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INTRODUCTION

In 1979, I entered the business world as a manufacturing engineer
at Texas Instruments in Dallas, Texas, building infrared sensor systems for
tanks and missiles. With a master’s degree in education and six years of
teaching and coaching experience, I knew absolutely nothing about
manufacturing or engineering or tanks and missiles or business. My parents
were both teachers and coaches, and I grew up surrounded by educators and
leaders in sports. Issues related to manufacturing, engineering, or business
were not topics of dinner conversation. Over the next few years, I took a
few courses on manufacturing engineering so that I could do my job
effectively. Along the way, I decided that I did not want to be an engineer
when I grew up so I returned to school taking accounting and finance classes
to qualify for the CPA exam, which I passed in 1983.

With several years of experience in manufacturing and now an
educational foundation in accounting and finance, I was reassigned to the
business side of running the business at TI. Here, I discovered that my
experience and education combined with earlier education and experience
in education working with emotionally disturbed or learning-disabled
teenagers gave me a distinct advantage over anyone else in the “administrative”
functions. My unique combination of experience and education in multiple
settings in which problem-solving was highly valued helped me to become
recognized as the primary “trouble shooter” in the business unit. One of the
primary issues that hurt our business at this time was the length of time it
took to make decisions and implement them.

After leaving Texas Instruments, I worked for several companies
over the years in executive roles as controller or chief financial officer
where | discovered and developed a talent for guiding companies through
periods of rapid change. Again, I observed burdensome decision-making
processes that were detrimental to these companies. Executives debated on
possible decisions for so long that it was too late to either respond to an
emerging threat or take advantage of an opportunity. The results were
always bad for the company. I always found this behavior somewhat of a
mystery after being brought up in a sports environment where the coach
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2 Introduction

must evaluate and analyze a situation, make a decision, and issue commands
in a space of a 60-second timeout.

In 2007, I returned to school to earn a doctorate in organizational
leadership, while at the same time serving as vice-president of finance and
operations at a large company. My initial academic inquiry focused on the
decision-making process that had mystified me for decades. Researching
the decision-making process led me to conclude that the way to accelerate
the decision-making process was dependent on accelerating the rate of
knowledge creation. Essentially, executives and managers had to get
smarter and faster, in order to make an informed decision quickly. Three
and a half years of research and study resulted in the emergence of the
Continuous Loop Management Model that combines elements of Eastern
culture with elements of Western culture to describe an accelerated
decision-making process. The effectiveness of accelerating knowledge
creation and the environment that was necessary for the model to function
was demonstrated in my doctoral research. I also successfully applied these
theories in practice before exiting the business world and joining academia.

Shortly after receiving my doctorate in 2011 and publishing my
research in 2012, I was approached by Lukas Michel in Switzerland who
had been developing a model and tool to help executives assess the ability
of their organizations to adapt to change.... quickly. The key to effective
management in the 21% century was to design an organization that was agile
and could sense and respond to rapid changes quickly. Accelerating the
decision-making process was an essential part of an agile organization. |
had found a kindred spirit. It turned out that my work on knowledge creation
and organizational culture helped to connect some of the dots to fill out the
Performance Triangle and develop a diagnostic tool to evaluate underlying
unseen and unspoken elements of the culture that inhibit change or agility.
Years of collaboration with Lukas and other practitioners and academics in
Austria and Germany resulted in work that statistically confirmed the
validity and reliability of both the Performance Triangle model and the
diagnostic instrument that Lukas had developed.

After retiring from business in 2011, after earning my doctorate, |
entered academia and continued my research that was expanded to include
knowledge creation, organizational culture, and now organizational agility.
All were inextricably connected. I began sharing the research papers,
several of which received “best paper” awards, with students. Some students
actually read them. I worked these new and emerging concepts into my
classes on strategy, leadership, and operations when I realized that few of
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the undergraduate students who read the papers could actually understand
them because the published papers are intended for master’s or PhD level
readers. However, those few students who “got” what I was saying began
to apply these novel concepts in their careers, and I began receiving
feedback that they were being successful. Applying these new and novel
ideas in practice was giving my students a competitive edge in the
workforce.

Therefore, I resolved to write Agile Strategies for the 21*' Century:
The Need for Speed as a way to convert academic language into a form that
normal people can understand and hopefully apply. Several chapters contain
brief descriptions of traditional management techniques to establish a
baseline for readers to compare with my emergent ideas on knowledge
creation, culture, and organizational agility. While traditional methodologies
remain relevant, the rapid pace of change demands that effective managers
and leaders design organizations that are built for speed. The way to do this
is by developing a people-centric culture that enables knowledge sharing at
all levels and a structure with processes that encourage people to share their
ideas so that they can be acted on... quickly. Agile Strategies for the 21*
Century: The Need for Speed is a handbook of traditional methodologies
and a roadmap for effective and agile management in the new world.
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CHAPTER 1

THE VUCA WORLD

Few executives or academics would argue that the 21 century
world in which we live is not Volatile, Uncertain, Complex, and Ambiguous
hence the acronym, VUCA. The term, VUCA, was first introduced by the
United States Army at the US Army War College in Carlisle, Pennsylvania,
to describe the military environment after the fall of the former Soviet Union
and the end of the Cold War. The concept of a VUCA environment has since
been expanded to describe other environments, including business, in a
rapidly changing world. The VUCA vision of the world emphasizes the
unpredictable and rapidly changing nature that exists and affects virtually
every aspect of personal and business life. Information, both true and false,
is transmitted around the globe at nearly light speed via social media over
the internet, and developments spread worldwide at a previously unimagined
speed. The worldwide spread of Covid-19 and the resulting pandemic is an
excellent example. Military doctrine prior to the end of the Cold War was
primarily based on the concept of uniformed opponents lining up, then
fighting it out along an identifiable line of combat. The “good guys” and the
‘bad guys” are easily identifiable and fight it out with well-known, common,
rules of engagement. In a VUCA environment, the “good guys” and the
“bad guys” may not necessarily be easily identified and can attack from any
direction using new and never anticipated weapons. A basic understanding
of VUCA helps leaders gain greater insight into how and why systems,
people, and organizations either fail or succeed in today’s global world that
is shaped by rapid technological developments.

e V= Volatility refers to the nature and dynamics of change, and the
nature and speed of forces that drive change as well as the catalysts
which accelerate the rate of change.

e U = Uncertainty refers to the lack of predictability and the
probability of unanticipated surprises, and emphasizes the need for
a heightened sense of awareness and understanding of issues and
events that shape the environment and decisions.

e C = Complexity refers to the intertwined interactions of many
forces surrounding an organization, the confounding of multiple
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issues, with no apparent cause-and-effect chain of reactions that
confuse and befuddle leaders.

e A = Ambiguity refers to the haziness of reality, the potential to
misinterpret information or events, and the mixed meanings of
conditions leading to confusion about cause and effect.

These elements describe the environment in which organizations
must view their current and future state in the 21% century. A clear
appreciation for a VUCA environment helps leaders appreciate both the
importance and limitations of planning and policy making. Acknowledgement
and recognition of these elements can help leaders sharpen their ability to
look ahead, plan ahead and move ahead by making rapid decisions to adapt
to whatever the VUCA world throws at the organization. An appreciation
for VUCA sets the stage for managing and leading. In general, the
underlying premises of VUCA tend to help shape an organization's ability
to:

1. Anticipate the issues that are shaped by internal or external forces,

2. Understand the intended or unintended consequences of issues and
actions,

3. Simultaneously appreciate the interdependence of a multitude of
variables,

4. Prepare for alternative outcomes and challenges, and
5. Interpret and respond quickly and effectively to relevant
opportunities or threats.

For virtually all 21% century organizations — business, the military,
education, government, and others — VUCA becomes a practical philosophy
that promotes awareness, anticipation, and readiness along with rapid
evolution and action.

When I describe growing up in the 1960s to my students ... no
calculators, just pencil and paper.... libraries with books and the card
catalogue ... rotary phones ... black and white television, air conditioning
in houses and cars, color television, and air travel being advantages that only
the wealthy or most privileged had, they just stare and cannot imagine such
a world. Textbooks were used for years and worn out long before they
became out of date. Powered by seemingly endless technological advances
in virtually every aspect of modern life, the pace of play continues to
accelerate as information is distributed and shared at light speed throughout
the globe. In the 1980s, Buckminster Fuller calculated that until 1900
human knowledge doubled approximately every 100 years, and Fuller

printed on 2/9/2023 3:55 AMvia . Al use subject to https://ww.ebsco.conlterns-of-use



EBSCChost -

6 Chapter 1

created the “Knowledge Doubling Curve” to illustrate the rate of change
and predict the future rate of knowledge creation. By the end of World War
11, the total amount of knowledge in the world was doubling every 25 years
(longer than the life span of a textbook). By 2013, David Shilling observed
that the world had become more complex and that different types of
knowledge grew at different rates. Knowledge in the field of nanotechnology,
for example, is doubling every two years while clinical knowledge is
doubling every 18 months. On average, the total body of human knowledge
was doubling every 13 months in 2013. IBM at the time predicted that the
“internet of things” will result in the doubling of human knowledge every
12 HOURS!! Even the most superficial observer can have no reason to
question IBM’s reasoning that the rate of knowledge creation is accelerating
and will most likely continue to do so in the foreseeable future.

But how does the “knowledge doubling curve” concept translate
into practice and influence strategy or business performance? While
examples are many, the evolution of the smart phone is a good example of
how some companies respond to rapid change while others suffer from the
inability to react quickly. Figure 1 illustrates the rapid change in worldwide
smart phones market.

At the end of 2006, Nokia, Research in Motion (RIM), Motorola,
Palm, and Sony Ericsson commanded 75% of the worldwide smart mobile
device market. Nokia alone commanded 50%. However, even by the end of
2006, Figure 1.1 shows that Nokia’s market share was declining and being
taken by RIM and Motorola.? The total worldwide market for smart mobile
devices increased by 30% between 2005 and 2006, but Nokia’s share was
being taken away by RIM and Motorola. Nokia had been the dominant
market player for years after having been instrumental for popularizing cell
phones in society in the 1990s. All of these companies had developed sound
strategies, management designs, and practices that worked well and helped
make them very successful. The loss of market share by Nokia from 54% to
50% was probably discussed by Nokia executives but overshadowed by the
increased profit generated by an increase in total shipments of units sold.
Shareholders are happy, executives at all of these companies get their
bonuses so they are happy, and executives build an organization that
maximizes efficiency to squeeze the most from their resources. Apple was
not on anyone’s radar in 2005.
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Figure 1.1 — Worldwide Market Share for Mobile Devices

Worldwide Market Share for Mobile Devices
Vendor Q4 2005 Q4 2018
Nokia 54.3%
RIM 7.0%
Motorola 4.6%
Palm 9.2%
Sony Ericsson  0.6%
Samsung 18.7%
Apple 18.2%
HTC
Huawei 16.1%
Xiaomi 7.6%
Oppo 7.8%
Others. 24.3% 24.3% 17.6% 31.6%
Sources: canalys.com Itd (2006-2007) and IDC.com
Smart mobile device market: handhelds, wireless handhelds, smart phones

“I think there is a world market of maybe five computers” — Thomas
Watson, CEO of IBM, 1948

Then, in January 2007 the CEO of Apple, Steve Jobs, unveiled the
iPhone which he claimed is “a revolutionary and magical product that is
literally five years ahead of any other mobile phone”. Nokia, RIM,
Motorola, Palm, Sony Ericsson, and other executives responded with a
collective “cool, but not a threat.” The response at the time was like that of
Thomas Watson, CEO of IBM who in 1948 stated that “I think there is a
world market of maybe five computers,” or Ken Olsen, the founder and
CEO of Digital Equipment Corporation (DEC), who in 1977 said, “There is
no reason for any individual to have a computer in his home.” In retrospect,
we struggle and laugh when we ask, “How could these gifted and intelligent
individuals have been so wrong?”” and maybe more importantly, why didn’t
people around them push back? We are not privy to the internal discussion
that may have occurred at the time in either case, but the fact is that IBM
did not dive into computers until decades after Watson’s death and DEC
died quietly in the 1990s. The rapid sequence of events that highlight the
evolution of smartphones illustrates how quickly knowledge is
disseminated and opportunities or threats materialize forcing both executive
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thinking and organizational designs to be more flexible and agile than in the
prior century.’

January 2007 — Steve Jobs, CEO of Apple, introduced the
iPhone, but Steve Ballmer, CEO of Microsoft calls the iPhone
“the most expensive phone in the world.”

April 2007 — Gartner, the technology research company, said
that in the first quarter of 2007 Microsoft’s Windows Mobile
commanded 18% of the smartphone market then totaling 17
million handsets.

November 2007 — Google announced it will offer the Android
mobile operating system for FREE. Android is an open system
so that anyone can use or change it, and by default it uses
Google services for search, email, and video. Andy Rubin,
Google’s head of Android, when asked if there will be Google
phones stated that “There will be thousands of Google phones
— some you like, some you don’t.” In response to Google,
Microsoft’s Steve Ballmer arrogantly said, “We’ll have to see
what Google does. Right now, they have a press release, we
have many, many millions of customers, great software, many
hardware devices, and they’re welcome in our world!”
October 2008 — Apple announced it sold 4.7 million iPhones
in the summer quarter capturing nearly 13% of the smartphone
market.

November 2008 — Less than two years after launch of the
iPhone, the first Android phone, the G1, was launched with a
slide-out keyboard and limited touchscreen capability.
December 2008 — Just a year after welcoming Google “in our
world” Steve Ballmer announced that Microsoft was killing
off Windows Mobile because it cannot compete with the
iPhone and Android. Microsoft’s new strategy would be to
develop a completely new mobile operating system, Windows
Phone.

Autumn 2009 — Gartner data indicated that Nokia’s Symbian
and RIM continue to command the smartphone market with
44% and 20% respectively.

January 2010 — Apple launched the iPad, a 10-inch tablet.
February 2010 — Android phones with full touchscreen
interaction like the iPhone began to appear. Jobs’ five-year
advantage over the competition was just three years.
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March 2010 — The fun began with fights over intellectual
property powering smartphones as Apple fought back. Steve
Jobs met Eric Schmidt, CEO of Google, and threatened him
over copying iPhone features in Android phones. Apple sued
Taiwan’s HTC over its Android based touchscreen phone.
April 2010 — Google’s Android took nearly 10% market share
in just three months. Competition in the smartphone market
was getting crowded and heating up.

September 2010 — Samsung launched the Galaxy Tab, a 7-
inch tablet.

October 2010 — After nearly two years of development
Microsoft launched the first phones running Windows Phone
but sales were low. Development took too long, and the
market, driven by consumer expectations, had already moved
beyond Microsoft.

January 2011 — The researchers at Gartner and IDC announced
that sales of smartphones exceeded PCs worldwide for the first
time during the fourth quarter of 2010. The world was
changing very quickly now.

February 2011 — The CEOs of Nokia and Microsoft made a
joint announcement with great fanfare that Nokia would use
Microsoft’s Windows Phone software for future smartphones.
April 2011 — In a little over four years Apple had become the
largest smartphone vendor in the world by number of units
sold and revenue with 18.6 million units. Samsung was second
with 17.5 million units in the first quarter of 2011. Android
became the best-selling smartphone platform with a 36.6%
market share, ahead of Symbian’s 27%. Apple sued Samsung
in the US over the Galaxy Tab tablet, and legal cases sprung
up around the world.

July 2011 — Android commanded 43% of the smartphone
market, according to Gartner.

October 2011 — Samsung became the world’s largest
smartphone vendor. Jobs’ five-year lead over the competition
was completely gone. Nokia introduced the Lumina 800, its
first Windows Phone device which was too little, too late.
December 2011 — RIM took a $485 million charge for an
estimated 1.2 million unsold Playbooks sitting in warehouses.
The end was near for RIM.

January 2012 — Jim Balsillie and Mike Lazaridis resigned as
c0-CEOs and co-chairmen of RIM to be replaced by Thorsten
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Heins and Barbara Stymiest, who have been with the company
for several years.

I suggest that these failures, that are almost laughable today in
hindsight, are not the fault of Watson or Olsen or Ballmer but rather the
result of management philosophies, methods, and training that were
developed and worked in the last century but are now unable to cope with
the accelerating rate of change that defines the 21* century. Knowledge and
expertise flow to all parts of the globe at near light speed thanks to the
internet and other digital highways. Figure 1 illustrates the changes in the
smart mobile device market that have shifted since Steve Jobs introduced
the iPhone to the world in January 2007. Once-dominant players like Nokia,
RIM, Motorola, Palm, and Sony Ericsson who initially defined the market
either no longer exist or were minor players by the end of 2018. Knowledge
and expertise have clearly moved from North America and Europe to Asia,
and tech companies are in a constant and fierce struggle to introduce
improved features and services.

Companies with long histories like Nokia (est. 1865) and Motorola
(est. 1928) developed management structures and cultures that emphasize
efficiency and performance using management principles developed at a
time when knowledge creation was much slower than today. Even relatively
new companies like Research in Motion/Blackberry (est. 1996) and Palm
(est. 1992) were managed and built by leaders who applied management
principles or strategies developed in the industrial age. Senior leaders of
even these relatively new companies would have completed their college
education and MBAs in the 1980s so were indoctrinated with management
principles that are woefully inadequate for the pace of change in the 21%
century.

Executives of these corporations were schooled and drilled on the
benefits and the processes needed to analyze and evaluate the technical
aspects of their organizations using one or more of many structured
activities like the SWOT (Strengths, Weaknesses, Opportunities, and Threats)
and PEST (Political, Economic, Social-cultural, and Technical) analyses
that were promoted and used for thousands of years by luminaries like Sun
Tzu and Carl von Clausewitz and more recently Gary Hamel and Henry
Mintzberg. While clearly being useful processes to help leaders and
executives focus their attention on the critical factors needed to be
successful, whether in a military campaign or running a company, they
essentially represent a snapshot of conditions at one moment in time. While
virtually all the champions of these processes suggest that the SWOT or
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PEST analysis establishes a baseline that is best used when compared to a
later analysis to identify changes, the reality is that most organizations have
an offsite strategy session to develop a SWOT or PEST analysis then never,
or rarely, repeat the process and compare the results. Executives enjoy the
weekend and congratulate themselves on the development of an insightful
document to help plan the way forward, then file the document away in a
filing cabinet... never to be seen again. In a world where knowledge was
doubling every 100 years, it did not matter. One may argue that in the
military context, situations change much more rapidly, which is true. In the
military context the battle or campaign is over quickly in a life-or-death
struggle, and the issue is resolved. In the business world, the issue is never,
or rarely, resolved in such a manner so that the need to continuously
reevaluate the situation becomes a necessary evil, which is rarely addressed.

Michael Porter’s five-forces model of industry analysis was first
proposed in the Harvard Business Review in 1979 and is arguably the most
studied and promoted process for strategy development in the modern
world. Porter’s five-forces and value chain models are included in virtually
every textbook used in business schools since the 1980s. Like the SWOT
and PEST analysis processes, the mental gymnastics needed to evaluate the
various forces helps to bring the focus on key success factors to executive
decision-makers at one point in time. These processes establish a baseline
that could and should be revisited regularly to help leaders sense changes
and then take action. Unfortunately, too often, the results are filed away and
forgotten which for practical purposes makes the effort and expense
expended in the analysis a waste of time and money in many if not most
organizations.

“Culture eats strategy for breakfast” — Peter Drucker

Massive corporations were built using a wide variety of methods
after months and sometimes years of analysis and debate among executives.
Important decisions that drive critical actions are based, justified, and
supported by mountains of data, data, and more data that ostensibly give
decision-makers a thorough picture of the impact, risks, and potential
outcomes in almost any scenario. The underlying implication of such a
process is that thorough analysis of the data increases the likelihood of
making a good decision and reduces risk. Data-driven decision-making has
been pounded into executives through years of academic indoctrination or
demands from bankers, investors, and myriads of stakeholders. The
development of “meta data” or “big data” technologies has further reinforced
the dependence on and belief that more is better. The increasingly popular

printed on 2/9/2023 3:55 AMvia . Al use subject to https://ww.ebsco.conlterns-of-use



EBSCChost -

12 Chapter 1

technologies that enable the collection of every keystroke, website, or
transaction that individuals execute combined with algorithms that collate,
track, and categorize every activity in theory, provide increased insight into
the needs, wants, and preferences of users worldwide. Traditional strategic
initiatives like mergers, acquisitions, strategic alliances, reorganizations,
and other techniques undergo intense analysis before being adopted after,
sometimes, years of indecision or legal wrangling.

Yet research shows that despite mountains of data supporting the
analysis and decisions, many strategic initiatives fail for reasons that are not
quantifiable such as differences in organizational culture. Edgar Schein, one
of the world’s leading researchers on organizational cultures, described
culture as a set of beliefs, values, and assumptions that is shared by a group
of people which shapes behaviors and decisions.* Culture exists in the minds
and experiences of people and has proven be an elusive organizational
dimension to quantify and measure yet it is widely recognized as a critical
success factor for success. Yet, despite the wide recognition of culture as
critical to the success of strategic initiatives many, if not most, executives
avoid the issue.5 The result is that the failure rate of foreign mergers might
be as high as 83%.% Cultural incompetence in global partnerships is a
primary contributor to the high failure rate of foreign mergers. Culture,
values, work ethics, and authority all play crucial roles in new business
ventures and the success or failure of a partnership.” The merger of Daimler
and Chrysler illustrated the potentially dramatic effects of national and
business cultures in a merger.® Leaders of the two, seemingly equal
companies failed to examine national and business cultures during the due
diligence process or take effective steps to blend the cultures until it was too
late. Executives frequently discover that many unseen, unconscious, and
rarely discussed barriers can negatively affect operational efficiency even
when members of the two entities communicate with the same basic
language and share common business concepts. The ability of two organizations
or even departments in the same company to function effectively suffers
because performance expectations and management styles do not translate
into the language and culture of the two organizations.” Senior executives
know that organizational culture is a key to success yet they ignore the issue.
I believe that the business school and business environment emphasis on
data-driven decision-making combined with a seemingly human nature to
avoid things we do not understand or cannot touch and feel contributes to
this inconsistent behavior.
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“Success in war depends upon the golden rule of war, speed — simplicity
— boldness” — Inscribed in Gen. George Patton’s field notebook

Demands for efficiency and productivity along with command and
control have resulted in the evolution of many rationalized organizational
designs. Management techniques based on the classical bureaucratic
structure outlined by Max Weber in the last century have proven to be
inflexible in environments of rapid change and increased turbulence and
complexity.!®!! Traditional management structures and practices that
emphasize command, control, and uniformity are essentially anti-change.!!
That is, the culture and structure of traditional organizations are such that
adapting to rapid changes is inherently difficult and slow. If management
focus is on, as Katz and Kahn wrote; “reducing the variability and instability
of human actions to uniform and dependable patterns” (p. 28),!? then
creating an organization that adapts quickly to turbulence and complexity
will be difficult indeed. Over time, organizations of all types develop
processes, systems, and structures that become “hard wired” into the fabric
of the organization both structurally and culturally. How many times have
you heard “the system won’t allow that” which means that the system is not
flexible enough to serve the needs of the current client or customer.
Consider too the reaction of a manager or executive who has spent 10, 15,
or 20 years climbing the corporate ladder to occupy the corner office when
some consultant says, “you need to change how you do business” or
“change how you are organized.” The reaction that I have seen too many
times is “thank you for your observations.” Then the manager or executive
does nothing to jeopardize his or her hard-fought position, salary, and perks
as soon as the door closes. All of these structural and human conditions
contribute to making it difficult for organizations to adapt strategies in
response to changes in the business environment. Consider that Sears, once
an icon of American business, may soon be going the way of the dinosaur
because of competition from internet-based retailers like Amazon and eBay
due to a combination of all the factors that I have mentioned. Senior
executives may be aware of emerging threats or opportunities but are
handcuffed by their organizational design and lack insight into unseen and
rarely discussed elements of the organizational culture.
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What have we learned and where do we go from here?

In a VUCA world these widely accepted processes for strategy
development must, or should, be repeated periodically, probably quarterly,
in an environment that results in decisive decision-making. The rate of
change in the 21* century is so rapid that three months may be a lifetime in
some industries. Just look back at the timeline for the smart phone or
consider the affects due to the Covid-19 pandemic. Steve Jobs did not have
a five-year advantage on the competition, and Motorola, Palm, and Sony
Ericsson had even less to sense and adapt the changing technologies and
socio-cultural changes. The Covid-19 pandemic emerged worldwide
seemingly overnight and crushed the hospitality industry but was a boon for
Zoom, Amazon, and other internet-based service providers. What was a
strength, became a weakness in short order as new threats emerged and
opportunities disappeared before executives at these companies recognized
what was happening! Conversely, vast opportunities emerged for
companies equipped to respond quickly. Forces exerted by customers and
competitors as well as the availability of substitutes and barriers to entry for
new competitors changed at a pace never before experienced. One can argue
that the iPhone fundamentally changed society at a rate never seen before
making the tried-and-true methods of strategy development, knowledge
sharing, and organizational design and management ineffective if not
obsolete. The iPhone is just one of many examples of the need for new
strategies, ways of thinking, and organizational designs that harness the
power of the culture and accumulated knowledge of the people quickly and
efficiently. Consider too, the Covid-19 pandemic of 2020 that infected and
killed millions worldwide, forced the shutdown of entire national
economies, and forced companies large and small to identify and implement
new ways of doing business. Many companies will never be the same, and
some may not survive.

The ability of an organization to design an agile internal environment
that senses changes in its environment and then create new knowledge to
take rapid and decisive action is what is needed for success in the VUCA
world of the 21% century. Chapter two will be a brief review of 20" century
strategies that are widely discussed in management textbooks and dominate
boardrooms and management thinking through many if not most companies.
The remaining chapters will discuss strategies and managerial designs that
will help organizations to be successful in the global 21 century.
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Thinking exercises

Identify a recent emergent and disruptive innovation enabled by
technology like internet retail sales or electric vehicles, then build a
timeline with major developments and the emergence of competitors.
Reflect on how and why the major developments propelled the
emergence of competition.

Are the early adopters identified in your timeline in #1 still operating
today? Explain how and why, whether the answer is yes or no.
Review the timeline of the Apple iPhone and the emergence of smart
phones. What is the moral of this story? Is there anything that Steve
Jobs might have done to extend Apple’s competitive advantage in
response to the quick reaction by competitors? Explain your reasoning.
Consider Gen. Patton’s observation “Success in war depends upon the
golden rule of war, speed — simplicity — boldness.” Is this line of
thinking applicable in a business setting? Why or why not? Explain
your reasoning.

Take a close look at the organization that you work for or one that you
know well. Map its history and reflect on how the organization has
reacted to changes that affected its success or failure. What actions or
inaction might have been taken to improve outcomes? Explain your
logic.

Suggested Reading

Bennis, W., & B. Nanus. Leaders: The Strategies for Taking Charge. New

York, NY: Harper-Row, 1985.

Johansen, R. Strategic Planning, Leadership, Business Forecasting,

Decision Making. San Francisco, CA: Berrett-Koehler Publishers, 2007.
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CHAPTER 2

TRADITIONAL STRATEGIES THAT WORK....
IN A NON-VUCA WORLD

Roots of Strategy

The oldest treatise on military strategy in the world is The Art of War written
by Sun Tzu in China around 500 BC.! While modern militaries no longer
use chariots to ride into battle or spears as weapons, the fundamental
principles contained in these 13 chapters remain as relevant today as they
were 2,500 years ago. The Art of War is studied at military colleges
worldwide today, and Sun Tzu’s principles have influenced military
strategists as well as others in non-military strategic contexts. Many
Japanese companies require the book to be read by executives. The Art of
War is popular in many western university business school reading lists, and
many successful sports coaches, like Bill Belichick in the National Football
League, have applied the principles effectively. With just a little
imagination, one can visualize how Sun Tzu’s 13 brief chapters can apply
to modern business strategy. For example, in chapter one “Laying Plans”
Sun Tzu contends that success in war, or in our case business, is governed
by five primary factors. Figure 2.1 illustrates how Sun Tzu’s factors might
be applied to modern businesses.

Even the most casual reader should be able to see the connection
between Sun Tzu’s philosophy for military success and success in business
and similar nuggets of wisdom abound throughout The Art of War. For
example, in chapter six Sun Tzu wrote that whoever is first in the field and
awaits the coming of the enemy has a distinct advantage by being fresh for
the fight and whoever is second to the field must hurry to battle and will
arrive exhausted. In the business context, whoever is the first to market with
a unique or new product has a distinct advantage, at least for some window
of opportunity. The five dangerous faults of a general that can lead to ruin
listed in chapter eight are as relevant today in business as they were two and
half millennia ago; (1) recklessness, (2) cowardice, (3) a hasty temper, (4)
a delicacy of honor that is sensitive to shame, and (5) over-solicitude for his
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men which exposes him to worry and trouble. An overarching theme
throughout The Art of War that is many times overlooked is that the general
(business executive) must be flexible and adaptable and make speedy
adjustments as conditions change. Over the centuries, military and business
leaders have forgotten this principle and employed methods or designed
organizations that resist change or adaptation. The following sections are
brief descriptions of common strategic planning processes, tactical
approaches to executing the strategy, and common organizational designs
that evolved during the last century. These sections were compiled from
several widely used textbooks on strategic management.>3*56

Figure 2.1 — How Sun Tzu’s factors translate into business strategy.

