, particularly the exchange of knowledge;

s ‘know-how’ to put knowledge into action, based on practice and
experience.

Knowledge is stored in four ways (Quinn 1992):

m in people’s heads, from formal education, experience, information
exchange, ete.;

g in technical systems through years of data gathering, analysis,
coding, restructuring and redesign. Some examples are manuals,
work procedures and database structures;

» in management systems, both formal and informal, such as in
meeting rules, management styles, project management, quality
control and information management;

m in norms and values, to keep the above together, such as a shared
understanding of how learning should occur, as well as openness,
curiosity, and how to deal with conflicts of interests.

The second step in using this model is a diagnosis of the learning ahil-
ity of the organization along the balancing scales of the four learning
competencies.

instruments for growing organizational fearning competencies

Absorpticn Diffusicn Generation Exnloitalion
u External m Assernbly and use  [m Programme and 8 Cross-disciplinary
professional of manuals project project teams
networks m Regulations and management m lsing existing
& Education procedures m Concepts of final know-how for new
u Conferences m Knowledge reports and products
u Customer contacts inforration systems | products ® Market research
® Competitive m Best practice study  |m Simulation of m Promcting knowledge
analysis m Internal knowledge markets and tinternally and
& Supplier exchange processes externally)
co-operation u Coaching and m Quality reviews m Improving products
& Acquisition mentoring m Action Jearning based on customer
w Patents and licences |w Peer assessment » Dizlogue reviews
= Research ® Informal networks (@ Self assessment a Prototyping
& Knowledge w Job rotation ® Performance m Delivery
management measurement and | Breaking through
a1 Creative scenarios rewards learning barriers
® Business process
reengingering
» Professional
feedback
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The diagnosis should address these issues:

a What instruments are available and which of theze are used?
® How does management direct learning?

m What is the balance between knowledge in people and knowledge in
systems?

8 Which are the learning obstacles?

The third step is to connect the key issues emerging from the diagnosig
with (corrective) measures. For this process, Sprenger and ten Have pro.
pose five steps:

1. Analyse and discuss issues and obstacles.

2. (Gain insight as to the cause of problems among the organisation’s
members in decreasing levels of abstraction.

3. Formulate learning objectives and a kmowledge managernent policy,
4. Focus on solutions to learning obstacles.
5. Implement learning instruments.

The instruments to increase organizational learning can also be used asa
checklist in interviews with management and operational groups to
answer some of the key guestions in the diagnosis.

The final analysis

The strength of this model is in the concept of organizational learning
through the identification and stimulation of learning competencies, as
opposed to creating a blueprint or redesigning the organization in an image.

The model offers a transparent set of concepts to help create a learning
organization. On the other hand, there is little focus on the so-called
mental models, which are often hot topics in organizational learning. How
to deal with organizational power play and politics is left untouched.

The model proposes a learning competency associated with each of the
four knowledge flows identified by the authors. However, when knowl-
edge management is approached from a systems perspective, the analogy
can he taken even further. The productive use of knowledge is not the
only way in which knowledge ‘flows’ out. Knowledge can also be used
inappropriately, can be of inferior quality, or simply be wrong. Finally,
knowledge can also flow out of the organization, as (disgruntled) people
leave and (misunderstood) systems are replaced.

Safeguards against poor knowledge and/or its inappropriate use, as well
as against the ‘drain’ of knowledge suppert the argument for a compe-
tency approach. Similar reasoning can be applied to devise alternative
ways in which knowledge enters an organization.
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Generic competitive
strategies

The big idea

According te Michael Porter {1979, 1980}, competitive strategy is about
taking offensive or defensive action to create a defendable position in an
industry, in order to cope successfully with competitive forces and generate
a superior return on investment. In fact, says Porter, there are only three
internally consistent and successful strategies for outperforming others:

1. cost leadership
2. differentiation
3. focus.

A cost leadership position defends an organization against all five com-
petitive forces: '

B competitive rivairy: low cost means more margin to squeeze in a
battle for the lowest price;

w buyers’ negotiation power: prices can only be lower at even more
efficient competitors;

a supplier power: more margin to cope with price increases;
8 new entrants: it is harder to compete with existing, efficient players;

a substitution: favourable position relative to competitors usually
obtained quickly.

An alternative to cost leadership, differentiation, is to worry less about
costs, but instead to seek to be perceived as offering something that
nobody else can offer. Be it durable, novel, rare, serviced globally, very
reliable or of high emotional value, differentiation requires the product to
appeal to customers in other ways than low price. Differentiators have to
invest more in research, design, materialg, service, etc.




There can be only one cost leader in any industry, yet there can be mul-
tiple differentiators: cost has only one dimension, while differentiation
can be done in many ways. Logically, one can conclude that one has to
choose. This choice depends on a company’s ability to deliver and com-
pete, even if it can’t compete for all customers. In fact, argues Porter,
companies may choose to focus on only a particular group of customers
within a market or a limited product line. The focus strategy is built
around serving a specific (narrow) market segment extremely well. Porter
adds to this that within a particular focus market (often referred to as a
niche), cost leadership and differentiation are options.

At
customers
g
e 1. Cost leadership 2. Differentiation
g
L4
: ©
R
Narsow 3. Fotus
market 3a. Cost focus 3b. Differentiation focus
segment
Low cost Unmique
Strategic advantage

Porter’s conclusion is that a company has no option but to choose one of
the three generic strategies, or risk getting ‘stuck in the middle’. By logical
deduction, this is undesirable because there will inevitably be a competitor
that is either cheaper or better differentiated than your company is.

When to use it

All you have to do is determine where your company and/or its products
are (or should be in the matrix); as with many things, this is undoubtedly
easier said than done! Honesty is essential, as is the need to look objec-
tively at your own organization and the products you offer from the
customer’s point of view, Asking yourself the following questions can help:

w What isfcan be different about what we offer as opposed to the
offerings of our competitors (and how can this be exploited)?

m Do these differences represent superior value to some/all of the
customers in this market (if the answer is no, you clearly have a
problem!)?

® Are these differences sustainable and defendable?
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Having established your current position, appropriate steps can then he
taken to either maintain or improve it — at this point think about the dif.
ference between where your organization and its produects are now, ip
relation to where you would ideally like them to he.

The final analysis

Plotting your company and its competitors on a generic competitive strat.
egy chart or matrix is a very useful exercise early in the strategy process,
The problem is; how to measure your company’s relative position?

The main difficuity with regard to determining cost leadership lies in
the lack of transparency as regards the actual costs of competitors; it is
difficult enough to calculate actual costs within your company. Assessing
(the extent of} differentiation and the extent to which customers appreci.
ate the differentiated proposition is trickier still.

There are various ways in which one can try to overcome these oh-
stacles for using the concept of the generic competitive strategies. Indica-
tors for cost leadership could be the price of a company’s product, the size
of the company, its strategic partnerships with, or even ownership of|
suppliers and distributors, labour costs, ete,

Differentiation can be obvious, vet harder to measure. By that, we mean
that a BMW is differentiated in terms of prestige and image, but so is a
Mercedes. How much more or less is one differentiated from the other?
What about subtle nuances? Both brands of automobiles have a differenti-
ated focus (3b), but what makes customers choose one above the other?

Happily stuck in the middie

Although Parter, with his competitive forces analysis, generic strategies and value
chain, has taken a lot of the guesswork out of strategic planning and replaced it
with internally consistent and seemingly logical trade-offs, many companies
nonetheless managed to get themselves happily stuck in the doomed middle.
These companies (e.g. Wal-Mart, Toyota} were once differentiated cost leaders.

In 1994, Henry Mirtzberg wrote an influential H8R article, "The Rise and Fall of
Strategic Planning’, in which he summed up the problems with rigid strategic
planning as preached by Michael Parter and others. Strategic planning is an ana-
lytical process that obstructs strategic thinking: A creative and intuitive process of
synthesizing an integrated perspective of the company. Things change while you
are busy planning. Data required for analysis not only akes long enough t¢
harden to be outdated by the time it is integrated in the strategic plan, it also
tends not to contain the critical nuances of some of the soft data. Also, said
Mintzberg, strategy cannot be formalized; the assumption that plans follow a
rational and orderly sequence does not hold. Mintzberg correctly noticed that,
sometimes, acting goes before thinking - and some companies thrive on it.

ag
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To make full use of Porter’s generic competitive strategies, other tools
and models are also required, for example, cost price analyses, competi-
tive differentiation analyses, competitive forces analyses and the value
chain analysis.

Generic competitive strategies 8%
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The gods of management

The big idea

Charles Handy (1978-1995) uses four Greek gods to illustrate four more
or less generic management styles and their resulting organizational
structures. Each god, or company culture, is based on a set of key assump.
tions held by its members about power, influence, motivation, learning
and how changes occur.

The four gods are:

Zeus - one strong charismatic leader. The power and influence of
individuals in the club, or ‘gang’ if you will, is wholly dependent on
their relationship with the leader. Good examples are young
entrepreneurial organizations, political groups and specialized
professional service firms. Street gangs and criminal organizations also
fit this profile.

Apollo - highly structured and stable: all members know their roles
and positions in the hierarchy. Many rules and regulations govern the
way people work and interact. This is your typical bureaucracy, such as
a 100-year-old insurance corporation or bank.

Athena - all about talent, energy, and ambition, Individuals are
recognized and rewarded in accordance with well they perform their
tasks in teams. This type of organization is commen ameng consulting
firms, advertising agencies, research companies and business units of
high-tech enterprises,

Dionysus ~ serves mainly as an infrastructure for the existence and
pursuit of purpose of its individval members. Good examples are
universities, group medical practices, and lawyers sharing office space
and secretarial services.
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Hardy argues that a mismatch between the organization’s cultyre
and how members act according to their ‘gods’ will negatively impagt
the effectiveness of the organization and of its members. So-called ¢y).
tural confusion will show up in inefficiency and slack: unused resources,
longer-than-necessary lead-times, increased overtime, overstaffing. Hardy
calls slack the organizational balm to ease the pain of inefficiency: a quick
fix, but not a solution.

When to use it

Hardy uses this model to help managers address inefficiency problems
from an organizational culture perspective. The major cultural crises
that affect today’s organizations are rooted in the misappropriation of
efficiency efforts, to the point where this has reached a ‘dead end’,
Organizations eventually become paralyzed by their multiple Apolloniar
layers and structures. Inflexibility and the increased risk of employing
people adhering to different ‘gods of management’ in such big organiza.
tions lead to conflicts and inefficiency For organizational efficiency, it is
essential that there is cultural purity. Harmony is health.

At the same time, organizations ought to live with, even cherish, the
diversity of gods. After all, says Hardy, organizations are just large sets of
diverse jobs to be done. The three categories of jobs are:

m steady-state (Apollo is the god)
m development (Athena is the goddess)

m Asterix situations, requiring intuition and instinct (Zeus and
Dionysus are the gods).

Management is the act of reconciling these different ‘divine organiza-
tional forces'. Hardy’s model may help in determining how to manage
these forces. In order to do this, one must realize that countervailing
forces are different in each organization, depending on the principle
foree’s size, life eycles, work patterns and people.

Once the size of an organization reaches a point where individuals can
no longer be aware of each member’s personality, talents and skills, the
organization becomes an Apollo.

A shorter life cycle, or higher rate of change, is an indicator of the
extent to which Athena is at work in an organization. The problem-solv-
ing capacity can be increased by pulling people out of production into
product development teams, or out of sales into market development. In
this respect, decreasing administrative tasks and bringing in consultants
are nothing but divine interventions by Athena.

Work patterns can be either flows (input for next step, e.g. assembly
line), copies (identical work, e.g. cash registers) or units {independent
work, e.g. craftsman’s work). Flow and copy patterns tend to require
Apollo cultures, whereas unit patterns can he Zeus-like, Athenian or
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Dionysian. A change in work patterns as a result of a corporate merger
can have a disastrous effect on people’s work motivation.

Finally, says Hardy, there is a bit of each god in all of us. We people are
adaptable functions of the different divine forces. Education and upbring-
ing have a large impact on us. With the theoretical foundation of Hardy’s
model, an understanding of the different forces that drive people, we can
assess and perhaps even influence the balance, or link the gods. This may
happen through increased cultural tolerance, speaking a common lan-
guage and creating ‘bridges’ {(cross-cultural co-ordination mechanisms).
Using top management as a bridge is distorting and undue use of execu-
tive time. A matrix organization is the ultimate ‘bridged’ organization.
Formal co-ordination can be achieved threugh functional grouping, cen-
tralized information and individual liaisons.

The final analysis

Hardy’s Gods of Management is a very entertaining account of how organ-
jzational cultures can make, break or bend an organization. Its primary
use is in helping to understand, and perhaps decrease the organizational
‘slack’ that results from an organizational ‘coming of age’.

It is very important to keep in mind that these are generic types of
organizational eultures. Who knows? Perhaps your sales organization hasg
an opportunistic touch of Artemis that the Hephaesti in production can’t
gtand. And Hermes may influence your organization with a continuous
process of fuelling and draining of organizational knowledge, as people
enter and leave at an increasingly higher rate.

Just as the ancient Greeks knew that one should always be fearful of
the ‘unknown’ god, we must never assume that we can fully understand
the organization with this mode! of four generic divine forces alone.

The gods of management
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Greiner’s growth model

The big idea

Companies go through phases of growth as well as periods of stagnation,
or even decline in times of crisis. The influence of time on past decisions
is a major factor causing phases of evolution and revolution as organiza.
tions grow. Many of the major problems of growing companies are, in fact,
rooted in solutions to old problems.

?
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The key dimensions of Greiner’s (1998} model are:

s Age of the organization. Management principles and problems
are rooted in time, changing over the life span of an organization.
Time itself is a contributing factor to the need for a revolution, as
attitude and behaviour tend to become more rigid as time goes by.

» Size of the organization. As organizations grow, increasing
numbers of people and resources must interact, levels of hierarchy
increase and co-ordination becomes complex.

m Stage of evolution. Periods of continuous growth without major
setbacks can occur, in which many organizations can successfully
depend upon tried measures to problems.

s Stages of revolution. When ‘proven’ ways of doing business no
longer seem to be sustainable, a revolution may occur: Some companies
don’t make it through such critical times and fold or sell up.

s Industry growth rate. A factor influencing how quickly a company
goes through the varicus phases of (rlevolution is the industry
growth rate. Evolution can be prolonged as long as profits hold up,
even whilst problems are mounting in the organization. On a larger
scale, a quickly developing industry will ‘age’ an organization faster.

Based on these key dimensions, Greiner developed a model with five
generic growth phases. Most important in this model is that each phase
constitutes a logical result of the preceding phase.

Phase 1 is a phase of creativity. The start-up company is developing
koth a product and a market. Characteristics of this stage are:

a technically andfor entrepreneurially oriented founders in charge
with a focus on making the product and selling it;

» irequent and informal communication;
@ hard work, poor pay, and perhaps of a piece of the action in the future.

As the company ‘gets going’, complexity comes with growth and soon the
founders are struggling with the burden of managing the company,
instead of running it. Conflicts become more frequent. Partners argue
over new products and markets. Through lack of decisive direction, the
company enters a leadership crisis. With the installation of a business
manager, the company enters the next phase. The founders either become
directors, sell up, or share ownership in order to offer incentives to new
management talent, If all this happens in relative harmony, the founders
take chief technology, new business, new product or new market develop-
ment positions.

In phase 2: direction, the company enters a new period of sustained
growth. The characteristics of the company have changed:

® functional organization structure
® accounting and capital management
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m incentives, budgets and work standards
» more formal communication and hierarchy
@ directive top management.

The directive management style funnels energy efficiently into growth,
However, as the organization grows even more complex, top management
is no longer able to oversee all operations and lower-level management
feels tied down, despite their greater knowledge of markets and products.
The autonomy crisis is born. Very soon, the company needs to allow
decisions to be made by local and lower management, or people might
leave the organization.

When entering phase 3: delegation, the company has implemented a
decentralized organizational structure, depicted by:

w operation and market level responsibility
profit centres and financial incentives
decision-making based on periodic reviews
top management acting by exception

rare and formal corporate communication, supplemented hy
“field visits’.

When to use it

Once again, the organization embarks on a period of relative prosperity,
until top executives feel a loss of control. Managers abroad and in the
field are acting ever more independently, running their own campaigns.
As Greiner effectively puts it, freedom breeds a parochial attitude. Sooner
or later, the corporation finds itself in the midst of a control crisis. Top
management’s attempts to regain control usually drown in the vast scope
of operations and markets. The solution is in finding ways to co-ordinate,
rather than control.