Factor Sun Tzu's Explanation Business Application
People must be in complete accord |People buy into a common
The Moral Law with the ruler or general and will purpose or cause then become
follow the leader regardless of engaged to go above and beyond
danger or possible death minimum expectations
Uncontrolable conditions like night |Quarterly or annual reports,
Heaven and day, cold and heat, times and  |economic developments in other
seasons countries, natural disasters
Decisions by executives on
Decisions made by generals on product development and
Farth distances (great or small), security, |introduction, whether to compete

choosing open ground or narrow on cost or quality, evaluating the
passes, and evaluating the chances |possible success or failure of
of'life or death initiatives

Business executives must

The commander must demonstrate |demonstrate the same virtues to
the virtues of widsom, sincerity, inspire followers and be
benevolence, courage, and strictness |transformational

The Commander

The army must be organized into Companies must be organized to fi}
proper subdivisions, commanded by |the business and environment, lead
Method and Discipline [various ranks of officers, logistic by trained and competent

systems put in place to supply and  |managers, with effective supply
maintain the army, and control and logistics systems with proper
expenditures control and governance
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Common Strategic Planning Processes
Heaven and Earth

Clearly, Sun Tzu put a great deal of thought into developing his
timeless strategies that emphasized speed and maneuver. He advised against
direct battle until the conditions are favorable for victory. Favorable
conditions are achieved indirectly through careful planning and swift
execution that take advantage of all opportunities to weaken the enemy
BEFORE engaging the enemy directly in battle. Sun Tzu said that “All men
can see the tactics whereby I conquer, but what none can see is the strategy
out of which victory is evolved.” In the modern business context, there are
many tools that can help executives identify opportunities or ways to
weaken competitors. In addition, there are innumerable tactics that
executives can employ to create favorable conditions for victory. C-suite
executives will retire to some off-campus location for several days of
analysis, dialogue, and strategy formulation using a multitude of widely
accepted processes facilitated by a highly paid consultant and then
congratulate each other on the fine document they created. Unfortunately,
too many executives seem to forget Sun Tzu’s emphasis on speed and
maneuver because in too many companies the strategy documents that were
created with the help of consultants or the internal “priesthood” of strategy
specialists are locked in a safe, never to be shared or looked at again until
next year. Heraclitus, a Greek philosopher, is quoted as saying, "Change is
the only constant in life," which has also been translated to "the only
constant is change." In a VUCA world, conditions that are favorable for
victory today may reverse very quickly due to the high rate of change. So,
while executives should employ the basic tools and process that encourage
reflection and analysis of the conditions in order to develop an effective
indirect strategic plan, they must be mindful of Heraclitus and routinely and
frequently repeat the process because the common tools create a snapshot
of the current situation which will change rapidly.
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swor

One of the most basic tools
Figure 2.2 - SWOT to promote introspective dialogue is
an analysis of the strengths,
\ weaknesses, opportunities, and threats
that exist at one moment in time in
the internal and external
environment. Identification and
recognition of  strengths and
weaknesses may provide insight into
internal conditions that may be
leveraged to gain an advantage or
weaknesses to be strengthened
| Opportunities Threats before engaging in battle with a
tough competitor. Dialogue on
\ — potential opportunities may uncover
a worthwhile target of opportunity
while recognition of the potential
threats from competitors or other external sources like government
regulation or general economic conditions can help the development of
contingency plans. In over 30 years at senior levels with multiple companies
I participated in many SWOT exercises but not one time, ever, did the
management team revisit the resulting decisions made from the exercise to
evaluate how the conditions had changed. Not once did the executive teams
go back, pull out the SWOT analysis and ask, “what worked?”, “what did
not work?”, and most importantly, WHY and what changed? The SWOT
analysis can be a valuable exercise ONLY if revisited routinely, regularly,
and objectively in a VUCA world. Executives must fight natural human
nature to interpret why and what through preconceived biased beliefs or
positions and importantly.... ego. Only by being objective and sometimes
brutally honest can executives interpret why and what changed and then
make adjustments targeting future performance.

=~

Strengths Weaknesses

General Environmental Analysis

It is absolutely essential for executives to be sensitive to and
develop a deep understanding of the general environment in which the
business operates. Most of the conditions that represent powerful forces are
not controllable or can only be affected indirectly. Sun Tzu would classify
general environmental conditions as “heaven.” The general (business
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leader) must be cognizant of these conditions and be prepared to change
strategic objectives quickly as the heavens change. The PEST (Political,
Economic, Social-cultural, and Technical) model is widely used to provide
a framework for executive discussion. However, in a VUCA world that has
become globally interconnected, where social events and trends are
transmitted globally via Facebook, Instagram, Twitter, and other social
media platforms, PEST must be expanded and, most importantly, be
constantly monitored as the environment changes.

° Political/Legal conditions — The P in PEST for political should be
expanded to include legal issues and changes. Clearly governmental
regulations that regulate or deregulate industries, taxes at federal,
state, and local levels, and legislation like the Americans with
Disabilities Act (ADA) or the Affordable Health Care Act
(Obamacare) must be factored into any strategic decision. In addition,
court rulings on cases directly affect many aspects of strategies. Issues
like tort reform and compensatory or punitive awards for damages
have a direct impact on decision-making. Executives must always
consider risk versus reward as judged by the judges and juries who are
profoundly influenced by changes in societal norms or expectations.
The Covid-19 experience introduced additional potential legal risks
from executive orders or decrees from state and local officials.

° Economic conditions — General economic conditions have a strong
influence on all companies. Interest rates, the unemployment rate,
inflation rate, and consumer price index can be significant forces that
can benefit or hurt the best strategic plan. Increases in personal income
or changes in stock market valuations directly affect the behavior of
consumers and corporate executives.

° Socio-cultural conditions — Socio-cultural conditions both reflect
and influence the values, beliefs, and lifestyles of people in a society.
Long-term trends like an increasing number of women in the
workforce, an increase in dual-income families, and the postponement
of marriage and having children must be considered. More recently,
emerging trends like an increasing concern for healthy diets and
physical fitness or increasing levels of obesity or environmental issues
drive consumer behaviors. Of course, I would be remiss if I did not
mention the affect that social media have had on the social structure
and personal interactions in society, not all of which has been positive.
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Demographic conditions — I believe that demographics are important
enough to be a separate group. Changes within the makeup of a
population have a significant influence on consumer attitudes and
behaviors. Populations continue to age and are being replaced by
millennials who have a very different life experience and worldview
as well as needs and expectations. The geographic distribution, and
ethnic, religious, and lifestyle composition of populations continue to
change on both national and local levels. Certainly, disparities in
income levels are a great determinant of needs and wants in a specific
geographic area.

Technological advancements — Advancements in technology and the
constant and rapid expansion of new technologies for purposes
undreamt of a few short years ago present new opportunities and
create new threats at a dizzying pace. The internet, social media,
wireless technology, genetic engineering, nanotechnology, artificial
intelligence, and so many more areas offer an unending string of
possible applications to help or hurt (in the opinion of some) humanity
and change our world.

Global conditions — I suggest that awareness and appreciation for
global conditions must also be a separate category. In a world where
people and goods can travel around the globe in hours and
information, data, and news are transmitted almost instantaneously
around the globe, conditions and events anywhere can have a
significant effect on any other business. Companies operate on a
global scale. The economies of nations are intertwined, and the
continued emergence of economies in nations that were minor players
in the world economy in the past century like the BRIC (Brazil, Russia,
India, and China) nations must be considered. Trade agreements among
regional blocs of nations as well as risks from global terrorism must
be contended with and planned for.
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Porter’s Five-Forces

Another common
exercise to assist executives in Figure 2.3 — Porter’s Five-Forces
identifying favorable conditions
for battle is Michael Porter’s

five-forces model of Industry Threat of
Competition (now expanded pall

with a sixth force) which is
illustrated in Figure 2.3. Similar
to the SWOT analysis, Porter’s

forces  model  promotes Bargaining I:;(:L: i
introspective  dialogue  on power of itin power of
. - suppliers SR customers
lndustry conditions at one competitors
moment in time. A deep
understanding of the underlying
forces that drive profitability is
essential to help executives Threat.of

subsitutes

identify opportunities and set

reasonable expectations. The

primary objective of Porter’s methodology is to help executives identify a
product or service that will give the company a competitive advantage over
key competitors. The focus is primarily on the product or service with the
struggle to gain an advantage over competitors as a war. It is critically
important to recognize that the forces driving industry profitability in the
21% century are very different from those that existed in the 20" century,
and they will likely change dramatically in many industries in a few years
or even months in some industries. Internet-based companies like Amazon,
eBay, Craigslist, and many others have changed the retail industry to such
an extent that iconic institutions like Sears or J.C. Penney will likely go the
way of the dodo bird. The evolution of the smart phone/devices
demonstrates the speed at which technology can change and have a dramatic
effect on the underlying forces in an industry as well as change society as a
whole. I frequently use the chicken or egg conundrum by asking students
which came first. Did Apple use technology to meet the changing
expectations of society or did the iPhone change society?

Sun Tzu might equate the process of evaluating Porter’s five-
force’s industry competition model to assessing heaven and earth conditions
to evaluate the chances of success. The questions that the model forces
executives to consider are:
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e Threat of new entrants — What is the possibility of new competitors
entering the market? Some industries like energy generation have high
barriers to entry while internet-based businesses can have very low
barriers to entry.

o  Threat of substitutes — What is the possibility of customers turning to
alternative methods to fulfil their needs? For example, when shipping
products customers may prefer transportation by air, but railroads,
trucks, and ships are alternatives. These alternatives act as a force to
hold prices in check.

e Bargaining power of suppliers — If suppliers raise their prices, will that
affect our profitability? In many cases, the answer is a clear yes. If the
cost of raw materials rises, then the alternative is to absorb the cost and
the resulting reduction in profit or pass the increases along to customers
with price increases which may cause issues with customers. Unions,
in many cases play a significant role in labor costs which should also
be considered.

e Bargaining power of customers — If we raise prices will we lose
customers or increase profits? This force prevents a company from
overcharging but creates a definite friction with the power of suppliers.

e Rivalry among existing competitors — If we take an action, what will
be the response from our competitors? Newton’s first law says that for
every action there is an equal and opposite reaction. Of course,
competitors in the same industry are subject to many of the same forces,
but the competitive response to any action must be anticipated and
planned for.

Value Chain Analysis

Another of Michael Porter’s important contributions to strategic
thinking is the value chain which he first suggested in 1985 in Competitive
Advantage: Creating a Sustaining Superior Performance.” The value-chain
concept encourages executives to look closely at the internal workings of
their company to understand what capabilities can be leveraged to gain a
competitive advantage. While the five-forces framework provides a vehicle
to help executives visualize the industry-wide forces that influence
profitability, the value-chain framework focuses attention on the internal
capabilities of the company that convert material or intellectual inputs into
a product or service that brings value to customers. The trick to gaining a
competitive advantage, according to Porter, is to manage the costs needed
to create or provide value to generate healthy profit margins. Simply put,
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reducing costs and expenses is a competitive advantage that increases profit
margins.... Pretty basic.

Porter broke down the activities of an organization into two broad
categories: primary activities and support activities.

Support activities shown in Figure 2.4 are those that typically exist at
a corporate level and provide services to the entire organization. They add
value by coordinating essential activities and gaining efficiencies through

scale.
Figure 2.4 — Porter’s Value Chain
e e 5
2 General administration
=
S Human resource management 2,
<T < o
= Technology development &
o
s Procurement
7> AN
Inbound |Operations| Outbound | Marketing| Service \6\?
logistics logistics | and sales JF

1 By 3 . e
Primary Activities

Source: Adapted from Stevenson, W. (2012). Operations Management (11", Ed.), New
York, NY: McGraw-Hill Publishing

e General and administrative (G&A) activities include functions like
general management, planning, finance, accounting, legal, public
relations, and governmental affairs. Information technology needed to
integrate all parts of the organization and share essential information
throughout all the value-creating activities falls into G&A.

e  Human resources management (HR) activities include functions like
recruiting, hiring, training, leadership development, payroll, labor
negotiations, and more. Human resources include tasks like developing
and maintaining good relations with labor unions and developing and
managing reward or incentive programs intended to motivate
employees.
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e Technology development includes a broad range of activities like
developing and maintaining the technological tools that are used in
virtually every part of the organization. Research and development
(R&D) activities are part of technology development and include the
development of positive relationships with R&D and other parts of the
company.

e  Procurement refers to the purchasing of items used throughout the
value chain, by all units and functional departments and includes items
used by the units or departments in the primary activity organizations.
The procurement function also purchases material, consumable
supplies, and equipment used in direct production and other primary
activities. A primary responsibility of procurement is to aggregate
orders to gain economies of scale and develop collaborative win-win
relationships with suppliers.

Primary activities are those functions that are directly involved in
creating and delivering products or services to the company’s target market.
All companies, even services, have these activities in one form or another.

e Inbound logistics activities deal with receiving, storing, and distributing
the materials used to produce the company’s product or service.
Inbound logistics include functions like material handling, warehousing,
inventory control, vehicle scheduling, and returns to suppliers. Trucks
transporting raw materials to a plant for processing are one element of
inbound logistics.

e Operations activities are focused on transforming materials or other
inputs from inbound logistics activities into a final product. Operations
include functions like machining, packaging, assembly, testing, the
purchasing of direct materials, and facility operations.

e  Outbound logistics activities are responsible for safeguarding finished
goods, warehousing, material handling, delivery vehicle operations,
order processing, and scheduling. The Walmart or Amazon Prime
trucks that you see daily on the interstate highways delivering items to
stores are part of the outbound logistics category.

e Marketing and sales activities focus on attracting customers and
trying to induce people to purchase the product or service. Marketing
and sales include advertising, product promotion, branding, managing
a sales force, product quotations or pricing, sales channel selection and
strategy, and developing and maintaining healthy channel relationships.

e Service activities include all the functions needed to provide service to
customers after the product is initially delivered. Service tasks include
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product installation, repair, training, parts supply, and product
adjustments or customization.

In general, Porter’s five forces and value-chain framework are
fairly simple. Business leaders need to identify an industry where they can
be successful, and then aggressively manage their internal operations to gain
a competitive advantage over the competition. Applying Porter’s strategy
successfully means that executives should identify a target or niche market
within an industry, and then develop and deliver products or services aimed
specifically at the selected customer group. The secret then is to deliver the
product or services more efficiently than the competition and gain market
share. Porter and Sun Tzu would have been friends because both see the
objective as gaining a sustainable competitive advantage over adversaries
and then defeating or obliterating them. Gaining as close to a monopoly as
possible would be the ideal result in Porter’s world of business and
economic warfare.

The Resource-based View

While Porter’s model focuses on industries and markets for
opportunities, the resource-based view (RBV) suggests that opportunities
can be identified and exploited by taking advantage of a company’s
resources and capabilities. It is from the RBV, which is summarized in
Figure 2.5, that the strategy of developing products or services that are
valuable, rare, hard to imitate, and difficult to substitute comes. Proponents
of the resource-based strategy see the objective as gaining a competitive
advantage over competitors by developing and effectively utilizing
resources and capabilities that are owned or controlled exclusively by the
company. In the RBV model, there are three general categories of resources
and capabilities: tangible resources, intangible resources, and organizational
capabilities. Each of these general categories can be broken down into
several sub-categories. Figure 2.5 shows a partial list along with some
examples of each sub-category. In this way, firms will exploit unique core
competencies to achieve superior performance over rivals.

In 1990, C.K. Prahalad and Gary Hamel popularized the resource-based
strategy and expanded on the concept of developing core competencies as a
source of competitive advantage.® Prahalad and Hamel outlined three main
strategies in their paper.

1. Core competencies are fundamental capabilities found in
management’s ability to consolidate and leverage company-wide
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production skills and technologies that enable the business to adapt
quickly to emerging opportunities or threats.

Figure 2.5 — Resources-based View: Resources and Capabilities

Resource-Based View Examples

Tangible Resources
Financial Cash and cash equivalents
Capacity to increase investor equity
Capacity to borrow money

Physical Plants and facilities
Advantageous location of manufacturing facilities
Modern machinery and equipment
Technological Trade secrets

Innovative production or processing methods

Patents, copyrights, trademarks
Organizational Effective strategic planning processes

Effective evaluation and control systems

Intangible Resources
Human Experience and knowledge of employees
High level of trust
Effective managerial skills
Unique company-specific practices and procedures
Innovation and creativity =~ Technological and scientific skills and experience
Capacity to innovate
Reputation Brand name recognition
Reputation for quality and reliability
Reputation with suppliers for fairness and reasonableness

Organizational Capabilities
Production skills Superior customer service
Efficient production and delivery processes
Integration skills Ability to combine tangible and intangible resources

Innovative products or services

Capability to hire, motivate, and retain people
Source: Adapted from Dess, G., McNamara, G., Eisner, A., & Lee, S. (2019). Strategic Management: text and cases (9th ed.),
New York, NY: McGraw-Hill.

2. Business leaders should dedicate a significant amount of effort
creating a corporate design that enables the development of core
competencies.

3. From core competencies emerge unanticipated opportunities, and
the competitive advantage emerges from the company’s ability to
bring the new product or service to market more quickly and less
expensively than competitors.
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The winning strategic formula, according to Prahalad and Hamel,
becomes simple:

e Develop and leverage unique core competencies that are
inherent if the resources and capabilities of the company are
unique, valuable, and internally controlled,

e Block the ability of competitors to imitate or substitute the
product or service to make the competitive advantage
sustainable for a longer period of time,

e Implement and execute operations efficiently so that the cost
to leverage the advantage does not outweigh the benefits.

By developing products for specific market segments and
controlling the resources needed, companies can make the product or
service difficult to substitute or imitate. Similar to Porter’s strategies, the
idea is to gain as much of a monopoly in a market as possible and eliminate
the competition. The difference is that practitioners of the RBV strategic
approach will focus on internal capabilities and resources to leverage core
competencies and gain a competitive advantage.

As with the SWOT analysis, Porter’s models, and the RBV
approach, many executives go through the mental exercise of checking the
forces with “this one is strong” or “this one is weak”, identify core resources
and capabilities to leverage, make a strategic decision, then file the analysis
in a file cabinet. They do not appreciate that in a VUCA world, there could
be a paradigm shift at any moment and that shift may not happen in a way
that slaps them in the face but rather emerges relatively slowly in a way that
does not trigger alarm bells. In order to avoid waking one morning and
saying, “What has happened?” executives should routinely and frequently
revisit their analysis after establishing an initial baseline.

Textbooks and hundreds or maybe thousands of research studies
suggest that strategic planning is a process, and if one follows the process,
one will end up with an effective three- or five-year plan. Unfortunately,
this is not necessarily true. Conditions may change so rapidly that a very
good plan may become a death knell if conditions change, or the culture
sabotages the plan, or if the organization does not have the capabilities to
execute the strategy and maintain control while being agile. 1 have been
intrigued by the well-known story of the origination of the digital camera
and Kodak which clearly illustrates the unseen power of organizational
culture in the strategy development process.
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The first hand-held digital camera was invented in 1975 by Steven
Sasson, an engineer at Eastman Kodak. The prototype camera that Sasson
built was a technical exercise, not intended for production. When presented
to the senior executives to secure funding for further development and
production, the executives scoffed at the idea of photography without
chemicals. They did so despite the fact that Kodak had the resources,
capabilities, and corporate architecture (core competencies) needed to
develop this new technology into products that would be unique, valuable,
and difficult to imitate. The senior decision-makers had many years of
experience in photography and shared the assumption (the culture) that
“real” photography had to use traditional processes that could not be
improved upon by electronic technology. They were slow to support and
fund digital photography technology, that was invented at Kodak. The
executives at Kodak failed to recognize the possibilities of Sasson’s digital
camera because of the culture at Kodak. The first commercially available
digital camera was introduced in 1981... by Sony. It was years before
Kodak executives recognized their mistake, but it was too late to make up
ground in the digital photograph market that by then was dominated by
Sony, Canon, and others.® Kodak, once an icon of American business, filed
for chapter 11 bankruptcy in 2012. Sadly, the Kodak story is not unique.
The list of once great companies that had all of the needed resources and
capabilities but squandered their competitive advantages is long: Smith
Corona, Sears, Radio Shack, Bethlehem Steel, DEC, and so many more.

Strategic Positioning

By far the most common and widely accepted approach to
achieving a strategic advantage over rivals is developing, promoting, and
selling a product or service that is best positioned to attract customers
because of its superior qualities compared to the competition. This concept
essentially boils down to two choices: low cost and differentiation. Clearly,
there are many excellent companies that have used these strategies to
dominate their markets. Southwest Airlines, McDonalds, and Costco have
been very successful with the low-cost strategy while BMW, Rolls-Royce,
and Rolex have carved out unique niches in their markets by differentiating
their products when compared to Delta Airlines or Ford. These well-known
exceptions suggest that the basic strategy remains relevant and is justified.
It is important to recognize that these general strategies are not mutually
exclusive. Many companies, like Walmart, blend the two into an effective
strategy. Walmart differentiates itself from the competition by offering
virtually anything that a common person can need in one location (one-stop-
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shopping) at a low price. One does not go to Walmart to purchase a Rolex
or a designer wedding dress, but the stores are filled with items that every-
day people use every day. Each strategy has its advantages and
disadvantages. Figure 2.6 summarizes some of the major advantages and
disadvantages of each basic strategy.

Figure 2.6 — Basic Strategic Positioning Strategies
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The low-cost approach attracts customers who are cost sensitive.
If all else is equal, the customer will choose this option to save money. Many
terrific companies have been successful with this strategy. However, there
can only be ONE lowest cost provider. Competitors are constantly working
to improve their value chain and use of resources to reduce cost and improve
profit margins. Therefore, there is great pressure on management to focus
on internal operations to improve efficiencies at the exclusion of other
potential or emergent threats.

The differentiation approach attracts customers to some unique or
unusual feature or characteristic of the product that is different from the
competition. In this strategic approach, price may or may not become an
issue. Consumers are ready and willing to pay a premium for quality,
uniqueness, style, or any of the countless differentiation attributes of the
product. The problem in this strategy is that unique attributes may be copied
and improved upon through innovation by competitors. Therefore, a
differentiation competitive position may be short-lived as rivals respond.
The example of the iPhone in Chapter One is one such example. Apple’s
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unchallenged window was not five years as Steve Jobs predicted but only
18 months.

“You can analyze the past, but you have to design the future” — Edward
de Bono

Evaluating Past Performance and Projecting Future
Performance

No analysis to help formulate a strategic plan would be complete
without evaluating vast amounts of data. Established companies have years
of historical data that can expose trends, reactions to key events, comparison
to competitors, comparison to industry norms, and much more. Analysts
will use historical data to help estimate future results if the emerging
strategy is successful to help executives in making the “right” decision.
Many financial ratios and key non-financial metrics have become
established as key indicators of performance. Cash is king, so both short-
and long-term liquidity evaluations using metrics like the current ratio and
debt-equity ratio are common starting points. The effective utilization of
assets and managing liabilities and debt are key metrics that include ratios
like inventory turnover, accounts receivable turnover, total asset turnover,
and debt to equity. Of course, the “bottom line” is what draws the attention
of most investors so projections on profit margins, return on assets, and
return on equity become important data points in the decision-making
process. The price-earnings ratio is another closely watched measure by
stock market analysts. In today’s world where knowledge drives success I
contend that the market capitalization-to-book value ratio is important
because it represents an estimation of how much investors value the
intellectual capital and knowledge creation capabilities in a company.

Other non-financial data points are also relevant, many of which
are specific or unique, to a certain industry. Measures like same store sales
(for restaurants and retailers), click through (for internet companies),
subscribers (for online services), and market share (for just about any
company) are all important and should be forecasted and tracked. While
using data to help with making informed decisions is important, an over
reliance on data can lead to “paralysis by analysis.” I have seen company
executives become so consumed with analyzing vast amounts of data under
multiple scenarios or data that is conflicting that they hesitate in making
decisions for so long that they miss an opportunity or fail to respond to an
emerging threat or act on an opportunity... until it is too late.
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Methods and Discipline

Sun Tzu identified the method of executing a strategic plan, the
need to organize the army into effective units, and the need for discipline as
one of his five key factors for success on the battlefield (see Figure 2.1). In
the business world there are many strategic and tactical approaches to take
to execute a strategic plan, and the need for effective command and control
is well established. The challenge in a VUCA world is to remain agile in
order to adjust the strategy and tactics to rapid changes in conditions then
find the right balance between command and control. It becomes essential
to give employees adequate freedom to respond quickly to customers’ or
clients’ requests. I will touch briefly on some of the most common and
widely employed tactical approaches that emerged during the last century
because they are still relevant and can be effective if executed with speed
and designed to be agile if conditions change.

General Strategies

Most companies identify early in their lives a general strategic
direction and may evolve using one or a blended combination of these
general approaches. Some companies decide to gain a competitive advantage
by being a low-cost provider of goods or services. Walmart and McDonald’s
would be examples of companies seeking a competitive advantage through
low cost. You would not go to Walmart to buy a Rolex watch or wash a filet
mignon steak down with a bottle of fine wine. Another well-known general
strategy would be to find a market niche and offer a product or service that
is so unique or superior that the target potential customers are relatively
limited to some special demographic or part of society. Rolex watches and
Rolls-Royce use this general strategy. Developing a product that has
characteristics that differentiate it from the competition is another general
strategy. Companies develop products for existing markets, but their
product is different enough in some characteristic that consumers value, to
attract a portion of the total market. We as consumers make value judgments
daily as we seek a product or service that meets our needs at the best value.
We do this unconsciously as we decide what brand of ham to buy at the
grocery store or what restaurant to go to for dinner or whether to buy an
Apple iPhone or Samsung Galaxy. Consumers evaluate the various features
and the price, then decide which one differentiates itself enough to gain their
business. But business executives must make a conscious decision on each
of these strategies, or some combination, in order to develop the “right”
product for the “right” market.
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Mergers and Acquisitions

The tactics that probably get the most media attention are mergers
and acquisition. Billion-dollar transactions get a lot of media attention.
Companies merge or acquire all or some part of another company for a host
of reasons: economies of scale, diversification, acquiring new technologies,
focusing on primary business segments, and many other reasons. Mergers
and acquisitions are different things and can take many forms. Generally,
mergers occur when two roughly equal companies combine resources to
make one larger company. Acquisitions occur when one company gains
control of all or a part of another company. Conversely, companies may
divest part of a company by selling it to another company or spin it off to
become an independent company. Again, there are many reasons for divestitures
such as unlocking value for shareholders, shedding underperforming segments,
focusing on main products or services, and many more. The tricks for
executing successful mergers or acquisitions are speed, blending operations,
and integrating two cultures. As Chrysler and Daimler-Benz so famously
learned, cultural differences can, many times, determine the success or
failure of the venture.

Strategic Alliances

Strategic alliances are created when two or more independent
companies agree to work together for some common good or objective. The
companies may agree to work together to develop new products,
manufacture products, or sell products or services in multiple ways. Non-
equity alliances are created when companies agree to cooperate and are
bound by licensing agreements, supply agreements, or distribution agreements.
Equity alliances happen when companies add strength to other contracts by
acquiring some equity (ownership) in one or more partners. A joint venture
is a legal entity (new company) formed by two or more companies with
profits shared in proportion to the ownership percentages in the venture. All
of these forms of alliances can be very complex and take years to form, and
in many cases, they are very difficult to cancel or withdraw from if
conditions change or do not emerge as expected.

Internal research and development and entrepreneurship

Many companies can, and do, develop new products and services
internally rather than acquire another company. Formalized research and
development (R&D) departments are standard practice in most technology,
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medical, and other companies whose products require extensive research
into new or emerging technologies. When we think of an entrepreneur, we
generally picture an individual starting a new business down the street on a
shoestring budget. While this would be an accurate picture, large companies
also encourage entrepreneurship in order to facilitate innovation and new
products.

3M is a good example of entrepreneurship in a large company. A
corporate requirement that at least 25% of sales must be generated by
products that did not exist five years ago has led to the development of a
culture that encourages experimentation and a tolerance for failure. The
15% rule allows employees in engineering and R&D to spend roughly 15%
of their time experimenting on pet ideas and inventions. Once a potential
invention has been identified, 3M provides the resources necessary to
develop the invention and bring it to production. Some of the principles at
3M that encourage autonomy and entrepreneurship include the following:

avoid over planning,

minimize paperwork,

accept mistakes and failures as normal,

allow and encourage employees to cross organizational
boundaries,

encourage individual initiative,

e  minimum interference from upper management,

e asmall and flat organizational structure.