Those companies that survive the control crisiz as a single entity will
have found and implemented the techniques of phase 4: co-ordination:

m merging of local units into product groups

thorough review of formal planning

supervision of co-ordination by corporate staff

centralization of support functions

corporate scrutiny of capital expenditures

accountability for return on investment at product group level

motivation through lower-level profit sharing.

As limited resources are used more efficiently and local management
looks beyond their own needs, the organization grows again. Product
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group managers have learned to justify and account for their decisions
and get rewarded accordingly. Over time, however, the watchdog mental-
ity begins to take its toll on the level of confidence that middle and lower
management have in the co-ordination mechanism. Eventually, the rules
and procedures become a goal instead of a means. The corporation is get-
ting stuck in a red tape crisis. The organization desperately needs to
increase its market agility and people need more flexibility.
In phase 5: collaboration, a new evolutionary path is characterized by:
s team action for problem solving
cross-functional task teams
decentralizations of support staff to consult to specific task teams
matrix-type organization structure
simplification of control mechanisms
team behaviour education programmes
real-time information systems

team incentives.

In his original article, Greiner (1972) indicated having only a ‘hunch’ of
what the next revolutionary phase would be. Psychological saturation as a
crisis and dual organization structures as an evolving phase, with individ-
uals switching on and off active (*habit structure’) and passive (‘reflective
structure’) roles to alleviate the pressure on the individual were his best
guess. More recently, he has argued that perhaps, in realization of the
limits to internal growth, a sixth phase would showcase an increased
focus on extra-organizational solutions, such as mergers, creating hold-
ings and managing the network of companies around the corporation.

Greiner’s growth model is a descriptive model, helping companies to
understand why certain management styles, organizational structures
and co-ordination mechanisms work better or worse at different phases in
the development of a company. Guidelines for using this model are:

s knowing where your organization stands
m recognizing your (limited) options
w realizing that solutions may breed future problems.

The final analysis

First published in 1972, Larry Greiner’s growth model is still very helpful
in understanding growth-related problems and the impact of their solu-
tions on an organization. There i3, however, a clear danger of typifying an
organization to the point where solutions are taken for granted. One
must understand that this model should be used to understand the state
of the company, rather than to decide which solutions are best.

Greiner’s growth mode!
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Hofstede’s cultural
dimensions

The big idea

In 1966, Geert Hofstede undertook what would become recognized as the
maost authoritative research initiative on the subject of national cultural
differences. About 116,000 employees at all levels of a major multina-
tional corporation across 50 countries were involved. All respondents
were carefully matched for other characteristics, such as age, sex, and job
category. The result was a massive quantity of data from which Hofstede
(1981) eventually derived the conclusion that there are five major dimen-
sions that can describe a national culture:

power distance

uncertainty avoidance
individualism versus collectivism
masculinity versus femininity

confucian dynamism.

When to use it

When initiating international ventures within your company, or when
dealing with alien business partners, customers and suppliers,
Hofstede’s cultural dimensions can help to prevent cultural misunder-
standings and failures.

When confronted with a different national culture within or between
companies, use Hofstede's five cultural dimensions to understand why
the ‘other party’ might act differently from what you might expect, and
vice versa:
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Hofstede yielded results that were irteresting, yet very
recognizable. The resuits were measured in so-called
index values ranging roughly from zero to beyond 100.

The Philippines (PD! = 94} turned out to be the country
where people felt %reat power distance, contrary 1o
Austrians (PDI = 113, who feet hardly any at all.

The Greeks (UAI = 112) avoid uncertainty at all cost,
while Singaporeans (UAI = 8) love it.

Americans {IDV = 31) are strangly independent, while
people in Venezueta (INV = 12} feel very dependent
and responsible for sach other.

The Japanese (MAS = 95} are 'achievers’ {or 'machos’?)
while the Swedish (MAS = 5) are more focused on quality
of life (or 'whipped'?).

The Hang-Kang Chinese (CDI = 96) are more apen to
?Cmewalesr}ce and multipte solutions than West Africans
| =16},



Power distance, on a continuum between two extremes, indicates the
extent to which (it is accepted that} power is distributed unequally
among individuals.

The extent to which one feels threatened by ambiguous situations
and tries to aveid them by living according to rules, believing in
ahsolute truths, and avoiding conflicts is called the uncertainty
avoidance dimension.

The individualism versus collectivism dimension refers to how much
people feel they are supposed to either take care of or be cared for by
themselves and their immediate families, as opposed to being part of a
larger group with a tight social framework to which they belong.

Masculinity versus femininity is a dimension referring to the
dominance of assertiveness and acquisition of things (labelled
‘masculine’) versus concern for people, feelings and the quality of life
(‘ferninine’}). The poles of the dimension were so labelled because men
and women tend to display these respective characteristics across
nearly all cultures.

Hofstede later added the last dimension, eonfucian dynamism,
which refers to the extent to which a society exhibits a pragmatic
future-oriented perspective rather than a conventional historic or
short-term point of view,

The final analysis

Hofstede’s cultural dimensions form a general introduction te, and guide-
line for, dealing with foreign cultures. Of course, no two individuals are
exactly alike and people may not necessarily act according to their
nation’s rating on Hofstede’s dimensions.

One could put question marks against the ratings of some countries
depending on whether all cultural groups within a country are repre-
sented or not. In either case, ratings on dimensions may be very different
for different people from within the same country. What about a Mexican
American, or a Turkish Dutchman? Consequently, many people argue
that the actual ratings (some of which are illustrated here) are subject to
change as cultures develop and nations undergo demographic changes, for
instance, as a result of migration.
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Just-in-time

The big idea

Just-in-time (JIT) is derived from a Japanese production organization
philosophy, in which inventories are seen as a bad excuse for poor plan-
ning, inflexibility, wrong machinery, quality flaws, etc. In other words,
inventory represents inefficiency. The aim of JIT is to speed up customer
response, while minimizing inventories.

Although inventories may secure quick response times through off-the-
shelf availability, costs for such inventories may be too high. Also, low
inventories increase the transparency of the production and distribution
process. Especially in cases of rapidly changing specifications, complexity
and high unit costs, JIT may be more effective and more efficient.

When to use it

Implementation of JIT draws close attention to the following areas:

® inventory reduction

smaller production lot and batch sizes
guality control

complexity reduction and transparency
flatter organization structure and delegation
® waste minimization.

The following techniques are at the disposal of management as regards
the implementation of JIT:

a analysis of logistical parameters
8 JIT simulation
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workflow analyses

material flow analyses

information flow analyses

production flexibility analysis (e.g. SMED!)

task analysis

pull control systems at production level (e.z. Kanban?),

Since the 1980s, improvernents as a result of JIT measured at American and European
companies have been significant. Berenschot research in 1990 showed that JIT vielded
the following percentage improvements:

O 10 20 30 40 S50 60 70 80 90 100

Lead time reduction I [ ——
-50% to -90%
Inventory reguction | T
-30% 10 -80%
Indirect labour reduction ] | o
—20% to -50%
Machine adjustment time reduction I [ s——————
—60% to 90%

Quality improvemerits I

) L ———y T ey IS
Delivery performance improvement 1

—_— +20% 10 +100%

It all seems so easy! However, in order to successfully implement JIT,
there are various issues and elements that must be considered in turn (in
the following order):

@ What results do we really want from JIT? Is it worthwhile in view
of the costs and obstacles of implementation? Conduct a quick sean
of costs and benefits, including a possible project planning.

ISMED - Single minute exchange of dye. Originating in Japan, SMED is a method of re-
ducing change over time, whereby activities needed to produce new products are either
eliminated (where possible), or carried out parallel to the production process.

2Kanban — a Japanese planning technique based on the principle that components should
not be manufactured until they are needed, the ultimate aim being tighter contrel of inven-
tories. A each stage in the production process, a container holding the components required
for the manufacture of the product in question is withdrawn from the store in exchange for
a card (kanban = Japanese for card). Only when in possession of such a card is the store
authorized to replace the container. The assembly schedule then ‘pulls’ production through
the system.
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s The order of implementation of JIT is of critical importance.
Lowering inventories before creating flexibility in production can
lead to lousy delivery performance. Generally, our clients have been
most successful implementing first at the very end of their
production process and gradually working upstream, but the ‘best’
order of implementation depends on the situation. Increasing
inventory levels temporarily should be considered so as to ensure
delivery performance during the implementation.

p Certainly don’t start with forcing suppliers to adopt JIT until
implementation is well under way or completed.

m Does the product design qualify for JIT? Are alterations necessary?
If so, do it now.

a Next, redesign the production process to enable JIT. More often than

not, significant improvements and efficiencies can be obtained in
this stage.

s Adjust information systems to meet demands of the primary process.
a Seek improvements with suppliers and customers. This should yield

the final significant results of JIT.

The JIT game

In an effort to increase the success rate of JIT implementation, Berenschot con-
sultants have often made use of the JIT simulation management game. This
game, for groups of approximately 12 people, includes the use of simple ma-
terials, an assembly and materials handling simulation and paperwork for
information flow simwation. Depending on specific needs, the game can be
focused on:

lead time reduction

lay-out improvement

production lot size

reducing safety stock

using kanban cards

impact on machine adjustment times

improving production organization structure
impact of centralized planning and co-ordination

The JIT game can be played in several stages of a JIT project. Game participants
contribute to an interactive process, at the same time increasing insight and
improving the decision-making process.

Just-in-time
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The final analysis

JIT is especially useful in high-value production environments with 5
high degree of transparency in the supply chain. Communication and ce.
ordination with suppliers and customers is of crucial importance.

JIT production organizations are sensitive to information flaws ip
supply and demand. Minor disruptions in supply, production and demand
can have a major negative impact on the organization's ability to deliver,
as buffers are minimized.

Although JIT dates back to the 1970s in Toyota’s production halls, JIT
is the way of the future. Increased demand for customized products, ag
well as growing awareness of the cash value of inventory on the one hand,
and increasing availability and use of information and communication
technology on the other will further propel JIT into the 21st century.

Quick
feedback |
Direct
customer
contact

GQuick
thanges
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Kaizen

The big idea

Kaizen literally means change (£af) to become good (zen). Key elements of
kaizen are: quality, effort, willingness to change and communication. The
kaizen attitude supports a continuous process of incremental improve-
ments within an organization.

The foundation of the kaizen model consists of five founding elements:

» teamwork

» personal discipline

® improved morale

® quality circles

w suggestions for improvement,
From this foundation, three key aspects of kaizen arise: elimination of
muda (waste, inefficiency), the five-S framework for good housekeeping
and standardization,

Through its impact on multiple functional parts of the organization,
kaizen can eventually lead to sustainable profit management.

When to use it

First, the organization must reduce and eliminate muda (waste, ineffi-
ciency) on the production floor as a result of overproduction, excess
inventory, rejected products, movement, production and assembly, wait-
ing, transportation, ete.
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Good housekeeping is the next building block. This is achieved through
the five Ss:

@ Seiri - tidiness. Separate what is necessary for the work from what
is not. This should help to simplify work.

m Seifon - orderliness. You can increase efficiency by making
deliberate decisions with regard to the allocation of materials,
equipment, files, ete.

® Seiso - cleanliness. Everyone should help to keep things clean,
organized, looking neat and attractive,

m Seiketsu - standardized clean-up. The regularity and
institutionalization of keeping things clean and organized as part of
‘visnal management’ is an effective means of continucus
improvement.

u Shitsuke - discipline. Personal responsibility for living up to the
other four S’s can make or break the success of housekeeping.

Standardization of practices and institutionalization of the five 8's will
make it easier for everyone, including newcomers, throughout the organi-
zation to keep improving and building on the achieved success. Top
management plays an important role in looking after the widespread
implementation and co-ordination of kaizen, the five §’'s and the stan-
dardization of work.
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The final analysis

The kaizen philosophy resonates well with speed of change at operational
Jevels in the organization. The sustainability of improvements proposed
and implemented by people on the work floor is perhaps the strongest

ent in favour of kaizen. Its mere simplicity makes implementation
easy, although some cultures may not be as receptive to the high level of
self-discipline that the Japanese are able to keep up.

Kaizen has more potential in incremental change situations than in
abrupt turnarcunds. A culture that focuses on short-term success and big
‘hits’ is not the right ingredient for kaizen. Co-operation and widespread
discipline at all levels of the organization are absolute keys to success.
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Kay'’s distinctive capabilities

The big idea

In an efficient market, price always reflects the actual value of a produet
or service. Why, then, are some companies able to command higher prices
for seemingly similar products? And why are some firms ahle to deliver
mare efficiently, or simply be the preferred supplier?

John Kay (1993) argues that successful creation and management of
contracts and relationships within and around the enterprise create
added value. In fact, Kay distinguishes three distinctive relational capa-
bilities that allow companies to achieve competitive advantage:
architecture, reputation and irnovation. Additionally, a firm may have a
competitive advantage through its command over strategic assets.

Kay's perspective

‘Resource based theory sees the firm as a collection of assets, or capabilities. in
the modern economy, most of these assets and capabilities are intangible. The
success of corporations is based on those of their capabilities that are distinctive.
Companies with distinctive capabitities have attributes which other cannot repli-
cate, even once they have realized the benefit they offer to the company which
originally possessed them.

Business strategy involves identifying a firm's capabilities: putting together a col-
lection of complementary assets and capabilities, and maximizing and defending
the economic rents which result. The concept of economic rent is central in lirking
the competitive advantage of the firm to conventional measures of performance.’
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Architecture is a network of relational contracts within or around the
organization, with employees (internal), and with suppliers and cus-
tomers (external). Architecture can add value through organizational
knowledge and routines, flexible response to change, and easy and open
exchange of information.

These abilities allow for:

m creation and co-erdinated use of organizational knowledge;
a establishment of a co-operative ethic; and
s implementation of organizational routines.

Qrganizational knowledge, as defined by Kay, is more than the sum of the
expertise of those who werk in the firm, and is unavailable to other firms.
Such knowledge could he specific to either a product, or a service, or a
process.

It is important to understand that relational structures are a product of
social and commereial values. These values develop throughout the history
of an organization and cannot be easily created or changed. Distinctive
capabilities related to architecture rest on relational contracting: there is a
collective interest to co-ordinate efforts for the benefit of the organization.

Organizational routines increase efficiency and improve co-ordination.
However, there is an inherent danger of the ‘not invented here’ syn-
drome.

Reputation is the most important commercial mechanism for convey-
ing information to consumers in the initiation and maintenance of a
business relationship.

When buyers search and experience goods, the seller wants to signal
quality, so as to start a sequence of transactions in which to build up a
relationship. But how does it start? Kay argues that buyer and seller
enter into a sort of a Prisoner’s Dilemma. Selling high quality for a high
price is fair for both. Overselling (selling low quality for a high price)
leads to a bad experience for the buyer, but a fantastic profit for the seller.
Underselling ruins the seller's potential profit margin (efficient market),
but is a great deal for the buyer. Selling low quality for a low price gener-
ally leaves both parties feeling like they've wasted their time. If either one
of the players plays the game only once, then getting the one-time great
deal is the best strategy. But otherwise, a fair deal is most beneficial for a
long-term relationship.

BReputation helps assure the buyer of high quality when it cannot easily
be determined. It is built up over time through:

® consumer’s OWI experience;

® quality signals (e.g. price, promotion);

a demonstrations and free trials;

® self-imposed sanctions upon product failure, such as a warranty or
guarantee;

& spreading reputation through word-of-mouth, promoting high
ratings, brand leveraging etc.;

Kay's distinctive capabilities
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m association with other reputations and endorsements by influential
people;
m staking the reputation once it is established.

A good reputation requires few resources to maintain, as long as the
underlying quality is not compromised.

Innovation is the third primary distinctive capability. Innovation is
often not successfully translated into competitive advantage. This failure
is rooted in three issues:

1. costs and uncertainty of innovation process
2. inngvation management

3. appropriate allocation of rewards.

The innovation process is costly and risky, because there is uncertainty
about demand for a product, and whether there will be stiff competition,
The innovating company faces a dilemma. There are two types of innova-
tion games, both variants of the Prisoner’s Dilemma: the Chicken Game
and the Standards Game.

Chicken Game: if we assume that an innovation will be successful, the
outcome of two competitors’ possible decisicns would be ‘best’ only when
one decides to hold back. If the innovation fails, the firm that did not hold
back will be ruined. The innovation game is very common in the pharma.
ceutical industry, The essence is that someone needs to swerve, as there is
not enough room for all.