Inventions such as Scotch Tape by Dick Drew and Post-it Notes
by Art Fry are the results of applying these principles. Art Fry used adhesive
from a failed effort by Spencer Silver to develop a super strong adhesive, to
create peel-off stickers marking pages in the church choir hymnal. Fry built
a crude machine to apply the adhesive to pieces of paper in his basement
and then distributed samples of his invention to people within 3M after the
“experts” in marketing had determined there was no potential market. The
marketing “experts” had used traditional strategic planning methods to
come to this conclusion. However, the people at 3M who used the stick
notes raved about the new invention and... the rest is history.!®
Organizations large and small of any type must encourage risk-taking and
knowledge-sharing. Stories like Art Fry’s are repeated and told throughout
3M to continue that culture of innovation and experimentation.
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Organizational design and structure

Owners and upper-level managers have a definite need to know
what is going on and to control processes and people to maximize efficiency
and ultimately profits. In the 20" century, this led to the development of
many structures with top-down management styles. We are all familiar with
many of the structures in the form of organizational charts.... CEO >>>
vice-presidents >>> directors >>> managers >>> supervisors >>> and
finally workers. The idea is to control the behavior and results of the
organization from top to bottom. In order to do this, management
implements volumes of standard operating procedures, work instructions,
and rules, and then employs tactics like a balanced scorecard or management
by objectives (MBO) intended to shape actions in ways that reinforces
company strategies. | have found that the traditional structures and methods
intended to shape behaviors are strong forces against change. In many cases
well-intentioned numerical goals or “stretch” goals have unintended
consequences and actually result in behaviors that are detrimental to the
organization. They become counterproductive. While it would be difficult
to argue that 21% century companies should not have hierarchal structures,
I suggest that the organizations should be more flexible and that balanced
scorecards and MBO must be critically evaluated to see if they are actually
doing what they are intended to do. In most companies, lower-level workers,
supervisors, and managers do not share their observations with senior
executives so upper-level executives lack the insight needed to make
changes to improve the organization. A culture must be nurtured that
enables knowledge to flow up and down and across the organization.

Improving operational effectiveness

As the last century progressed, business executives found an
increasing number of ways to apply the “scientific management” principles
popularized by Fredrick Winslow Taylor early in the 1900s. Breaking tasks
down to their most basic elements, then measuring the time or units needed
to produce a given product became an obsessive science for business
leaders. Preaching data-driven decision-making became the sermon of
choice at universities in the United States and abroad. The thinking was
simple, break down a task to its most simple elements then hold people
accountable to production standards developed many times by some
engineer who had never actually performed the task more than one or two
times. Tom Peters’ well known “What gets measured gets done” became
the primary motto in many companies. We who teach operations
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management preach that data, then more data, are needed to make rational
decisions in virtually every area of the business: forecasting, inventory,
quality, marketing, budgeting, logistics, project management, and many
more. Perfecting the performance of these internal functions is the core
component of Porter’s value chain and resourced-based view of strategic
development and execution. What happens in too many companies is that
productivity increases throughout the decades assisted by an endless
procession of improved tools and technology. People are trained to do
specific jobs with little variation, which is a good thing if executives want a
consistent product with high productivity and low cost. On the other hand,
people become so good at one specific task that they become unable to adapt
when conditions change. This also applies to senior executives as well as
front line employees who become conditioned to focus almost exclusively
on maintaining the status quo and improving internal efficiencies.

Increased productivity leads to increased profits which can be used
for multiple purposes including reinvesting in the company’s future, but
history clearly shows that no company ever cost cut itself out of trouble.
When conditions change, the first thought in many executive teams is “cut
costs” which makes sense since good times tend to mask inefficiencies and
bloated administrative organizations, in particular. Typically, “cut costs”
means reorganizations and a reduction in staff. However, costs can only be
cut so far until the reductions begin to hurt product quality or customer
service at which time the company goes into a self-destructive spiral. Many
times, reorganizations just move the problem around and mask the
underlying causes of the problems. We have seen this scenario play out in
many companies and entire industries. Successful strategy and tactics in
response to changes in conditions must address BOTH the top and bottom
lines that are affected by productivity.

What have we learned and where do we go from here?

The processes, philosophies, and tactics developed over the last
2,500 years remain relevant and useful. In this chapter, I discussed some of
the most basic and long-established methods to develop and execute a
strategic plan. But the rate of change in technology, demographics, and
social/economic structure in the 21st century demands that many of the
strategies and tactics that were so effective in the 20th century must be
adapted to new conditions both in the marketplace and workforce. Analysis
must be performed more frequently, and organizational structures must
become more flexible. Sun Tzu advised that the effective general (business
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leader) makes a thorough analysis of heaven and earth but employs methods
that are flexible in order to adapt to whatever the enemy does or if conditions
change. So where do the ideas come from that give executives in large and
complex organizations the answer on how to adapt and change... quickly?
What is today a competitive advantage regardless of the strategy may
become an albatross tomorrow’. Executives must find a way to access the
bank of knowledge of contained in employees and design organizations that
are agile. Are there new models for strategic thinking that are more effective
in the 21st century? I suggest that adopting more relevant ways of strategic
thinking and accelerating the rate of creating new knowledge and
organizational agility are the keys to superior performance in the VUCA
21st century.

Thinking Exercises

1. Are traditional strategic methodologies and strategic approaches still
relevant in the VUCA 21* century? Why or why not? Explain your
reasoning.

2. Select a well-known public company and identify its strengths,
weaknesses, opportunities, and threats. Then using the resource-based
view of the company, identify its core competencies. Explain your
reasoning for the core competencies.

3. Using the company you selected in #2, identify and discuss some of the
forces for change that might drive strategic decisions. Explain your
reasoning.

4. Using the organization that you work for or one that you know well,
discuss the strategic methods that were used to build the organization.
What methods do you think should be used in the future, and why?

Suggested Reading

Hammer, M. The Agenda: What Every Business Must Do to Dominate the
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Time. Harrisburg, PA: Stackpole Books, 1985.
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CHAPTER 3

NEW THINKING ....
THE CHANGING MINDSET
IN A VUCA WORLD

Strategic planning and management evolved in the 20" century
with an emphasis on logical and analytical processes using deductive or
inductive thinking. Strategic decisions were based on existing data that are
easily quantifiable. Data-driven decision-making was based on the Fredrick
Taylor scientific management principles like the “experience curve effect”
developed by the Boston Consulting Group or the profit impact of
marketing strategy (PIMS) developed at General Electric in the 1960
dominated boardrooms.! Porter’s theories and the resource-based view
shaped the strategic thinking of an entire generation of business leaders who
graduated from business schools worldwide. The focus of thinking was on
ways to develop and leverage corporate capabilities and products or services
to gain a competitive advantage over rivals. Omitted from much of the
thought process and university curriculum were questions like “What does
the customer really want?” or “How will the customer behave?” Also,
largely overlooked were questions like “How do we adjust or adapt when
new technologies emerge or demographics change?” or “How can we take
advantage of core competencies to adapt to changes?” Human factors that
are difficult to quantify like values and experience were largely ignored in
the formal decision-making processes. Peter Drucker who coined the
phrases “knowledge work” and “knowledge workers” around 1960* was
largely ignored by business executives for many years. Drucker, who
continued developing and refining his theories, suggested in 1993 that the
world is entering a “knowledge society” and that the most important
challenge for organizations in the emerging “knowledge society” is to
develop practices that allow the organization to be self-transformational 3
Successful organizations in this new knowledge world must continuously
question the value of existing knowledge and abandon knowledge that has
become obsolete. Leaders must then learn to create new knowledge by
nurturing a culture and institutionalizing processes for continuous
improvement and innovation in all activities to identify and develop new
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applications that emerge from improvements and innovation.> Of course,
the question becomes “How can this be done?”” In a world where we don’t
know what we don’t know and we certainly do not know how the world will
change next year, next month, or, in some cases, tomorrow, business leaders
need new ways of thinking about strategy and how to tap into the vast
reservoir of knowledge inside and outside of their organizations.
Knowledge is the key to success in the 21% century, but knowledge for the
sake of knowledge does not create a sustainable competitive advantage any
more than having core competencies and market leadership helped Sears, or
DEC, or Blockbuster. In this chapter, we will explore sources of knowledge
as well new ways of thinking to apply that knowledge in a VUCA world.

“Knowledge is power” — Sir Francis Bacon, 1597

What is knowledge?

The concept that knowledge is a powerful force and possession of
special knowledge gives one a strategic advantage is not new. However,
finding ways to institutionalize processes that harness the collective
knowledge of a group of people are relatively new.... and difficult to
implement. Doing so requires an understanding of what knowledge is and
where it is stored. Scholars and philosophers have debated this question for
centuries.

Data

Data are a set of facts or figures compiled from events that can be
measured and quantified. Standing alone, data has little relevance, meaning,
or purpose. Proponents of data-driven decision-making argue that if you
gather enough data, then correct decisions will naturally emerge through
deductive reasoning. I contend that this is a false assumption, particularly
with the emergence of massive data sets that capture every keystroke,
transaction, or movement that people do virtually anywhere in the world.
There is simply too much data to be able to sort through to find what is
relevant and meaningful to whatever question is at hand. The creation of
“big data” sets has led to the development of data mining techniques and
artificial intelligence to assist but we have a long way to go before these
technological tools can make a significant difference. Data is important, but
it is just the basic raw material for information.*
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Information

Data becomes information when the user adds context either
through combination with other pieces of data or information on who, what,
and when the data was collected and what is being compared to it. The
example I use in class to illustrate this point is to write “42” on the white
board and ask the class what it means. For those who have seen the movie
Hitchhiker’s Guide to the Galaxy this is the ultimate answer to everything...
which always gets a chuckle.... Then they see that “42” tells us nothing as
itis. Then I give “42” some context by saying that this is the number of hits
a baseball player has gotten and ask if the hitter is good or not. Immediately
someone reminds us that it depends on how many times the hitter was at
bat. 1,000 at-bats and this player needs to find another sport but if the hitter
has 100 at-bats, I want him on my team. We added both context and data to
give “42” meaning and it becomes information. The ability of the receiver
to understand the context is another factor in converting data to information.
My baseball analogy would have little meaning in a country where baseball
is not played.

Knowledge

Again, the question “What is knowledge?” has perplexed
philosophers for centuries, but we are not philosophers. We are practical
business professionals. We need a practical and pragmatic working
definition. Davenport and Pruzak offered just such a definition:

Knowledge is a fluid mix of framed experience, values, and contextual
information, and expert insight that provides a framework for evaluating
and incorporating new experiences and information. It originates and is
applied in the minds of knowers. In organizations, it often becomes
embedded not only in documents or repositories but also in organizational
routines, processes, practices, and norms.’

We get information from a wide range of sources: media, data
bases, books, and documents, and through person-to-person interactions.
However, the conversion of information to knowledge requires humans to
do virtually all the work.® Both the sender and receiver must understand the
underlying context and meaning of the shared information for new
knowledge to be created.

“Any fool can know. The point is to understand” — Albert Einstein
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Actionable Knowledge

Chris Argyris and Donald Schén coined the term “actionable
knowledge” to make the point that knowledge without action is essentially
worthless for practical purposes.” The purpose of converting data to
knowledge is to generate new insight or new meaning on some topic and
then take ACTION (see Figure 3.1). The example I use with students is that
I “know” that the moon is 240,000 miles from the earth, but unless I work
for NASA or am on Jeopardy when the question comes up, it has no value.
Knowledge without action has no value to the organization. The whole
purpose of spending billions on information systems that collect and
tabulate mountains of raw data
is in the hope that some small Figure 3.1 — Actionable Knowledge
nugget of information might
emerge to assist decision-
makers in making rational and
informed decisions. Yet, at the
end of the day, despite the
expenditures of untold billions
of dollars, humans, with all
their inhibitions, biases, and
cultural filters, must interpret
the information and then have
the leadership traits to take
decisive action. Also, in a VUCA world decisions must be made quickly ...
time is not the friend of executives. The slow, steady, and deliberate
approach that worked fine in the 20" century may be a handicap in the 21%
century. As with the scientific development of strategy and tactics, at the
end of the day a human being must correctly and quickly interpret the
available information, then make a decision and have the fortitude to defend
that position. Sun Tzu describes nine situations where the general (business
executive) must make decisions on the ground on which to fight. Generals
and business executives must evaluate all available information and then
make decisions on what action to take to fight on (1) Dispersive ground; (2)
facile ground; (3) contentious ground; (4) open ground; (5) ground of
intersecting highways; (6) serious ground; (7) difficult ground; (8) hemmed-
in ground; and (9) desperate ground.® Any action has inherent risk, but the
successful leader is able to evaluate those risks with the available
information even if incomplete, then take action to determine the ground
that will give the organization a competitive advantage.
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Dimensions of Knowledge

Michael Polyani (1966) advanced the now widely accepted
concept that knowledge has two dimensions. Polyani grouped knowledge
into explicit and tacit knowledge to describe the mechanism whereby
knowledge is transferred within an organization.® Figure 3.2 summarizes the
main differences between explicit and tacit knowledge. Knowledge can only
be created by humans, and the resulting information is transferred in a flow
of messages using a variety of formal and informal means. Explicit
knowledge is codified in such a way that it and the resulting information
may be easily transmitted in formal, systematic, and understandable
language. Organizations worldwide spend billions of dollars on information
systems that collect, archive, and make data and information available to
anyone who needs them. Explicit knowledge and information can also be
distributed using a wide variety of modes such as emails, memoranda, social
media, standard operating procedures, work instructions, and many other
means. Indeed, the bulk of research on “knowledge management” has
focused on the technological needs of and impact on organizations. The
interpretation of transmitted information and the resulting creation of new
knowledge are shaped and formed through the lenses of the receiver’s
values, beliefs, and assumptions. This is where the various dimensions of

Figure 3.2 — Tacit versus Explicit Knowledge

Tacit Knowledge Explicit Knowledge

Personal knowledge embedded in the mind and body of |Based on facts and data that are verifiable and widely
an individual distributed

Recorded in databases, documents, memoranda, standard
Personal experience shaped by intangibles like personal |operating procedues, work instructions, emails, etc. in
beliefs, values, assumptions, and perspectives form that is easily shared

Formalized using language the is understandable and
Informal and observed through actions of the knower: formatted in conformance with rules, norms and social
attitudes, point of view, competencies, and skills acceptance
Many times unconscious "know-how", "know-why", Limited to what can be seen, touched, measured, or easily|
"know-what", "know-when", "know-who" verbalized by documentation
The 80% to 90% of the body of knowledge in an Captures only 10% to 20% of the total body of
organization knowledge in an organization
The real key to getting things done Helpful in getting things done but sometimes a detriment

culture are most influential, and can support or destroy the best strategic
plan. Just because data or information is widely available, there is no
guarantee that the receivers of the data or information will understand its
meaning, effectively interpret it or assimilate it in a way that results in
something new. In the 1989 film Field of Dreams, Ray Kinsella (Kevin
Costner) is told by a voice “If you build it, they will come” referring to the
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construction of a baseball field in a cornfield in Towa.!® I contend that
executives, encouraged by IT experts and technology companies, have a
similar mindset “if you make it available, people will use it.” In the movie,
Ray builds the baseball field and indeed the deceased players come for a
final historic baseball game, but in the real world, availability does not
necessarily result in people making the best use of the IT tools, data, or
information at their fingertips. History is replete with examples of key
individuals failing to correctly interpret data or information which resulted
in disaster: McClellan at Antietam in the Civil War, the US military before
Pearl Harbor, or Kodak executives who did not recognize the potential of
digital photography.!! People are the weakness of the effective use of
explicit knowledge since we must depend on proper recognition and
interpretation of the information and knowledge.

Polyani suggested that all knowledge has a tacit dimension where
knowledge is contained in insight, intuition, or physical skills acquired
through time by individuals who may not even realize that they possess
special knowledge. Tacit knowledge is unique and personal to each
individual, specific to a certain context or situation, and therefore difficult
to formalize and share with others. Tacit knowledge has both cognitive and
technical components. The cognitive component refers to when people
create things or new ideas and are influenced by mental models of the world
through which people filter incoming data and information. Mental models
contain perspectives, beliefs, viewpoints, and yes, bias through which
people filter and interpret incoming data and information. The technical
component of tacit knowledge consists of unconscious, learned, know-how,
crafts, and skills acquired through time and experience.! We can all relate
to the tacit knowledge that is accumulated when doing a task that takes 10
minutes to complete on the first attempt. But, after doing the same task 100
times, it may only take 2 minutes. That is the technical component of tacit
knowledge. Morina Rennie described the technical component as six
“knows”: “know-why” (knowledge of scientific principles and laws of
nature), “know-how” (learned skills or capabilities), “know-where” (ability
to find the “right” information at the “right” time), “know-what” (accumulation
of relevant facts), “know-when” (sense of timing), and “know-who” (who
knows what).'> Most people would find it difficult to write down the steps
in the 2-minute process in a form that others could follow which is what
makes the transference of tacit knowledge so very difficult. They simply
“know” how to do it. Similarly, all organizations have a person who
“knows” why, how, where, what, when, and who that may not show up on
an organization chart yet whose insight is or should be sought out during
the decision-making process. The same applies for the cognitive component
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of tacit knowledge; it is virtually impossible for two people to share the
same mental model.

“To know that we know what we know, and to know that we do not know
what we do not know, that is true knowledge” — Nicolaus Copernicus

The Delta Model

While generating new actionable knowledge is essential for
superior performance, interpreting it and applying what you know in
different ways are the key for success in the VUCA 21st century. Porter’s
approaches and the resourced-based view approach popularized in the last
century led business leaders to focus on products and competitors. This
product/competitor mentality led business leaders to view strategy as rivalry
with the objective as defeating a rival. Missing from this mindset are
customers. In 2001, Arnoldo Hax and Dean Wilde, from MIT, introduced a
different way of viewing strategy that, I suggest, is a better fit for the 21st
century business environment called “The Delta Project”.!® Arnoldo Hax
expanded on the original theory in 2010 in The Delta Model: Reinventing
Your Business Strategy to provide a strategy roadmap that focuses on the
customer with the final objective to achieve market dominance.'* Achieving
market dominance is similar to defeating rivals, but HOW you get there is
very different and better suited for using the technological advances that we
have witnessed over the past few decades. Applying these new enabling
technologies and strategies to meet customers’ needs and wants is the key
to achieving market dominance, according to Hax.

The Delta Model offers an alternative mental model for executives
that goes far beyond the classic low-cost/differentiation strategies that can
be enabled with technology and complementors. The Delta Model,
summarized in Figure 3.3, provides food for thought to help leaders chart a
strategic path from the traditional “best product” approach to provide “total
customer solutions” to achieving market dominance through “system lock-
in.” The primary strategic objective is to form an unbreakable bond with
customers using technology and complementors. Complementors are
external companies who develop features that complement or add to the
functionality of a base product. iPhone app developers and Microsoft Excel
add-in developers are examples of complementors who develop features
that meet specific customer needs and thereby solidify reliance on the base
product. The customer bonding mindset challenges the classically trained
executives who have been conditioned to focus on product-centric
strategies. Figure 3.3 illustrates fundamental changes needed to the strategic
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mindset and the various strategic positions that companies can target along
the way to system lock-in and market dominance.

Best Product Strategies

The best product (BP) strategies are essentially the application of
traditional low-cost and differentiation solutions. Each approach has pros
and cons that have been applied successfully in many superior companies.
However, each of these strategies has limitations that may become
detrimental in a rapidly changing world that is dominated by technological
advances. Low-cost providers attract customers seeking a bargain who can
quickly change providers if a lower cost provider emerges. There is little
customer loyalty if the purchase decision is based primarily on cost.
Similarly, the differentiation strategy has a limited lifespan as competitors
copy a new feature or product and offer it in a better package or with better
features. The history of the smart phone discussed in Chapter One illustrates
this phenomenon. Another easily recognizable example could be Sony.
Sony introduced the first flat panel television with side speakers in 1998
which significantly differentiated the Wega Television from the competition.
However, that advantage did not last long as competitors adopted the new
technology and improved on it. By 2006, plasma TVs and improved LCD
technology allowed the introduction of increasingly larger and larger and
thinner and thinner flat screen units offered by a host of competitors. By
2020, flat screen TVs up to 85 inches in size were being offered by both
Sony and Samsung.

Total Customer Solutions

The total customer solutions (TCS) strategy goes far beyond the
best product strategy that essentially commoditizes products for specific
groups of potential customers. Instead of developing and offering standardized
products that target groups of customers, the total customer solutions
approach encourages the formation of close and trusting relationships with
specific customers. In forming these intimate relationships, executives are
able to gain a deep understanding of the customer’s needs and value
propositions. These relationships allow the execution of a strategy that seeks
to provide a coherent range of products or services that enhance the
customer’s ability to expand his or her own value propositions. Instead of
focusing on what the competitors are doing or your own internal
capabilities, the TCS strategy encourages collaboration to find ways that
integrate all of the customer’s corporate capabilities. This process may
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include engaging other external third parties, like complementors, who
enhance the product offerings of both companies. Providing products or
services that help customers to leverage their own resources becomes a win-
win, mutually beneficial, relationship forming a bond that becomes difficult
to break. Hax offered three strategic actions to facilitate the TCS strategy:
redefining the customer experience, customer integration, and horizontal
breadth.

Redefining the customer experience means that companies should
abandon the traditional sales force approach to dealing with high-priority
customers and replace it with establishing a close relationship. Establishing
cross-functional relationships, ideally, beginning at the CEO level to the
first line service people allows both companies to gain a comprehensive and
deep appreciation for each other’s value propositions. The resulting
dialogue results in the development of customized ways that add value to
both organizations and establishes a long-term bond that is difficult for a
competitor to break.

Figure 3.3 — Mindset and Strategic Positions of the Delta Model

* Low Cost
« Differentiation

"« Dominant Exchange
« Proprietary Standards

* Redefine Customer :
* Restricted Access

Relationship
* Customer Integration
* Horizontal Breadth

Source: Adapted from Hax, A. (2010). The Delta Model: Reinventing Your Business
Strategy, New York, NY: Springer. Pg. 16

printed on 2/9/2023 3:55 AMvia . Al use subject to https://ww.ebsco.conlterns-of-use



EBSCChost -

New Thinking .... The Changing Mindset in a VUCA World 47

In order to execute the customer integration actions, companies must first
make a major shift in their mental models by moving away from the mindset
of developing, manufacturing, and delivering products or services. Through
the established relationships, you must let customers know that your
company has unique capabilities, knowledge, and experience to help them
in many ways. Executives must visualize their organizations, not as a simple
deliverer of products, but a bundle of capabilities and unique knowledge
that can be shared with the customer for mutual benefit. Companies like
Paychex have the ability not only to process payroll but to assume most
other sticky human resources functions like hiring and onboarding,
compliance, time and attendance, and benefits which reduces expenses and
risk for the client company. Dell would be another example of what has
successfully worked to integrate its competencies with its corporate clients
for the benefit of both companies.

While customer integration is essentially the process of working
with a customer to bundle various products to satisfy the customer’s needs,
horizontal breadth goes beyond bundling. Horizontal breadth is a strategy
of integrating and customizing products or services in a way that is better
than if each component were purchased separately. In this strategy, there is
one point of contact (and invoice) where the contact has both the knowledge
and authority to engage all the capabilities of an organization to benefit the
customer. This single point of contact may also engage external complementors
to supplement the services when their organization does not have sufficient
capabilities. With a single point of contact, it becomes possible to
coordinate and integrate all the products or services to achieve a synergy
whereby the results are greater than the sum of the parts. The bonds between
the two companies become even stronger than customer integration.

While adopting a total customer solutions approach results in a
win-win situation, it may not be appropriate for every opportunity. In many
cases, the traditional best product approach remains effective and satisfies
the needs of both companies. Interestingly, for large companies with highly
developed internal organizations, particularly in the support activities, the
best product approach may be the most beneficial. On the other hand, small
or mid-sized companies might be better targets to offer total customer
solutions because they may lack the capabilities or knowledge in one or
more key functional areas.
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System Lock-In

The system lock-in (SLI) strategic approach is the most desirable
and offers the greatest benefits for the greatest number of participants. SLI
is also the most difficult to achieve because it requires active engagement
with the extended enterprise which includes the company, customers,
suppliers, and complementors. At this level, technology becomes critically
important to link all the players together for the benefit of the entire
extended enterprise. Complementors, which may be internal or external to
the company, become an essential component of the SLI strategy.
Complementors develop and provide products or services that enhance your
offerings with products that expand the core capabilities to meet the specific
needs of customers. The apps developed for the Apple iPhone or Samsung
Android smart phones are good examples of how external complementors
contribute to adding value to a base product.

Microsoft may be the most highly visible and best example of a
company achieving system lock-in. With something like a 90% share of the
personal computing market and 80% of the complementors, Microsoft
products link the extended enterprise worldwide. People chose to purchase
Microsoft products because of their widespread compatibility with each
other and the availability of a wide range of complementing software
applications or add-ins that greatly expand the functionality of the core
product. Complementors design applications because they can reach the
widest number of potential customers for their products through integration
with the core Microsoft product. This becomes a quadruple, win-win-win-
win, situation for Microsoft, its customers, the customers’ suppliers and
their customers, and, of course, the complementors. System lock-in is the
ultimate strategic goal, and Hax suggests three ways to get there: proprietary
standards, dominant exchange, and restricted access.

The ultimate way to achieve system lock-in is to develop a product
or service that becomes an industry standard. Proprietary standards
establish the product or service as the essential interface among users
worldwide. As a result, the product becomes the natural choice and
necessary choice for users and attracts complementors to develop expansive
applications for uses that may have not even been considered at the outset.
Consider Microsoft’s MSDOS operating system that powers millions of
personal computers worldwide and Windows operating systems that allow
users to integrate with the internet. While there are competing systems like
Apple’s Macintosh and more recently Google Chrome or Firefox, Windows
and now Microsoft Edge remain the most common and extensively used
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systems. If you want to reach the most potential customers, the quickest and
most effective way is to develop applications that integrate with Windows
or Edge. However, be careful because developing a proprietary standard
does not necessarily lead to system lock-in. Consider the case of JVC which
developed VHS that became accepted as the standard format for video
recording systems in the 1980s. Because VHS was not proprietary, it was
adopted by all manufacturers and gave JVC no particular advantage.

Another strategic action to attain system lock-in is to achieve a
dominant exchange position. Companies like eBay and Amazon have
achieved a dominant exchange position by establishing or hosting systems
that quickly and efficiently connect potential buyers with potential sellers
of a wide variety of goods or services from many providers. In this case,
achieving a critical mass of users and suppliers becomes the important
deciding factor for success. As the number of buyers and sellers increases,
the number of both continues to expand. This is similar to the natural
phenomenon of gravity, which is that gravity increases as the mass of an
object increases so that the larger an object becomes, the stronger gravity
becomes and attracts more and more matter so that both mass and gravity
continue to increase. Increasing the number of users and sellers on eBay and
Amazon attracts more and more of both in a cycle that becomes very
difficult to break.

The third strategic action is to achieve restricted access that
prevents competitors from gaining access to key markets. Restricting access
to potential markets can be achieved if the market or the distribution
channels needed to gain access to customers contain bottlenecks that restrict
capacity. Similar to the military strategy of controlling key locations to
disrupt or stop the flow of the enemy’s material, gaining control of key
points in the distribution system effectively locks out competitors. Walmart
was able to achieve this by establishing stores in rural communities, then by
building a highly effective and efficient logistics system to support locations
in widely disbursed rural communities. The Walmart logistics system
became so large and efficient that it effectively locked out potential
competitors to become the largest and most powerful retailer in the world.

Hax, however, points out that while system lock-in may be the
most desirable strategic approach, it may not be feasible for many
companies for several reasons. First, standards may not be practical or
allowed in many industries, and in those that do have standards, they may
already be claimed by another competitor. Second, few business segments
or industries are conducive to building a dominant exchange or may even
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allow it. Lastly, restrictive access is not only strongly resisted by
competitors but may raise regulatory issues for the restraint of trade. While
these barriers may be challenging to overcome, strategic minded business
leaders should not rule out SLI as a possibility. If the business can engineer
a mutually beneficial relationship based on a unique and valuable value
proposition, it may be possible to bond in a way that makes it unthinkable
to break the bond and nearly impossible for competitors to break the bond.

“The greatest danger in times of turbulence is not the turbulence; it is to
act with yesterday’s logic” — Peter Drucker

Ambidexterity

Charles O’Reilly 11T and Michael Tushman introduced the concept
of ambidexterity in their 2016 book, Lead and Disrupt: How to solve the
innovator’s dilemma.'S In Chapter One, I used the example of the iPhone
and the rapid emergence of smartphones that displaced established mobile
communications in just a few short years. The technology and society
changed faster than the executives at Motorola or Erickson could process
new knowledge and adapt to the new realities. O’Reilly and Tushman
provided additional evidence that these conditions and results are not
limited to just one industry or industry segment. One study of companies
founded in 1976 discovered that only 10% of the original 1976 group were
still in existence in 1986.1® Another research study found that of the
companies founded in the United States, less than 0.1% make it to forty
years in existence.!” Think about that. The average life expectancy in the
United States is nearly 80 so the chances are good that you will outlive the
company you work for by a long shot. To reinforce the point that most
organizations have a limited life span, Richard Foster and Sarah Kaplan,
with McKinsey, charted the performance of 1,008 large companies over a
forty-year period. Of the sample of 1,008 companies in 1962, only 160
survived to 1998.'® Out of the companies listed in the Fortune 500 in 1970,
one-third did not survive until 1983.' The obvious question is “Why and
how does this happen?” How is it that highly developed organizations
commanding significant positions in their industry with highly developed
capabilities in their value-chains stumble and fall?