The Standards Game oceurs in a market where products require com-
plementary products (e.g. hardware and software). It doesn’t matter
which product becomes the standard, VHS or Betamax, everybody loses
as long as there is no standard, and everybody wins when there is,

One possible strategy in these games is commitment: boldly announcing
that the firm will not back off. This strategy, however, requires a reputa-
tion of doing so. Another strategy is simply being the first to market.

Finally, there is the issue of making sure that the innovation was worth
the effort: is the innovation appropriable, for example, because of firm-
specificity, or based on legal protection?

When to use it

There is no set methodology for using this model. Kay uses a lot of ex-
amples and game theory to illustrate the fundamental issues related
to distinctive capabilities. The use of examples and training in game theory
are key steps in narrowing the definition of true competitive advantage.
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The final analysis

Identification of distinctive capabilities with Kay’'s framework allows man-
agement to better understand the successes and failures in the history of
the company. It may also help understand the values currently held as
opposed to those that are desirable in order to increase competitiveness,

The main problem with Kay’'s framework is that it is as abstract as the
distinctive capabilities it attempts to describe. As Kay puts it himself: if
you can write it down, it can be copied.

Kay's distinctive capabilities
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Kotter’s eight phases
of change

The big idea

John Kotter {1990) studied over 100 companies going through change
processes and decisively concluded that the following are the mast
commaon errors made (in this order):

1.

Allowing too much complacency. It is a natural mistake to think
that problems can be assessed and dealt with later.

Fuailing to build a substantial coalition. Countervailing forces, when
not properly dealt with, will undermine the initiative sooner or later
{most likely between cost incurred and ohjectives achieved).

Underestimating the need for a clear vision. Without a clear vision of
the desired end result, a change effort can easily turn into a list of
confusing, incompatible, and time-consuming projects going nowhere,

Failing to cleariy communicate the vision. Even if management
has a clear vision of the end result and the way to get there, it
will not happen unless that vision is shared by all of those
involved in its realization.

Permitting roadblocks against the viston. If organizational
structures or old procedures remain intact despite their threat to
the change effort, then this can be interpreted as poor commitment
by subordinates.

Not planning and getting short-term wins. Without continuous
reinforcement of the belief that the effort will be successful complex
change efforts risk losing momentum. Employees may give up early,
or worse, join the resistance.
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7. Declaring victory toe soon. It is OK to celebrate a won battle, but
the war may not be over. Until changes sink down deeply into the
culture and systems, it is too early to declare victory.

8. Not anchoring changes in corporate culture. Change sticks only
when it becomes ‘the way we do things around here’.

When to use it

Kotter stresses the importance of using the sequence in the eight phases
After all, if the mission isn’t clear, then how can you possibly communj.
cate it successfully?

Different change efforts require different skill sets and attitudes. A
crisis change process requires a leader, rather than a manager. Very large
change efforts usually involve projects within projects, and projects with
evolving visions. For example, an organization might be in a crisis when
the change efforts start, but the end of the crisis is not necessarily the end
of change. The result of multiple stages in the change effort can be com-
plex, dynamic and very messy.

Kotter makes a clear distinction between management and leadership.
Management is a set of processes that can keep a complex system of
people and technology running smoothly. Leadership, on the other hand,
defines the future, aligns people, and inspires them to pursue that vision,
Kotter argues that too much emphasis is placed on managing change,
whereas the key to success is in leading change.

The final analysis

Kotter notes that there are many more ways in which people manage to
make mistakes in efforts of change. In fact, even successful change efforts
are messy and full of surprises.

Anyone attempting to effectuate a change effort in an organizational
setting should consider Kotter's model, if only for no other reason than to
prevent making the ‘usual mistakes’, and be able to face challenges spe-
cific to the particular change effort in full capability.
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Kraljic’s purchasing model

The big idea

Kraljic’s {1983) purchasing model and the variations developed over the
last decades help management select the most appropriate purchasing
strategies for different types of products, thereby optimizing the trade-off
between cost and risk. Costs include both the direct and indirect cost of
purchasing, for example, management time, trouble shooting and draw-
ing up contracts.

Two basic dimensions are included in Kraljic’s matrix:

a8 impact on financial result

m supply risk (or uncertainty).
These two dimensions generate four quadrants, representing four cat-
egories of products:

m strategic products

® leverage products

m hottleneck products

s routine products.

When to use it

There are essentially three steps to making a Kraljic purchasing matrix
for any company:

1. logical grouping of products

2. determining financial impact and risk

3. discerning purchasing categories in Kraljic’s matrix (drawing
the lines).
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The first step, logical grouping of products is not as easy as it seems, ang
can be different per company. Typically, a full list of creditors makes 5
good starting point in determining a full list of products. A good rule of
thumb in logically grouping the products is to argue whether or not the
products are purchased or could reasonably be purchased from the same
supplier(s), without considerably more or less effort. Nevertheless, logiea]
grouping remains a critical and difficult first step.

Secondly, for each group of products formed in the first step, the impact
on the financial result and the supply risk must be determined. Again,
this is a fairly arbitrary process. Valuations on both dimensions are
expressed relative to other valuations on the same dimensions. Most ang.
lysts will use indicators in the assessment of impact on financial resylt
and in rating the supply risk.

The impact on the financial result is determined by such factors as:

@ direct cost of the purchased product
@ the percentage of total costs in the end product
a indirect cost of purchasing.

The supply risk can be determined by:

s number of suppliers

@ availability of reserves or alternatives

@ stability of (potential} supplier

@ costs of switching to alternative supplier.

Common sense and management’s knowledge of the market can resuit in
any of the above risk factors being considered serious enough to decide
upon labelling a particular (group of) preducts as ‘high supply risk’.

The last step is to draw the lines that differentiate the four quadrants.
Again, this is an arbitrary process. Often, an 80/20 line is drawn, but ulti-
mately it depends on how focused management wants to be. A round
figure or index can be chosen near the line; it makes sense not to break up
the logical groups made in step 1, even in spite of the 80/20 line.

After the product groups have heen differentiated using Kraljic's
matrix, the following recommendations are generally believed to be
proper actions to optimize the purchasing function.

Strategic products not only have a great impact on the bottom line,
they are also hard to get or suppliers are difficult to replace. Partnerships
and centralized buying is recommended. As these products carry a certain
supply risk, it is important to establish long-term relationships or stra-
tegic partnerships. Suppliers of strategic products reguire serious
management attention and effort from both companies to make the rela-
tionship work. Hence, the number of suppliers with which one can have
such a strategic partnership is limited.
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The leverage products group represents a large part of the impact
that purchasing has on the company’s financial result, but on the other
hand there is an abundance of suppliers. Suppliers can thus be played out
against each other. Tough as it may sound, the rules of the market dictate
an equilibrium at a point where some suppliers may even go bankrupt as
a result of the competitive squeeze — after all, the buyer can always choose
another supplier. Leverage products require central contracts with gen-
eral terms and conditions. Many companies choose to have multiple
suppliers in order to play them out against each other.

Strategic and leverage products usually make up 80 per cent of total
purchasing, yet require no more than 20 per cent of the effort. Extra atten-
tion to these products can yield great savings though, for example through
volume discounts. It is also possible to work on product quality improve-
ments, delivery reliability, product development and cost reduction.

Less ‘strategic’, but interesting nevertheless, are the so-called botile-
neck products. Disruption of supply would have sericus consequences
for the company. The company must secure supply or be protected against
lack of it, This usually leads to extra inventory, hedging and/or supplier
contracts with major penalties for breach or hreak of contract.

Routine products are typically office supplies, catering etc, Although
there is potential for savings, purchasing management should not focus
on these products. The company can have a limited number of suppliers
for a whole range of products, allowing for streamlined administrative
handling and discount negotiations.

Kraliic's purchasing model
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The final analysis

Kraljic’s purchasing model helps companies to aveid being ‘penny wisg
and pound foolish’ in purchasing management. It is relatively easy tq
implement and, once accepted, can have a major impact on the financig]
result. Not every company has purchasing management at the top of itg
agenda, though.

In a quest for top-line growth, many crganizations pay more attentiop
to marketing and sales management than to purchasing management,
However, purchasing management not only has a significant impact op
the bottom line, it increasingly determines the value delivered to cus-
tomers as they become more knowledgeable of products and processes,
Furthermore, increasing numbers of companies are deciding to buy or
outsource (parts) of products or processes, making purchasing manage-
ment even more important.

The decisive and prescriptive nature of Kraljic's model can have a
profound impact on how a company manages its purchasing process.
However, emotional and relational aspects may mar the outcome, espe-
cially when insufficient room is given to translate such aspects in the
analyses. At the end of the day, management will make its own decisions,
supported by the differentiation made using the model.

A glass manufacturer recrganized its purchasing management in the wake of a
company-wide business redesign. In the first phase, the Kraljic purchasing model
proved to be of great help in developing an overview of the purchasing seg-
ments, i.e. groups of products requiring similar management attention and
treatment. By plotting the segments in Kraljic's matrix it was possible to identify
the segments with the greatest impact on financial results, as well as those with
the highest supply risk.

Together, Berenschot consultants and purchasing managers subsequently
devised a purchasing strategy for each segment, using the Kraljic mode! as a
general guide, combined with everyday hands-on experience. Special attention
was paid 1o the ‘leverage’ segments and the 'strategic’ segments, resulting in sig-
nificant savings in “leverage’ products and improved co-ordination of logistical
processes with suppliers.
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Levers of control

The big idea

Monitoring and measuring the achievement of pre-set goals is relatively
easy in small organizations. But as organizations grow larger and more
complex, and competitive environments become more dynamic, tradi-
tional strict methods of control no longer work. In fact, control processes
tend to clash with creativity, initiative and risk-taking.

Robert Simons (1995) proposes a framework with four levers of control
that managers in medinm and large-sized organizations can use to
manage the tension between creation and control. The core purpose of the
framework is to analyse and act upon the control of the company’s busi-
ness strategy. The four levers of control relate to the four constructs for
successful strategy implementation: core values, risks to be avoided,
strategic uncertainties and critical performance variables.

The four levers create opposing forces. When used correctly, these
levers allow senior management in large companies to develop and reflect
core values, reveal opinions and insight from subordinates, increase the
probability of goal achievement and increase the organization’s chances of
survival and prosperity.

When to use it

In order to use the levers properly, senior management must start by
understanding the levers and the constructs they work on. For each
lever, management must define ambitions, measure the status quo and
track changes.
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Belief systems are sets of explicit beliefs that define basic values, pur-
pose, and direction on:

@ how value is created
s the level of performance desired
m» human relationships.

Boundary systems are formally stated rules, limits and proscriptions
tied to defined sanctions and credible threats of punishment.

Diagnostic control systems are feedback systems that monitor
organizational outcomes and prompt to correct deviations from pre-set
standards of performance, such as targets, budgets, output standards, etc.

Interactive control systems require regular direct personal involve-
ment of managers in the decision-making activities of their subordinates,
for example, in project management, market analyses, budgeting, etc.

The next step for management is to know Zow and when to use the levers.

Belief systems are communicated through mission statements, vision
statements, eredos and statements of purpose. These are tricky and only
applicable when:

w opportunities grow rapidly
m top management overhauls strategy
» top management wants to create momentum.

Boundary systems are put in place through codes of conduct, pre-
defined strategic planning methods, asset acquisition regulations, and
operational guidelines. Business conduct boundaries are particularly
important when the cost of maintaining an organization's reputation is
high {(i.e. to protect the good name and/or brand). Strategic boundaries
are most important when the resources for new initiatives and/or busi-
ness development are limited, i.e. when the firm needs to stay focused.

Diagnostie conirol systems require that management sets
standards, measures outputs and links incentives to goal achieve-
ment. Standards can be set when, for instance, (re)designing a process,
{re)assigning responsibilities, or (re)distributing tasks. Qutput measure-
ment should take place when output is available, and when it can be used
to influence or correct a process that is malfunctioning. Whenever the
output or the process is of critical importance and capable of being linked
to performance, incentives should be offered.

Interactive control systems are most effective when process data
{input and output) are incorporated into management interaction.
Management should always pay sufficient attention to the primary
process and participate in face-to-face meetings with subordinates. By
challenging data, assumptions and action plans, management can stimu-
late active pursuit of high performance by subordinates,

tevers of control
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The final analysis

Simons has done an admirable job in organizing a large number of ideas on
organizational control. Most notably, this framework shows how management
control can be used to facilitate change and organizational development,
rather than as a method of constraining wild corporate growth.

This book can bring the CEQ and the CFO together. There is, however,
also a down side to introducing management control to general manage-
ment: whenever a model requires top-management involvement in
frameworks and control procedures, it runs the risk of becoming too
much of an academic exercise, or simply said: too much work.
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MABA analysis

The big idea

A MABA analysis compares the relative market atiractiveness (MA) of a
business activity or product-market combination with the business attrac-
tiveness (BA), as determined by the ability to operate in a product-market
combination. The MABA analysis is therefore a useful tool when making
decisions related to the business portfolio.

Market attractiveness is determined by external indicators such as:
profit margins
size of the market
market growth (expectations)
concentration
stability
m competitiveness,

Porter’s five forces analysis and the BCG matrix could be used as determi-
nants for these indicators.

When to use it

Business attractiveness is largely determined by company-related indica-
tors, such as the extent to which the product-market combination, market
segment or business activity is a logical match with your company’s cur-
rent producis, services, activities or competencies. Your own organization’s
position in the value chain or network of suppliers and customers is also of
relevance: can you benefit from economies of scale or other synergetic
effects by taking on a particular product-market combination?
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The first step in making a MABA analysis is to decide which indicators
you deem important in determining the two dimensions of attractiveness
and how important they are (weighting). It goes without saying that an
independently derived set of indicators and weights will lead to more
objective results. If possible, quantification of indicators helps in creating
a scale.

Step two iz to define the product-market combinations, the opportuni-
ties, the segments or the activities that will be subject to the MABA
analysis. Although these need not be mutually exclusive, one important
Tactor to take into account is the extent te which one opportunity affects
the attractiveness of another.

The MABA analysis is most often used for analysis and presentation of
new cpportunities. Corporate and business development managers, as
well as consultants, find it very useful to put the most attractive opportu-
nities in either the top-left or the top-right corner. Some analysts create
quadrants or more blocks Another way of emphasizing the most attrac-
tive opportunities or weeding out the better from the worse is the
application of curved or diagonal lines that serve as separators or
thresholds.

There are many variations on the MABA analysis. The most common
addition ig the use of ‘bubbles’ to indicate one or even two extra dimen-
sions, usually market size in units or currency, with a pie slice to indicate
market share,
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A major food-praducing company wanied 1 enter the second stage of development of its
professional foods division. With so many new opportunities and 2 refatively immalture organization
far this market, a MABA analysis was conducted.

The actual MABA analysis was carried out in @ number of stages. We perfarmed three major
partial MABA analyses: -

| average annual growth % v relative activity in the PMC (product-market-channel)
combination with bobbles indicating rmarket size;

n individual product level analysis of penetration of products n channels v. the product’s
refative importance in the chanfiels based on average per outlet turover product refative
to alf products; :

& the cormpany’s relative growth in all of the refevant market v the average annual growth of
these markets (tomparable with BCG’s growth-share matrix) with pie shced bubbles.

The MABA analysis helped our client to identify three major opportunities, while the process
of identifying of product-market combinations in itseff led to & new organizational structure.

Mote: As in most cases, realiiy proved far more complex than can be captured in a single
MABA analysis. The underlying analyses for assessing the market and business attractiveness
were maove cxtensive than can be described in this contest.

MABA analysis
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The final analysis

The MABA analysis is a very powerful model to help companies prioritize
new opportunities. Especially in situatiens of scarcity of funds or manage.
ment time, the model proves of great service in making decisions. However,
MABA is much less powerful when discussing existing businesses. Thoge
involved usually have a very strong ability and willingness to challenge
assumptions and indicator ratings to such a level of detail that the mode]
loses its most profound quality: to simplify a complex situation.

The Achilles’ heel of the MABA analysis is in choosing and weighting
indicators; different indicators and weights can lead to very different
results. There is also a danger of creating a false sense of objectivity when
the indicators are quantified: quantification only improves accuracy on
the subjectively chosen scale.

The MABA analysis is limited to two {or three) artificially combineq
dimensions. Many more extensive MABA analyses are performed using
different indicators to compensate for this weakness.
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The Malcolm Baldridge
Award

The big idea

Established by the US Congress in 1987 and named after former
Secretary of Commerce, Malcolm Baldrige, this award aims to promote
quality awareness.

The award is based on a weighted score of seven categories of perform-
ance criteria:

s leadership

m strategic planning

m customer and market focus

s information and analysis

s human resource development and management

W process management.

w business results.

The criteria are based on a set of core values and concepts that are
embedded in well-managed and successful organizations. The maximum
attainable score is 1000 points, divided over 18 sub-criteria of the seven
categories. Modifications to the weights and specific aspects of each of the
criteria are made regularly by the National Institute of Standards and
Technology (NIST). We refer to the NIST website (below) for a more
detailed description of the categories of performance criteria.

The leadership category refers to how leadership is exercised, how it
is structured and developed, and how decisions are made, High scores in
this category require effective leadership based on clear values, challeng-
ing, yet attainable expectations, support and rewards for initiative, a
widespread sense of purpose and short chains of command. When it comes
to how the organization is viewed by the publie, leaders are expected
to hold a governing role: corporate communication, environmental

12.



Cateqoriesfltems

Pgint va ues

Leadership 120
1.1 Organizational lkeadership 20
1.2 Pubhic responsibility and citizenship a0
Strategic planning 85
2.1 Strategy development 40
2.2 Strategy deployment 45
Customer and market focus 85
ER| Customer and market knowledge 40
32 Customer relationships and satistaction 45
Information and analysis 90
a1 Measurernant and analysis of organizational performance 50
4.2 Information management 40
Human rescurce focus 85
5.1 Work systems 35
5.2 Employee educatien, training ang development 25
53 Employee well-being and <atisfacticn 25
Process management 85
6.1 Product and service processes 45
62 Business processes 25
6.3 Support processes 15
Business results 450
71 Customer-focused results 125
7.2 Financial and market results 125
73 Human resgurces results 80
7.4 Organizational effectiveness results 120
TOTAL POINTS 1000

awareness and respect for the local economy are key elements in the cor-

poration’s ‘citizenship’.

In the second category, the process of strategic planning, how plans
are employed throughout the organization and plan performance tracking
are subject to scrutiny. Key scoring factors are organizational alignment
related to strategic planning and the extent to which strategic plans

reflect the company’s focus on the future.
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How a company determines its focus on customer and market
requirements, preferences, satisfaction, and how it builds customer rela-
tionships comprises the third performance category. High scores are
awarded to those companies that have systematic approaches to gather
customer and market intelligence. As customer loyalty is a key to future
revenues, successful efforts in the discipline of retaining and developing
customers are an important scoring criterion.

The performance measurement category considers how the organ-
ization measures performance, as well as how measurement data is
analysed and reviewed. The underlying core Baldrige value is ‘manage-
ment by fact’.

The HRM category examines how employees can develop and utilize
their full potential. Does the company maintain culture that stimulates
performance excellence and persenal improvement? Are training and
development offered to further individual development?

The more systematically a company goes about its process manage-
ment, the better the assessment in this category. At the same time, this
should not get in the way of flexibility. Continuous improvement should
be driven by the relentless pursuit of problem prevention,

Finally, the business results should speak for themselves after all the
efforts described in the first six categories. Expect relative performance
level assessment, based on competitive and industry benchmarks.

When to use it

Companies can use the Baldrige criteria to assess their management sys-
tems and identify the most vital areas for improvement. Common reasons
identified by companies to assess their management systems with these
criteria are market changes, the desire to remain competitive, instigating
or enhancing organizational learning, jump-starting change initiatives by
improving awareness of the company’s state of affairs, and focusing the
organization on common goals.

The NIST issues brochures and maintains a website (www.quality.nist.gov)
to help companies to use the Baldrige framework, the criteria and a 10-step
approach to self-assessment, the latter is presented on p. 130.

Self-assessment requires support throughout the organization. Indi-
cators of readiness for self-assessment are:

& senior leaders are aware of key issues, but need ‘huy-in’ to take action;
® senior leaders support self-assessment and consecutive actions;

® positive reactions from opinion leaders;

u champions for self-assessment are available.

The Malcolrn Baldridge Award
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The final analysis

The Malcolm Baldrige Award has great value for organizations willing to
embark on a path of continuous improvement. NIST has compared award
winners to the S&P 500 and concluded that Baldrige Award winners have
consistently outperformed the S&P 500 by 4.4 to 1.

Of course, the Baldrige Award on its own cannot guarantee great busi-
pess results: additional ingredients for success such as entreprensurship,
innovation and a healthy business climate are also required.

Organizational profile:
environment, relationships, and challenges
2 5

Strategic Human resource

/ planning focus
& ?

1 1 :
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results
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The marketing mix

The big idea

While the marketing concept refers to an organization’s goal of trying to
gatisfy customers’ needs by means of a co-ordinated set of activities, mar-
keting strategy is the method an organization selects to achieve this goal,
namely the selection and analysis of a target market. Having identified
suitable target markets for its products, you must subsequently create
and maintain an appropriate markefing mix.

Commonly known as the ‘Four Ps’ (product, place, promotion, price), the
marketing mix is a tactical toolkit that an organization can put to use to
realize its strategy. The marketing mix thus forms an integral part of mar-
keting strategy. The four components comprising the toolkit are largely
controllable by the organization. They, therefore, can bhe adjusted on an
ongoing hasis to keep pace with the changing needs of the target group in
question, as well as the various forces within the marketing environment.

The function of the marketing mix is to help develop a package that
will not only satisfy the needs of the customers within the target markets,
but simultaneously maximize your organization’s performance.

When to use it

There are three basic steps:

1. Research - to develop a marketing mix that precisely matches the
needs of the customers in your target market you first have to
gather information.

2. Analyse the variables in turn - determine the optimum mix, i.e. the
one that will allow you to strike a balance between satisfying your
customers and maximizing your own organization’s profitability.
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- Product. Do you actually produce what your customers want?
Posgible decisions and activities include new product
development, modification of existing products, and elimination
of products that are no longer attractive or that are unprofitable.
There is also a variety of activities closely linked to the product
that can be considered, such as branding, packaging, guarantees
and the handling of complaints.

- Place (distribution). Are your products available in the right
quantities, in the right place, at the right time? And can you
achieve this whilst keeping inventory, transport and storage costs
as low as possible? Analyse and compare the various distribution
possibilities, after which the most appropriate option can be
selected. Again, there is a number of activities related to the
place variable, such as selecting and motivating intermediaries,
controlling inventory and managing transport and storage as
efficiently as possible.

— Promotion. How can you best inform/educate groups of
customers about your organization and its products? Different
types of promotional activities may be necessary depending on
whether the organization wishes to launch a new product, to
increase awareness with regard to special features of an existing
one, or to retain interest in a product that has been available in
the same form for a long time. Decisions must therefore be
taken as to the most effective way of delivering the desired
message to the target group.
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- Price. How much are your customers willing to pay? The value
obtained in an exchange is critical to consumers, in addition to
which price is often used as a competitive tool, not only in price
wars but also for image enhancement. Pricing decisions are thus
highly sensitive.

3. Check - monitoring and control on an ongoing basis are essential to
ascertain the effectiveness of the chosen mix and also how well it is
being executed.

The final analysis

One of the problems with the ‘Four Ps’ is that they have a tendency to
keep increasing in number, prompting the question ‘Where does market.
ing stop?’. Of all the candidates, the ‘people’ factor is undoubtedly the
most widely accepted fifth ‘P’. After all, people manipulate the marketing
mix as marketers; they make products/services available to marketplace
as intermediaries; they create the need for marketing as consumers/
buyers; they play an important role when it comes to service levels,
recruitment, training, retention, ete.

It is tempting to view the marketing mix variables as controllable, but
remember that there are limits - price changes may be restricted by econ-
omic conditions or government regulations; changes in design and
promotion are expensive and cannot be effected overnight; people are
expensive to hire and train, etc. Do not forget to keep an eye on what is
happening in the outside world, as some events may have a greater
impact than you think.

At the end of the day, successful marketing has a lot to do with gut fee!-
ing and acting on hunches. While the marketing mix is a useful aid when it
comes to analysing and ordering the multitude of things to be considered,
it is, and remains, a tool. In other words, if you really believe in something,
go for it - have the courage of your own convictions! There are plenty of
success stories (Honda in the USA) to prove that gambling can pay off.

134  Key management models



iil

Maslow

The big idea

An eminent psychologist, Maslow was fascinated by the question of what
motivates people. His observations led him to conclude that, as a species,
human beings constantly strive to fulfil a variety of needs. Basic needs,
such as food, warmth and shelter come first (physical needs), followed by
more complex emotional needs in the middle (social needs). Finally, there
are more abstract needs, such as ‘self-actualization’ (personal needs):

1. physiological needs
2. certainty
3. social acceptance
4. appreciation

5. self-actualization.
No sooner are the desires at one level met, people turn their attention to
those at the next level. It, therefore, follows that our priorities change
along with developments in the standard of living: in developed countries,
food is now much more than simply fuel, and work is much more than
Just a way of earning money to survive. However, not all individuals ulti-

mately reach the top of the pyramid, hence the form chosen: the higher
the level, the fewer people will attain it.

When to use it

Traditionally viewed as a tool to help understand consumer motivation,
Maslow’s pyramid is referred to in many marketing works. Recently, how-
ever, the growing difficulty and expense involved in recruiting and
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subsequently retaining the ‘right’ employees, has prompted closer investiga-
tion of just what it is that attracts and motivates people. Maslow’s pyramid
has consequently come to be seen as an important aid in gaining a better
understanding of the psychological forces affecting employee motivation.

Attracting and retaining employees involves being able to present them
with attractive working conditions and/or remuneration packages.

Ten Have et al. (2000) have defined two important concepts that can be
helpful in this respect:

Physical

m the hinding portfolio - all the elements within a company that can
help to bind and motivate employees;

m the motivation mix - the specific combination of elements that
characterize a certain type of employee.

Employees come in all shapes and sizes. Even though each individual has
his or her own extensive list of needs and demands, they can be roughly
divided into types depending on the similarities in their needs. By group-
ing these needs and creating a binding portfolic that meets them, binding
can be encouraged, furthermore in an efficient way.
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The final analysis

Despite globalization, huge cultural differences still exist throughout the
world. One needs to bear in mind that Maslow’s needs hierarchy is based
very much on American/western European norms and values, and takes
no account of these cultural differences. In Asia, for instance, the *social’
peeds are much more important than personal.

The needs hierarchy is and remains a valuable tool for understanding
what motivates people, however, particularly when used in combination
with Hofstede's cultural dimensions,
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The 7-S framework

The big idea

The McKinsey 7-5 framework was originally developed as a way of think-
ing more broadly about effectively organizing a company. Rather than
thinking in terms of strategy implementation as a matter of strategy and
structure, one must think comprehensively about a strategy and how it
works in conjunction with a variety of other elements. The seven Ss are;

@ shared values
® strategy

& structure

= systems

e skills

m stafl

m style.

The seven organizational elements or dimensions can be divided into what
are called ‘hard’ and ‘soft’ elements. The underlying thought is to stress the

importance of the so-called ‘soft’ elements in reaction to their negligence.
‘Hard’ (or tangible) elements are strategy, structure and systems:

Strategy refers to the organization’s objectives and the conscious
choices it makes in order to achieve them, such as prioritizing certain
products and markets, and allocating resources.

Structure refers to the organizational structure, hierarchy and co-
ordination, including division and integration of tasks and activities.

Systems are the primary and secondary processes that the
organization employs to get things done, such ag manufacturing
systems, supply planning, order taking processes, etc.
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Strategy

values

‘Soft’ elements are shared values, style, staff and skills:

Shared values are those that underlie the very reason for existence of
the company. They include the core beliefs and expectations that
people have of their company.

Style refers to the unwritten yet tangible evidence of how
management really sets priorities and spends its time. Symbolic
behaviour and the way bosses relate to their workers are the indicators
of the organization’s style.

The staff is comprised of the people in an organization and, in
particular, their collective presence.

Skills are organizational capabilities that are independent of
individuals, a concept that is often misunderstood. Pascale (1996}, who
was involved in developing the 7-5 framework, argues that skills are
both ‘soft’ and ‘hard’. He sees them as the distinctive capabilities that
truly set a company apart (compare with Kay's Distinctive
Capabilities). Skills are dependent upon the six other Ss.
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When to use it

Although Waterman, Peters and Philips intended that their brainchild be
used in a much more sophisticated way, the 7-S framework is nonethelegs
a good checklist to define and analyse the most important elements or
dimensions of an organization. The framework imposes discipline on the
researcher, allowing for both ‘soft’ and ‘hard’ perspectives.

The 7-8 framework can be used as a means of assessing the viability of a
strategic plan from the perspective of the organization’s ability to succeaq
at the proposed strategy. In this case, says Waterman, think of the 7-Ss ag
compasses and consider whether or not they are all pointing in the same
direction. For example, make sure that you're not proposing to opt for a
strategic direction that rubs against the shared values in the company or
that requires skills that the organization simply does not have.

In addition to the ‘atomic’ illustration, the framework needs a matrix
or table of some kind that helps the analyst structure the assessment of
the proposed strategy against the 7-Ss of an organization.

Construct a matrix in which conflicts and possible solutions on combina-
tions of 8 are listed. Then make a decision on how to either adjust the
strategy or make changes to the organization to enable the strategy (in the

In this simplified examptle, we consider the proposed strategy for {fictional)
Sammy's Supermarket chain. In this new strategy, Sammy's is moving away
from its traditional middle-of-the-road retail mode! toward's an upscale, fresh,
full-service, convenience-oriented grocery and fresh market., An initiat
decision to hire specialists may have consequences reaching far beyond the
scope of the strategy as it was proposed.

£
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SRS RAFUE R Need for speciafists:
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...... Se— baker, food display
swle (... [Change| specialists
skills ‘< —
Potertiaf conflict:
Staff (older) specialist v.
{(vounger} temporary

employees
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near future). When used like this with discipline, the 7-S framework can
help make a strategy more ‘wholesome’ than most strategies have ever been.

Pascale argues that a firm’s success depends on the successful manage-
ment of vectors of contention (opposing poles) on the 7-8 dimensions. The
smarbest companies use conflict to their advantage. Although seemingly
paradoxical, they power the engine of inquiry in pursuit of excellence. To
illustrate this point, consider the example for strategy: although it is im-
portant to analyse strategic options, big breakthroughs usually come from
opportunistic home runs, such as Honda's entry into the US motorcycle
market. Howard Head, on the other hand, failed to bring it home with his
invention of the metal ski — other entrepreneurs beat him to it. By
analysing and understanding the wider implications of his innovation, they
were able to jump on the redefinition of the sports equipment market.

The seven Ss as vectors of contention

Strategy Planned g OpPOFTURISHC
Structure ' EWtiSt <tmmmami  Pluralist
Systems Mandatary —sewee—p= Discretionary
Shared values Hard minds ~a——p Soft hearts
Style Managerial g~z Transformational
Staff Collegriality ~grmmiz Individuality
Skilfs Magmize «———p~ ‘Meta-mize’
The final analysis

The very essence of the McKinsey 7-3 model is simultaneously the great-
est hurdle for its use: to make the ‘soft’ elements specific.

Consequently, the 7-S framework is often used in a dressed-down
mannet: to list issues along a checklist. The integral use of the frame-
work, either by analysing the relations between the Ss, or by analysing
organizational conflicts within s, is often omitted. On the other hand,
many more models can be applied on the level of the individual Ss,
unlocking a potential perhaps unforeseen even by the authors of the 7-8
framework.

The 7-§ framework
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Mintzberg’s configurations

The big idea

Using Henry Mintzberg’s basic organizational configurations, one can
categorize or even typify organizations. This serves mainly as a means of
understanding what drives decisions and activities.

Mintzberg explains that there are:

® six basic parts of an organization

B six co-ordinating mechanisms

m six types of decentralization.
The essence is to assume that a limited number of cenfigurations can help
explain much of what is observed in organizations. In fact, there is a fun-
damental correspondence between all of the ‘sixes’. The result is that

there can be six plus one organizational configurations, the last being the
result of lack of a real co-ordinating mechanism:

1. entrepreneurial organization
machine organization
professional organization
diversified organization

innovative organization

S

missionary organization
+ 1 political organization.