O’Reilly and Tushman trace the histories of numerous companies
and compare many that evolved and adapted over time as new, disruptive,
technologies emerged along with society today as healthy businesses with
companies that were industry and societal leaders at one time but stumbled
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and fell into oblivion. Among the most striking examples of companies that
changed and adapted over time are the following

e BF Goodrich was founded in 1870 producing fire hoses and
rubber conveyer belts. Goodrich then built on its expertise and
capabilities in producing rubber products to transition into
automobile and aircraft tires and then again into high-
performance materials. By 1986, the company was one of the
largest manufacturers of tires in the world. However, in 1988
Goodrich sold the tire business and leveraged special
capabilities to transition into defense and aerospace systems
generating $6 billion in sales by 2000. In 2012, Goodrich’s
evolved defense and aerospace company was purchased by
United Technologies for over $18 billion and absorbed into
the United Technologies conglomerate.

e IBM was established in 1913 producing mechanical tabulating
machines. IBM transitioned over the decades into mainframe
computers and personal computers and then again into a
software and services company. By 2020, IBM was generating
nearly $80 billion in sales with over 350,000 employees
servicing clients worldwide in areas like cloud computing and
artificial intelligence which did not exist fifty years ago.

o Consider the history of the lesser-known GKN which is a
British aerospace company. GKN that was founded in 1759....
144 years BEFORE the Wright brothers made their first flight.
GKN initially mined coal, then transitioned into producing
iron ore and by 1815 was the largest iron ore producer in Great
Britain. Then GKN leveraged expertise in metal working into
producing nails, screws, and bolts to become the world’s
largest producer of metal fasteners in the world by 1902. With
the emergence of airlines and flight, GKN again leveraged
expertise in metal working to manufacture parts for the
emerging aircraft industry. In the 1990s, the company sold the
fastener business to focus on providing products and services
to aircraft manufacturers. Today, GKN supplies metal
components to Lockheed-Martin, Boeing, Airbus, and others
with tens of thousands of employees in 48 countries.

While these companies represent the relative few that have been
able to thrive over time, O’Reilly and Tushman contrast them with the
histories of others like Sears, RCA, Kodak, and many others that squandered
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their industry and societal leading position. The Sears story is typical of
many examples:

Founded in 1886 by Richard Sears selling gold pocket watches
by mail, within a few decades the company expanded to sell
all kinds of products by mail. People could order nearly
anything they needed from the Sears catalogue and have it
delivered by mail. Sears became the Amazon of its time by
making items available to virtually anyone at a price that was
cheaper than others could offer similar items. By 1910, Sears
had become a retailing empire. In the 1920s, Sears executives
recognized that the mobility enabled by the emergence of the
automobile would transform American society and so began
expansion into stores. By 1932, store sales exceeded sales
from the catalogue business. Over the next few decades, Sears
expanded their stores and offering in the stores to include
home appliances, automobile parts and services, and car and
life insurances, and offered credit to people who could not pay
the full price right away. By 1972, Sears had become a
colossus of retailing employing over 400,000 people in
multiple countries. Then, American society began to change,
and by 1978 the cost of running Sears with its bloated
bureaucracy exceeded revenues.

The response by Sears senior executives was to essentially
hunker down and play defense by taking advantage of their
size and name, and by increasing efficiencies in the traditional
businesses. Sears already owned Allstate insurance and tried
to leverage off this service to diversify into multiple services
by buying the Dean Witter securities brokerage and Coldwell
Banker in real estate. The grand strategic thinking was that
Sears customers could buy a house from Coldwell Banker,
finance it with a mortgage from Dean Witter, furnish it with
goods from Sears stores, and insure the whole lot with
insurance from Allstate. With all these additions, Sears
became the largest retailer in the world, the second largest
property insurance company, the largest residential and
commercial real estate brokerage, and the seventh largest
securities brokerage firm. Despite all of this and many efforts
to cut costs and improve efficiencies combined with numerous
attempts at incremental improvements with ventures like
Western Auto, Sears Homelife, and Sears Essentials, the
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losses continued to mount at an ever-increasing rate. In 2005,
Sears was bought by the hedge fund manager, Eddie Lampert,
who has licensed key Sears brands like Kenmore appliances,
Craftsman tools, and Diehard batteries so that Sears is worth
little more today than the liquidation value of the real estate
properties it owns, between $15 and $20 billion.

O’Reilly and Tushman document and contrast many other
examples of both survivors and dinosaurs and then explore in depth the rise
of the powerhouse Amazon to become dominant in many businesses. The
emergent question becomes, why do some firms rise to prominence and then
adapt to a changing world to remain successful, while other prominent firms
go the way of the dinosaurs? The difference according to O’Reilly and
Tushman is in how senior executives think, which guides their actions to
changes in technology or demographics. Again, we see that simply having
knowledge does not lead to effective action. Leaders at flourishing
companies have the ability to think ambidextrously...they use two parts of
their brain to mentally operate both in the past and the future. Conversely,
managers in extinct or going extinct companies focus on past history to
navigate the present and overlook opportunities for the future. Leaders must
learn to exploit the capabilities inherent in their old-line businesses to
continue looking for internal opportunities for increased efficiencies and
incremental innovation while at the same time looking for opportunities to
explore inherent core capabilities to open up new businesses and
opportunities. Senior leaders in a VUCA world must be able to both exploit
and explore at the same time.

Aristotle is supposed to have said, “Whom the gods want to
destroy, they send forty years of success.” Aristotle may well have been
talking about modern day managers because the natural tendency when
companies have been successful seems to make managers highly risk-
averse, conservative, and internally focused. The thinking becomes not
“What and how can we use our capabilities to innovate new products or
services?” but “What and how can we protect and not lose what we have?”
Companies are in grave danger as soon as the senior executives begin
thinking like great managers instead of leaders. The well-known expert in
organizational leadership, Warren Bennis observed, “Failing organizations
are usually over-managed and under-led.”” Mental ambidexterity,
therefore, means that corporate executives must be both great managers and
great visionary leaders. Figure 3.4 illustrates the ambidextrous thinking or
mental gymnastics that are needed to reinvent a mature company as
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technology, demographics, and the business environment in general change
through time.

Exploitation

As companies grow and expand, they are typically led by visionary
leaders who drive the company forward through their innovative insight and
courage to take risks. Trying something new always involves risk so
innovation is inherently risky. At some point in the life cycle of most
organizations there becomes
Figure 3.4 — Ambidextrous Mindset a need to get Organized to
be efficient and effective in
all the activities of the
company. Here is where
traditionally trained
managers take over the
many functional activities
of the value chain outlined
. by Michael Porter.
Exploration Focusing attention and
efforts to squeeze
maximum output from the
various activities becomes
particularly important as
Mature Reinvented competitors appear  to
challenge your product
positioning. It is a natural,
and necessary, tendency for managers of successful enterprises to focus on
internal processes while simultaneously, unconsciously, becoming
assimilated into the culture of the organization. That is, managers and
employees begin to unconsciously accept a common set of beliefs and
values that shapes the decision-making process. Combining cultural
assimilation with the focus on internal capabilities produces a strategic
mindset at the highest levels of the company focused on deploying the
company’s capabilities for low-risk, incremental innovations. The manager
class making executive decisions restrict their thinking to limited
innovations that fit the current organizational design. Since one of the
classic objectives of strategy is alignment, then too many classically trained
managers have limited innovative horizons that are bounded by the current
organizational design and capabilities. They focus on exploiting the current
capabilities rather than leveraging those capabilities to develop new and

Exploitation
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previously unimagined opportunities which are inherently risky. The end
result, as O’Reilly and Tushman point out, is that too many great companies
become anchored in the past and fail to adapt to changing demographics or
adopt emerging new technologies. The result in many cases is that the
company goes the way of the dinosaur.

Exploration

At some point, new emergent technologies and changing
demographics present a threat to the status quo of all companies. This is
what happened to Sears. However, Sears is not unique. Consider the life
cycle of Blockbuster that made a fortune by exploring the possibilities
presented by VHS and video discs to make movies accessible to the masses
at a low cost but overlooked the threat from internet streaming. Blockbuster
was replaced by Netflix and a host of other streaming companies that not
only make Hollywood movies available but produce their own unique
content. In the VUCA 21% century, it is critically important for managers to
also be visionary leaders that seek to leverage existing capabilities to
explore entirely new possibilities, not just make minor improvements or
changes to existing operations or products. Exploration inherently involves
risk, so it takes an entirely new mindset both in the executive suites and with
stockholders. This requires leadership in addition to sophisticated management
skills. It also requires patience from stockholders, employees, and all other
stakeholders who must accept risk and the fact that some innovations fail.
The reality is that not all ideas work out. O’Reilly and Tushman present
numerous examples of companies where executives explored entirely new
business opportunities by leveraging their existing capabilities. The
meteoric rise of Amazon from humble beginnings selling books out of Jeff
Bezos’ garage over the internet to the retail and services behemoth it is today
is an example for aspiring business owners and executives to follow.

Ambidextrous Mindset

The key to a successful long-term strategy, according to O’Reilly
and Tushman, is for senior managers to also think like senior leaders, not
only on what has worked in the past but how they can take advantage of the
company’s core capabilities to explore new opportunities that propel the
company into the future. Successful business leaders must think with two
mindsets: how to exploit current capabilities and at the same time how to
explore new opportunities. This dichotomy is not natural for most people
and is especially challenging for classically trained managers who have
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been conditioned to focus on efficiencies and productivity which typically
defines a good manager. Mental ambidexterity... thinking with both sides
of your brain in both the past and the future... is not an easy task for most
people but becoming aware of the difference is the first step.

Implications .... What have we learned?

Today’s organizations have become so large and complex that the
relevant knowledge necessary for change and ultimate success is distributed
throughout the organization and contained in the minds of individuals at
different levels with different biographies, skill sets, and mental models.
Individuals within the organization represent various educational backgrounds,
diverse experiences, and abilities relevant to contribute toward creating
actionable knowledge needed to solve a problem, improve processes, add
value, or innovate. Knowledge for knowledge’s sake may not necessarily
be valuable. Therefore, knowledge contained in the collective must be
actionable and generated through the social interaction of numerous
individuals with diverse biographies. 12%1:22 [t then becomes imperative for
managers to also be leaders who create conditions that facilitate tacit
knowledge-sharing throughout the organization. Knowledge and information
must be shared vertically and horizontally within an organization quickly
and in such a way that receivers (leaders) are able to sort through the
irrelevant, then make actionable decisions from relevant information and
create new knowledge. The need for speed becomes a key element in the
strategic decision-making process. Leaders who are successful in quickly
bringing multiple biographies together benefit from leveraging individual
abilities that contribute fresh insight and experiences to a problem-solving
situation or to innovate.!® Front-line employees who are dealing with
customers or vendors or making products on the shop floor intrinsically
know what is going on and what needs to be changed. They are trying to get
a better deal from suppliers or customers or be more productive every day,
and the body of tacit knowledge of these individuals is immense. Research
shows that between 80% and 90% of the total body of knowledge in an
organization is tacit in nature.?»* So, if a company can access just a small
percentage of this vast body of knowledge, the emergent ideas and
innovation give the organization a strategic and tactical competitive
advantage. If an organization can access this massive body of knowledge
not only more effectively but faster than the competition, will they have a
competitive advantage? .... Definitely, YES! I contend that if organizations
can access this reservoir of tacit knowledge more effectively and faster than
competitors, they will effectively “get smarter, faster” than the competition.
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In a VUCA world, the ability to sense changes in the environment both
internally and externally, and then innovate and adapt faster than the
competition is a distinct competitive advantage. This capability is, in fact,
necessary for survival in the 21 century. If “yes” is the answer, then the
question becomes, HOW is it done? How do executives tap into the inherent
body of tacit knowledge within their organizations to accelerate the
decision-making and strategy development process to innovate, adapt, and
change?

What Hax, along with O’Reilly and Tushman, illustrate is HOW
senior executives need to think is drastically different from the last century.
Gaining access to the vast reservoir of tacit knowledge in an organization is
just the first step. Interpreting it, then channeling what is learned quickly
and effectively into strategic action is a very different process in the VUCA
world. Successful 21 century executives must expand the view of their role
from traditional manager to innovative leader. As Arnaldo Hax proposes,
innovative leaders must expand their mindset and strategic toolbox to focus
on forming unbreakable bonds with customers rather than ways to gain an
advantage to defeat a competitor. Strategic actions should incorporate the
possibilities provided by new technologies and complementors to cement
the bond with customers. O’Reilly and Tushman reinforce the point that
leaders must think with ambidexterity, in both the past and the future. In a
VUCA world, the mental agility to exploit existing capabilities while
simultaneously exploring new and different opportunities that leverage core
capabilities is a necessary skill for long-term survivability. As the rate of
change accelerates, it becomes increasingly critical for senior executives to
shift focus from products/competitors to customer bonding by taking
advantage of core capabilities in new and, sometimes risky, ways.
Processing vast quantities of information quickly, assimilating it, and taking
rapid and proactive action to take advantage of past capabilities and adapt
core competencies to fit the present are essential mental skills for longevity
in the 21% century.

Thinking Exercises

1. Research and select a company that is over 100 years old and then
create a timeline that identifies key decisions or moments in the
company’s evolution. Then discuss the effectiveness of key management
decisions on your timeline. In retrospect, were the decisions beneficial?
If not, what alternative decision might have been made that would have
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been better? Try to consider only information that might have been
available at the time, then explain your reasoning.

Look closely at the history of Amazon. Then identify six examples
where Amazon and Jeff Bezos leveraged existing core competencies to
innovate and enter new markets or businesses. Explain how and why?

In what ways are the Delta Model and ambidextrous thinking approaches
to strategy different from the Porter and resource-based view of
strategy? What are the advantages and disadvantages of the different
approaches? Explain your reasoning.

How might executives who visualize Delta Model type strategies or
demonstrate ambidextrous type strategic thinking be able to develop
and execute agile strategies in the VUCA 21* century? Explain your
reasoning.

Discuss how executives who demonstrate ambidextrous thinking to
develop strategies might use this mental model to adapt to changing
environments.

Select the organization that you work for or one that you know well.
Are the senior executives primarily exploiting organizational capabilities
or are they displaying ambidextrous thinking and also exploring new
opportunities? Explain your reasoning.

Suggested Reading

Davenport, T., & L. Prusak. Working Knowledge: How Organizations

Manage What They Know. Boston, MA: Harvard Business School Press,
1998.

Hax, A. The Delta Model: Reinventing your Business Strategy. New York,

NY: Springer, 2010.

Nonaka, 1., & H. Takeuchi. The Knowledge-creating Company: How

Japanese Companies Create the Dynamics of Innovation. New York:
Oxford University Press, 1995.

O’Reilly, C., & M. Tushman. Lead and Disrupt: How to Solve the

Innovator’s Dilemma. Stanford, CA: Stanford University Press, 2016.
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ACCELERATING NEW KNOWLEDGE CREATION
.... CONTINUOUS LOOP MANAGEMENT

The concept of organizational learning, with the ability of
organizations to create new knowledge, is relatively new but has become
widely recognized as a key element of organizational success over the past
25 years or so. It has become widely and generally recognized that an
organization’s ability to learn, adapt, and change faster than competitors can
be a significant competitive advantage in today’s VUCA world. In fact, Arie
de Geus in 1988 suggested that a company’s ability to learn faster than its
competitors may be the only sustainable competitive advantage of a
company.! In complex 21 century organizations, organizational learning
means engaging multiple individuals across multiple boundaries. Peter
Senge gave meaning to what a learning organization looks like in 1990 with
his influential book, The Fifth Discipline: The Art and Practice of the
Learning Organization.* Then, beginning in 1994, Ikujiro Nonaka and his
associates provided a workable model for converting the vast tacit
knowledge base in an organization to explicit knowledge so it can be shared
and combined to generate innovation and help organizations adapt and
change quickly.3*5678%1% The emergent SECI model (Socialization,
Externalization, Combination, Internalization) for the tacit-explicit knowledge
conversion cycle describes a dynamic and continuous process whereby tacit
knowledge is gathered and disseminated vertically and horizontally,
throughout an organization in a way that allows various bits of tacit
knowledge to be combined to generate new knowledge in the form of
innovation and ideas for improvement. Nonaka applied attributes of Eastern
culture to develop the SECI model that begins with socialization; creating
an environment where people talk to each other and share what they know.

Virtually every CEO includes statements in their talking points or
corporate mission statements along the lines of “our employees are our most
valuable asset”. Yet, few actually actively and purposefully engage their
supposedly most valuable asset or design structures or foster a culture that
taps into the “most valuable asset.” While learning and knowledge are
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helpful, knowledge for the sake of knowledge may not necessarily yield
benefits. Companies must focus knowledge resources on tasks and activities
that add or create value for the organization. Leadership of organizations
must develop and use systems and processes that work synergistically to
yield actionable knowledge rather than give lip service to their “most
valuable asset.”?

While some of these concepts have begun to be included in
organizational behavior textbooks and college curricula, precious little has
been included in textbooks on strategy. Textbooks that are many hundreds
of pages long include little more than a couple of paragraphs or maybe a
few pages on the benefits of a learning organization, and none, that I have
found, include a model or propose a clear method to nurture a learning
organization in anything other than general terms. Textbooks include vague
descriptions of social networks or encourage employee engagement or the
development of knowledge management systems in an attempt to cover the
topic but fail to offer specifics on HOW to develop or manage learning
organizations. Are there any processes that can be institutionalized to access
the vast body of tacit knowledge and accelerate the creation of new
knowledge to create a learning organization and add value to the company
in the form of accelerated decision-making, innovation, and the emergence
of new ideas? Some companies have unknowingly or unintentionally
developed effective learning organizations, and investors reward these
companies handsomely. In the 20™ century it was common when negotiating
the sale of a company to begin with the book value of the company and then
negotiate a premium to determine the sale price. The premium would be
recorded in the accounting records as goodwill. The difference between the
book value and the sale price may be interpreted to be the value of inherent
intangibles with the ability for the company to innovate being a primary
consideration in determining the premium. Since innovation and new ideas
emerge from the body of tacit knowledge contained in people, the premium
represents the value of tacit knowledge in the organization as perceived by
investors. In the 21% century knowledge economy, much of the market value
or capitalization of a public company derives from investors’ perception of
the ability of the company to access tacit knowledge and innovate. The
portion of market capitalization as determined by the ratio of stock price to
book value represents a reasonable valuation of the company’s ability to
access its inherent intangible tacit knowledge base as perceived by
investors. By comparing the ratio between of stock price to book value for
companies shown in Figure 4.1 like Apple vs. Hewlett-Packard or Sears and
Kohl’s to Amazon or Google and Facebook to Twitter we can gain a sense
of how investors perceive the value of intellectual assets of these companies.
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Figure 4.1 — Perceived Value of Intellectual Assets
Ratio of Market Cap to Book Value 9/12/2021
Price to |Industry
Book |Average
Stock Market Cap* | Value ** P/B
Company Symbol Industry (8 Billions) (P/B) | (MRQ)
Southwest Airlines LUV Airlines 28.3 3.0 1.7
Delta Airlines DAL Airlines 25.2 19.7 1.7
United Continental Airlines UAL Airlines 15.2 2.9 1.7
Apple, Inc. AAPL | Computers/Peripherals 2462.5 38.3 8.3
Hewlett-Packard HPE Computers/Peripherals 20.2 1.1 8.3
Dell Technologies Dell Computers/Peripherals 73.9 8.4 83
Sears Holdings Corporation SHLDQ Retail Dept. Stores 15.9 -0.01 3.1
Kohl's KSS Retail Dept. Stores 8.4 1.5 3.1
Nordstrom JWN Retail Dept. Stores 7.8 1.5 3.1
Walmart WMT Retail Supermarket 408.8 4.7 1.5
Costco COST | Retail Discount Stores 205.6 12.2 1.5
Target TGT Retail Discount Stores 124.3 8.2 1.5
Alphabet (Google) GOOG Internet Services 1,892.3 8.0 2.8
Facebook FB Internet Services 1,065.8 7.7 2.8
Twitter TWTR Internet Services 49.8 6.4 2.8
Amazon, Inc. AMZN Internet Commerce 1,756.9 15.3 4.8
Alibaba BABA Internet Commerce 454.8 2.7 4.8
Ebay, Inc. EBAY Internet Commerce 49.5 3.8 4.8
* Calculated by multipying the current stock price by the number of shares outstanding.
** The Price to Book ratio or P/Bis calculated as market capitalization divided by its book value. (Book value is defined as
total assets minus liabilities, preferred stocks, and intangible assets.) In short, this is how much a company is worth. Investors
use this metric to determine how a company's stock price stacks up to its intrinsic value.
Source: Zacks Investment Research Center 9/12/2021

The companies with high market cap valuations and price to book
value ratios compared to competitors or their industry average seem to have
stumbled onto ways to create new knowledge at least in the early stages of
their life cycles. But what processes can be institutionalized to continue the
flow of innovation and promote rapid change as these companies grow and
mature?

“Knowledge has to be improved, challenged, and increased constantly, or
it vanishes” — Peter Drucker

Knowledge Processes

The process of developing intellectual knowledge assets may be
generally grouped into three categories: knowledge management,
organizational learning, and knowledge creation. I call these knowledge
processes.!! The concepts and processes supporting knowledge management
practices have been around and been developing since the early 1970s.
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Knowledge management practices have been widely researched, and
organizations worldwide spend billions and billions of dollars on materials,
software, and increasingly sophisticated artificial intelligence routines.
However, while research shows that organizations enjoy improvements in
productivity and efficiencies, additional research suggests that organizations
are not benefiting as much as they could be. Executives tend to cling to old
ways and metrics that may or may not be relevant in the current business
environment.!> We have seen companies gather key metrics that are needed
to help identify and take action to solve some issue. But, 10 years later,
executives are still using the same metrics to make decisions even though
the original problem has long since been resolved. The data is no longer
valid or meaningful. Therefore, decisions based on the obsolete data are
inherently flawed. In contrast, efforts to facilitate the practical application
of organizational learning and knowledge management theory have been
modest despite the evidence that an organization’s ability to tap into
inherent intellectual assets delivers superior value compared to competitors.

Knowledge management

Knowledge management theories and practice have historically
focused on and been centered on the use of technology to facilitate the
transference and sharing of information throughout organizations. The
assumption has been that people will effectively use information that is
available and at their fingertips to make sound and informed decisions that
support strategic objectives and add value to the organization. There is
ample research that supports this assumption, and companies do enjoy
increased productivity and efficiency when employees are provided tools
and given access to data bases, the internet, or other repositories of
information that make available data or information to assist the decision-
making process.!* Companies spend billions of dollars, not only on the
technology but also on training so that employees make the best use of the
investment in technology. However, making more informed decisions using
information is only part of the equation. Taking information and combining
it with inherent tacit knowledge into actionable knowledge is much more
difficult. Research shows that only between 10% and 20% of the total body
of knowledge in an organization is explicit in nature and can be captured
and shared throughout the organization using various forms of
technology.'*!5 If this is true, then most organizations are just scratching the
surface of the intellectual and experiential potential that exists within their
organization.

printed on 2/9/2023 3:55 AMvia . Al use subject to https://ww.ebsco.conlterns-of-use



EBSCChost -

Accelerating New Knowledge Creation .... Continuous Loop Management 63

Learning organizations

In 1990, Peter Senge described what a learning organization looks
like and predicted the benefits that might be gained from organizational
learning.? Senge suggested that organizations are essentially a collective of
many intellectual assets and biographies that when combined generate
innovative ideas to solve problems or create new products or provide
answers to questions that single individuals may not be capable of doing.
We all know the old saying that two minds are better than one, and if that is
true, then ten minds should be better than two. The trick is getting people to
actually collaborate and share what they know. Facilitating a learning
organization has become another buzz word among executives, but it is
easier said than done. For too many organizations, facilitating a learning
organization remains just that... a buzz word... without specific action or
substance. It sounds good in a mission statement and speeches but without
specific actions, remains hollow and does not truly generate value for the
organization. Decades after Senge introduced the concept of a learning
organization, executives worldwide still struggle with converting theory to
action.

Knowledge creation

21% century organizations have become so large and complex that
the relevant knowledge needed to make effective decisions is difficult to
access. Innovative ideas are distributed throughout the organization and
contained in the minds of individuals with different biographies, personalities,
skill sets, and mental models. Individuals within the organization represent
various educational backgrounds, diverse experiences, and abilities relevant
to creating actionable knowledge that can be harnessed to accelerate
decision-making or innovate or solve a problem in a way that adds value to
the organization. Knowledge for knowledge’s sake may not necessarily be
valuable. Therefore, knowledge contained in the collective must be
actionable and shared through the social interaction of numerous individuals
with diverse biographies.**>!® Leaders must establish conditions or a safe
space that is described in Japanese as ba. Ba facilitates the sharing of tacit
knowledge throughout the organization in order to gain access to that 80%
to 90% of the body of knowledge that exists in all organizations. Ba is a safe
space which may be physical or virtual, where participants may share what
they know without fear of ridicule or retaliation.* Without ha, members of
the organization will not trust each other enough to share their tacit
knowledge. Leaders who are successful in bringing diverse biographies
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together will benefit from leveraging individual abilities and tacit
knowledge to add value by focusing fresh insight and experiences to a
problem-solving situation or to innovate.'’

Over the past two decades, Ikujiro Nonaka and his associates drew
from deeply rooted Eastern (oriental) culture to develop and promote the
theory of knowledge conversion from tacit to explicit and back to tacit in a
dynamic process originating at the individual level and spiraling throughout
the organization both horizontally and vertically. 345678910 From a practical
viewpoint, organizations that could tap into just a small percentage of the
massive body of tacit knowledge would gain a significant competitive
advantage over competitors through accelerated effective and decisive
decision-making, accelerated development of process improvement,
accelerated development of innovative products, and much more that
depends on special tacit knowledge. Central to knowledge creation theory
is the process of Socialization, Externalization, Combination, and
Internalization (SECI) that outlines and describes a dynamic cyclical
process of converting tacit knowledge to explicit knowledge and back again
to new tacit knowledge that adds to the body of organizational knowledge.
Completing a SECI cycle adds to the body of organizational knowledge,
thereby enhancing the organization’s ability to act.!* The SECI cycle
illustrated in Figure 4.2 describes the four-step dynamic process of a
continuous cycle of knowledge conversion, creation, and regeneration.

1. Socialization — occurs when people interact on an individual level to
share personal experiences or tacit knowledge with others. We have all
sat in the break room and said, “If I were in charge, we would....” This
is the beginning of the process of harnessing the vast reservoir of
knowledge in an organization.

2. Externalization — occurs when tacit knowledge is converted to an
explicit form and distributed and assimilated by a larger community,
beyond the immediate social group. People with the basic knowledge
are typically not the senior executives. We all know who knows the
most about what is going on at operational levels, and it is not the CEO.
But these people are typically not decision-makers able to take decisive
action. Therefore, they must convert the tacit knowledge or idea into a
form that can be shared with a wider audience of decision-makers in
the form of a memo or proposal.
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Figure 4.2 — The SECI Cycle

Combination — occurs when pieces of knowledge that have been shared
with a wider audience or decision-makers are reconstituted to create
something new and more complex. A wider group of individuals add
their knowledge and practical experience to the original idea so that
something new emerges in the form of innovation or process
improvement or some action that adds value to the organization.
Internalization — occurs when the organizational decision-makers
formalize and institutionalize the new idea in the form of revised
procedures or new product or action. People then absorb the
recombined knowledge (procedure or innovation) into their existing
knowledge base to yield new knowledge that is unlike the original
knowledge set. Then the process repeats as in a few months people
again sitting in the break room say, “Remember that change we made
a few months ago.... well, I have a better idea that improves the new
(existing) one....”.

“Test fast, fail fast, adjust fast” — Tom Peters
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The Continuous Loop Model for Management
Western Style Linear Thinking Process

Assume that leaders of the organization are able to create an
environment where people exist in ba and share their valuable tacit
knowledge. How can this flow of knowledge be channeled in a way that
benefits all stakeholders of the organization? The accumulation of
knowledge must be focused to achieve some outcome that adds value to the
organization. Otherwise, what is the purpose? The SECI model is routed in
social structures and beliefs that are characteristic of Eastern societies
(China, Korea, Japan, etc.) that emphasize and value group effort and
collaboration. Western societies and resultant thinking in Europe and
America are generally grounded in the protestant work ethic mode of
thought which emphasizes individual achievement over that of the group.
Western managers are generally conditioned by society to think in a linear
fashion ... one step at a time... followed by another logical step or action...
and so on. While there is nothing inherently wrong with this style of
thinking, unanticipated events or occurrences that disrupt the logical flow
of events create havoc. Many of us have witnessed or experienced projects
that came to a screeching halt when confronted with an unanticipated event
or change as managers scratch their heads wondering what to do next. To
illustrate this linear thinking, I borrowed the value stream diagram from the
six-sigma toolbox. The SIPOC (Supplier, Input, Process, Output, Customer)
model shown in Figure 4.3 illustrates the typically Western linear thought
process. The flow or logical thinking and resulting sequence from input to
output can also be applied to tasks such as project management where each
stage represents a milestone in the project timeline. The challenges before
leaders and managers are to find a way to advance quickly from one step to
another and react quickly and decisively when unanticipated events occur,
or conditions change. Too often, unanticipated events or changing conditions
result in costly delays as leaders and managers scratch their heads
wondering how to respond when the answer lies embedded somewhere
within the tacit body of knowledge in their organizations.
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Figure 4.3 — 6-Sigma Value Stream — SIPOC
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What if, rather than defining the “customer” as someone external
to the organization who pays for some product or service, we define
“customer” as anyone or group of people engaged within or without the
organization who gains value from some activity. If we make that change to
our thinking, then the output becomes any action or resulting product that
adds value to the organization as a whole. This could be things like strategic
plans, budgets, process improvements, completing a project on time and
under budget, or ideas for new products and much more. If the target output
changes, then the source of supply for the input must also change. Suppliers
are not only vendors who provide goods or services for ultimate resale but
anyone who has special knowledge needed to contribute to the development
of the final item of value. Suppliers may be other management, individuals
within the organization at any level, or people outside of the organization
who have special knowledge. Special knowledge may come from anywhere
inside or outside of the organization. People at any level of the organization
may have special tacit knowledge that can contribute to adding value to
whatever is the output. Is it possible to accelerate the creation of new
knowledge by accessing the vast tacit knowledge base in organizations and
focus the new knowledge on tasks that add value?

Combining the best of Eastern and Western Thought

If the goal of management is to create new knowledge to quickly
solve problems, make decisions, develop new products or processes, etc., in
order to gain a competitive advantage, then merging the best elements of
Eastern and Western thought might offer a practical approach. Creating an
environment where people at all levels of the organization feel safe to share
their tacit knowledge (environment of ba) will enable the first step of the
SECI cycle: socialization. People will openly and willingly share what they
know. Their special knowledge will become available to management
through the process of externalization to be combined and eventually
internalized in the form of implementation of a new process or product.
Once the ba environment exists and the SECI cycle results in ideas and
innovation, management’s challenge is to focus the resulting flood of ideas
on value adding tasks. The Continuous Loop Management Model (CLM)
shown in Figure 4.4 offers a visualization of the merged Eastern style SECI
cycle with the Western style six-sigma SIPOC.11:16
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Figure 4.4 — The Continuous Loop Management Model
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Overlapping SECI cycles represent the sharing of tacit knowledge
from one step in the SIPOC process to the next step. Since each SECI cycle
represents the creating of some new nugget of knowledge that supports the
decision-making process, speeding up the completion of SECI cycles
accelerates the knowledge creation and decision-making process and eventually
the emergence of new solutions to problems, process improvements, or new
products.... whatever the eventual outcome. Accelerating the rate of new
knowledge creation and decision-making through time enables the organization
to essentially get smarter, faster, than the competition. Applying the
concepts of the Continuous Loop Management Model helps executives and
managers to progress more quickly and effectively through the SIPOC
stages not only to create output that adds value but also to respond to
unanticipated changes more quickly. How many times have projects
progressed from one milestone to the next to project completion following
the schedule or work breakdown structure as it was planned on day one?
The answer from almost everyone who has ever participated in a project
is... almost never. If the SIPOC steps are defined as project milestones, then
the Continuous Loop Management Model offers a practical way to quickly
identify those unanticipated conditions that tend to bring a project or a
strategic initiative to a screeching halt, then access the tacit knowledge base
to respond to the problem and keep the project moving forward on schedule.
The Continuous Loop Management Model offers a roadmap for executives
and managers to follow Tom Peters’ advice, “test fast, fail fast, adjust fast.”
Speed is the key to success in the VUCA world. Organizations must make
strategic and operational decisions fast, develop new approaches fast, adjust
to unanticipated events and change fast.

What have we learned... where do we go from here?

In my classes I ask students to discuss how the CLM model might
be applied effectively in the organizations that they work for. Many, if not
most, reply that they already use this type of process and cite the “open door
policy” or “project teams” or “action committees.” I ask, how many times
have people gone into the CEO or owner’s office and sat down to share an
idea or a gripe? The answer is almost always “never.” Similarly, when I ask,
what really changed as a result of the team or committee, the answer is
usually “not much, really.” Deeper probing typically reveals that very little
of the tacit knowledge in the organization is actually being converted to
action. Most of the time, these policies, teams, or committees are little more
than window dressing designed to make people feel as if they are making a
contribution and allow managers to claim that they are “people, people” and
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leveraging their “most valuable asset.” The reasons that these common
techniques do not actually work are many, including fear, title intimidation,
social norms, personalities, and an infinite number of unspoken and unseen
beliefs, values, and shared assumptions within the group. So, what attributes
must an organization cultivate in order to make the Continuous Loop
Management Model work effectively? What does an organization look like
that enables the SECI cycle to begin to tap into the tacit knowledge base of
an organization? What is needed to create ba? What are the benefits of ba
and how does this shape strategy?

Thinking Exercises

1. Select five publicly held companies in each of three industries for
fifteen companies in total. Calculate the market capitalization to book
value ratio for each. Discuss why the ratio between industries might be
different.

2. Select one company in each industry used in #1, then explain why
investors do or do not pay a premium that the ratio between market
capitalization and book value represents. What is it that creates value
or lack of value for each company? Explain your logic.

3. Consider Tom Peters well-known “test fast, fail fast, adjust fast”
statement. How might this be relevant in the development and
execution of strategies? Explain your reasoning.

4. Using the organization that you work for or one that you know well,
identify and discuss unseen or unspoken beliefs and values, or shared
assumptions that are held by people in the organization that inhibit the
flow of knowledge throughout the organization. Explain your
reasoning. Some examples are good.

Suggested Reading

Nonaka, 1., & K. Ichijo. Knowledge Creation and Management: New
Challenges for Managers. New York, NY: Oxford University Press,
2007.

Nonaka, 1., & H. Takeuchi. The Knowledge-creating Company: How
Japanese Companies Create the Dynamics of Innovation. New York,
NY: Oxford University Press, 1995.
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CHAPTER 5

ORGANIZATIONAL CULTURE...
THE KEY TO THE KINGDOM

So, what attributes must an organization cultivate in order to make
the Continuous Loop Management Model work effectively? What does an
organization look like that enables the SECI cycle to tap into the tacit
knowledge base of an organization? What is needed to create ha?

I ask these questions in my classes, and students typically respond
with comments like “we already do this with regular department meetings”
or “my company has a suggestion box...” or “we have an idea committee
that ...” or some similarly structured management action. When asked how
effective these meetings are in generating new and innovative ideas, the
answer is typically “not very good” because the manager typically takes
charge (as managers must do to assert their power). Lower-level people
attend the meeting and enjoy a company bought lunch but keep the really
unique ideas to themselves for any number of unseen and unspoken reasons.
After the meeting, the manager goes to his/her boss and accepts congratulations
for whatever idea or suggestion that emerged, if any. In the end, little
typically gets done, yet management feels good and goes along fat, dumb,
and happy as they bask in the image of accomplishment. This routine is
repeated thousands of times every day at companies throughout the world
as managers are rewarded while employees who have the really valuable
ideas feel left out and unfulfilled. We have found in our research that many
unseen and generally unaccounted for interferences creep into the subconscious
mindsets (the culture) of groups of people that prevent knowledge sharing
and the emergence of innovation and ideas.!??

Organizational Culture — what is it?

Recognition of the powerful influence that organizational culture
has on organizational performance has been steadily growing for several
decades. Numerous books and research papers have been published using a
variety of models and methods attempting to assess various dimensions and
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the strengths of those dimensions within the organization. While there is no
universally accepted definition of organizational culture, there appears to be
wide agreement with Edgar Schein’s definition of organizational culture as
a set of beliefs, values, and shared assumptions “invented, discovered, or
developed by a given group as it learns to cope with its problems of external
adaptation and internal integration — that has worked well enough to be
considered... the correct way to perceive, think, and feel in relation to those
problems” (p. 9).* Geert Hofstede observed that organizational culture
consists of core values that are often unconscious and rarely discussable.’
These descriptions and many variants appear throughout the literature on
organizational cultures. Many researchers and authors have demonstrated
the power of culture on organizational performance using both qualitative
and quantitative methods.

Schein went on to identify three distinct levels of organizational
culture that can be observed by other people:

e Artifacts and behaviors — which include any tangible, overt or verbally
identifiable elements in any organization. Architecture, furniture, dress
code, and office jokes, all represent organizational artifacts. Artifacts
are the visible elements in a culture, and they can be recognized by
people not part of the culture. Similarly, outsiders observe behaviors
that reflect the underlying values and beliefs of a group of people.

e Espoused values — are the organization's stated values and rules of
behavior. Espoused values dictate how members of the organization
represent the organization both to themselves and to others. This is
often expressed in official philosophies and public statements of
identity like mission or vision statements. These statements are often a
projection for the future, of what the members hope to become or hope
that the organization becomes. Examples of this would be employee
professionalism, or a "family first" mantra or a statement about making
the world a better place to live. Trouble may, and often does, arise if
espoused values by leaders are not in line with the deeper tacit
assumptions of the culture that exist in the minds of employees. Trouble
develops if employees perceive those leaders are demonstrating “do as
I say, not as I do” behaviors.

e  Shared basic assumptions —are the deeply embedded, taken-for-granted
behaviors which are usually unconscious, but constitute the essence of
culture. These shared basic assumptions are typically so well integrated
in the office dynamic that they are hard to recognize from within as
people simply follow along with “this is how we do things around
here.”
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We all observe people’s behavior or how they are dressed and act,
and then make judgments based on this observable evidence about their
underlying beliefs and values. The same can be said for organizations.
Walking into an office space, we observe the layout and decoration, how
people are dressed, and how they address each other, and we can gain some
insight into the underlying beliefs, values, and shared assumptions (the
culture) of the group. When beginning work at a new organization, it is
natural for new hires to want to fit in and be accepted. Existing members of
the group want the new person to assimilate quickly so the indoctrination
begins with “this is how we do things here” starting on day one. Many
textbooks, particularly those on strategy, tend to discuss both the visible and
invisible dimensions of organizational culture as one thing, blurring the
distinction. When students begin looking at organizational culture, they tend
to focus on the obvious, visible, parts of the culture without asking “why”
do people act or dress in a certain way. What are the underlying beliefs and
values that generate certain behaviors or shape decisions? For this reason, I
prefer to discuss organizational culture as having two distinct parts: culture
and climate.®

Figure 5.1 — Climate vs. Culture As  shown in

Figure 5.1, the climate

part of organizational
culture is made up of the
visible and observable
behaviors, artifacts, and
norms that people in an
organization display and
Organizational react to. The culture part

Culture of organizational culture
is made wup of the
invisible,  unconscious
and rarely discussable,
set of beliefs, values and
shared assumptions of
the group as a whole. The
characteristics of the
organizational culture can be observed and evaluated by assessing the
climate. People at companies with strong and unique cultures like
Southwest Airlines or Starbucks demonstrate a climate that gives insight
into the culture. When researching Southwest Airlines, for example,
students typically find stories of Herb Kelleher, co-founder and CEO,
attending employee functions dressed as Elvis Presley or Hokey Day where

/ Climate:
Behavior,
Artifacts,

Norms
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employees volunteer their time to assist flight crews to turn around flights
quickly or flight attendants pulling out a guitar and singing the required
safety directions at the beginning of a flight. What do these behaviors
suggest about the underlying beliefs and values (the culture) of the
thousands of employees as a group at Southwest Airlines? The powerful,
unseen force that is the culture, shapes employees’ behaviors at Southwest
Airlines in a way that typically, but not always, results in superior customer
service which is an outcome or part of the climate. Southwest Airlines’
hiring philosophy of “hire for attitude” begins the process of assimilation
into the culture as people who are not a good fit are never hired in the first
place. Starbucks has a similar approach that typically results in excellent
service for customers.

As Southwest Airlines has developed a healthy culture, the culture
at some organizations evolves into a toxic environment as people learn early
in the organization’s development “what works” and then pass that along to
new hires. As new hires assimilate into organizations, they may be told “it
is ok to cheat on expense statements.... everybody does it” or “don’t trust
Bob” or “never contradict the boss” or.... and the list goes on and on. Good
people can be corrupted in an attempt to fit into the organization. For an
extreme example of how good people can be corrupted by a culture that was
established at the top of the organization and promoted throughout, I
encourage students to research Enron and watch the documentary “The
Smartest Guys in the Room.” Cultures can be healthy and good, like
Southwest Airlines, or toxic and eventually destructive like Enron. It is up
to employees to recognize the difference and make value judgments and
either buy into the existing culture or reject it and go elsewhere.

This is not an easy task because there are actually many cultures at
work in an organization, which are dynamic and many times competing.
Organizational culture is not monolithic and is actually a dynamic interplay
of many sets of beliefs, values, and assumptions. Many cultural subsets exist
from the organizational level to the individual level, creating a dynamic
interplay throughout the organization. Some of these subsets are shown in
Figure 5.2. While an organization may have an overarching set of beliefs
and values and assumptions, Schein observed that departments or disciplines
within an organization develop unique sets of cultural values and
worldviews due to training and education that shape behaviors and the
decision-making process. Think about the differences that you have
observed in your personal lives among people in accounting/finance,
engineering, information technology, or marketing/sales. People with
different personality traits and interests gravitate into these fields, then they
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are indoctrinated with “this is how engineers think and act” throughout the
educational process which is further reinforced when they join a company
with other engineers. Added to this already complicated mix are individual
cultural differences due to national heritage, ethnic background, religion,
social status, education, and much more. The result for the organization
when these cultures interact is a dynamic and complex hodgepodge of
values and beliefs that manifest themselves through behaviors, artifacts, and
norms that begin at the top and extend to the most entry-level employee.
Every executive and manager who has attended business school sat through
organizational behavior classes so they have been introduced to these ideas,
yet many choose to ignore or forget the learning when they are promoted to
“manager.”

Figure 5.2 — Subsets of Organizational Culture

Company
Culture
Dept. National
Culture Culture
Social Ethnic
Culture Culture
Educational
Training

Turning a blind eye... the DaimlerChrysler case

Peter Drucker famously observed that “Culture eats strategy for
breakfast.” Yet despite the widely accepted recognition that culture is a
powerful force in determining the success or failure of organizational
initiatives, including strategic plans, executives and managers seemingly
fail to take affirmative action in dealing with cultural issues that interfere
with the effective execution of well-designed plans. Cultural sensitivity
courses are not adequate. For example, we found that in the context of cross-
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national mergers and acquisitions, 90% of executives acknowledge that
culture was a key factor in the success or failure of the venture. Despite this
recognition, less than 10% took specific actions to address cultural
disconnections either in the due diligence or implementation phases of the
project.” Executives explored financial and operational issues and
established wide-ranging goals for operations, financial performance,
quality, and market penetration yet rarely focused on the culture with the
result that nearly 80% of cross-national mergers and acquisitions fail. We
continue to ask “why” do executives give lip service to the importance of
culture yet apparently bury their heads in the sand when it comes to acting?
I find it amazing that seemingly intelligent and highly educated business
executives will close their eyes and be blind to the obvious... culture is
important. Deeply entrenched cultural difference can sabotage the best plan
developed using classical techniques. One of the best recent examples of
how cultural disconnections can scuttle strategic initiatives is the failed
merger between Chrysler and Daimler-Benz.

On paper, the 1998 “merger of equals” between US-based Chrysler
and German giant Daimler-Benz had all the attributes needed for success,
using traditional strategic thinking and methods. Synergies created by
taking advantage of the best attributes of each company were expected to
position the new company, DaimlerChrysler, as the third largest car
company in the world. This would give DaimlerChrysler a competitive
advantage over the existing US market leaders, Ford and General Motors.
At the time, Chrysler controlled about 23% of the US car market while
Daimler-Benz earned just a 1% market share.® Chrysler’s strategy was to
focus on highly efficient production processes, low-cost design, and product
development which made Chrysler one of the world’s most profitable car
manufacturers appealing to the masses. Daimler-Benz, on the other hand,
was renowned for quality engineering and meticulous manufacturing which
made Daimler-Benz cars more expensive and they targeted the higher-end,
more selective and affluent buyers. Merging Chrysler’s efficient manufacturing
and extensive distribution network in the USA with Daimler-Benz’s
engineering expertise and attention to quality was expected to give
DaimlerChrysler a competitive advantage over both Ford and General
Motors. To classically trained and educated engineers, CEOs Robert Eaton
(Chrysler) and Jiirgen Schrempf (Daimler-Benz) this was a match made in
heaven. The goal was to unite the companies and combine the best of their
unique know-how and different manufacturing processes, share distribution
channels, and share technological expertise by working together. The
SWOTs, GAP analysis, Porter’s Forces, and financials analysis all indicated

printed on 2/9/2023 3:55 AMvia . Al use subject to https://ww.ebsco.conlterns-of-use



EBSCChost -

78 Chapter 5

that this “merger of equals” had all the makings for a landmark deal.... a
true game changer in the auto industry.

The post-merger-integration (PMI) plan followed the classical
formula of three phases; a start-up phase, a project-implementation phase,
and a business transformation phase complete with measurable goals and
objectives for each phase. There was apparently some discussion of
integrating the different national cultures, but those discussions were
apparently overwhelmed and relegated to the back bench by goals for
market share, production, and financial objectives. In a “merger of equals”
the expectation was that the cultures would merge and blend to create a new,
shared, corporate culture.® Psychologists generally, and classically,
compartmentalize the cultural integration process into three phases; shock,
stress (psychological), and the willingness to solve the problems.” At the
beginning observers of the two organizations did not expect problems. After
all, the organizations and people did not look all that different; they look
like us, they talk like us, they have the same focus of attention, and their
English is excellent.!® However, significant differences became apparent,
and while the merger was not foredoomed from the beginning, these
fundamental differences when not addressed in the PMI doomed the venture
to failure in the long run.

“Coming together is a beginning; keeping together is progress; working
together is success.” — Henry Ford

During the post-merger integration process, millions of dollars
were spent on workshops focusing on cultural sensitivity covering topics
like “Sexual Harassment in the American Workplace” and “German Dining
Etiquette.” Measurable goals dealing with ‘“unconscious and rarely
discussable” basic values and beliefs making up the different cultures were
not established. A budget was established to fund the many workshops, but
fundamental differences in business practices and philosophy were never
addressed.!® There were fundamental differences in values, beliefs, and
morals that quickly became apparent in day-to-day work that affected
decision-making and performance at all levels of the new company. For
example, Chrysler’s values include a focus on efficiency and productivity,
empowerment of employees, and equal rights among the staff. Conversely,
the Germanic Daimler-Benz culture is authoritarian and bureaucratic, with
centralized decision-making, and a focus on quality at any cost. The
decision-making process at Daimler-Benz is methodical, analytical, and
measured with more weight given to individuals of rank or reputation. By
contrast, the decision-making process at Chrysler was, to the Germans,
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haphazard and undisciplined as creativity was encouraged and solicited
from anyone with a voice.® To the Germans, the Americans must have
looked like a disorganized mob, so why would they value any opinions or
suggestions the Americans had to contribute?

Basic approaches to work in the two companies were very
different; a lot of red tape (German) versus no red tape (American); very
long and detailed reports and lengthy debate (German) versus reports with
the minimum necessary details followed by a quick decision (American).
The approaches to product development were significantly different with
Americans favoring the trial-and-error method to find a solution to a
problem which gave the Germans an image of chaos and disorganization.
The German approach was to develop detailed plans ahead of time and then
execute a precise implementation of the plans which looked slow and
ponderous to the Americans.

Significant differences in basic organizational designs and
processes emerged that are a result of the different national backgrounds
and historical experience. America is a country of immigrants with a frontier
spirit that emphasizes individualism. Americans instinctively rely on
themselves instead of relying on others in reaching a goal. Everyone is
responsible for his or her own success or failure which is why employment
contracts are negotiated individually. Americans tend to be highly
pragmatic and focus on efficiency, resulting in a set of values and shared
assumptions on performance that is goal and performance oriented. Results
count for more than how the results were achieved. We all know the old
saying “time is money” so if the trial-and-error approach is the fastest way
to solve a problem, that is how the Americans will approach finding a
solution. Using Hofstede’s dimensions, American society is founded on
equality, and power distance is small compared to German society. Because
of the emphasis on individualism, Americans tend to rely less on groups or
teams, are more short-term oriented, and willing to take risks and be more
flexible than their German counterparts.®

German society, on the other hand, exhibits a greater power
distance in business relationships. German organizations are very hierarchical,
and decisions are made by people with the highest authority or rank. In my
own personal interactions with German business organizations, it is easy to
identify the highest-ranking German in the room because he does all, or
most, of the talking. Others rarely interrupt or contradict the ranking person
in the meeting even if they have a different opinion. Also, the highest-
ranking person makes the final decision and... that is that. As a reflection
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of their cultural heritage, Germans tend to be less individualistic and are
more team-oriented. As they tend to be more risk averse, the Germans see
teams or groups as a sort of security or protection or buffer, and they become
highly skeptical of novel ideas that might represent high risk.®

None of these cultural observations are new. They are well known
by anyone who has ever worked closely with Americans and Germans in
any industry. In retrospect, we can see that without addressing these very
fundamental differences in values, beliefs, and shared assumptions the
merger of Chrysler and Daimler-Benz was doomed from the outset.

“The effectiveness of organizations could be doubled if managers
discovered how to tap into the unrealized potential in their workforce.” —
Douglas McGregor

Why does this happen?

I believe there are many reasons for this apparently illogical
behavior. Tom Peters observed that, “What gets measured gets done” and
business schools worldwide have developed curricula that emphasize data-
driven decision-making. Take a good look at the AACSB (Association to
Advance Collegiate Schools of Business)!! accreditation criteria that
emphasize quantitative research and standards that focus on quantitative
research, research, research. As one of the most influential accrediting
bodies for business schools worldwide, if not the single MOST influential,
AACSB criteria drive curricula and shape behavior and thinking for
millions of business school faculties and students across the globe.
Accreditation criteria that award points for publications are a strong force
helping to create the “publish or perish” environment that exists in many, if
not most, major universities with minimal influence on the educational
experience for students.

Having attended many conferences of academics from major
universities worldwide where PhD students or associate professors hoping
to advance to assistant professor proudly present the results of their
research, one cannot help but be impressed by the worthless nature of much
of the so-called “research.” For example, while attending the Academy of
Management Annual Meetings several years ago, a PhD student from a
major Midwest university presented his research. He had compared the
curricula of many AACSB accredited university business schools to the
AACSB accreditation criteria. After extensive data collection and statistical
analysis, he determined that there was a high correlation between the
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curricula content and the AACSB accreditation criteria. Think about that for
a moment. If the university curricula did NOT comply with AACSB
accreditation criteria, would they be accredited? The answer of course is no,
so naturally there is a high correlation. If there was not a high degree of
correlation between the criteria and the curriculum, the university would not
be accredited. For this nugget of knowledge, the student received a PhD and
has most likely gone on to pass on his highly developed critical thinking
skills at some other AACSB accredited university.

“The trouble with the world is not that people know too little; it’s that they
know so many things that just aren’t so.” — Mark Twain

At universities worldwide, course curricula at both the undergraduate
and graduate levels focus on data-driven decision-making which
indoctrinates students with the unconscious and rarely discussable belief
that executives must base decisions on hard data. Combine that conditioning
with the overwhelming demand by stakeholders for quantitative proof of
performance to earn bonuses, promotions, or recognition. Therefore,
executives instinctively shy away from intangibles that are difficult to
measure and even more difficult to understand or explain. Unconscious and
rarely discussable values, beliefs, and shared assumptions held by a group
of people cannot be seen or measured directly. They can only be inferred by
observing behaviors, norms, and artifacts that are visible but difficult to
measure directly. Universities typically include a class on organizational
behavior and may touch on the subject of organizational culture in other
classes, but the overwhelming focus is on data and measurable processes
leaving graduates with the impression that intangibles, like culture, are
relatively unimportant because they are difficult to quantify. Human nature
is to avoid what you do not understand or feel comfortable with, so
executives with MBAs from highly regarded universities avoid the issue in
the absence of a tool to quantify the intangible. Besides, the executive’s
quarterly bonus is based on profits or other performance measures.... not
changes in unconscious and rarely discussable values and beliefs held by
employees.

The annual “employee survey” is a common event in many
companies which I suggest implies that people need fixing rather than the
management systems or leadership. The annual “employee survey” is done
to try to control leaders and give executives cover for missing
communications and unclear strategies that are always at the top of the list
of problem areas identified by employees. Consultants earn a vast amount
of money in fees administering the annual “employee survey.” Then
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executives spend an afternoon evaluating the results and congratulating
themselves on the progress over the past year, pronounce grand sounding
initiatives for the next year, then return to their offices and wait another 365
days to repeat the exercise. Rather than an annual exercise of questionable
value, diagnostics should be an infrequent feedback tool for organizational
development. What is needed is a methodology and tools to help quantify
many key intangibles of organizational culture along with other heretofore
invisible dimensions that drive performance and the ability of organizations
to adapt and change strategies in the VUCA 21% century. The methodology
and tools must be practical in order to be applied, simple to understand, easy
to administer, and yield insight into previously unknown and invisible
values and beliefs that promote or interfere with the performance of the

group.

Organizational Culture as part of a Dynamic System

Most of the popular instruments used to assess organizational
culture use models that view organizational culture as a standalone
dimension. Many proposed models such as the competing values framework
(CVF) popularized by Kim Cameron and Robert Quinn, the Denison model,
and Schein’s layered framework are joined by a host of other models.!>!314
Popular instruments such as the organizational culture inventory (OCI), the
organizational culture assessment instrument (OCAI), the culture gap
survey (CGS), the organizational beliefs questionnaire (OBQ), the corporate
culture survey (CCS), Denison’s organizational culture survey, and the
Great Place To Work Institute© methodology attempt to provide insight
into many beliefs and values held by a group of people but ignore how the
culture interacts with other key elements of the organization.!>!3

Research based on the Great Place to Work Institute© (GPTW)
culture model demonstrates that companies with higher levels of certain
cultural attributes significantly outperform competitors with lower levels of
these attributes. The GPTW model shown in Figure 5.3 has five dimensions:
credibility, respect, fairness (collectively called the trust index), camaraderie,
and pride. The logic goes something like this. If management members do
what they say, then they will be perceived as credible. If people are treated
with respect and fairly, then people will trust each other and management...
forming the trust index. If people like each other and being together, then
camaraderie will be high, and if people take pride in both the organization’s
goals and the work they do, then, taken together... trust, camaraderie, and
pride.... the organization has a healthy culture. Research demonstrates that
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companies with higher levels of trust, camaraderie, and pride significantly
outperform competitors. '* The reason, I suggest, is that people are in an
environment where they are willing to share their special tacit knowledge to
create new knowledge. This environment where people share what they
know enables knowledge to be shared from which emerge ideas and
innovation that result in a competitive advantage for their company.'> While
the GPTW surveys can be beneficial if executives understand the meaning
and take actions, I can attest from personal experience that this does not
happen. Knowing that people do not trust management, or do not like being
around each other, or do not take pride in the organization, or what they do
is one thing but taking action to change the situation is another thing
altogether. Issuing corporate directives attached to managerial bonus plans
to increase the level of trust from one year to the next rings hollow with
managers at operational levels. Without a clearer definition and addressing
underlying issues that inhibit trust, for example, little will get done.

Figure 5.3 — The Great Place to Work model

DIMENSIONS OF A GREAT PLACE T0 WORK

‘ Credibility I Fairness I Respect

Camaraderie

Organizational Culture

With this in mind, I suggest that viewing culture as a standalone
organizational attribute is a major contributing factor to the low success rate
of change initiatives that have been estimated at only between 20% to
30%.'® Decades ago, Ludwig von Bertalanffy described organizations as
dynamic systems where all parts are inextricably connected with each part
dependent on and influenced by the others. Since Descartes, the evolution
of the “scientific method” was built on the basic assumption that a system
could be broken down into its individual components for analysis. After
that, the system could be understood by adding up all the various sub-
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components in a linear fashion.!” The “scientific method” essentially
assumes that systems are closed systems. This means that the components
of the system and the system in total exist in isolation and are unaffected by
outside forces. In 1951, Bertalanffy described organizations as dynamic
systems where all parts are inextricably connected with each part dependent
on and influenced by the others like a living organism. Rather than a system
being the sum of the parts, the functions of a total system are determined by
the complex interactions among all its components.'® Bertalanffy’s general
systems theory (GST) assumes that components of the system and the
system itself are open to environmental forces that shape and influence both
the components and the system in its entirety. Alfred Kuhn observed that
within social systems, like a company, communication or the flow of
information and knowledge among the various components of the system
and the system as a whole provides the energy for the system.!® Decisions
made by all members that influence or are influenced by the system generate
outcomes which can be readily observed. According to Kuhn, “Culture is
communicated, learned patterns...and the society [organization] in a
collective of people having a common body and process of culture.” (p. 154,
156). According to Kuhn, subcultures can only be interpreted when viewed
relative to all the other subcomponents of the system, and culture must be
viewed as a pattern of behaviors within the system. Therefore, the study of
the social interactions that power the system consists of interpreting
“communicated, learned patterns common to relatively large groups (of

people)” (p. 157).