The basic configurations help to discern organizations and their (typical)
core problems. Using the basic configurations can help to prevent ‘wrong’
organizational structures and ineffective co-ordination of activities.
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When to use it

In order to use Mintzbherg’s (1990) configurations to analyse and redesign
(parts of) an organization, one should start with the identification of its
basic parts. Each organization, Mintzberg says in his revised writing on
the structuring of organizations, consists of a maximum of six basic parts:

6.

O R W

operating core
Istrateg‘ic top

middle management
technostructure
support staff
ideology.

The first three are typically connected through a single chain of formal
authority and thus depicted as one piece. The technostructure and sup-
port staff on either side influence the core indirectly, while the ideclogy
represents the norms and values (the ‘strong culture’) that surround, yet
penetrate the very fabric of the organization, These six organizational
building blocks are internal influencers of the direction of an organiza-
tion. In addition, there are various outside forces, such as shareholders,
suppliers and customers, all of which have an impact on the organization.
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Configuration

Frime co-ardinating

mechanism

Key part of

Type of

organizaticn

decentralization

Entrepreneurial Direct Strategic top Vertical and horizonta|
organization supervision centralization
Machine Standardization Technostructure Limited horizontal
organization of work decentralization
Professional Stangardization Operating care Harizontal
organization of skills decentralization
Diversified Standardization Middle Limited vertical
organization of output management decentralization
Innovative Mutual Support staff Selected
arganization adjustment decentralization
Missionary Standardization Ideology Decentralization
organization of norms

Pafitical None None Any

organizalion

After correctly identifying the organizational parts, determine and/or
analyse alternative co-ordinating mechanisms. As labour and influence
are divided among the parts of the organization, there are several co-
ordinating mechanisms that determine the structure of an organization.
When organizations lack a co-ordination mechanism, they are more likely
to become politicized as a result of parts fighting to fill the power vacuum.

Mintzberg distinguishes six co-ordinating mechanisms:

1. mutual adjustment (by co-workers in the operational core co-
ordinate each other);

;MR W

direct supervision;

standardization of work (through precedures, systems, etc.);
standardization of outputs (through specifications, targets, etc.);

standardization of skills (through education and expectations of a
worker’s ability to fulfil a task);

6. standardization of norms (through a common set of beliefs of how

things are done or achieved).

Which co-ordinating mechanism is the most predominant? Is that how it
should be? Suppose changes are needed — what can you do? The essence of
organizational design is the manipulation of design parameters, says
Mintzberg. Parameters of structural design are:
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job specialization

behaviour specialization
{raining

indoctrination

unit grouping

unit size

planning and control systems

liaison devices (positions, task forces, committees, integration
managers, matrix structure, etc.).

However, most important parameter in Mintzberg’s model is the way in
which power is divided throughout the organization:

s decentralization (six types):

1. vertical and horizontal centralization (strategic top rules);

2. limited horizontal decentralization (strategic top shares power
with technostructure that standardizes work for ail);

8. limited vertical decentralization (power delegated to middle
management or BU level);

4. vertical and horizontal decentralization {(power mainly at the
operating core);

5. selective horizontal and vertical decentralization (power
dispersed at various levels);

6. pure decentralization {power shared equally throughout).

Additionally, several situational factors mostly beyond your control influ-
ence the choice of the design parameters:

® age and size of the organization
a technical system

» the (competitive) environment
m external power and control.

Not only can you determine into which category your organization falls, you
can also determine what changes are needed to make it internally consistent.

For example, in a professional organization, or rather, in an organi-
zation of professionals, the operational core is a strong block. The
strategic top needs and gets continuous flow of information by strong ver-
tical and horizontal decentralization. The professionals in the operational
core, clients’ loyalty and know-how are the organization’s main ‘assets’.
Operational skills are standardized. Consulting firms and law firms are
good examples.

Mmitzberg's configurations
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Alternatively, in a typical entrepreneurial organization, the stra.
tegic top is the most dominant. Direct supervision is the primary
co-ordination mechanism. The organization is very centralized.

The final analysis

The robust nature of the configurations introduces the danger of using
them as blueprints. The relatively limited number of criteria to define the
organizational configurations makes it difficult for organizations to *fit’
or even compare to the typical configurations. Te speak to this point,
Mintzberg argues that many organizations are hybrids or mixtures of
multiple configurations.

In our opinion, it doesn’t matter whether or not an organization can be
exactly classified as innovative or entrepreneurial. More important is that
Mintzberg’s model helps to understand the relationship between the nature
of an organization and its co-ordination mechanisms. As Mintzberg says,
there is no one right way to manage an organization: what’s good for
General Motors is often completely wrong for Joe's Body Shop.
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Mintzberg's management -
roles

The big idea

At the beginning of the 20th century, the French industrialist Henri Fayol
described the task of managers as being a combination of organization,
co-ordination, planning and control. Despite dominating management
vocabulary for around three-quarters of a century, Henry Mintzberg was
not convinced that these four activities cover what managers actually do.
He, therefore, carried out extensive research within a number of organi-
zations, in the process disproving a number of myths.

Myth 1:
Managers are reflactive, syslematic
planners.
Fact:
Managers work at an unrelenting pace;
their activities are characterized by Drevity,
variely and discontinuity; they are strongly
oriented to action and dislike reflective

. activities.

Myth 2:

EHective managers have no regular duties
to perform.

Fact:

Managers perform a number of reqular
duties, including ritual and ceremony,
negotiations, and processing soft
nformation knking the organization to

ifs enwironment.

Myth 3:

Senior managers need aggregated
information, best provided by a formal
management information system.

Fact:

Managers prefer verbal media, telephone
calls and meetings to documents.

Myth 4:

Management is a scienca and a profession.
Fact:

Managers’ programmes {scheduling tirme,
pracessing information, decision-making,
etc.} are locked inside their brains.
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As a result of his research, Mintzberg came up with a basic description of
managerial work. Using formal authority and status as a starting point,
he identified 10 roles of managers: three interpersonal roles, which in
turn give rise to three informational ones, followed by four decisional
ones. Together, these 10 roles form an integrated whole, no one part of
which can remain intact having been separated from the rest.

Based closely on the facts uncovered by his research, Mintzberg subse-
quently drew up a series of self-study questions for managers. By
considering these questions in the light of the ‘facts’ as opposed to the
‘myths’ regarding the way in which they tend to work, managers are
encouraged to find ways to circumvent potential problems.

Take for instance, the danger of placing what amounts to the databank
in the heads of the managers — what happens when they are unavailable,
or if they leave the company? Here the challenge is to develop an efficient,
system for sharing privileged information. And if a manager’s way of
working is characterized by brevity, variety and discontinuity, how can all
the bits and pieces ever be knitted together to form an integrated whole?

Formal authority
and status

'

Interpersonal roles

Informational roles Decisional roles

Figurehead Manitor Entreprenetir
@ ceremonial duties @ scans environment m continually seeking
Leader for information 10 improve unit

@ responsible for unit @ guizzes liaison Disturbance handier

® motivates and contacts L] ® must respond to
encourages others [ 3y Dissemninator [ > outside disturbances
Liaison m passes information 7| Resource affocator
# contacts outside on to subordinates B ensures interrelation
vertical chain of Spokesperson of important )
command | provides those decisions
outside organization Negotiator

with infermation

B Commits resources

When to use it

The main value of the models lies in the fact that they provide managers
with a frame of reference. Consider your own work: which roles do you
fulfil? Go through the roles in turn and for each one give yourself a score
out of 10. Low scores indicate weak areas, i.e. those to which more atten-
tion must be paid.
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The final analysis

Mintzberg’s roles are not intended to be prescriptive. Instead, they serve
as a looking glass, providing managers with an insight into how they
spend their time. Just drawing attention to the problems can go a long
way towards remedying them.

By dispelling the myths and highlighting the real nature of their work,
managers can focus on how they can avoid the pitfalls and wotk in a more
effective manner.

Despite the exponential growth in the number of management schools,
according to Mintzberg, most focus on imparting knowledge on specialist
areas such as accounting or marketing, rather than the skills needed to
manage: resolving conflicts, establishing information networks, dis-
seminating informaticn, etc. At present, therefore, it is only by being
introspective that managers can successfully learn ‘on the job'.

Minzberg's management rofes
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The neurotic organization

The big idea

Five forms of organizational neurosis have been identified by Kets de
Vries and Miller (1984):

W paranoid
m compulsive
u dramatic
m depressive
a schizoid.

Each of these dysfunctions is rooted in a combination of individual and col-
lective experiences. Often this leads to a distorted or limited perspective of
the environment, or even within the organization. Leaders, or those who
are supposed to fulfil the role, are frequently personally affected: they have
a fantasy that reinforces their dysfunctional behaviour.

Each of the five dysfunctions brings with it an inherent danger for the
organization. This is reflected in its structure, systems, co-ordination
mechanisms, strategy, decision-making and its ability to change.

When to use it
When confronted with problems, corporate leaders can use this classifica-

tion of dysfunctions to identify what is wrong with themselves and/for
their organizations, and make the necessary adjustments.
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Neurotic styles of individuals and organizations

Key factor

Characteristics of
the dysfunction

Paraneaid

B Suspiciousness
B Mistrust
m Hyper-alertness

Compuls've

m Perfectionism
B Segking subrnission
® Inability to relax

Jramatic

® Seli-dramatization
w Narcissistic
preoccupation

w Feeling worthless
® Loss of motivation

S¢hizoid

& Detachment
m Estrangement
a Indifference

Core fantasy

a Cannol trust anyone

| Must control

8 ‘Wani to impress

B Hopeless

u Doesn't matter

Dangers

® Seeking and finding
suspicions confirmed

= Inward orientation
| indecisiveness

® Superficiality

& Pessimism

® Frustration with
emotional isolation

Organizational focus
and structure

& Crganizational
intelligence
u Conirol structure

= Information systems
for formal control
® Standardization

® Bold new ventures
8 Growth
& Primitive structure

m Formal routines
® Hierarchy without
leadership

Political playground
for sub-top

Decision-making

® Redundani analyses

o Carefully pianned
uncertainty reducation

m Based on hunch,
instinct, intuition, etc.
8 Unreflective

® Tnbal battles among
sub-top vie for
approval by ‘leader

m Tribal battles among
sub-top vie for
approval by ‘leader

Power

@ Centralized with top
management

® Top management and
corporate staff

m Narcissistic leader

& Leadership vacuum

m Leadership vacuum
w Shifting coalition

Strategy

& Risk averse;
- reactive
- diversification

8 Planned in detail
®» Long-term theme

| Anything that moves

8 Aimless

n Corporate wild growth  m Tao busy with petty

stuff

8 Product of individual
goais, power and
politicking

Change

a ‘Muddling through’
m Fear of ‘leaks’

a Too rigid for the
process of change

m In defiance of failure,
leader fails 1o bend

m Meaningful change
does not occur

& Small, incremental
a Often obstructed




The final analysis

Kets de Vries and Miller have integrated psychiatric and psychological
insights with management and organizational behaviour theory to reveal
underlying causes of many organizational problems. The real question is
whether the ‘dysfunctional’ will be able to recognize themselves in this
model, let alone be willing to consider using it.

Interview with Manfred Kets de Vries:
‘A Manager is a Walking Symbol’

By Suzanne Weusten

Manfred Kets de Vries, psychoanalyst, economist and management guru,*
uses models to get a handle on the complicated reality. To change the
behaviour of managers, he employs conceptual frameworks such as
the ‘Triangle of Mental Life’ or ‘The Five Cs of the Individual Change
Process’. His most important model, however, is the ‘Neurotic
Organizational Model’, in which he shows how the personality of the man-
ager infects the culture of the organizaiion: self-awareness is of vital
importance (0 a manager.

Each year, 20 top-level managers from all over the world come to the
European Institute of Business Administration (INSEAD) in Fon-
taineblean to attend Manfred Kets de Vries” workshop about leader-
ship. They form the inspiration and are the touchstone for his theories
about leadership. ‘The older people get, the harder it is for them to
change. Their parents and teachers have taught them various patterns,
which have become ingrained in them over the years. A certain degree of
continuity can be found in their behaviour; many people are locked in a
mental prison.’ In the three weeks that top-level managers follow his
workshop, Kets de Vries tries to help them gain personal insight so that
they no longer depend on old patterns. ‘Mental health means making
choices’, he says. ‘They engage in brief dynamic psychotherapy sessions in
a group setting and in an organizational context. Otherwise, they run
away.’ Indeed, the flexibility to change has diminished in managers who
have already lived two-thirds of their life, but Kets de Vries shows them
that they still have options.

*Manfred Kets de Vries is especially interested in leadership and the psychological processes
in organizations. He is the Professor of Leadership Development in the prestigious MBA
programme at INSEAD in Fontainebleau. He has written 14 books that have been trans-
lated into 12 languages. Some of his publications include The Neurctic Orgarization,
Struggling with the Demon, Life and Death in the Executive Fast Lane. His most recent book
is The Leadership Mystigue. In addition, he’s published almost 200 articles about leadership.
Kets de Vries advises top-Jevel managers of companies throughout the entire world, includ-
ing companies like Goldman Sachs and Nokia.
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Leadership and everything related to it fascinates him, especially the
neurotic and unhealthy side of it. The idea of ‘narcissism’ comes up regu-
larly in the conversation. ‘Each manager is a narcissist’, he declares while
gesturing emphatically. ‘Each manager also needs a certain dose of narcis-
sism. A problem only arises if narcissism turns into self-conceit,
arrogance and hubris.’

Kets de Vries not only likes to talk, but is a quick and lively discussion
partner. In his beautiful apartment overlooking the Rive Gauche in Paris,
he trips over his words. He gesticulates, stands up, sits down again and,
at the same time, is a considerate bost. He serves tea with cantuccini
and later a glass of white wine with mini pizzas. ‘Or would you rather
have nuts?’, he inquires. His study is filled with rows and rows of books,
some can even be found lying under his desk. Recently, his wife bought
him a four-volume series of books in Stockholm about Alexander the
Great, his latest interest. ‘I still have to read this one’, he sighs. Mounted
on the wall, three stuffed goat heads with big horns look down at us. A
hobby, he later explains.

Manfred Kets de Vries calls himself a workaholic. The balance between
hia work and his private life is completely upset. ‘But it doesn’t matter’,
he adds reassuringly. “The children all moved out long ago.” He works
continuously for ten months a year, each day and in the weekend for
approximately 80 hours a week. He gets up at 5:00 a.m., writes untii
about 10:00 a.m., then answers his regular mail and his e-mail and takes
care of telephone calls: general garbage, goes to a film and then spends
the rest of the day reading or teaching a class. He also likes to work in his
second home located in the Alps Maritimes. He actually wrote his last
book there. ‘In one month’, he says proudly. After 13 months he’s
exhausted and he retreats, preferably into the African wilderness, or to
Siberia or Afghanistan. Hunting goats. Kets de Vries loves excitement:
‘Thrills and regressions, no sublimations’, he laughs.

Excessive Behaviour

‘Of course I use models’, he says while conjuring up several triangles on
his laptop computer. They are as important to him as his cartoons about
management, which he has collected over the course of many years. Just
as models simplify the complicated reality, cartoons support his theories
with humour.

The core of Kets de Vries’ work is also his most important model: the
neurotic organizational model. The basic assumption here is that the
strategy and structure of an organization can actually be influenced by
the personality of the manager. The stronger the CEQ’s personality, the
more his way of acting will be reflected in the culture, structure and strat-
egy of the company. The neurotic organizational model identifies five
types of organizations and management styles: the paranoid, the compul-
sive, the dramatic, the depressive, and the schizoid (see box, p. 151).

The neuretic organization
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‘The basic idea’, he says, ‘is that organizations are originally good, byt
they are ruined by the excessive behaviour of the managing director,
Naturally, this i stereotyping since most managing directors use a mix of
styles. What I am trying to say, however, is that we make managing direc.
tors too important. We say that he does things, that it is kis fault and that
something is the way it is because of him. Alexander the Great did not
fight alone in Asia for four years. There were more people involved’.

In his leadership workshop, Kets de Vries encourages participants tq
change. ‘Change is not a simple process, nor is it a comfortable one, he
says, and senior managers prefer then not to change. They remain locked
into their dysfunctional behaviour, they avoid conflicts and are concerned
about the details instead of the big picture.” In order to break their
entrenched hehaviour patterns and to instil a sense of self-awareness (the
most important characteristic for a manager), he asks them unorthodox
questions: ‘In order to know how successful managers can increase their
effectiveness, we have to immerse ourselves more in their mental life,
What really motivates them? Why do they behave like this?