With regard to organizational systems, David Walonick suggested
that healthy organizational systems must change through time in order to
remain healthy and productive.!” However, since organizational systems are
open, they are sensitive to changes in the general environment as well as to
internal environmental changes. The ability of all parts of the organizational
system to anticipate, sense, and adapt to environmental change is a key
factor for success. Decisions powered by the flow of information and
knowledge throughout the system become observable outcomes with which
to evaluate the health of the system (organization). Systems theory forces
scholars and company managers to expand the scope of their thinking to
consider how the flow of information and resulting decisions affect all the
subcomponents of the system, the system as a whole, and the general
environment.!”
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Organizations must be viewed holistically. Effective change
initiatives require conscious actions and reactions with all parts of the
dynamic system of organizational management. While the great body of
knowledge lies within the tacit knowledge base of people in an organization,
they must be organized, lead, and have access to relevant and timely
information in order to make effective and speedy decisions on suggestions
for improvement and change. In order to improve on the 70% to 80% failure
rate of change initiatives, it is necessary to assess “unconscious and rarely
discussable” dimensions of leadership, systems, and culture that permeate
all elements of an organization. It is necessary for executives to gain insight
into many heretofore unseen dimensions of these key components of every
organization in order to form targeted actions to deal with these invisible
issues which inhibit the free flow of knowledge and stifle change. The
dynamic that is organizational culture is much more complex than the
GPTW model suggests. Gaining actionable insight into organizational
culture requires a much deeper dive into the underlying beliefs, values, and
shared assumptions that exist throughout the organization that shape
behaviors, norms, and artifacts accepted within the organization. The question
surrounding organizational culture then becomes twofold: “what are the
critical ‘unconscious and rarely discussable’ dimensions?” and “can they be
measured?” If critical dimensions of organizational culture can be
measured, then can they be harnessed to give companies a competitive
strategic advantage by being more agile and adaptable when confronted
with unanticipated and accelerated change? After nearly two decades of
observation and research, my colleague, Lukas Michel and I, suggest that
the answer is an emphatic YES!

What have we learned? ... Where do we go from here?

Designing an organization to be agile should be a major focus of
senior executives. Whether the executives are exploiting core competencies
through mergers, acquisitions, reorganizations, and cost reductions or
exploring new innovative opportunities, the organization must be flexible
and agile. In today’s VUCA world, designing organizations to sense change,
come up with effective responses, and execute them quickly is a necessary
strategic capability. The first step toward designing an agile organization is
gaining insight into the underlying “unconscious and rarely discussable”
dimensions of leadership, systems, and culture that either enable or stifle
knowledge sharing and the ability of the organization to be agile. Transitioning
from a product/competitor to a Delta Model strategic approach requires
senior executives to have an ambidextrous mentality. However, rigid
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bureaucratic organizations and toxic cultures that stifle knowledge sharing
will make any strategic move into the 21% century very difficult, if not
impossible. Senior executives must also consciously design organizations
to be agile. For this, we need a model of what an agile organization looks
like as well as tools to assist executives to gain insight into those pesky
“unconscious and rarely discussable” dimensions of the organizational
culture that inhibit or promote agile capabilities.

Thinking Exercises

1. Research the Quinn, Schein, and Great Place to Work models of
organizational culture. Create a chart to compare and contrast the
various elements. Discuss which one provides insight that would be
useful and actionable for an executive who thinks that there are issues
within the culture. Explain your reasoning.

2. Look up the Great Place to Work list of 100 Best Companies in the
USA. Identify one company that has been on the list for each of the past
three years. Then do some research to identify what makes the culture
good. Discuss how the positive elements of the culture in your company
help the company to be successful.

3. Consider Peter Drucker’s well-known statement that “Culture eats
strategy for breakfast.” Do you think that Drucker is right? If not, why
not? Explain your reasoning.

4. How might “unconscious, and rarely discussable” shared assumptions
in an organization help or hinder the ability of an organization to adapt
and change? Explain your reasoning.

5. Using the organization that you work for or one that you know well,
choose one of the three models from question #1 and apply it to your
organization. Explain how and why you think your groupings make
sense. Explain your reasoning.
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CHAPTER 6

THE PERFORMANCE TRIANGLE....
MODEL FOR AGILE STRATEGY

The Performance Triangle Model

Our work on the Performance Triangle Model (PTM) for agile
organizational design in a turbulent world emerged from nearly twenty
years of observation and research with over 200 organizations worldwide.!?
My friend and colleague, Lukas Michel, provided the foundational
framework for the concepts of agile management in his groundbreaking
book The Performance Triangle; Diagnostic Mentoring to Manage
Organizations and People for Superior Performance in Turbulent Times in
2013. We have continued to build on the original foundations with
additional data, research, and new knowledge to develop a workable and
practical methodology with tools to help executives to design and mold
organizations that can be successful in the VUCA 21* century. The data
collected, collated, and analyzed show that 78% of problems with
performance, innovation and growth in organizations can be avoided if
senior executives consciously design their organization to be agile. We have
long argued that agile thinking and strategies should originate in the
boardroom and flow from there to the C-suite then throughout the entire
organization. Agile principles, beliefs, values and attitudes, center around
people and the massive body of tacit knowledge embedded within their
minds and experience. Agile principles and capabilities include developing
the ability to facilitate change, collaboration through the organizations
vertically and horizontally, a focus on excellence, engaging in interactive
dialogue and conversation at all levels, self-organization, and continuous
improvement as a way of life. Agile concepts originated with IT around the
need to develop better software, faster, and more efficiency. Social
technologies such as scrum, Kanban, six-sigma, and lean helped to establish
new and more effective ways of working together to improve the delivery
of products or services. The general idea in these methodologies is to
decrease response time by empowering teams to self-organize and act
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within the scope of their own domain, department, work group, or project
team. Agile management originated as a bottom-up culture change from
those who do the work. On the other hand, comprehensive culture change
needs to be led from the very top and adopted by everyone from top to
bottom of the organization chart. When one considers that organizational
culture exists in the minds of people in their values, beliefs, and shared
assumptions, changing the culture is easier said than done. We can all relate
to the difficulty of changing the culture if we reflect on how difficult it is to
change the fundamental beliefs and values of just one person, let alone
magnify that by hundreds or thousands of people. Clearly, anytime that
business leaders say they need to evaluate and change the culture of the
organization, they are in for a long and hard journey that is more likely to
fail than succeed.

For years, we have argued that agile management is led from the
top and gives companies a competitive strategic and tactical advantage. In
our 2017/18 agile management design study we gathered and compiled data
from senior executives representing 220 companies worldwide. Results
from the study revealed how implementing agile management capabilities
helps organizations to achieve six multidimensional goals:

to get work done more efficiently,

to create value for all stakeholders,

to be specific and target critical needs,

to incorporate processes that are hard to copy,

to avoid short-cuts, and

to deeply embed agile philosophies throughout the people.?

Our first agile management design study was done in 2008 and repeated
in 2013. With the results from the 2017/18 study, we can now paint a picture
of what agile attributes top, middle, and bottom tier companies have
developed and where they are in what we call “agile maturity.” Agile
maturity is a measure of how effectively the organizations have adapted and
institutionalized agile concepts and practices. In other words, Nonaka would
use the SECI process to say that the organization “internalized” the power
of new agile management knowledge and techniques. Sun Tzu would
include internalizing agile management principles and structure as a key
factor (methods and discipline) needed for success on the battlefield that is
the 21 century business environment.

“There ought to be ways of reforming a business, other than merely
putting more money into it.” — Winston Churchill
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The Performance
Triangle  Model  (PTM) | Figure 6.1 — The Performance Triangle
illustrated in Figure 6.1 is a
visual representation of a
dynamic system of culture,
leadership, and systems that is
powered by people who work
in an environment that
nurtures healthy relationships,
collaboration, and a strong
sense of purpose, and share
their unique and valuable tacit
knowledge. Culture is a major
component of the dynamic

system and cannot be
effecm.le.ly changed w1th9ut Siccass
recognizing and addressing

key elements of the ENTIRE

system. Since the culture Source: Adapted from Michel, L. (2013). The
resides in the minds and Performance Triangle: Diagnostic Mentoring to

. Manage Organizations and People for Superior
experiences of people, people Performance in Turbulent Times, London, UK: LID
become the focus of attention

because power for the entire PTM system comes from the ability of people
to maximize their inherent capabilities to fuel change. However, culture
with all its intangibles and people with all of their idiosyncrasies and
uncertainties make actively creating a people-centric management design
very difficult. Senior executives intrinsically know that “people are our
most valuable asset” and the corporate mission or vision statement says this.
But where does the CEO begin to gain insight into what is going on in the
minds of people so he/she can roll out another initiative? CEOs spend vast
sums of money with consulting firms like Deloitte Consulting, Accenture,
or McKinsey who use their canned methodology to generate advice for the
CEO on issues he was probably already aware of. As a former CFO, I issued
many checks to consulting firms that promoted the “flavor of the month”
strategy to address people issues and rarely felt that I got my money’s worth.
As aresult, companies try one method then another typically without getting
to the root cause of the problems that are being observed and certainly not
adding value by helping the CEO to maximize the potential of people to
create an agile organization. In order to avoid this aimless wandering and
fruitless expenditure of cash, CEOs need a workable model and advisors
who take a diagnostic approach. Think of it as a doctor.
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How would you feel if you went to a doctor who prescribed pills
or procedures without first taking your blood pressure or listening to your
heart? I suspect, you would not have much confidence in the doctor’s
diagnosis, yet this is exactly what business executives do when confronted
with culture and people. While teaching university courses we constantly
emphasize the need for management action. All the vast amount of data,
information, and resulting knowledge without resulting action is worthless
to an organization. If you know what is going on and why and what to do
about it, and then do nothing, the effort was worthless. The first step in the
process is having a practical model that asks questions that delve deep into
the underlying values, beliefs, and shared assumptions that make up the
critical elements of the culture. Take the pulse, blood pressure, and heartbeat
that power the organization.... the people. So, we have developed a
workable and practical model for organizational agility and success along
with a validated diagnostic instrument to assess the strength of multiple
dimensions that drive the PTM system.* This allows executives to assess the
strengths and weaknesses within the culture and take targeted action quickly
and efficiently to create an agile organization that will be given a strategic
advantage.

“You can analyze the past, but you have to design the future” — Edward
de Bono

Over the decades, we have observed countless organizations in
which unseen beliefs and shared assumptions infect large segments of an
organization, interfering with knowledge sharing and the decision-making
process like a virus in the human body. Bertalanffy was right in using the
analogy of a living organism to describe organizational dynamics. We can
all relate that we, as humans, will not perform at our peak if we have a
migraine headache or stomachache, or definitely with a broken bone. The
same thing applies to an organization. If one department or individual does
not perform well, the whole organization suffers with under performance.
Maybe, more importantly, if information and critical knowledge are not
shared among departments or individuals, the whole organization suffers.
These interferences or organizational viruses are almost always unknown to
senior executives and derail or sabotage the most well-conceived strategic
plan or action. In which major company will low-level staff employees walk
into the CEO’s office and tell him or her that they do not trust their boss or
that their manager’s actions are not consistent with the stated mission or
value statements of the company? In most cases, executives would be wise
to identify and address the interferences and eliminate the viruses BEFORE
spending valuable energy and resources on change initiatives with a low
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probability of success. We contend that armed with insight into many
“unconscious and rarely discussable” beliefs, values, and shared assumptions
embedded within the employee population, executives will be able to take
targeted and effective actions to design agile organizations that will be
successful in a VUCA 21* century environment and dramatically increase
the probability of a successful change initiative.

How do we measure success?

In the 20" century, success was traditionally measured using
tangible assets, and for-profit companies still measure success by stock
price, earnings per share (EPS), return on assets (ROA), etc. This can be
broken down to functional departments where marketing might use market
share as a measure while finance might use investment income. While such
tangible, financial measures are important, relevant, and necessary
particularly to investors and business owners, we prefer to define success by
attributes of successful organizations that we have observed. What are the
underlying or fundamental capabilities and organizational beliefs that drive
performance yielding results in increased market share or profits? What are
the underlying behaviors that are driven by beliefs and values which result
in innovations, process improvements, or ideas that bring value to the
organization? All these measures are outcomes... the result of hundreds or
maybe thousands of people inside and outside of the organization whose
combined talents and special knowledge yield innovative products or profits
or improved client service if the organization is a service or governmental
agency. By defining success by attributes rather than financial performance
or tangible assets, we can include not-for-profit organizations, governmental
agencies, private companies, and functional departments or business units
in addition to for-profit companies. It is necessary to first identify and
understand the underlying organizational environment and conditions that
enable people, including managers and leaders, to made decisions and take
actions that generate desirable results. There is an old philosophical saying
that “If you ask ‘why’ five times, you can get to the root cause of any
problem or question.” Taiichi Ohno applied and refined this “5 whys”
thinking process to business during the 1950s at Toyota and helped to propel
Toyota to the global automotive powerhouse it is today.> We have applied
a similar 5-why process in interviews with executives to gather increasingly
insightful data, allowing us to dig deeper into the underlying conditions
needed for success in a VUCA world. After nearly two decades of study and
asking “why?” we have observed that top tier companies have strong
foundations in responsiveness, alignment, capabilities, motivation, and
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cleverness. These underlying core attributes, we believe, help companies to
accelerate the rate of new knowledge creation and be agile so they can adapt
and change quickly in a VUCA world. The logic goes as follows.

In our view, motivated
employees armed with the

If you are responsive to your customers’ needs, requests, and
expectations, and changes in the environment.... You might be
successful!

If your people and managers are aligned in their goals and
aspirations with all working toward the same common objective...
You might be successful!

If the people in your organization have the right set of capabilities,
skills, expertise and tools needed to quickly and efficiently deliver
the company’s products or services.... You might be successful!
If your employees throughout the organization are motivated and
inspired to perform above management’s expectation and over
deliver on customers’ expectations.... You might be successful!
If your employees are empowered and have the freedom to use
their innate creativity and tacit knowledge to meet or exceed
management and customers’ expectations within reasonable
boundaries... You might be successful!

Figure 6.2 — Agility Study Results

essential needed capabilities
who have personal goals and
objectives  aligned  with
organizational goals and are
empowered and encouraged
to use their cleverness and
creativity to be responsive to
customers and clients will
make any organization
successful. Results from our
2017/18 study displayed in
Figure 6.2 show that top tier
organizations with a score of

Agile Maturity: Success

n

55

82

82 out of 100 have adopted and implemented the eclements of the
Performance Triangle Model in ways that help them to have a score that is
49% higher than bottom tier organizations. These organizations have
developed environments where people at all levels are able to utilize their
innate skills and unique knowledge to perform at their peak. Top tier
companies have created a dynamic operating environment where
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leadership, systems and a culture enable people to get work done quickly
and effectively. These companies have also made it possible for people to
find purpose and take pride in what they do and the organizational mission
and vision, to collaborate openly across organizational boundaries and to
connect with others who have special knowledge inside and outside the
organization to enhance knowledge and cooperation. Essentially, these top
tier companies are finding ways to institutionalize management practices
and structures that combine parts of the Great Place to Work Institute culture
model with Nonaka’s SECI cycle for knowledge creation in a dynamic
system that the Performance Triangle Model helps to visualize.

The success scores are nearly independent of context, organization size,
management model, life cycle, structure, type of company, or industry. Our
population of over 200 companies includes mature massive multinationals
along with startups, public and private companies along with governmental
agencies and not-for-profit organizations, banks, manufacturing companies,
and service companies. The broad population allows us to generalize and
suggest that the underlying success capabilities that we have identified
apply equally across a broad spectrum of organizations. This means that
regardless of the specifics of an organization, those that have chosen an agile
design are clearly more successful than those organizations that have not
invested in implementing agile management principles. Agile designs
identify, and then seek to eliminate interferences that inhibit knowledge
sharing to unlock the latent potential and capabilities inside of people and
ultimately... the organization.

What is next?

Agile management is not simply some new theory or digital tool
like some software program or a new way to organize work like lean or six-
sigma. The Performance Triangle Model and associated tools explore the
root capabilities and underlying beliefs, values, and shared assumption that
enable an organization to be agile. In the past century, a management style
and structure that worked might be effective for decades. The emergence of
General Motors Corporation in the 20" century as the world’s largest
industrial enterprise is a good example. GM’s growth and success are
largely credited to Alfred P. Sloan. Alfred Sloan became the president of
General Motors in 1923 and retired as its chairman in 1956. Sloan is credited
by many for introducing the concept and practice of planned obsolescence
by establishing annual styling changes with a modest improvement in
engineering so that customers felt a need to buy the latest and greatest car
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because it looked different or had some new feature. Sloan also continued a
practice begun by the founders of GM of acquiring smaller car companies.
He established a pricing structure by brand in which (from lowest to highest
priced) Chevrolet, Pontiac, Oldsmobile, Buick and Cadillac, were referred
to as the ladder of success. The intent was for models not to compete against
each other and customers could be kept in the GM "family" as their buying
power and preferences changed as they aged.® These strategies, along with
Ford's resistance to the change (another excellent example of failed 20™
century management philosophies) in the 1920s, propelled GM to become
the largest car manufacturer in the world by the early 1930s. GM retained
this dominant position for over 70 years until being overtaken by Toyota.
Under Sloan's direction, GM became the largest industrial enterprise the
world had ever known. Sloan designed and built huge hierarchal
management structures, and then became famous for managing diverse
operations with financial statistics such as return on investment.
Promotions, salaries, and bonuses were based almost entirely on a
manager’s ability to hit financial targets that had been set by the corporate
office and assigned to all segments of the organization, with little or no
input. Research in recent decades has shown that such rigid and formalized
management structures are essentially anti-change and effective as long as
change is happening very slowly... like a glacier... As Figure 6.3 shows,
by 2017 General Motors and Ford ranked 4" and 5" in worldwide vehicle
production after Toyota, the Volkswagen Group, and Hyundai.’

Figure 6.3 — World Motor Vehicle Production

WORLD RANKING OF MANUFACTURERS

Year 2016 Year 2017

Rang GROUP SUM SUM
Total 94 020 883] 96 922 080
1 TOYOTA 10 213 486] 10 466 051
2 VOLKSWAGEN 10 126 281] 10 382 334
3 HYUNDAI 7 889 538] 7218 391
4 G.M. 6971 710] 6 856 880
5 FORD 6 457 773] 6386818
6 NISSAN 5556 241] 5769277
7 HONDA 4 999 266| 5 236 842
8 FIAT 4 681 457] 4 600 847
9 RENAULT 3373278] 4153589
10 PSA 3152787] 3649742

Source: OICA correspondents survey, 2020
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“So much of what we call management consists of making it difficult for
people to work” — Peter Drucker

Terry Howerton, founder and CEO of TechNexus, the venture
collaborative, suggested that most of today’s large companies will cease to
exist or be replaced during the next ten years. Many large companies have
failed to develop the core competencies needed to sense threatening
emerging technologies, make operations more efficient, or form hard-to-
break bonds with customers. Most CEOs seem to recognize that the rapid
pace of change in technology and society is a serious threat to their
company’s future... and their own. Howerton cited a few statistics to make
the point that senior executives must develop the ability to “see around
corners,” meaning they must be able to sense threats early enough to take
effective action.

e Nearly 75% of the companies in the Fortune 1,000 have been
replaced in the past 10 years.

e In the upcoming decade, over half of the Fortune 500 companies
will cease to exist.

e Only 20% of the chief strategy officers in large companies feel that
they are highly prepared to react to the coming disruptions.®

However, the future need not be so bleak because many Fortune 500
and middle-market CEOs say that they recognize the need for agility in
order to be competitive in the future. Visionary CEOs are trying out a
variety of strategies like corporate venture capital, accelerators and
innovation labs. Executives throughout the world are realizing that change
is never easy, and it takes collaboration among people both internal and
external to the company to maintain a competitive edge. While this is a good
first step, we suggest that executives must dig deeper and ask the right
questions using the 5-why technique. Who in your organization is the first
to sense changes in customer expectations? Where do ideas for innovation
come from? Who knows how to make some process more efficient? Most
likely, it is not the CEO who is far removed from the everyday interactions
with customers, suppliers, and the many stakeholders who are a driving
force for the organization. More likely, the people who interact with
customers, suppliers, and stakeholders are the ones who sense when change
is in the wind. The challenge for senior executives is “how to become aware
of the observations that are being sensed by the people in closest contact.”

The results of our 2018 agile management study confirm that there
is a huge untapped potential to make organizations nimbler and faster. The
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trick for the executive is to ask the right questions. If you do not ask the
right question, you will not get the right answer. We have developed a
diagnostic assessment tool with questions to assess the perceived intensity
of the dimensions for success within the employee population that are the
foundation of the Performance Triangle Model. This is just the first step.
Feedback from people within an organization on these questions should
prompt further “why?” questions. Answers to these questions will help
executives to gain insight into whether the organization has the agile
capabilities to be successful and to be one of the 50% of the Fortune 500
companies that will still be around in 10 years.

e Responsiveness — Is the organization flexible and able to react to
changes in the environment?

e Alignment — Is the direction of the organization clear? Does the
structure fit the strategy? Is it shared broadly and are employees
aligned to support the strategies?

e Capabilities — Does the organization have the competencies and
skills needed to deliver on promises?

e  Motivation — Are employees throughout the organization inspired
to perform above and beyond expectations?

e Cleverness — Are employees empowered to be creative and use
their creativity to meet expectations or demands from clients or
customers within boundaries that do not stifle creativity?

We feel that if the answer to these questions is yes, then the
organization will likely be successful and have advanced on the agility
maturity scale enough to still exist a decade from now. Essentially, if people
are equipped with proper capabilities, are aligned and motivated to excel,
and empowered to use their innate creativity to react to changes; the
organization will be successful. Unfortunately, if (for example) well-
intentioned rules and regulations stifle creativity or if actions in one
department interfere with the ability of another department to align with
corporate strategy, senior executives will rarely be aware of the condition.
Few employees will walk into the CEO’s office and say “you are killing me
with unnecessary rules” in any organization. The first step toward designing
an agile organization for success is to ask the right questions, then dig
deeper into the dimensions of the Performance Triangle Model to gain more
granular insight and develop actionable plans to address those pesky
“unconscious and rarely discussed” values, beliefs, and shared assumptions
that interfere with knowledge sharing and the ability of CEOs to “see around
corners.”
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Thinking Exercises

Reflect on the five elements of success in the Performance Triangle
Model. Discuss how and why each might, or might not, promote
success for both for-profit and not-for-profit organizations. Are there
others that should be added to the list? Explain your reasoning.

How might the measures for success be different for for-profit, not-for-
profit, and governmental organizations? Explain how and why.

Look up the Great Place to Work list of 100 Best Companies in the
USA. Select one for-profit and one not-for-profit organization.
Research each organization and try to estimate the levels or strength of
each dimension of success. Explain your reasoning.

Using the organization that you work for or one that you know well,
evaluate the strength of each dimension of success. Explain how and
why you think that the measures of success are strong or weak. Explain
your reasoning.

Suggested Reading

Michel, L. The Performance Triangle: Diagnostic Mentoring to Manage

Organizations and People for Superior Performance in Turbulent
Times. London, UK: LID Publishing Ltd., 2013.

Sloan, A. P. My Years with General Motors. Garden City, NY: Doubleday,

1964.
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THE PERFORMANCE TRIANGLE MODEL ....
POWERED BY LIMITLESS ENERGY
FROM PEOPLE

Quick Review... getting up to speed

Introduced in Chapter Six, the Performance Triangle Model (PTM)
for agile organizational design in a turbulent world emerged after nearly
twenty years of observation and research with over 200 organizations
worldwide. The PTM illustrated in Figure 7.1 describes a dynamic system
of leadership, systems, and culture that is powered by people. Notice that
people are at the center of the PTM triangle. There is a reason for this. All
dynamic systems require power from some source to operate. Electric

power generating systems are
powered by nuclear fission,
coal, gas, hydro power, or the
sun. Cars and trucks are
powered by gasoline, diesel
fuels, and increasingly by
electricity. Living organisms
are powered by foods eaten
and then converted through
chemical processes into
energy or in the case of plants
water and nutrients are
converted to life-giving energy
through the process of
photosynthesis  that s
powered by the sun. In each
instance, fuel is converted to
energy that is transmitted
throughout the system to
make the car move or the
living organism grow. All

Figure 7.1 — The Performance Triangle

Leadership

Success

Source: Adapted from Michel, L. (2013). The
Performance Triangle: Diagnostic Mentoring to
Manage Organizations and People for Superior
Performance in Turbulent Times, London, UK: LID
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dynamic systems require an energy source and a mechanism to transmit that
energy throughout the system. Management systems are no different.
Management systems are powered by people who generate new knowledge
with their tacit experiences, creative thinking, and socialization skills.
However, it has not always been this way. The recognition and appreciation
that people are a critical force that can give an organization a competitive
advantage emerged during the last half of the 20" century but remains an
elusive management concept. Practical methods or approaches to
harnessing the power of people remain an emergent topic in both academic
and business practice worlds. As with cars and trucks, the engineering and
management focus throughout much of the last century was primarily on
developing the most efficient ways to harness energy to yield the greatest
output and control the behaviors of people. I suggest that success in the 21
century is finding the “right” balance between efficiency and control in an
environment that enables people to use their tacit knowledge and experience
for the betterment of the organization and society as a whole.

A little history... how we got here
Early 20" Century — “scientific management” and bureaucracy

At the beginning of the industrial age, over a century ago, Fredrick
Winslow Taylor developed and introduced “scientific management” in his
groundbreaking 1901 book Principles of Scientific Management.> The
fundamental idea behind “scientific management” was to improve
efficiency by employing highly specific “command and control” practices
to shape the behaviors of workers to achieve higher levels of productivity.
Greater efficiency in the Taylor philosophy, called Taylorism, was achieved
by assigning workers specific targets or quotas and then offering incentives
to follow specific procedures and meet predetermined standards which were
assigned by managers. Taylor’s view was that workers were motivated by
basic instincts which were primarily driven by money. Therefore, workers
would only respond to financial incentives tied to specific performance
standards. The influence of Taylorism can still be seen and felt today as
companies set performance goals, financial incentives, and productivity
improvement programs like six-sigma. By the middle of the last century
Taylorism began accumulating critics who questioned his approach by
pointing out issues like resistance to control and disputes,* dehumanizing
on ethical grounds, and the introduction of democratic processes that
encouraged worker participation, dialogue, and methods to improve
performance without trampling on workers’ human rights.” The Taylor
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“scientific management” model with the emphasis on highly bureaucratic
“command and control” style organizations that were promoted by the
German sociologist Max Weber dominated management thinking and
practices throughout the 20" century.

“Bureaucratic administration means fundamentally domination through
knowledge.” — Max Weber

Max Weber wrote that the modern bureaucracy in both the public
and private sectors relies on the following principles. "First, it is based on
the general principle of precisely defined and organized across-the-board
competencies of the various offices. These competencies are underpinned
by rules, laws, or administrative regulations"(p. 77).%° For Weber, this
meant the following:

1. A rigid division of labor to identify the regular tasks and duties of
everyone in the particular bureaucratic system,

2. Regulations that describe firmly and clearly established hierarchal
chains of command and the duties of each position as well as the
power that the position has to coerce others to comply with rules,
regulations, and edicts, and

3. People should be hired with the specific, certified, qualifications
needed to effectively perform regular and continuous duties
assigned to a specific position.

Weber emphasized that these three principles "...constitute the essence
of bureaucratic administration ... in the public sector. In the private sector,
these three aspects constitute the essence of a bureaucratic management of
a private company" (p. 77). In Weber’s view the primary principles or
characteristics of an effective bureaucratic organization consisted of the
following,

1. Specialized roles for people up and down the hierarchy and
throughout the organization.

2. Recruitment of new workers and promotions based on merit tested
through open competition.

3. Uniform principles (job descriptions and duties) for hiring new
employees, promotions, and transfers throughout the administrative
system.

4. Careerism (the policy or practice of advancing one's career often
at the expense of one's integrity, personal life, ethics, etc.) with a
systematic salary structure.
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5. Arigid hierarchy with clearly defined and specific responsibilities
and accountability.

6. Forced regulation of official conduct to strict rules of discipline
and control.

7. Supremacy of abstract rules and regulations that govern all aspects
of behavior and job performance.

8. Impersonal authority (e.g., it’s not personal, it’s just business).

9. Political neutrality (e.g., don’t take sides in disputes).

The combined writings by both Taylor and Weber profoundly
influenced management thinking and techniques throughout the 20" century
and are still practiced today. I suspect that many of you can recognize many
adaptations of Taylorism and Weber’s command and control bureaucratic
organizations where you work or in organizations that you know well today.
Around the middle of the 20" century, the human relations movement began
to emerge that advocated the concept of treating people as human beings to
improve performance.

“The way you see them is the way you treat them and the way you treat
them is the way they often become.” — Z7ig Ziglar

Mid-20™ Century — Human Relations and Motivation

In the 1940s, the famous Hawthorne experiments conducted by
Elton Mayo caused Mayo and others to begin questioning the prevailing
assumptions that shaped economic and behavioral theory; (1) That natural
society consists of a horde of unorganized individuals; (2) That every
individual acts in a manner calculated to secure his self-interests; and (3)
That every individual thinks logically, to the best of his ability, in the service
of this aim.!" Mayo concluded that business leaders believed that the only
way to effectively motivate people was through financial incentives.
However, Mayo’s studies showed that workers’ performance was also
linked to social interactions in the workplace and money was NOT the only
motivation for workers. As a result, Mayo suggested that providing a
supporting and accommodating work environment should be a manager’s
primary task in order to maximize human potential.

During the 1950s and 1960s, the writings of Abraham Maslow and
Fredrick Herzberg reinforced Mayo’s findings and firmly demonstrated that
people were motivated by things other than money. Maslow’s hierarchy of
needs summarized in Figure 7.2 proposed that people are motivated to
achieve certain basic needs and that some needs take precedence over others.
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Figure 7.2 — Maslow’s Hierarchy of Needs
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Our most basic need is for physical survival, and this will be the first thing
that motivates our behavior. Once that level is fulfilled, the next level up is
what motivates us, and so on. Maslow theorized that human needs are
arranged in a hierarchy in which needs from one level must be met before
people can advance psychologically to the next higher level.!"!? Herzberg
developed the two-factor theory (also known as Herzberg's motivation-
hygiene theory or dual-factor theory) based on the results from interviews
with 203 engineers and accountants in the Pittsburg, Pennsylvania, area.
The two-factor theory states that there are certain factors in the workplace
that cause job satisfaction while a separate set of factors causes
dissatisfaction, all of which act independently of each other. The two-factor
theory distinguishes between motivators and hygiene factors:

Self-actualization

e  Motivators — Examples of motivators include challenging work,
recognition for one's performance and accomplishments,
responsibility, the opportunity to take on tasks or projects that are
meaningful and satisfying, involvement in decision-making, and a
sense of importance to an organization. Motivators give workers
positive satisfaction, arising from the intrinsic conditions of the job
itself, such as recognition, achievement, or personal growth.
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e  Hygiene factors — Examples of hygiene factors include status or
job title, job security, salary, fringe benefits, workplace conditions,
paid insurance, and paid vacations. Hygiene factors do not result
in positive satisfaction or lead to higher motivation. However, the
absence of these factors leads to high levels of dissatisfaction. The
term "hygiene" is used in the sense that these are the minimum
expectations or maintenance factors that workers expect to receive.
These factors are extrinsic to the work itself and include aspects
such as company policies, supervisory practices, or wages/salary.
The threat of punishment to make someone do something is also a
hygiene factor.

According to Herzberg, hygiene factors, or more accurately the
lack of satisfactory hygiene factors, are the primary causes of employee
dissatisfaction in the workplace. Workplace dissatisfaction can only be
removed if the employee’s hygiene factors are satisfied. There are several
ways that this can be done, but some of the most important ways to decrease
dissatisfaction would be to pay reasonable wages, ensure job security to
employees, and create a positive culture in the workplace. Herzberg
considered the following hygiene factors from highest to lowest importance:
(1) company policy, (2) supervision, (3) an employee's relationship with
their boss, (4) work conditions, (5) salary, and (6) relationships with
peers.!>1¥ Notice that salary (wages or compensation) is relatively low on
the list.

“The ingenuity of the average worker is sufficient to outwit any system of
controls devised by management.” — Douglas McGregor

Later 20" Century — Theory X and Y

In 1960, Douglas McGregor’s highly influential book, The Human
Side of Enterprise, summed up much of the prior work on employee
motivation by grouping managerial styles based on how managers view
typical workers into two general categories that he called Theory X and
Theory Y (see Figure 7.3). These fundamental assumptions about human
nature and what motivates workers shape the manager’s style when
organizing work and dealing with employees.

Theory X style managers assume that the typical worker has little
ambition, avoids responsibility, and is more interested in achieving
individual goals than those of the company. In general, Theory X style
managers believe their employees are less intelligent, lazier, and work solely
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Figure 7.3 — Theory X vs. Theory Y
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for the money.!S Management fundamentally believes that employees' work
ethic and motivation are based on their own self-interest. Managers who
believe that employees operate in this manner are more likely to use rewards
or punishments as motivation.'® With these underlying assumptions of what
motivates workers, Theory X managers believe that the typical workforce
operates more efficiently with a hands-on approach by management.'s
Theory X managers believe that all actions should be traceable to the
individual responsible which allows the individual to receive either a direct
reward or a reprimand, depending on the outcome of the task or assignment.'6
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I suspect that many of you have observed this style of management... the
dictatorial micro-manager. Theory Y managers assume employees are
internally motivated, enjoy their job, and work to better themselves and the
organization without a direct reward in return. These managers view their
employees as one of the most valuable assets to the company and design the
structure and shape the culture around this fundamental assumption. Under
Theory Y, employees additionally tend to take full responsibility for their
work and do not need close supervision to generate a quality product or
service. It is important to note, however, that employees must obtain the
manager’s approval before performing certain tasks.!® Obtaining prior
approval for special tasks or performing by following predetermined
instructions provides assurance that work is done efficiently, productively,
and in line with company standards.

As shown in Figure 7.3 the differences in how managers view
human nature result in very different, almost diametrically opposed,
management styles. Theory Y managers tend to relate to employees on a
more personal level, as opposed to a more directive or incentive-based
relationship exhibited by Theory X managers.!”® As a result, people who
work for Theory Y managers may have a better relationship with their boss
which creates a healthier workplace atmosphere. In comparison to Theory
X, Theory Y encourages a more democratic work environment where
employees are empowered to design and perform and coordinate their work
to manage their own workloads or projects.!’?

“Above all, it is necessary to recognize that knowledge cannot be pumped
into human beings the way grease is forced into a machine. The individual
may learn; he is not taught.” — Douglas McGregor, The Human Side of
Enterprise

Although Theory Y enables more creativity and discussion, the
Theory Y style does have its weaknesses. While there is a more personal
and individualistic atmosphere, this opens the possibility for more error in
terms of consistency and uniformity for both products and services.!” The
workplace may lack uniform rules and practices, which could be potentially
harmful to the quality standards of the product or strict guidelines of the
company.

According to McGregor, there are two opposing approaches to
implementing Theory X: the hard approach and the soft approach. Managers
using the hard approach depend on close supervision, intimidation, and
immediate punishment.! The hard approach can potentially result in a
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hostile, minimally cooperative workforce that may cause resentment towards
management. Managers using a hard approach are always looking for
mistakes from employees because they do not trust the employees’ work.
The hard approach results in an "us versus them" atmosphere in the
workplace where the shared perception is management versus employees. !¢

The soft approach is characterized by leniency with less strict rules
to create a more positive morale and cooperation with employees. However,
implementing a system that is too soft could result in an entitled, low-output
workforce. McGregor believed that both ends of the Theory X spectrum
were too extreme for efficient real-world application. McGregor felt that an
approach located in the middle would be the most effective implementation
of Theory X.!® As managers and supervisors are in almost complete control
of the routine work, the Theory X approach produces a more systematic and
uniform product or workflow.!® Theory X can be beneficial in a workplace
with an assembly line or manual labor. Using Theory X in repetitive or
manual labor workplaces enables employees to specialize in specific work
areas or tasks, allowing the company to mass-produce a higher quantity and
quality of work in volume.'s

The 1980s and 1990s — Goals and Objectives

Management practices in the last few decades of the 20" century
were dominated by the idea of goal orientation where an employee’s
behavior and resulting productive output could be shaped by incentives
designed to promote actions that supported corporate goals and objectives.
The application of goal-oriented practices considered the emergent human
relations concepts and took into account the growing individualism among
highly educated “knowledge workers” who are motivated by intrinsic
rewards and quality of work rather than extrinsic rewards for meaningless
tasks. The need for self-direction and the need to develop specific competencies
gained more importance in management practices. Finding a balance
between the desire to control behaviors and performance and motivate
employees while at the same time providing sufficient freedom for
employees to utilize their unique talents and abilities emerged in a variety
of forms. Six-sigma and lean strategies were applied primarily to improve
productivity in manufacturing operations while management by objectives
(MBO) became a popular strategy throughout all functions within many
organizations.
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PDSA and Six-sigma

The plan, do, study, and
act (PDSA) process illustrated in Figure 7.4 — The PDSA Process
Figure 7.4, initially popularized
by W. Edwards Deming, became
a fundamental component of six-
sigma and lean practices. Six-

sigma in particular, focuses on the ACT PLAN
science of measuring variability L | ——
in the production process, setting small change change
standards that if maintained

provided reasonable assurance - STUDY
that the desired quality levels What impact
would be achieved. The process is S )

. . change have?
actually fairly simple.

e Plan the manufacturing
process with standards or
specifications designed to
meet a desired level of quality. Then measure performance against the
desired specifications and make plans to correct any deviation.

e Implement the corrective actions to make a small change toward
meeting the standard or goal.

e  Study the results from the change.

e  Make further changes and improvements in the process needed to zero
in on the desired tolerances in the product.

However, six-sigma methodologies that were popularized by General
Electric in the 1980s paid little attention to the human or behavioral aspect
of performance. Six-sigma was, and still is, an updated and modernized
version of Taylor’s “scientific management.” While it is popular and useful
in many companies to help improve productivity, the methodology’s lack
of attention to the human aspect is perceived as a weakness by many
scholars and managers.

Management by Objectives (MBO)

Management by objectives (MBO), also known as management by
results (MBR), was first conceptualized by Peter Drucker in his 1954 book
The Practice of Management.'® However, the concepts were not widely
applied until the later part of the 20" century with the capabilities enabled
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by computer technology that did not exist in the mid-1950s. Management
by objectives is the process of defining specific objectives and quantifiable
goals within an organization that management can communicate and
cascade to employees at all levels, and then deciding how to achieve each
objective in sequence. The idea is that managers and employees at all levels
will identify and set goals that, if achieved, will support and advance the
company’s strategic objectives. This process allows managers to break
down the work that needs to be done one step at a time to allow for a calm,
yet productive work environment. MBO, in theory, also helps employees to
see their accomplishments as they achieve each objective, which reinforces
a positive work environment and sense of achievement.!” An important part
of MBO is the measurement and comparison of an employee's actual
performance with the goals set. In theory, employees are more likely to be
highly motivated and fulfill their responsibilities when they have been
personally involved with the goal-setting process and choosing the course
of action to be followed. The MBO system can be described as a process
whereby the superior and subordinate jointly identify common goals, define
everyone’s major areas of responsibility in terms of the quantifiable results
expected of him or her, and use these measures as guides for operating the
unit and assessing the contribution of each employee.

“Management by objectives works if you first think through your
objectives. 90% of the time you haven’t.” — Peter Drucker

The Balanced Scorecard

The balanced scorecard methodology was introduced in the 1990s
as a way to align the actions and behaviors of all employees within an
organization with the corporate strategic plan. The fundamental idea behind
the balanced scorecard methodology is that success depends on more than
just financial achievements. This approach defines financial and nonfinancial
attributes that are believed to be necessary for the superior performance
needed to execute the corporate strategic plans. The characteristic feature of
the balanced scorecard and its many variations is the inclusion of a mixture
of financial and nonfinancial measures, each of which is compared to a
target value that is contained in a report. The report illustrated by the
example in Figure 7.5, is not intended to be a replacement for traditional
financial or operational reports but a compilation of key performance
indicators (KPIs) that highlights the most relevant actions needed for
superior performance and to advance the overall strategic plan. The
intention is to translate the overall strategic mission and vision into
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measurable goals throughout the organization which, if achieved, will
support the overall strategic vision and move the organization forward.

Figure 7.5 — Example of the Balanced Scorecard
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Popularized by Harvard’s Robert Kaplan and David Norton, the
balanced scorecard approach suggested that the corporate strategy should
drive all actions and behaviors and proposed methods that focused on
choosing measures and targets associated with the main activities required
to implement the vision and strategy.?’ Kaplan and Norton’s proposed
methodology emerged in a form that included financial measures as well as
three categories of nonfinancial measures: customers, internal business
processes, and learning and growth. Regular measures of targets compared
to actual or current results were intended to focus employees on the “right”
actions or behaviors and motivate employees to meet the targets. The design
of a balanced scorecard is about the identification of a small number of
financial and nonfinancial measures and attaching targets to them. When
the difference between target and actual are reviewed, it is possible to
determine whether current performance meets expectations and reinforces
the strategic plan. By alerting managers to areas where performance
deviates from expectations, employees can be encouraged to focus their
attention on the key areas and hopefully trigger a behavioral change leading
to improved performance.
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The original thinking behind a balanced scorecard was to focus
attention on information relating to the execution of a strategy, but through
time there has been a blurring of the boundaries between conventional
strategic planning activities and “command and control” activities with
those needed to design an effective balanced scorecard. This is illustrated
by the four steps that Kaplan and Norton identified as necessary to design a
balanced scorecard in the late 1990s:

e Translating the vision and strategy into measurable
operational goals,

e Communicating the strategy and vision, and then linking it to
individual performance,

e Business planning and setting targets throughout the
organization, and

e Feedback and learning followed by adjusting the strategy
accordingly.

These steps go far beyond the relatively simple task of identifying
a small number of financial and nonfinancial measures (KPIs) but illustrate
how the resulting balanced scorecard should integrate with the wider
business management process. Having personally implemented several
balanced scorecards, some weaknesses and issues have emerged. The
process of translating the strategic vision and goals into individual behaviors
requires a strong understanding of and appreciation for human nature and
motivation, which are absent in many managers. The result is that many
KPIs lead to unintended consequences by reinforcing behaviors that are
counterproductive. Another weakness in the balanced scorecard approach is
that gathering and collating large quantities of detailed data for reporting
require dedicated computing and human resources. In many organizations,
it was found that the cost to manage the balanced scorecard process
exceeded the benefit. One company that I was associated with was
introduced to the balanced scorecard by a senior engineer who was a newly
minted executive MBA. He convinced the owners that this approach was
the latest and greatest method to motivate people and gain a competitive
advantage. The process was rolled out and then discarded after 18 months
when it was realized that behaviors were changing that were not intended
and it was not cost effective.
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The 21st Century .... Talent in search of a playing field

The underlying assumptions that drove management thinking and
styles for dealing with people and motivation in the 20" century were
dominated by the basic belief that the interests of the organization and the
individual were different. Therefore, management philosophy was shaped
by the belief that individuals were more likely to behave in ways that were
in their personal interest rather than the interests of the organization. While
the proliferation of human relations and Theory Y gained acceptance in the
last quarter of the century, organizations and management theory remained
focused on the need to control individuals either through formal
mechanisms or by absorbing them into the culture or values of the
organization. Employees’ need for self-direction and to develop the
competencies required for self-directive approaches gained in acceptance
but remains an ideal rather than a reality in many, if not most, organizations.

Figure 7.6 — People, Potential, and Interferences
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understand accepted

e need feedback on are motivated by a norms and are
where and how work need freedom to make sense of higher must have clear empowered to take
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Source: Adapted from Michel, L. (2013). The Performance Triangle: Diagnostic Mentoring
to Manage Organizations and People for Superior Performance in Turbulent Times, London,
UK: LID Publishing Ltd.

More recent thinking on motivation now suggests that knowledgeable
people and knowledge workers are responsible and want to contribute to the
success of the organization. Managers who accept this view of employee
motivation can harness self-determination, self-control, self-initiative, and
self-responsibility to advance the organization rather than using traditional
“command and control” structures and practices. Forward-thinking leaders
view talented and knowledgeable people as searching for a playing field
where they can apply their gifts and talents for the benefit of the
organization and themselves. The goals of the organization and the
individual are not a zero-sum game. Summarized in Figure 7.5, both can be
winners if people understand, create, achieve, contribute, and do what is
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“right” without managerial interferences that limit the productive use of
their energy and abilities.

People must understand what is expected and how they are doing
relative to the expectations. This requires an effective and constant feedback
loop between the manager and the employee. Employees must be given the
right information at the right time in an environment where they can
separate the irrelevant from the relevant information to help them choose
from alternative actions to effectively address specific situations. In too
many organizations, key pieces of information are held by top managers;
employees get distorted or conflicting feedback or no feedback at all on their
performance. The result is that people make the best decision using flawed
or missing information that does not support organizational or personal
goals.

People instinctively want to create and innovate to find new ways
of doing things. Innate human curiosity and a desire for new things power
continuous improvement, but experimentation is inherently risky. As
children, humans are curious about the world around them and ways to
change it. However, as adults, our curiosity is constrained by rules and
norms, limited resources, and a lack of opportunities in the organization. In
many organizations, taking a risk is a formula for career destruction
prompting people to just exist and slide by advance. We observed this in
one organization where a new CEO was spending large sums of money on
consultants and various leadership and process improvement programs
while getting nowhere. After working with the company’s top 18
executives, it was discovered that there was the perception among the
executive team that they would be penalized if a risky project failed to
deliver on expectations. Since each program involved risk, no corporate
initiatives were going to work since the lower-level executives would not
try to make them work. This “unconscious and rarely discussable”
interference in the culture doomed every initiative to failure. We suggested
that the CEO should take a year to try to change this shared assumption
before spending more money on consultants with expensive change
programs.

“If you want to kill innovation, reward it.” — Alfie Kohn

People instinctively want to achieve and be recognized for their
accomplishments. Achievements can yield tangible rewards, but the
personal satisfaction of being able to say “I did it” can also be a powerful
motivator. With a clear sense of purpose, both organizational and personal,
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people have an immense ability to accomplish feats not even imagined.
Unfortunately, the main obstacle to unleashing the vast creative ability of
people and achievements are the managers themselves who actively work
to motivate people, and then try to direct their actions. This prevents people
from finding a higher purpose for their efforts as commands are given
without explanation so that the work does not make sense. Developing a
sense of purpose that fuels the natural human desire for achievement
requires managers to clearly explain what is to be done and why it is to be
done, and then arm employees with the right information to make effective
decisions.

The Center of the Performance Triangle Model .... People

Recall that people are at the center of the Performance Triangle
Model. All systems need power to go, and if the PTM represents a dynamic
system, then people represent the fuel that powers the system. Effective
utilization of the innate human attributes needed to power the systems
depends on creating an environment that permits... no ... encourages ...
people to unleash limitless quantities of creativity and problem-solving
abilities. While there are many factors that enable or inhibit the unleashing
of natural ability, we have identified four factors that we believe are
particularly powerful: focus, awareness, trust, and choice.

Focus of Attention

In an attempt to “manage” people in a way that demands
compliance and helps to produce consistency and reliability in products and
services, management develops and applies layer upon layer of rules,
processes, and structure. While it is logical and helpful in many ways, this
holdover from 20™ century management philosophy in many cases creates
an atmosphere where rules, paperwork, and processes become a hindrance
rather than a method for performance improvement. Management structure,
in many cases, causes people to focus their attention on “filling out the form,
and be sure all of the blocks are checked” or “finish the report on time with
no obvious mistakes.” Too often these forms or reports were reasonable in
a prior time and place but are no longer relevant. Yet, people are forced to
focus their attention on these activities whether they contribute value or not.
In my career, I was interrupted many times by the “boss” and directed to
stop what I was doing and focus on some immediate task that had to be done
by the end of the day, many times without explanation or reasoning why.
The effect was to redirect my focus from the routine task which put me
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behind schedule to get the routine task done and introduced possibilities of
errors in an attempt to refocus and make up for lost time. I suspect that many
of you have experienced this dynamic.

Managers should periodically and critically reevaluate the need for
many routine activities and then eliminate or modify those that do not add
value to the end product or service. Such a process eliminates many
interferences and would allow people to focus their attention on what is
important. It is impossible to unleash creativity and innovation with
interferences that prevent people from focusing their attention. We
encourage managers to ask the following questions regularly and be honest
with themselves.

Are people allowed to focus attention and energy on tasks? Are
interferences preventing people from focusing their abilities to complete
tasks?

Awareness

Every day, people at all levels of any organization are engaged
with customers, suppliers, and other stakeholders. From the CEO to the guy
on the shipping dock, people are in constant contact with elements of both
the internal and external environment and must make on-the-spot decisions
and take actions that collectively determine the success or failure of the
organization as a whole. Traditional performance measurement methodologies
and motivational strategies assume that senior management can shape
behaviors and decisions in a way to force actions that advance and support
the corporate objectives. However, experience has shown that it is
impossible for senior managers to anticipate every possible variable or
situation faced daily by people throughout the organization. As a result,
people are forced to make decisions and take actions without being aware
of how the decision might affect some other part of the organization or add
value. Many well-intended decisions or actions lead to unintended
consequences for the person making the decision or the customer/client, or
some other stakeholder because the decision-maker was not aware of some
important piece of information.

In order for people to make informed decisions and take decisive
actions, they must be aware of relationships or conditions that are tangential
to their immediate job. Managers must create an environment where critical
information and knowledge are widely shared across the organizations so
that people are aware of possible conflicts or issues.... before making a
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decision and taking action! Many companies develop a long-range strategic
plan that is approved by the board of directors, then lock it up and do not
share the plan with key decision-makers. The Neolithic thought was that
some competitor might find some information from the strategic plan so it
had to be locked up. In today’s world, all stakeholders should know the plan
and your competitors probably already know your plan. I personally worked
for six years as vice-president of finance and operations for the largest
business unit of a publicly traded company and almost daily made decisions
that affected the company’s performance and success. Yet, despite having
quarterly review meetings at the corporate headquarters, I never saw the
company’s strategic plan. We developed our own strategic plan at the
business unit level and shared it with all our people, yet we never knew if it
supported and advanced the corporate strategic plan. If it did not, we
probably would have been informed, after the fact. This was no way to run
a ship. We encourage managers and senior executives to ask the following
question regularly and be honest with themselves:

Are people aware of forces that influence actions and decisions? If
the answer is “no,” you might consider improving communications so that
people can align their actions with those of the company’s strategy and
goals.

“There are managers so preoccupied with their e-mail messages that they
never look up from their screens to see what’s happening in the non-
digital world.” — Mihaly Csikszentmihalyi

Trust

Research in the fields of organizational behavior and organizational
dynamics over the past 25 years consistently identifies trust as the single
most powerful force to enable or stop the flow of knowledge throughout an
organization. The research confirms what is intrinsically logical, that 1
won’t share what I know with you if I don’t trust you and you won’t share
what you know with me if you don’t trust me. While painfully obvious to
most of us, it remains a mystery to me how so many managers and people
at all levels do things (actions or inactions) that destroy the trust among
employees, supervisors, and upper management. The widely read 100 Best
Places to Work is published in Fortune Magazine every year is compiled by
the Great Place to Work (GPTW) Institute headquartered in San Francisco.
The GPTW Institute is hired by thousands of companies to conduct
extensive surveys that explore elements of the organizational culture. A key
element of the GPTW model is the Trust Index© which is collectively:
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credibility, respect, and fairness. The logic is simple and seemingly obvious;
if management says what it means and does what it says, management will
be credible. If you are treated with respect and dignity and if you are treated
fairly, you might trust someone or the organization. My own research
published in 2012 and 2013 provided empirical evidence supporting this
intrinsically logical perception.?'?? If there is a low level of trust within an
organization whereby employees do not share what they know with other
employees or managers, the flow of critical knowledge stops... completely.
In our experience, when this happens, upper management is unlikely to be
aware of the problem or the damage it causes or how their actions or
inactions inadvertently contributed to creating an atmosphere lacking in
trust. Employees will never enter the boss’ office, close the door, and tell
him or her that they do not trust them or anyone else for that matter. The
vast majority of people tend to shun and avoid confrontation so what needs
to be said, never is said, and the manager goes on his or her merry way
oblivious to the underlying beliefs that are so damaging. We encourage
managers and senior executives to routinely and regularly try to gain insight
into the unseen “unconscious and rarely discussed” level of trust in their
organizations either by employing confidential surveys or by (here is a
novel thought for some managers) getting out of their office and walking
around to talk to people and get to know them. Only after a relationship is
established will people open up with their true thoughts and perceptions.
We encourage managers and executives to ask the following questions in
any way that will facilitate honest and truthful responses.

Do people trust co-workers and management to be treated fairly
and with respect? Is management credible? If the response to either of these
questions is “no,” then management might do well to look at themselves
with a critical and objective eye because in virtually every situation that we
have found, the results of these perceptions are behaviors, actions or
inactions which may be inadvertent. We all know from our personal
relationships that trust is hard to earn but very easy to lose and once lost,
even more difficult to regain. Managers may have to take years to undo
damage and increase the level of trust throughout an organization, but
without trust, all initiatives especially change initiatives will yield few if
any results.

Choice

One of the keys to releasing the massive reservoir of energy in
people is giving them freedom of choice. People must have freedom to
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choose from multiple possible solutions to problems or the choice to find a
solution of their own that best fits the situation. Basic to enabling people to
have choice is the freedom to say “no.” For people to truly have choice, they
must be allowed to say “no” when the available or conventional options do
not fit the situation. Choice is about moving the situation and ultimately the
entire organization in the right direction to add value. Without choice, there
is no free will.

Making effective and timely choices requires that the decision-
makers have options and awareness of the advantages or disadvantages and
potential consequences of the choice. People who are in immediate contact
with customers or suppliers make choices daily and must feel in control of
their lives through accountability. Both employees and supervisors or
managers must trust each other such that each is accountable for the
effectiveness of the on-the-spot decision that may be made. Employees must
have a degree of freedom to make a contribution, and rules, or boundaries
must be flexible enough to allow sufficient room to move.

Freedom of choice requires people to be able to focus their
attention on the problem or question at hand, have awareness of the options,
pros and cons, and potential consequences, and trust in themselves and their
superiors for support, even if the outcome turns out to be less than optimal.
Giving people the room to move does not mean that there should be no
boundaries. Every space is defined by boundaries, but the boundaries must
be large enough to allow for a wide playing field and flexible enough to
adapt to unexpected changes. A lack of space needed for freedom of choice
limits the opportunities and the ability of people to use their talents. A lack
of opportunity to perform leads to a lack of commitment from people.
Essentially, giving people choice requires a synthesis of all the elements of
effective people-centric management practices. When people become truly
free to make effective choices, the organization has speed to react quickly
to the daily onslaught of problems and issues as well as to identify and
implement longer range solutions to nagging problems.

Managers indoctrinated with bureaucratic theory and the need to
enforce conformity and consistency tend to build highly structured
organizations bounded by mountains of rules, restrictions, and processes.
While these structures might have been effective at one time, chances are
that changes in the environment and the employee population have degraded
the effectiveness of the management structure. However, managers will
rarely be aware that their actions and rules are degrading operational
efficiencies and inadvertently fighting the organization’s ability to change.
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We encourage managers and leaders to frequently ask the following
questions, and then to be objective and introspective with the answers
because they may not like the responses.

The key question regarding trust is, “Are people allowed freedom
to use their own creative ability to solve problems, respond to customers, or
to be innovative?” It may not be easy to solicit honest feedback if there is a
lack of trust within the organization so managers and senior leaders must
carve time from their busy schedules to engage with employees to establish
personal relationships. This needs to be done BEFORE a crisis emerges
because forming solid, trusting relationships takes time. If managers wait
until after a crisis emerges, it is too late.

So, what have we learned? .... What is next?

If people provide power for an agile management system, then
what are they powering? Mechanical and biological systems are made up of
multiple components or organs that must work in harmony to achieve
maximum performance outcomes. If any one part is out of balance or not
functioning properly, the system will degrade and fail to deliver superior
results. In Chapter Eight, we will explore the major organizational components
that provide balance and superior results in a VUCA world and offer
insightful questions that managers and leaders should ask. Assessment of
all dimensions of the Performance Triangle Model should be continuous
and ongoing so that managers and leaders can make small adjustments
needed to adapt to subtle changes both internally and externally to the
organization.

Thinking Exercises

1. Compare and contrast Taylor’s “scientific management” and Weber’s
bureaucratic management with McGregor’s Theory X and Y. How are
they similar and different? What are the strengths and weaknesses of
each? Explain your reasoning.

2. The balanced scorecard and management by objectives (MBO)
approaches represent a management approach assuming that people
will respond positively to goals and objectives. In your experience and
opinion, is this assumption valid? Explain your reasoning.

3. The people part of the Performance Triangle encourages managers to
create environments that enable people to focus their attention and
energy, be aware of what is going on around them, and trust each other
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and themselves in an environment where they have freedom to make
choices. How is this different from Taylor and Weber? What are the
advantages and disadvantages of each approach? Explain your
reasoning.

How might the dimensions of people in the PTM help or hinder the
development and execution of strategy in response to rapid and
unexpected changes? Explain your reasoning.

What role does “self-responsibility”, i.e., people taking responsibility
for the outcomes for their actions, have in effectively utilizing the
power of people? Explain your reasoning.

Using the organization that you work for or one that you know well,
evaluate the strength of each dimension of the people part of the
Performance Triangle. Explain how and why you think that the
dimensions for people are strong or weak, and then discuss how each
benefit or hurts the organization’s ability to adapt and change. Explain
your reasoning.