‘The triangle of mental life is a model that can help us understand
someone’s psychological make-up. The three corners of this model are
behavicur, emotions and cognitions. In order to change, people have to be
affected in their head and in their heart. They have to understand cogni-
tively why a certain change is advantageous to them, and they also have
to be affected emotionally’

According to Kets de Vries, you can easily overlook the relationship
between emotion and cognition. As a consultant, he discovered during his
conversations with top-level managers that they were often in complete
agreement with him, but still failed to change. He had to reach them in
another way. For example, there was a banker who withdrew when faced
with difficult situations and reacted in a way that was cold and detached.
This man was only able to change his behaviour after having been con-
fronted with a letter from his 19-year-old daughter who described how
difficult it was for her having a father that was sometimes so inaccessible.

Another model that Kets de Vries uses is the five Cs of the individual
change process. Change begins with concern, with daily problems and
frustrations and with negative emotions. The workshop participants are
challenged to overcome their frustrations and aversions and to discover
their central management style. This can happen by means of confronta-
tion in the group in the form of questions and comments. Afterwards, the
process of clarification follows: a consequence of the earlier confrontation.
By associating and by establishing a relationship between the current
and previous behavioural patterns, the participant gains insight into his
behaviour and can then formulate what he wants to change. Take the
detached banker as an example. After the direct confrontation with the
letter from his daughter, he was able to consider the causes of his aloof-
ness and feel the need to do something about it. The fourth C, the
crystallization, is an inner journey to gain more self-knowledge. Lastly,
the internalization of a new mind-set is the change.
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Self-awareness and Empathy

According to Kets de Vries, ‘A manager is more than the lonely man at
the top with a vision. Nowadays, he is also the coach, the chief storyteller,
the actor and the teddy bear’. In the last 20 years, leadership has become
hugely complicated. The lifecycle of top-level managers is much shorter
than in the past. If managing directors used to work for a company for an
average 20 years, they now average only five years before they are off to
the next job. “That isn’t good’, he says. ‘If you want to change a company,
you need at least five years. And if you are the managing director for only
a short period of time, you cannot see what you are doing. It is very diffi-
cult to make good investments for the long term, if you are constantly
feeling pressure from the shareholders.’

Managing directors need to be able to do more than just look far into
the future and have a helicopter view of things. They also have to cope
with an information overdose.

‘I used to work for Goldman Sachs; there were managers there who
received 300 e-mails and voice-mails daily. You have to be good at time
management and at delegating things, otherwise you won't make it. |
advised them to make a simple matrix, a model: fun and not fun, necessary
and not necessary. Do things which clearly have added value and which are
fun and necessary. And every once in awhile do fun things which are not
necessary. [ call that banana time.” Kets de Vries, too, struggles with an
information overload. ‘My days are getting longer and longer, I have more
and more things to do and I'm not very good at saying no.’

Even if managing directors are making the correct financial decisions
and holding out against the overwhelming amount of information, they’re
still not there yet. Their social and emotional qualities are next, and
according to Kets de Vries, these are the most important. He lists three:
self-awareness, empathy, and the ability to rename things positively, ‘Self-
awareness is of vital importance to a manager. One of the managing
directors from my workshop is such a self-conscious type. ‘Each morning
when I get to work I can make 10,000 people unhappy’, he says. He knows
that he has this power and he handles it carefully. ‘As a manager you are
a walking symbol and you have to be aware of that constantly.’

Managers can also use symbols to manipulate things; that strengthens
their power and their standing. ‘After crossing the Hellespont, Alexander
the Great jabbed his spear into the ground and declared: “Notw I ftake pos-
session of Asia”.” However narcissistic the man was, with such dramatic
and symbolic statements he did write history, and he anchored memories
in a collective consciousness.

Self-awareness also means that managers have to be aware of their
strengths and weaknesses. ‘Richard Branson, top man at the Virgin
Group (UK), doesn’t know much about accountancy. But he knows that
about himself, and also knows that it doesn't matter. He just makes sure
that he has a good accountant.’

The neurntic organization
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Nolan’s IT growth stages

The big idea

Nolan’s (1979) theory of organizational data processing (DP) growth dis-
tinguishes a number of phases in the development of information
technology (IT):
# initiation
contagion/expansion
control
integration
data administration/architecture
m maturity and de-concentration.

Nolan argues that there are specific, identifiable issues peculiar to each
phase. The range of issues applies to all organizational aspects of IT;
information systems, users, technology, IT specialists’ management tools,
etc. Each phase should be managed differently, so as to balance the so-
called “IT growth processes’. Some of these processes relate to supply,
others to demand.

When to use it

The first step in using the model is the process of identifying the stage of
development of the organization. This is often one of the most valuable
processes, because it develops understanding of IT issues in a broader
sense. Nolan offers benchmarks for stage identification at two levels.

The first level deals with quantifiable aspects related to DP expendi-
ture. The expenditure benchmark is based on the premise that DP
spending either equals, outpaces, or lags behind the organization’s sales
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growth, depending on its growth stage (see model illustration). The IT
benchmark is based on various data processing statistics.

Second-level analysis delves deeper into qualitative aspects that
describe the phases, such as applications portfolio, organization, plan-
ning, control and user awareness,

The next steps in managing growth of DP/T, according to Nolan are:

1. Recognize the fundamental transition of the organisation’s DPAT
developmental stages.

Recognize the importance of enabling technologies.

Identify developmental stages per operating unit.

Develop a multi-level strategy and plan.

;e oW

Make the steering committee work.

The final analysis

Nolan’s model reflects on one of the major problems associated with the
development and deployment of IT in an organization: varying expecta-
tions, different levels of maturity and lack of co-ordination between users
and providers of IT. The necessity of fitting demand and supply is of
paramount importance. The clear distinction and specific description
of different stages of IT development in an organization have contributed
to the great popularity of Nolan’s model.

However, in spite of the clarity of the basic principles of matching
growth processes and development stages, i.e. ensuring a fit between
supply and demand, the model tends to get complicated when applied to a
real situation. Analyses are frequently so sophisticated that results and
specific actions are not easily understood, let alone implemented. .

Suppii
Management PPY
Planning and procedures
Information systems IT cost Means
Support and quality Staff and technology
Users
Undarstanding and skills
Demand g
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Overhead value analysis

The big idea

Qverhead value analysis {OVA) focuses on optimising the effectiveness of
indirect activities and services in an organization. OVA makes explicit and
compares the costs of the indirect activities with the resulting output of
the primary processes they support.

OVA can be used to slash and reorganize overhead activities, both as a
pre-emptive and as a last resort measure. The desired result does not nec-
essarily limit itself to lowering cost; many organizations simply want to
increase awareness of service demands for the internal customer. It goes
without saying that OVA has a significant impact on the pecple employed
in the indirect activities under scrutiny.

The client, a manufacturer of military and advanced remate control technology,
saw slowing financial results and lack of organizationat versatility as early signs of
a need 1o reassess its indirect organizational functions.

‘The OVA team set out to identify overhead activities and made an orderly list
of activities and costs. A decision was then made to further engage in a full OVA
project in order to restructure the organization and drastically reduce the number
of indirect functions.

The result was a transformation from a functional organization ta a market-
driven business unit structure: departments delivered value to their internal
customers, and many tasks that were formerly divided among primary and sec-
ondary functions were decentralized. The change process enjoyed wide support
within the organization, as all parties involved Felt that they were participating in
their own “reinvention’.
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When to use it

For any OVA project to succeed, the success factors are as follows:

m Organizational objectives are known.

s The organizational structure is in place.

® The scope of OVA is determined.

@ No ather projects are interfered with or otherwise disrupt the OVA,
s There is sufficient support throughout the organization.

Typically, there are six basic steps for an overhead value analysis.
The first step is to create a foundation. This includes three sub-steps;

1. Define output as demanded.
2. Determine required activities.

3. Identify and assess the end produect.

The second step is to make an orderly listing of activities and costs,
This step includes:

1. estimating costs of input/resources
2. estimating costs of activities

3. allocating cost to products (ABC).

Thirdly, get a (internal) customer evaluation of the service and output.
Relevant aspects are necessity (e.g. critical, desired or nice-to-have), qual-
ity, quantity and cost. Customers are asked for both an assessment of the
current output and indications as to what improvements must be made.
Both interviews and questionnaires are used in the evaluation.

Having identified possible improvements, the OVA team must, in step
four, identify cost-saving opportunities. This forces the organization
to make a statement with regard to priorities for output and required
activities. The actual quantitative objective is not necessarily the result of
a calculated improvement potential, but must viewed as challenging yet
achievable with the new work method(s}.

Next, prioritize opportunities with the help of the four elements
used earlier in the customer evaluation:

m Necessity: is value added?
m Is quality of output sufficient?
m [s quantity of output sufficient?
# Can it be done at reasonable cost?
Overlapping the identification and prioritization of opportunities is the

question of whether or not to eliminate, change, automate, integrate
andfor outsource certain activities. This is very much a pragmatic process

160  Key management models



executed by management in conjunction with experts and managers of
the overhead departments.

A project in itself, the sixth and final step is to implement the set of
changes discussed and decided upon in the former five steps.

The final analysis

The results of an OVA analysis are often presented in numbers, whereas
most of the data gathering is in fact qualitative. The data are usually
directly or indirectly provided by the very people whose jobs are ‘on the
line’. This calls for benchmarks to verify the data given.

Potential pitfalls of OVA are:

» insufficient data and information
m insufficient support for results and arguments
» insufficient support for implementation.

Both management and analysts should make the process as easy as poss-
ible for the subjects. Getting everybody involved to a point where plans
are perceived to be self-made is a major contribution to the potential suc-
cess of OVA.

OVA is often used in combination with activity-based costing. As we
have already said, the implementation phase should be viewed as a
change management project in its own right.
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Parenting advantage

The big idea

The purpose of the parenting advantage model is to determine the condi-
tions under which corporate parent companies can create most value,

Goold, Campbell and Alexander {1994) argue that there are four main
sorts of value creation open to the parent company, each with potential
complications that may also result in value destruction:

1. Stand-alone influence. The parent enhances the stand-alone
performance of each individual business unit through monitoring of
key targets, approving major capital expenses and bringing in
talented top management. But value may also be destroyed. What
does the parent’s management know better in 10 per cent of its
time than business unit management in 100 per cent of its time?
This is the ‘10 per cent versus 100 per cent’ paradox.

2. Linkage influence. Parents create value by enhancing linkages
between business units. Corporate synergetic processes, transfer
pricing and even personal networking encourage value-enhancing
relationships that would otherwise not have existed.

3. Central functions and services. Enforced by the chief executive
and other senior line managers, the parent offers a range of
corporate functions, providing functional leadership and cost-
effective services in addition to creating stand-alone and linkage
influence, Large overheads, bureaucracy and ineffectiveness lead
many corporate functions to absorb as much, if not more, value
than they create. These functions must compete with external
specialists to prevent their ‘downsizing’.




4. Corporate development. The parent buys, develops and sells
businesses and corporate ventures. Value is created as well as
destroyed depending upon the quality of valuations acquisition
targets and spin-offs. Funds can be funnelled to losing ventures,
and potentially successful ventures may dry up.

Stand-alone Linkage

ZN &S

Central functions and services Corporate development

L —"L1

giémi& —~1

Which type of influence is best to create value as a parent can be deter-
mined depending and based upon certain conditions related to paradoxes
of parenting advantage. These paradoxes more or less evolve around con-
tradicting forces: costs versus benefits, control versus empowerment,
protectionism versus market strength, etc.

When to use it

In order to create parenting advantage, corporate strategists must under-
stand characteristics of the parent, the business{es) it owns, its relative
strength, and how this may evelve in the future.

The characteristics of the parent can be audited through five inter-
related lenses:

m mental maps
m functions, central services, and resources

Parenting advantage
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m decentralization contracts
m people and skills
m parenting structures, systems and processes.

Understanding the parent’s characteristics therefore requires looking into
the company’s values and behaviour, and where they came from. What
roles did the parent traditionally play? Do people in the business unit stil]
see the parent in an ‘old’ way? How does the parent interact with its busi-
nesses? And at the end of all this: what is the cost to the parent?

The portfolio of business units is the corporate strategist’s next agenda
point toward defining parenting advantage opportunities. Issues are;

m scope and definition of each business unit
m performance and measurement
m likely nature and impact of parenting/deparenting opportunities

m distinguishing stand-alone value-creating opportunities from
parenting opportunities

m quantifying each opportunity.

Opportunities are to found in several areas, including scale, management,
risk-taking, expertise, relationships, linkages, decision-making, as well as
many more,

Understanding critical success factors in the relationship between
parent and business unit, especially those related to performance meas-
urement and decision-making, is the third key step in assessing parenting
advantage opportunities. Beyond this, the parent’s potential impact on all
areas of the business should be analysed, including other units.

Corporate strategy changes affect both parent and portfolio. Assessing
the fit helps to identify likely change areas:

® Do the parent and the business see the same opportunities?

m Does the parent have any obviously highly effective characteristics
to create value?

m Are there issues with key success factors?

Additionally, Goold, Campbell and Alexander advise upon the need for
and approach to analysing rival parent companies, together with whom a
business could potentially create as much or more value.

Finally, a vision of the future using scenario modelling technigues {see
Scenario planning, later in this book} will help the parent to judge its abil-
ity to succeed under other circumstances. Assessing the appropriate
parent roles in different scenarios and securing strategic options to gener-
ate value in multiple ways is a time-consuming, but worthwhile task.
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Mental maps

Parenting

structures, Functions,
systems a;td central services,

and resources
processes

People and Decentralization
skills contracts

The final analysis

The parenting advantage framework helps corporate management to
rethink ‘naturally grown corporate structures’ and the very reason for
existence of the corporate parent.

The four value-creating opportunities can be difficult to apply in prac-
tice, due to their strong dependence upon situational characteristics.
They are, furthermore, not mutually exclusive, with potential overlap in
the value created.
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The purposive change model

The big idea

General managers are responsible for ‘everything’ in a company. An
important task for general management is therefore the design and real-
ization of strategic organizational changes. General managers have to ask
themselves how the right things can be done well in order to achieve the
company’s objectives. Following Bower (2000} this is the domain of pur-
posive change: ‘what it should be and how it should be accomplished’,
Accomplishment in this case refers to the achievements of general man-
agers in their role as organization builders, architects or designers.
Related is the question of how managers can create the right conditions
for the realization of aims, i.e. how they can ensure that organizations are
arranged in such a way that they function properly.

Based on an in-depth study of companies like ST Microelectronics,
Nokia and Sollac, all three winners of the Eurcpean Quality Award, ten
Have, ten Have and Stevens (2001) developed the purposive change
model. Integrated congruency is the key concept in this model and is
interpreted as ‘having everything fit together organizationally’. More
specifically, ‘integrated’ refers to all the issues, components and disci-
plines the general manager has to deal with. ‘Congruent’ means that the
various components must be in harmony organizationally and work
towards the same goals.

The study of the companies mentioned resulted in the identification
and description of four general management processes which, taken
together, form the basis of a distinctive way of organizing: direction, ¢con-
sistency, coherence and feedback. Organizational change is seen as the
product of these management processes.

m Direction - refers to the organization’s choices and common aims,
including its mission and corporate values.
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s Consistency - predominantly the vertical translation of the common
aim and organizational values into objectives, tasks and behavioural
standards (vertical fit).

& Coherence - relates to the horizontal co-ordination between processes,
chains, operating companies, departments and individuals, and also
includes structures, systems and competencies (horizontal fit).

® Feedback - refers to the arrangement of an organization in such a way
that learning can take place at all levels within varying time-frames.

Direction, consistency and coherence have a stabilising effect, whereas
feedback is more dynamic. Goal-oriented, purposive change can be
achieved by shaping the four management processes of direction, consis-
tency, coherence and feedback and the underlying elements and
resources, into an integrated, interactive whole.

When to use it

The purposive change model and its underlying management processes
can be set in motion by translating them inte concrete management
actions and interventions. How this can be done is illustrated by describ-
ing some of the practices of the companies studied.

Direction is determined by formulating an explicit, comprehensive long-
term management philosophy. Senior management must be completely
committed to this philosophy. Moreover, senior management must be able,
in particular, to communicate constantly and openly about the philesaphy.

Congistency ean be promoted by formulating the company strategy and
change objectives for the whole organization and then translating these
into concrete aims and activities. This process can be supported by the
translation of the corporate values so that the operationalization of goals
and style and behaviour are combined,

Coherence is created by organizing operating processes and functional
work areas together. By doing this all facets of the company can be har-
monized with each other. To this end, business strategy and change
objectives must be translated into a limited number of key processes and
a hierarchy of operating processes based on them.

Feedback is expressed through infrastructure created specifically for
the purpose, and is provided by regular, company-wide measurement and
targeted reward of performances that contribute to the achievement of
company strategy and change objectives.

The final analysis

The purposive change model and its main principle of integrated congru-
ency state that the better the fit organizationally, the more effective an
organization will be in the realization of its ambition and goals. The most

The purposive change model
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Coherence

important comments have to do with the main focus of the model, situa-
tions in which it will be effective and aspects which are not highlighted by
the model.

Though the model provides ways of communicating a direction and set-
ting the wheels in motion for its realization, it is not equipped to establish
the content of the said direction, i.e. the ambition and goals. Establishing a
strategy, developing a business model and assessing strategic options all
demand their own processes, to which end a multitude of other models have
been developed. The purposive change model’s main focus is to translate
and implement the outcomes of such processes by arranging the organiza-
tion in a way that will facilitate the achievement of its goals. Doing this
takes time and requires a high degree of discipline, time and persistence, as
is shown by organizations like Nokia and ST Microelectronics.

The model has proven to work in both dynamic and stable industries, but
is based on the principle of minimum crisis — maximum change — maximum
management commitment. Starting from a minimum crisis situation, in
which the company has a number of strategic options and possibilities in
terms of the allocation of people and resources, it can ¢reate maximum
change under the condition of maximum management commitment. The
purposive change model is not a model for meximum crisis situations in
which interventions are focused on the short term and geared towards
immediate financial results. Furthermore, the model largely ignores the
more emotional, irrational and creative processes in an organization. It does
not deny that such processes exist, but neither does it provide insights with
regard to their characteristics. It simply tries to develop ways of organizing
in which they and their outcomes can be countered or embedded.
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Risk reward analysis

The big idea

The risk reward analysis charts potential rewards of strategic options
against the associated risk level. The result is an assessment of the attrac-
tiveness of strategic options, serving as a basis on which to make strategic
decisions for resource allocation.

When to use it

The risk reward analysis can be performed at any level of detail: the CEQ
could do it on the back of an envelope, or he might ask a team of analysts
to perform a full-fledged analysis, including extensive market assess-
ments, ROI calculations, scenario development and sensitivity analyses.
The fundamental steps remain the same, however.

Management and/or analysts should determine a list of viable strategic
options and their potential rewards. For example, options may be interna-
tional market development, new product introduction, cutsourcing
manufacturing, etc. The additional savings and/or reduced costs and
investments represent a potential reward that can be quantified.
Additionally, the attractiveness might be scored based on qualitative fac-
tors, such as expansion of long-term strategic freedom, build-up of
capabilities in an emerging technology, etc.

For each option, a thorough analysis must then be carried out to assess
the risk associated with the option. Factors to consider in this respect are:
level of investment, industry threats, cut-off from other options, ete.
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The final analysis

One of the most prevailing pitfalls in strategic management is that degj.
sions are made with limited information and lack of multiple perspectiveg,
Rosy predictions about the potential rewards of strategic options push
risk analysis into the background. Though potentially tainted by the same
cloud of optimism, the risk reward analysis at least draws the subject of
risk forward once.

The problem with this model is that valuations of both dimensions, rigk
and reward, are the result of a complex integration of subsets of factors,
How each factor weighs in and interrelates with others ¢an therefore be
affected by emotions.

® New product B

# Overseas expansion

® Supply chain optimization

Reward

& M-Commerce
® Current product upgrade
@ New product A
& Market penetration

Risk
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Scenario planning (Shell)

The big idea

Traditionally, planning was based on forecasts. The problem with fore-
casting is that it is based on the assumption that the current state of
affairs will remain the same — as soon as the business environment loses
its stability, forecasts become unreliable. They thus fail just when they are
needed most, often with disastrous results. Faced with raging instability
in the oil industry in the mid-1970s, after two decades of relative calm,
planners at Shell went in search of an alternative, more effective way of
preparing for the future. The result was scenario planning.

Instead of preparing for the future by assuming that it will resemble
the present, the type of scenario planning developed at Shell is huilt
around the assumption that the business environment will change.
Rather than trying to remove uncertainty, the challenge is to accept and
try to understand it. The aim is not necessarily to ‘get it right’ but to illu-
minate the major forces driving the system, their interrelationships and
the critical uncertainties.

Scenarios structure the future into predetermined and uncertain ele-
ments. By identifying and exploring predetermined elements ~ events
that have already been set in motion, interdependencies, breaks in trends
- it is possible to devote more attention to the uncertain elements, i.e. the
possible consequeces of the predetermined events. This in turn allows a
number of scenarios to be developed.

One of the critical success factors is the removal of the erisis of percep-
tion from which many managers suffer: the inability to see an emerging
novel reality by being locked inside obsolete assumptions. To quote
Drucker: ‘The greatest danger in times of turbulence is not the turbu-
lence; it is to act with yesterday’s logic’. It is therefore vital to penetrate
the microcosm of decision-makers, making them guestion their assump-
tions about the way their business world works, and getting them to
reorganize their own inner models of reality.
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When to use it

The creation of scenarios effectively organizes a tangle of seemingly
unrelated economic, technological, political and social information, trans-
forming it into a framework for judgment. Scenario planning thus has a
protective role, enabling organizations to anticipate and understand risk.
There is also an entrepreneurial aspect, in that it can help bring to light
new strategic options.

The process of constructing scenarios can be divided into three main
sections: '

m Identification and analysis of the predetermined elements - what
events are taking place, which trends are emerging that will have an
impact on your business? At this stage you do not have to know
when or where such developments will take effect, only that they are
definitely happening.

8 Charting of the interrelationships - what is the likely combined
effect on your operating environment?

® Development of scenarios depending on the resulting uncertainties -
ideally three, with four as an absolute maximum. Bear in mind that
it is dangerous to present three scenarios describing outcomes along
a single dimension, because people cannot resist seeing the middle
one as some sort of baseline; likewise, two tend to push people to
choose for a happy medium.
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Scenarios are generally most effective when combined with:

m Strategic vision — you must have a clear, structured view of what yoy
want your organization to be before you start, as opposed to what
you want it to do;

@ Option planning - if no new strategic options result, then the
scenarie creation process has not worked.
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The final analysis

How convenient it would be to be able to predict the future!
Unfortunately, scenario planning is far from being a modern day crystal
ball. There is no way to simplify the complexity of the future, it being the
result of countless combinations of uncertainties. All scenario planning
can do i5 help managers to cope with the complexity by offering them
ways to structure their thinking.

Scenario planning is a lengthy process, generally being conducted over
a number of years. Furthermore, there is absolutely no way of seeing
whether it was useful until long after the event. With hindsight there are
two questions that can and should be asked to judge whether or not it
worked. If done correctly, scenario planning should warn of all major
events that happen. The first question is thus: what, if anything, was left
out? The next question is: did it lead to action? Planning is after all,
nothing more than speculation unless managers ultimately act other
than in the past.

174

Key management models



Rather than being an event that takes place on a one-off basis when
times get really tough, scenario planning should be considered as ongoing
training in awareness and flexibility. By constantly scanning the environ-
ment, assessing the potential impact of likely events, and ensuring that
the organization is in a position to cope with and preferably benefit from
them, the likelihood of long-term survival can be greatly increased.

Scenario planning (Shell)
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Schools of strateqy synthesis

The big idea

The strategy field is littered with theories and methodologies alike: core
competencies, complexity, game theory, hypercompetition, knowledge-
based competition, and so on. Some organizational scientists argue that
strategy is a science of fashion.

Elfring and Volberda (£001) believe that it is about time to focus. A
development of the strategy field along the lines of so-called synthesizing
schools would make the field less vulnerable to fragmentation and provide
a solid foundation for the accumulation of new insights. The three pro-
posed synthesizing schools are:

® the houndary school - pondering the issues of where to draw the
boundary of an organization and how to manage across the divide;

m the dynamic capability school - regarding strategic management asa
collective learning process aimed at developing distinctive
capabilities that are difficult to copy;

a the configuration school — viewing strategy as a process of emerging
and declining strategic organizational configurations, such as'
strategy modes, archetypes and developmental stages.

The schools are not mutually exclusive, but highly complementary.
Elfring and Volberda use four core dimensions of the field of strategy to
‘measure’ the ability of the three schools to deal with the differentiation-
integration tension:

a domain of inquiry

w contribution of base disciplines

s methodological approach

m purpose of the inquiry.
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Dynamic capability school

Configuration school
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® Growth stages
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w Organizational dimensions

Tools, tips and a Divide activities into strategic and w Given time, distinct capabilities tend a There is no one best configuration:
take-aways nen-strategic to lose their distinctiveness and there are too many situational
» Qut-of-hand often means gut-of-head: competitive edge characteristics
loss of informal shared understanding m Dynamic capabilities remain valuable w There is no escaping the age-old dilemma
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upon other firms to develop organizational learning, most notably school of the very essence of its teachings:
competitiveness individual v. collective 10 create a model for an organization.
Direction m Historically too static. & Most research efforts rooted in stability @ Focus traditionally on cognitive

More dynarnic interorganizational
relationship theories and tools are
expected

Newr research focuses on the dynamics
of capability development

simplification and psychological closure
® More empirical research is needed




Synthesis is less far-reaching than integration: the different theories can be
seen as complementary without the need to either fully agree or disagree,

When to use it

Elfring and Volberda drew up a framework to encourage organizational
scientists and managers to focus their research efforts. For the every-day
manager, this framework can be of help when it comes to placing another
concept, idea or management fad in a familiar perspective.

The final analysis

Elfring and Volberda have made an impressive, seemingly exhaustive, yet
complex approach to create focus in the field of strategy. On the one hand,
it is valuable to be able to cluster strategy approaches; on the other hand,
there seems to be no escaping from the fundamental issues that underpin
the wild growth of strategy concepts:

m too many interrelations and interdependencies

# too many different perspectives

® too many difficulf words

m too many literature references.
Bear in mind that gurus are not going to build on, and within the con-
straints of, any strategy synthesis framework; they are far more likely to

build from scratch or, quite shamelessly, create buzzwords for issues that
Elfring and Volberda have included in their framework.
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The seven forces model

The big idea

Many, if not all, change processes fail in the absence of urgency, vision,
infrastructure, know-how, and co-ordination. Based on client case studies,
Berenschot (1991) devised the seven forces model, outlining the seven
forces that make things happen:

necessity - a shock to break the inertia and to create a sense of
urgency, ’

vision - specific images in order to make people ‘see’ what is
requested of them;

success - early successes that create a sense of confirmation the
new way is ‘better’;

spirit - the power and strength to initiate and maintain a high level
of commitment;

structure - structural support at organizational level to challenge

people, as well as to endorse the changes;

capabilities — knowledge, skills and empowerment to balance the
new tasks and responsibilities;

systems - information, reviews and rewards to close the loop and
confirm desired performance.

Although the seven forces are most effective when applied integrally, they
serve different roles in realizing change.

Necessity, vision and success provide the organization with a sense
of purpose in its change efforts. These forces are like stories:
awakening, confrontational, and illustrating. Key aspects are
opportunities and threats, as well as inspiration and a sense of
‘being in this together’.
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SYSTEMS reinforce

|

m Structures, capabilities and systems require action for very specific
changes in the organization’s ‘hard’ elements structure and systems,
as well as (human) competencies.

m Spirit is a process power that fuels all other six forces.

When to use it

The model is primarily used to help understand the necessary elements
and structure of a change process. Necessity can be the result either of a
situation with which the organization is confronted with (e.g. cash crisis),
or of a deliberate action by management or change agents (e.g. announcing
major lay-offs). Mere cften than not, necessity has to be brought to the
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organization’s attention by external parties, such as investors and unions.
Consultants often serve to articulate the necessity, pinpointing what the
key issues are. However, the messenger is often mistaken for the per-
petrator and may be confronted with denial, aggression and even
anger. Therefore, a deliberate action to create awareness of necessity
should never be used in isolation: one has to present a way out of the mess.

The final analysis

The leader must show spirit and have visible faith in the future, despite
the dire state of the organization. For that kind of spirit, the leader needs
to create a vision for his followers. In order to convince the new followers,
there must be early proof of success of the new vision.

Without the means to create early success, there will be a meagre follow-
ing. The newly spirited organization needs to be able to achieve its vision
with proper resources, using effective systems and efficient structures.

The primary aim of the seven forces model is to bring order to the rel-
evant forces in the organizational change process. The power of the model
lies in its simplicity, but one must take care not to forget that oversimpli-
fication may obscure the complex field of behavioural and organizational
principles and design. Successful application of the model requires further
investigation into these very areas.

The seven forces mode!
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Sociotechnical organization

The big idea

Sociotechnical organization design is based on the premise that both
social and technological elements determine the productivity of a group or
gven an entire organization: a more meaningful work environment can
thus increase employee motivation.

One key factor is that a group should be organized so as to increase
participation in the group effert. Sociotechnical organization design thus
minimizes task splitting. On the contrary, the scope of tasks for each indi-
vidual should be widened to create a need and drive for learning and
sense of purpose. An individual's ability to perform a multitude of tasks
increases the flexibility, sustainability and independence of a group. Of
major importance are the internal and external degrees of freedom:

m internal freedom to perform multiple tasks according to a work
method chosen by the group or individual;

m external freedom to influence the work flow around the group
(either within the organization or in its direct environment).

Another essential factor is technology. Rather than being used to simplify
human tasks, technology should be applied to improve the work environ-
ment, allowing employees to experience a greater sense of purpose.
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When to use it

Taylor and Felton (1993) propose four practical phases to redesign the
organization:
1. Discovery:
- education on sociotechnical system design
- project planning
- management commitment
- project start-up issues.
2. Systems understanding:
- create steering and study groups
- plan and implement diagnostic methods
- — analyse environment, technical and social subgystems.
3. Creating the ideal organization:
- involve constituents in redesign
- test alternative designs against goals
- create provisional design.
4. Implementation:
- planning
- involvement of people affected
- operational design
- evaluation and fine-tuning.

Sociotechnical organization
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The final analysis

The various phases and elements involved in sociotechnical organization
" and gystems design each contribute to a more productive workforce both
individually and as a whole,

Sociotechnical organization design was originally intended for pre-
duction organization environments, but has found its way in other
organizations, too: services, education, gevernment, logistics/transporta-
tion, financial/finsurance.

Sociotechnical organization design tends to focus most on organ-
izational structuring, even though it was primarily intended for the com-
bination of people, structures and technology. The human factor is often
catered to merely because of the participation factor and the importance
of a sense of purpose. Considerable attention must be paid to the human
factor if tangible benefits are to be gained from this approach.
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SWOT analysis

The big idea

Any company undertaking strategic planning will at some point agsess its
strengths and weaknesses. When combined with an inventory of opportu-
nities and threats in (or even beyond) the company’s external
environment, the company is effectively making what is called a SWOT
analysis: establishing its current position in the light of its strengths,
weaknesses, opportunities and threats.

When to use it

The first step in carrying out a SWOT analysis is to identify the said
strengths, weaknesses, opportunities and threats. It is important to note
that strengths and weaknesses are intrinsic (potential) value creating
skills or assets, or the lack thereof, relative to competitive forces.
Opportunities and threats, however, are external factors: they are not cre-
ated by the company, but emerge as a result of the competitive dynamics
caused by (future) ‘gaps’ or ‘crunches’ in the market.

Strengths

What is the company really good at? Do we benefit from an experienced
sales force, or easy access to raw materials? Do people buy cur products
(partly) because of our brand(s) or reputation? Strengths are not: a grow-
ing market, new products, etc.

Weaknesses

Though weaknesses are often seen as the logical ‘inverse’ of the com-
pany’s threats, the company’s lack of strength in a particular discipline or
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market is not necessarily a relative weakness, providing (potential) com-
petitors lack this particular strength as well.

Opportunities and threats

¢ Depression o Shiftto

internet
& New
technlogy

& [ow Cost
entrance

Potential impact

® Increasing fuel price

Probability

Strengths and weaknesses can be measured in an internal or external
audit, for example, through benchmarking (see Benchmarking model).

Opportunities and threats occur as a result of external macroenviron-
mental forces such as demographic, economic, technological, political,
legal, social and cultural dynamics, as well as external industry-specific
environmental forces such as customers, competitors, distribution chan-
nels and suppliers.

Opportunities

Are any technological developments or demographic changes taking place,
or could demand for your products or services increase as a result of sue-
cessful partnerships? Can you perhaps use assets in other ways, introduce
your current products in new markets or turn R&D into cash by licensing
concepts, technologies or selling patents? There are many opportunities.
The level of detail and {perceived) degree of realism determine the extent
of opportunity analysis,

Threats

Your competitor’s opportunity may well be a threat to you. Also, changes
in regulations, substitute technologies and other forces in the competitive
field may pose serions threats to your company: lower sales, higher cost of
operations, higher cost of capital, inability to make break-even, shrinking
margins or profitability, rates of return dropping significantly below
market expectations, etc.
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Both opportunities and threats can be classified according to their

potential impact and actual probability, as illustrated below.

Strengths (5)

Weaknesses (W)

B 50 Strategies
Use strengths to take

& WO Strategies
Take advantage of

Oppor(t)unities advantage of opportunities by
(©) opportunities overcoming weaknesses
or making them relevant

Threats

m ST Strategies
Use strengths to avoid
threats

B WT Strategies
Minimize weaknesses
and avoid threats

Listing the SWOT is not as easy as it seems. However, the second step of
the SWOT analysis is even more difficult: what actions should your com-
pany take based on its strengths, weaknesses, opportunities and threats?
Should you focus on using the company’s strengths to capitalize on oppor-
tunities, or acquire strengths in order to be able to capture opportunities?
Or should you actively try to minimize weaknesses and avoid threats?

‘80’ and ‘W'’ strategies are quite obvious. A company should do what
it is good at when the opportunity arises and steer clear of businesses that
it does not have the competencies for. Less obvious and much more daring
are ‘WO’ strategies. When a company decides to take on an opportunity
despite not possessing the requisite strengths, it must either:

® develop the required strengths
m buy or borrow the required strengths
@ outmanceuvre the competition.

Companies that use ‘ST’ strategies essentially ‘buy or bust’ their way out
of trouble. This happens when big players fend off smaller ones by means
of expensive price wars, insurmountable marketing budgets, multiple
channel promotions, etc. Some companies use scenario planning to try
and anticipate and thus be prepared for this type of future threat.

SWOT analysis
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The final analysis

The value of a SWOT analysis lies mainly in the fact that it constitutes 5
self-assessment for management. The problem, however, is that elements
(SWOT) appear deceptively simple. Actually deciding what the strengths
and weaknesses of your organization are, as well as assessing the impact
and probability of opportunities and threats, is far more complex than at
first sight. Furthermore, beyond classification of the SWOT elements, the
model offers no assistance with the tricky task of translating them intg
strategic alternatives. The inherent risk of making incorrect assumptions
when assessing the SWOT elements often causes management to dither
when it comes to choosing between various strategic alternatives, fre-
quently resulting in unnecessary and/or undesirable delays.

188  Key management models



&
&

Value-based management

The big idea

Value-based management (VBM) is an integrated management approach
aiming for maximization of shareholder value. The approach entails plan-
ning, assessment, compensation and organizational communication
related to rewarding for performance based on shareholder value added.
VBM has gained popularity in recent years, as corporate governance has
become a hot issue and shareholders come from more and more segments
of the population. The mere survival of a corporation increasingly
depends on its ability to create value.

There seem to be three essential areas of discussion in value-based

management:

1. Different value metrics:
- what is value?

2. What influence do managers - at different levels — have on it?

- —Is it understandable?

- Is it controllable?
- Can it be manipulated?
In other words, is it fair?

3. To what extent should compensation be directly linked to value
creation?

With regard to the first issue, there are many value-based measure
acrony'ms:

B economic profit (EP)

® cash value added (CVA)

B net present value (NPV)
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® internal rate of return (IRR)

m cash flow return on investment (CFROI)
® internal total shareholder return (iTSR)
® economic value added (EVA)

B economic earnings (EE).

It is beyond the scope of this brief description of VBM to venture into
more details on the above value measures. The most important thing to
understand is that different companies require different performance-
based measures and compensation schemes. The end result usually
signifies the compromise between fairmess and simplicity.

When to use it

The first two steps in any YBM approach are understanding and deter-
mining the so-called value drivers. This can be done in a top-down
approach. Examples of value drivers are sales turnover, margins, capital
structure ratios, working capital ratios, etc.

How to quantify value drivers and link them measurably in an inte-
grated manner, i.e, to functional responsibilities for which teams and/or
individuals can be held responsible, is a third, much more difficult step.
When executives and particularly managers lack direct control over one

Example: value driver tree for ‘economic earnings’

Safes
- Costs
* Payroff
- Overhead
. Other
EBIT 4 inventory
+ | Adjustments + 1 Working capital Receivables
Average net < +
- working assets
_ | Change in use Z . Net fixed assots | + Cther
of capita! \ Pre-tax

cost of capital

Economic
earnings
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key measure of value, namely the stock price, this gets tricky. Value
drivers should therefore be determined for each managerial level.

The fourth step is organizing rights and accountability over areas of
functional responsibility. This requires not only accounting adjustments
or perhaps a third set of books, it might in fact result in a complete re-
organization, Without a doubt, this is when the company needs to be fully
committed to VBM.

The final analysis

VBM is not just a financial scorecard for the organization. It is meant to
generate an ongoing awareness of value in every management decision
over the use of resources. VBM should cause a fundamental change in
thinking about growth, profits, and budgets.

Traditional (external) accounting and (internal) budgeting methods are
insufficient for successful application of VBM concepts.

VBM requires full commitment and high priority from the board, execu-
tives and management of a company in order to succeed.

Step 3 — Align value divers with executive and managernial responsilulities

Top executives g Stock share value

Marketing, safes and business development managers —s- Growth drivers, eg. sales

Operations, logistics managers —a Efficiency drivers, e.g. inventory levels
Corporate financial managers -3 Financial drivers, e.g. inveicefcollection

Step 4 - Matching influence over value creatian with rights and responsibilities, and encourage
prioritization

Determine controliable factors among the value drivers and - if necessary - increase

decision-making power at fower levels in onder to allow management fo kave influence

over vafue creation. Then, and anly then, s it possible to tie compensation o vakue drivers.

Compensation showld be tied to those drivers that not only have a large impact on value,

but that are also under the influence of managers and executives.
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The value chain

The big idea

Competitive advantage, argues Michael Porter (1985), can be understood
only by looking at a firm as a whole, Cost advantages and successful dif-
ferentiation are found in the chain of activities that a firm performs to
deliver value to its customers.

Advantage or disadvantage can occur at any one of five primary and
four secondary activities. Together, these activities form the value chain
for every firm.

Firrn infrastructure

Support Human resource management \
activities Technology development

Procurement
Primary | inbound Cutbound | Marketing

activities | fogistics | 9PN | “pooichies | and sates | SeTvice

Inbound logistics activities are activities such as receiving, storing, list-
ing, grouping inputs to the product. Included are functions such as
materials handling, warehousing, inventory management, transportation
scheduling and managing suppliers.
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Operations include machining, packaging, assembly, maintenance of
equipment, testing, operational management, etc.

Outbound logistics refers to such activities as order processing,
warehousing, scheduling transportation and distribution management,

Marketing and sales are all activities that make or convinece buyers
to purchase the company’s products. Included are: advertising, promo-
tion, selling, pricing, channel selection, retail management, ete.

Service is to do with maintaining the product after sale, thus puaran-
teeing quality and/or adding value in other ways, such as installation,
training, servicing, providing spare parts and upgrading. Service
enhances the product value and also allows for after-sale (commercial)
interaction with the buyer.

Porter refers to procurement as a secondary activity, although many
purchasing gurus would argue that it is (at least partly) a primary activ-
ity. Included are such activities as purchasing raw materials, servicing,
supplies, negotiating contracts with suppliers, securing building leaseg
and so on.

With technology development, Porter refers to such activities ag
R&D, product and/or process improvements, (re)design, developing new
services, ete.

Human resource management includes recruitment and education,
as well as compensation, employee retention and other means to fully capi-
talise on human resources.

The firm’s infrastructure, such as general management, planning
precedures, finance, accounting, public affairs and quality management,
can make the difference between success and — despite the best intentions
in the world - failure.

When to use it

In order to analyse the (lack of) competitive advantage, Porter suggests
using the vahie chain to separate the company’s activities in the value chain
into detailed discrete activities. When broken down to a sufficient level of
detail, the relative performance of your company can be determined.

The purpose of disaggregation is to help choose a generic strategy and
determine areas of competitive advantage. As competitive forces are
unique to industries and companies, s¢ {00 are areas of competitive
advantage that a company may have or need to develop.

The final analysis

Since Porter introduced his value chain in the mid-1980s, strategic
planners and consultants used it extensively to map out a company's
strengths and shortcomings. In analysing strategic alliances and M&A
deals, the value chain is often used to get a quick overview of the possible
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match: one company is strong in logistics, the other in sales and service,
together they would make an agile, highly commercial competitor.

Measuring or rating competitive strengths is difficult. Especially when
trying to map the entire value chain and apply quantitative measure-
ments or ratings, many companies find themselves employing large
number of strategic analysts, planners and consultants.

The value chain: a versatile tool for consultants

There are various ways in which we have seen
consuftants use the value chain. Take your pick from the
following: '

A visualization of the company or a competitor

% the company

A guick and dirty identification of (lack of} strengths

% + direct logistics system

+ dedicated safes force, etc.

Comparison of competitive stregths

=~ &

Analysis to establish potential match for M&A or strategic alfiances

TN

™ 6

11
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Value disciplines

The big idea

No company can be all things to all people. The key issues upon which a
company will fail or succeed in delivering unique value can be identified
and discussed with the value disciplines model. Every good business
should have a value proposition, an operating model and a value disci-
pline. The value discipline, if chosen deliberately and acted upon
vigorously can produce significant value.

In essence, argue creators Treacy and Wiersema (1996), there are three
generic value disciplines: :

= operational excellence: in pursuit of the best cost position;

m product leadership: to offer the best product and moreover be the
first to do so;

w customer intimacy: to be the most dependable and responsive to the
needs of the customer.

Although combinations of the three value disciplines are not impossible,
they can give rise to conflict. So-called hybrid models are often confusing
and cause energy to be employed ineffectively. It is therefore imperative
to choose - but choose carefully!

The three value disciplines can be most easily explained by looking at
some examples:

Operational excellence is displayed by such companies as Wal-Mart,
FedEx, Hertz, Southwest Airlines, Toyota. These companies offer
relatively high quality at a relatively low price. They tend not to think
up the new products or service. Instead, they observe the market's
direction and execute superbly those activities known to be critical
success factors. The focus is on efficiency, streamlining, supply chain
integration, low inventories, no-frills, take-it-or-leave-it, managing
volume dynamics.
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& Strong central control Customer intimacy
B Mass custamization

B Perceived one-to-one interactions
B Integrated customer systems
® Partnerships, risk-sharing

Product leaders are inventors and brand marketers such as 3M,
Philips, Intel, Nike and Honda. They constantly experiment with new
products, services and experiences, Their markets are either unknown
or highly dynamic. Margins are sky-high, simply because of the high
risk. The focus must therefore be on development, design, time-to-
market, deadlines and hoping te score a few big hits to make up for
countless failures.

Customer intimates will do anything to make you a satisfied
customer, as long as they believe that you’re worth it. The Four
Seasons hotel, Marshall Field’s and - yes — any good consulting firm.
These companies don’t believe in one-time transactions. They invest
time and money in their customers. They want to know everything
about their customers and work together with customers. The focus is
on customer relationships (see Customer marketing and relationship
management earlier in this book), exceeding expectations, customer
retention, lifetime value, reliability, delegation of power to employees
working with customers and ‘always being nice’.

When to use it

Choosing (carefully) entails three rounds of deliberation:

1. understanding the current situation
2. discussing ideas and options

3. assessing the options, ultimately resulting in a choice being made.
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In round one, senior management agrees upon the following:

® What sort of value means the most to our customers?

» How many customers focus on each type of value?

w Are there any competitors that do a better job in this respect?
a Where do we stand competitively?

m Why are we better or worse?

The second round requires senior management to determine what the
three value disciplines would mean for their business, including any
major changes that might be called for.

In the third round, élite groups of high-performers are instructed and
guided by the moderators (usually consultants) of the first two rounds to
flesh out each of the options. Internal high-performers are involved for
two reasons: such activities place too high a demand on executive agen-
das; the people you really want to stay are able to (feel that they can)
influence the future of the company, thereby gaining support. Finally, the
groups present;

® operating models with design specifications for primary processes,
systems, structure, ete.;
m value drivers in the model,;

the anticipated level of achievement/threshold value on the other
value dimensions, despite the focus;

potential revenues and profits (tricky!);
financial feasibility: cost, benefits and risks;

key success factors and pitfalls,

transition plan for the next 2-3 years.

After the third round, a decision must be made by senior management.

The final analysis

The high level of senior management involvement in the first two rounds
places a great deal of strain on the executive agenda. It is unlikely to be
successful unless there is some ‘warmth’ for change (see Change quad-
rants earlier in this hook). Timely involvement of the lower echelons in
the strategic process of reshaping the very nature of the company they
work for is also crucial; miscommunication, the perceived destruction of
‘pet’ products and the drawing up of abstract plans for fear of hard tar-
gets can be counterproductive if not downright destructive,

One might raise the question as to whether some companies have a
choice. Any business-to-business service provider is likely to end up with
operational excellence. So is any wholesaler. High-tech companies are
likely to be product leaders, otherwise they wouldn’t be in business. Also,
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changing a multi-billion, globally operating company away from focus on
efficiency when the stock market plunges seems an unlikely course of action.

The three value disciplines do not by any means capture all strategic
options. For instance, corporate strategic decisions, such as ‘build or buy’ and
corporate versus product branding are not covered by the model. We there-
fore recommend that it be used in combination with other strategic tools.

It is difficult to choose. Not because senior management would not like
to focus, but because they may need to relinquish certain values, some of
which may have played an important role in getting them to their current
position. Perhaps these values constitute a larger part of the stock price
than ecan be compensated by the new focus in the short term. And last,
but not least, why take the risk? Treacy and Wiersema, however, argue
that the biggest risk of all lies in not choosing.

Valfue disciplines
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motivation mix 136
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product leadership 196-7
product/market grid 9-11
product/market scope 10, 11
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profile approach 81-2
project management model 26-8
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purchasing model 115-18
purposive change model 166-8
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core 56-8
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rational goal model 42
red tape crisis 94, 97
redesign, business process 29-31
referent power 51
regression 38, 39
relationship management 62-5
remunerative (utilitarian) power 49
repeatable level 32, 33
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resistance, organizaticnal 36
resource allocator role 148
resource investigator role 18, 19
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risk reward analysis 169-70
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management 5-8, 147-9
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schools of strategy synthesis 176-8
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7.8 framework 138-41
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shared vision 78, 79, 80, 112, 113
Shell scenario planning approach
171-5
short-term orientation 7, 8§
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standardization of 144
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1824
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spirit 179-81
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see also people
stand-alone influence 162, 163
standardization 106, 144
Standards Game 110
stars 16
strategic architecture 54

~ strategic planning 88, 127, 128

strategic products 115, 116, 117
strategic top 143, 144

strategic vision 174

strategy 69
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generic competitive strategies 86-9
schools of strategy synthesis 176-8

7-8 framework 138, 139, 140, 14
strengths 185, 186, 187
structure

seven forces model 179-81

7-8 framework 138, 139, 140, 14
style 138, 139, 140, 141
subordination 50
substitutes 45, 47
success 179-81
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supplieris command of industry

45-6, 47
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supply risk 115, 116, 117 value-based management (VBM)

support staff 143, 144 189-92
SWOT analysis 155-8 value chain 193-5
synergy 10, 11 value creation 162-6
synthesizing schools 176-8 value disciplines 196-9
systems value drivers 190-2

open systems model 42 values

seven foreces model 179-81 competing 41-3
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systems thinking 77-8, 79, 80 vectors of contention 141

vertical decentralization 144, 145

task culture 90, 91 vision
team learning 78-80, 80 seven forees model 179-81
team roles 18-21 shared 78, 79, 80, 112, 113
team worker role 18, 19 strategic 174
technology development 193, 194
technostructure 143, 144 warm changes 35, 36, 37
threats 186, 187 warm organizations 35, 36-7
time management 72-3 waste (muda), elimination of 105, 106
triangle of mental life 154 weaknesses 1856, 187

work, standardization of 144
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utilitarian organizations 50
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