Suggested Reading

Michel, L. The Performance Triangle: Diagnostic Mentoring to Manage

Organizations and People for Superior Performance in Turbulent
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to Bring Out Greatness of Others. London, UK: LID Publishing Ltd.,
2020.
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CHAPTER &

BALANCING THE FORCES:
SYSTEMS, LEADERSHIP, AND CULTURE

Quick Review... getting up to speed

In this chapter, we continue to build out the Performance Triangle
Model (PTM) for agile organizational design in a turbulent world.? The
PTM describes a dynamic system of leadership, systems, and culture that is
powered by people. In Chapter Six we defined successful organizations as
those with the following characteristics:

o Responsiveness — The ability to respond quickly and effectively
to stakeholders’ demands and expectations,

e Alignment — When employees and other internal stakeholders
share common goals and aspirations,

e Capabilities — The organization has developed the skills,
expertise, and tools needed to quickly and efficiently deliver the
organization’s products or services,

e  Motivation — Employees throughout the organization are inspired
to exceed the expectations of management and customers.

e Cleverness — Employees are empowered to be creative and use
their creativity to meet expectations or demands from clients or
customers within boundaries that do not stifle creativity.

In our view, organizations of virtually any type that have these
characteristics are likely to be successful.

In Chapter Seven, I discussed how people provide the power to the
dynamic PTM system. Widely accepted and still dominant management
practices developed in the last century fail to promote self-responsibility
that is needed to harness the full potential of knowledge workers in the 21*
century. Management practices that enable people to reach their full
potential in the current century create an environment that enables the
following people-centric attributes:
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e Focus of Attention — People must be free of distractions or
interferences, typically created by management, to focus their
abilities and expertise on their work,

e Awareness — People must be aware of what is happening around
them in order to respond to the specific needs of stakeholders,
quickly and efficiently,

o  Trust — People must trust their managers, co-workers, others both
internal and external to the organization, and (maybe most
importantly) their own abilities and judgment,

e  Choice — People must have freedom of choice to choose the best
action in response to some demand and the freedom to say “no” if
prescribed actions are inappropriate or ineffective.

Fundamental to creating an environment where a collective of people
develop these attributes is the recognition that people are self-responsible
and want to do the “right” thing for stakeholders and willing to stand by
their decisions. Self-responsibility also means that managers must be self-
responsible and accept decisions made by others and celebrate rather than
punish the occasional decision that might yield less than desirable results.

A Balancing Act

We all know what happens when the tires of the car are out of
balance or alignment. That annoying vibration, noise, and pull to one side
of the road or the other make the vehicle more difficult to drive, accelerates
the wear and tear on the tires, and reduce the gas mileage among other
things. All of these reduce the efficiency of the vehicle and comfort for the
passengers. Like tire balance or tire alignment in a car, organizations need
balance between three essential components of the organizational system to
maximize performance: systems, leadership, and culture. Too often, I, and
I suspect most of you, have seen or experienced organizations where one or
more of these components either dominate the others or are too weak to be
an influence. How often have you been told “the system won’t let me do it”
or “it will take weeks or months to get a decision” ... the system is
dominating. How about “I have been waiting for my boss to make a decision
for weeks” .... weak leadership. One of my personal favorites that I have
observed personally “it is ok to fudge on expense statements because
everyone does it and it is just the way we do things here” ... flawed culture.
So, what happens when these components become out of balance? Figure
8.1 illustrates the key parts of the Performance Triangle Model that need to
be in balance.
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Figure 8.1 — Balance — Culture, Operating Modes
Leadership, Systems

“theory in use” vs. “espoused
theory”

Chris  Argyris and
Donald Schoén explained how
many, if not most, people and the
resulting organizations that they
manage have a disconnect
between what they say they do or
want to do and what they
actually do.* According to

Success Argyris and Schon, “espoused
theory” represents what people
Source: Adapted from Michel, L. (2013). The say they do or want to do and, in

Performance Triangle: Diagnostic Mentoring to most cases people believe they
Manage Organizations and People for Superior doi ’ h h

Performance in Turbulent Times, London, UK: 2re Oll'lg what t ‘ey say.
LID Publishing Ltd. Theory in use” describes what

people actually do. In many, if
not most cases, what people say is not necessarily what they do. This
disconnect is natural and, in most cases, people are unaware of the
difference. However, others are painfully aware of the disconnect which
leads to an erosion of trust in management and weakens leadership. In our
research we have found that organizational structures operate in different
modes that range from high levels of traditional command and control to
agile, people-centric organizations. Robert Simons proposed a simple-to-
understand model with four levers of control that is helpful to illustrate the
difference between what executives think they do and what actually
happens.* Figure 8.2 illustrates the merging of Simons’ model with our
findings and observations to describe the disconnect between traditional 20"
century command and control management styles and 21% century agile,
people-centric management styles.

Span of control defines the tangible and intangible resources
including financial assets and people that you have direct access to in order
to meet organizational goals. Span of accountability defines the range of
performance metrics that focuses attention on actions needed to meet
specific metrics. Many detailed metrics limit the trade-offs available for
actions while few metrics allow a much wider range of accountability and
flexibility to take effective actions in unusual cases. Span of influence
defines the range of interactions inside or outside of the organization. [ have
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worked in companies where one could almost be fired for talking to
someone in accounting, for example. Limiting an individual’s span of
influence limits his or her ability to gain the access needed, and potentially
critical information contained in another part of the organization or outside
of the organization. Span of support defines the amount of allowable
collaboration with other parts of the organization. Like limiting an
individual’s span of influence, a limited span of support creates functional
siloes that prevent effective knowledge sharing and create inefficiencies.

Figure 8.2 — Accountability Levers of Control

High command and High agility and people-
control centric management

theoryinuse espoused theory

Span of Control

Many resources to
Few or limited resources accomplish tasks
Span of accountability

Little or no choice in

decisions Lots of choice and flexibility

Span of influence

Limited interaction with Unlimited interaction with
others to achieve goals others

Span of Support

Little outside support for Lots of support to provide
help help

Business Environment Stable, slow change Rapid change

What we have found in our research is that many executives and
managers espouse to be in a people-centric operating mode. Yet they either
inherit command and control style organizations that are embedded in the
systems, leadership style, and culture of the organization or they unwittingly
create such highly structured organizations in control mode because that is
what they were taught in the MBA program or because of their own insecure
need to “be in charge.” The difference between the espoused and in use
theory weakens trust in leaders and creates interferences in the organization
that prevent people from reaching their full potential. The result is the
organization as a whole does not reach its full potential.
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Having said all of this, it is important to recognize that not all organizations
necessarily need to be at the agile people-centric side of the operating mode
scale. Organizations in a stable environment where change is slow may be
successful with a strong command and control structure, but how many
organizations in today’s rapidly changing global society exist in environments
that are not changing rapidly?

Unless you are the founder or early leader of a young organization,
you will be inheriting existing management systems with routines, rules,
and procedures which shape leadership styles, your behavior, and the
underlying beliefs, values, and shared assumptions (the culture) of everyone
in the organization. Therefore, systems are a powerful force for good or evil.

“You cannot understand a system unless you change it.” — Kurt Lewin

Systems

When they hear the word “systems,” most people typically think
of computer-based systems with databases crammed with data that are made
available to a wide range of people for the purpose of improving efficiency
and performance. Our definition of “systems” is much broader with systems
helping to provide the organization with a unified self-determined purpose
and function to support leadership and the organization at all levels and
functions. Systems are intended to get the right information to the right
people at the right time. In order to do this, systems include rules, routines,
and tools for discipline. Proper rigor, delegation, and internal control enable
an environment where people can maximize their potential and do good
work. Systems provide needed structure to encourage personal responsibility
and accountability, help allocate vital resources, and provide a means for
people to find purpose, and a shared way of doing things more efficiently.
This is at least the theory on how systems are supposed to work.
Unfortunately, in too many organizations it does not work this way.

Organizations are “social systems in which all members contribute
to shaping the organization in both interaction and meaning-giving
processes”.> What this means is that control systems must go beyond
traditional models of human behavior and bureaucracy that communicate
distrust and negatively impact morale and engagement. Effective systems
enable sound decision-making, enhance trust, help create meaning and

purpose, and enable collaboration throughout the organization.
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Leadership is the work of developing the potential of people, not
systems. Weak leaders demand, depend on, and hide behind systems like
incentive plans to motivate people. In many, if not most organizations, the
systems that evolve over time generally weaken accountability and
discourage employee engagement which is the reverse of their intended
purpose. Ineffective leaders replace interactive leadership with procedures,
processes, and tools, but the fundamental purpose for developing systems is
to enable accountability for routines, replicability, predictability, and
consistency. These are particularly important as organizations become
larger and more complex. It is also important that systems are context
driven. One size does not fit all and “best practices” in one context rarely
transfer successfully into a different context or organization. In the 21*
century VUCA world it becomes critically important to continually evaluate
existing systems to see if they are generating the intended outcomes. If the
answer is “no”, it is necessary to dig into the primary elements of effective
systems to understand why, so that corrective action can be taken....
Quickly and effectively. The PTM model identifies three basic elements of
systems that should be diagnosed if they are not yielding the desired results:
rules, routines, and tools (see Figure 8.3). These basic elements directly
shape the ability of people to attain flow (see Chapter Seven) and influence
trust between the leaders and people who power the organization.

Figure 8.3 — Elements of Systems

P\

Rules

Nobody would disagree that we need rules. However, finding the
balance between having too many rules that restrict the ability of people to
make effective or timely decisions and not enough rules so that chaos results
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is a challenge for all leaders. In ambiguous times when the future is unclear,
rules must allow choice in the decision-making process rather than strictly
following standard operating procedures. Rules that might have been
reasonable and appropriate several years ago might be out of step in the
current ambiguous environment which leads to an infection in the system
and a lack of discipline. As a result, people instinctively look for ways to
get around rules to meet the current needs. Leaders must frequently and
objectively investigate to find out if the rules set the right balance between
self-determination and motivation with control.

Experienced people in all functions, and knowledge workers in
particular, accumulate a library of mental models and patterns over the years
that helps to interpret what is happening and make sense of the situation.
These mental models and patterns are not facts and cannot be captured in
rules or procedures.® Mental models are critical in knowledge-based work
because systems can only capture a limited amount of data or information
pertaining to a specific situation. Tacit knowledge (see Chapter Three) is
essential for designing and using tools and routines because rules must
enable knowledge workers to apply their mental models and tacit knowledge to
a specific situation. This means that the rules must enable choice rather than
promote blind compliance to standard operating procedures.

Rules are enforced and compliance evaluated with a variety of
measurement instruments and techniques. Virtually all organizations have
some sort of traditional financial performance measurements. Yet, we know
that much of the performance and value in 21* century organizations are
intangible and cannot be captured using traditional financial measures (see
Chapter Four). Many organizations have adopted methods attempting to
measure nonfinancial performance. Leaders may choose from a host of
possible approaches such as the balanced scorecard,” the performance
prism,? and the delta project,” among many. A well-designed and effective
performance measurement system is flexible, simple, and allows users to
choose what works for them. Too often, we have observed that the corporate
executives choose a measurement model and then forces standardized
metrics across all functions or parts of the organization. This standardization
ultimately defeats the intended fundamental purpose of the system which is
to detect weak signals of possible trouble and then facilitate a powerful
response in volatile and uncertain times. So, [ have a few nuggets of advice:

e Be cautious about using balanced scorecards and MBO. The
idea is to incentivize behaviors with metrics that reinforce
corporate strategy. Unfortunately, in many cases managers develop
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metrics that reinforce behaviors that are counterproductive. This is
because managers are not psychologists or knowledgeable on
human behavior, plus these topics get little or no coverage in
university curricula. The result is that balanced scorecards and
related Management By Objectives’ methodologies become rigid
and inflexible as leaders become preoccupied with meeting targets
rather than having productive and insightful conversations on
strategy.

Be wary of using benchmarks. Benchmarking is a common
practice in many organizations and can be useful particularly if you
are lagging behind top tier competitors in your business segment.
However, in a rapidly changing environment benchmarking can be
detrimental because we know that “best practices” are contextual
and typically successful because of unique circumstances in the
originating organization that cannot be duplicated. Additionally, as
performance improves, continued benchmarking can lead to
mediocrity. Jeffrey Pfeffer said it nicely, “We have been
benchmarking the wrong things. Instead of benchmarking what
others do, we ought to copy how they think” (pp. 6-7).1°

Be careful to choose the “right” metrics and avoid over-
regulating. In many organizations, IT or finance dominates the
choice of measurement tools. Business intelligence is a common
fad but be sure to select metrics that have meaning at the point
where work is being done. Be cautious about using measurements
that can be added to corporate totals because these are rarely
relevant to front-line workers and generally just make executives
feel good. Front-line units should have a method of reporting
insights on market changes and performance to communicate weak
signals to upper management.

THINK!... don’t just measure. First, differentiate accuracy from
precision. Precision means that the numbers add up, but accuracy
is about getting relevant information on the right question to the
right people at the right time to make an informed decision.
Precision does not equal accuracy. Second, ask yourself what
actions add value and measure them. But remember that value
today comes from intangibles. Third, manage your business not the
scorecard. Do the right thing and let the numbers fall where they
may. Fourth, use your tacit knowledge, intuition, and judgment.
Lots of data does not automatically lead you to the best decision.
Fifth, only generate data that you are going to use. More is not
necessarily better. In many situations, less is more.
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e Engage everyone when designing the performance measurement
system. Performance measurement and scorecards can be
immensely helpful if they help people to focus their efforts on what
matters, adds value, and works. Choose key performance
indicators (KPI) in collaboration with the departments, teams, and
individuals doing the work so the system is meaningful and secures
support.

e Reevaluate the measurement system regularly. What is important
today may not be relevant one or two years down the road. The
environment changes, markets change, people change, issues
change, technology changes, and more, so objectively review your
measurement system and avoid getting into a rut. Do not be afraid
to ask questions and make change to remain relevant.

“Management by objectives works if you first think through your
objectives. 90% of the time you haven’t” — Peter Drucker

Routines

As the complexity of organizations grows, routines should help to
create awareness more than enforce control. Traditionally, leaders address
increasing complexity by breaking down the complex organization into
component parts, then setting goals for each component and delegating
decision-making. Increasing complexity typically leads to layers of
bureaucratic routines and managerial processes that may make sense when
implemented but quickly become ineffective as the organization grows and
the environment and needs change. If one of the primary goals of having
routines is to help create awareness that aids the decision-making process,
then routines must be considered more of a learning process than a telling
process. The difference is like that of a teacher who lectures for 45 minutes
and then dismisses the class, compared to a teacher who engages students
in constructive dialogue on the various topics. The task for leaders in an
agile management environment is to find the right balance between enabling
learning and the need for control.

Before the Civil War, General Thomas “Stonewall” Jackson was a
professor of artillery tactics at the Virginia Military Institute. While his
effectiveness on the battlefield is legendary, his effectiveness as a teacher is
questionable. Professor Jackson would devote countless hours to writing his
lectures and then memorizing them before the class. If a student asked a
question, Jackson would mentally rewind his lecture to the section in the
lecture that contained the answer, then continue reciting the lecture from
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that point onward. This routine certainly discouraged follow ups or dialogue
as well as general inquiry, but Jackson had complete control of his students
and the class.!!

In simple situations with little change or variation, processes and
checklists for people to follow can be helpful. However, in more complex
situations with more variability and change, this approach breaks down as
people apply their tacit knowledge to take shortcuts or to go around the
process. The result is a loss of credibility for those leaders or managers who
create or blindly enforce the routines that lead to a disastrous culture where
“let’s work around the system” becomes a widely shared assumption and
“the way we do things around here.” Effective leaders and managers use
good judgment and objective inquiry to challenge existing routines and then
modify and replace procedures that do not make sense. Interestingly, while
totally inflexible as a teacher, Jackson, the commander, challenged many
widely accepted military axioms of the day and then adopted routines that
made his command arguably one of the most effective fighting units on
either side during the Civil War and, as some experts argue, one of the best
in history. Routines both in the military context and business must help to
create a learning environment and awareness of the many competing forces
so that people use their tacit knowledge to adapt to a specific situation. Agile
routines help people have meaning through effective feedback, help create
a bottom-up strategy by raising awareness for what is important, and value
adding, and help to create and implement effective performance planning
and business reviews that help people align their behavior and focus their
abilities on activities that really matter. I have a few pieces of advice on
routines for agile organizations.

e Remove the management control bureaucracy and barriers to
knowledge sharing and collaboration. Bureaucracy drains the
energy from the organization that could be used to capture business
opportunities and add value. Keep details at the level where work
is being done and do not attempt to aggregate data up the chain of
command because this does not add value and prevents ownership
where the work is being done. The research is clear: “People
rewarded for individual performance shared the least information;
those rewarded for team performance shared more; and those
rewarded for company performance shared the most.”!2

e Raise awareness through performance feedback. People must
get relevant and timely information on their own performance and
how they contribute to the performance of others to create
awareness. Direct and immediate feedback that does not reach the
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people who are doing the work is worthless. Feedback must be
self-explanatory and honest, geared to performance or behavior,
not the individual.

Adopt a flexible strategy development routine. Avoid sticking
to a predetermined calendar. Keep strategy development flexible
to react to the unexpected because customers, clients, governments,
technology, and more do not stick to a company cycle so you must
be able to evaluate and change strategies quickly. Avoid making
planning the goal. I worked for a company that took 4 months to
develop annual targets, then another 4 months in mid-year
evaluating and revising the targets. We spent 8 months developing
goals, then only 4 months managing operations to meet the goals.
This drained energy from the organization and distracted attention
from getting things done.

Engage people throughout the organization in strategy
development. In most companies, strategy development is limited
to the top level of management, yet people doing the day-to-day
work with clients or customers really know what is going on.

Use the strategy planning process to allocate resources to the
best opportunities. In many companies, units or departments use
the planning process to bargain for resources. Those who make the
most noise get the most resources. Separate the strategic planning
process from the resource allocation process to allocate resources
to the opportunities to provide the best value and return for your
bucks.

Avoid setting outrageous targets. Rather than establishing BHAGs
(Big Harry Audacious Goals) or, one of my pet peeves, stretch
goals with little credibility, allow employees to participate and set
achievable goals with personal ownership. In my experience,
BHAGs and stretch goals are, more often than not, more
detrimental to morale and performance than beneficial.

Avoid linking performance evaluations and rewards to fixed
targets. This routine encourages the gaming of the system rather
than working on things that add value. People will naturally
negotiate for lower performance measures to increase the chance
of being rewarded which ensures mediocrity rather than superior
performance. Also, avoid using detailed, standardized forms for
individual performance evaluation. A handwritten note with
personal commitments for the employee will be much more
effective.
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Tools

To respond to increasing volatility and rate of change, people need
tools which should help focus their attention on the issues at hand. In stable,
slowly changing conditions, static hard goals, rigid outside command and
control, and structured collaboration organized by leaders work just fine.
However, faced with rapidly changing market dynamics, tools should be
flexible to help people focus on what is important, enable self-initiative and
encourage goal-achievement. Too often we see people using tools that
might have been appropriately designed in an environment that is long gone.
The result is that people make good decisions with irrelevant, inefficient, or
ineffective tools that are woefully out of date. Therefore, the decision fails
to yield the intended result. So, while management may feel like it has
control, employee morale and engagement are falling as are customer
satisfaction and corporate performance. Executives may go along fat, dumb,
and happy while the floor is deteriorating under them. Agile leaders
frequently question existing tools to see if they are helping employees to
focus their attention rather than just enforcing control.

Key performance indicators (KPIs) are popular in western business
operations and can be very helpful in today’s fast-moving environment.
Properly designed and executed KPIs are actually essential keys to effective
people-centric leadership that is the basis of agile management. Effective
agile leadership depends on having relevant observation points as a tool that
focus people’s attention on doing good work. However, a problem arises in
many companies when performance indicators are accompanied by hard
performance targets. These are very different, and targets come along with
many undesirable side effects that have already been discussed. Potentially
beneficial tools like the balanced scorecard have proven to be unmanageable
or unproductive because of the ambition of leaders to use the tool as a lever
to enforce control... producing the opposite of the desired effect. Too much
control acts like having the emergency brake on a car engaged while trying
to accelerate.

An easily overlooked element to agile people-centric leadership is
corporate strategy. When enabling self-responsible and self-initiated work,
people doing the work must be able to identify with the grand purpose of
the organization to rally behind the strategy. High identification with the
company’s strategy signals that employees have found their purpose and are
ready to perform at their peak. Clear strategy also helps people to focus
proper attention on tasks that add value for clients and the company.
Traditionally, strategy implementation means the creation of performance
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plans with a vast array of financial reports that organizational units use to
prove to management that they are making their numbers. Many times,
however, the targets or budgets are not clearly linked to what is important
to get done. When this happens, making the numbers becomes the objective
rather than doing the things that are really meaningful. Mission and vision
statements form the foundation for strategy and provide a framework for
people to gauge their decisions and behaviors. These define the boundaries
for risk that the organization is willing to accept and set the boundaries for
opportunities that are beyond the scope of the organizations and establish
clarity for accountability. Self-responsible knowledge workers need to
know the boundaries and be trusted to work within those boundaries. Here
are a few topics to consider when evaluating tools within an organization.

e Avoid using KPIs as targets. People will focus their attention on
meeting targets rather than the actions that drive performance.
Focus of attention is what matters, not arbitrary goals intended to
drive performance. Also, be cautious about using financial results
to measure performance because there are too many variables
between individual performance and financial outcomes like time
lags, complex relationships, customer expectations, economic
forces, etc.

e Limit measures to seven, plus or minus two. Research shows
that people can remember seven things.' Five is enough variety to
stimulate creativity, but nine decreases focus from the important
things. Also, don’t let performance measurement reports sit on the
boss’ desk. Make them available to the people doing the work so
they can focus on improvement.

e Avoid changing strategy too often. Strategy provides long-term
direction for the organization. Changing course too often
communicates to stakeholders that management is indecisive, and
stakeholders will not know what the company stands for, which
inhibits focus. When strategies are agreed upon, be sure they are
clearly communicated to all stakeholders in simple terms that
people can understand. In many companies, strategic documents
are developed by some strategy “priesthood” that is divorced from
the other 99.9% of the organization. Then, the resulting strategy
document is locked up out of fear that competitors might get it and
find some secret. In reality, all stakeholders must know your
strategy.... and your competitors probably knew it anyway.

e Establish action plans rather than targets. Action plans
communicate what needs to be done rather than the hoped-for
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outcome. People-centric leaders develop collaborative action
plans, then let people focus on the action and use their tacit
knowledge and creativity to find the best way to do the task. The
numbers will fall out naturally. Also, use the KISS (Keep It Simple
Stupid) method so that self-directed people understand it.

e Be cautious with individual performance incentive systems.
Quoting Jeffrey Pfeffer again, “Individual incentive pay in reality
undermines the performance of both the individual and the
organization. Many studies strongly suggest that this form of
reward undermines teamwork, encourages a short-term focus, and
leads people to believe that pay is not related to performance at all
but to having the ‘right’ relationships and an ingratiating
personality.”'* Base pay should be based on long-term relative
performance of peer groups or promote profit-sharing where
employees share in the success of larger groups rather than on
themselves, individually.

e Keep structures clear and simple. Keep job descriptions simple,
flexible, and limited to the essentials. Ask employees to articulate
their duties and have a dialogue with them to reinforce their role.
A simple one-page job description allows for a high degree of
flexibility and speed when circumstances call for a quick response.
Encourage self-responsible people to focus their abilities and
creativity on the issue to come up with a response that works. Don’t
pen them in.

e Talk the talk and walk the walk. Senior leaders must embody the
vision and values of the organization. People inside and outside of
the organization constantly observe and evaluate the behavior of
senior leaders, and if their actions do not match their talk, then
distrust and confusion emerge, which interferes with knowledge
sharing and focus of attention.

“The challenge of leadership is to be strong, but not rude; be kind, but not
weak; be bold, but not bully; be thoughtful, but not lazy; be humble, but
not timid; be proud, but not arrogant; have humour, but without folly.” —
Jim Rohn

Leadership

Leaders are constantly challenged by uncertainties and ambiguities
that question their strategic decisions. They are torn between their
convictions on direction and control and the temptation and need to adapt
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and change. The conflict between direction and control, and adaptation and
change, is a constant headache for senior leaders. However, in today’s fast-
moving environment it becomes essential that organizations develop the
ability to rapidly make sense of changing market and environmental
situations. This requires leaders to trust in their own abilities and the
capabilities of the organization to find the right balance between stability in
direction and quick reaction.

Mobilizing all the resources, and most importantly people, to focus
on one direction requires people to have a shared context and purpose that
promote healthy relationships. Healthy relationships facilitate effective
collaboration that is absolutely essential in changing situations to find and
execute effective responses to change. With clarity on context and shared
purpose, leaders can trust people to use their knowledge to think, decide,
act, and behave in ways that support the strategy and add value.

Leadership is a strange thing. Good leadership is difficult to define
and appreciate but painfully obvious when it is not there. Everyone knows
what a good leader looks like but typically only thinks about it when
leadership is poor. People have a finely tuned sense for authenticity, and
they can tell when leaders are play-acting, tweaking the truth, or not being
what they really are. When people sense any of these, among other
behaviors, they begin second-guessing statements and decisions, lose
respect for the leader, and become cynical.

Effective leadership is based on trust. Leaders must trust their
people in order to build relationships, and people must trust their leaders
and the people they work with in order to collaborate effectively. Leaders
who successfully create an environment and culture with high levels of trust
where people take pride in what they do and like socializing with others
achieve superior performance.!>!¢ With systems designed with agile and
people-centric principles driving rules, routines, tools, and interactions,
leaders facilitate a culture based on trust that allows people to use their tacit
knowledge and creativity to unleash potential with minimal interference
from management.!” In the people-centric environment illustrated in Figure
8.4, leadership is inextricably connected with systems through interactions
and relationships among people. Agile leaders recognize these relationships
and then engage with people to establish trust and design systems that allow
choice, create awareness, and focus attention on what matters.

Fundamental assumptions about people and human nature profoundly
influence individual leadership styles. Traditional managers and most
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college curricula assume that managers must motivate and decide what
needs to be done, tell people what to do and how to do it, review and judge
the outcomes and performance, sit on top of the hierarchy, provide
instructions, assume responsibility, set rules, and have the power to change
things. This approach is often successful, but if managers assume that
people want to create, understand what is going on, achieve, do right, and
contribute, then managers must adopt a very different approach. To enable
these positive attributes of people, managers must raise their level of
interaction to inspire as leaders. Leaders (as opposed to managers) interact
positively with people, to facilitate collaboration rather than command
collaboration, and establish a supportive work environment based on trust.

Figure 8.4 — The Leadership, People, and Systems Linkage

Choice —> Rules
Awareness Routines
Attention Tools
Interactive Trust Diagnostic
Leadership People Systems

In the modern business environment where knowledge creation
and knowledge sharing are essential, dynamic knowledge sharing can only
take place through developing healthy interpersonal relationships and
communications that facilitate, rather than direct collaboration. In an
environment where processes translate knowledge into productive action,
and decision-making is delegated, healthy and frequent interactions with
teams and people are crucial. To enable the exchange of knowledge, leaders
(as opposed to managers) engage in productive dialogue and foster a culture
of openness, trust, and collaboration.'® Leaders must be diligent to create a
safe space free of ridicule, sarcasm, and cynicism, which the Japanese call
Ba, where people can share what they know without fear of repercussions."’
Leaders must facilitate channels of communication with productive
dialogue (a productive exchange of ideas between two people on a specific
topic) as opposed to discussion or conversation (talking among two or more
people without a specific point like a story or joke). The PTM identifies five
communications practices shown in Figure 8.5 where facilitating open and
honest dialogue is needed to explore deep questions which are essential for
agile people-centric organizations. Effective 215 century leaders engage

printed on 2/9/2023 3:55 AMvia . Al use subject to https://ww.ebsco.conlterns-of-use



EBSCChost -

printed on 2/9/2023 3:55 AMvia .

136

Chapter 8

with people in productive dialogue to gain insight into the following topics

and questions:

e Sense-making — What is going on and what does it mean?
e Strategy Conversation — Why are we going there? Why is our

strategy “the” strategy?

e Performance Conversion — Are we on track?
e Contribution Dialogue — What do we need to do next and what is

my part?

e Risk Dialogue — How can we contribute and what are the

boundaries?

“The Pessimist complains about the wind. The Optimist expects it to
change. The Leader adjusts the sails.” — John Maxwell

Sense-making

Sense-making is more than just being able to connect the dots to
gain some level of understanding of a situation. Sense-making is an elevated
awareness of what is important and what is happening... before it becomes
a problem. Leaders with developed abilities to sense what is happening
focus on the now, measurement, and perceptions to gain an understanding
of what is happening. Effective leaders have an aptitude for learning, a sense

of objective reality, and a
focus that is facilitated
with relevant and timely
information from systems
along with effective and
timely feedback processes.
For feedback information to
be effective it must be
immediate (timely),
consistent,  self-directed,
honest, controlled, and
focused on behaviors or
performance, not  the
person. Here are a few
things to consider about
sense-making:

Figure 8.5 — Dimensions of Leadership
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e Avoid collecting data that is not used — Data that is not used or
does not translate into information and action is useless and a waste
of resources. Too much data can lead to information overload or
paralysis by analysis which wastes time and introduces
interferences that take away focus, leading to distorted feedback
and faulty decisions.

e Develop sense-making techniques to help establish trust —
Sense-making does not happen in isolation and is based on
effective communication. Knowledge sharing and sharing insights
to look at a situation from multiple angles result in information that
can be relied upon.

e Provide feedback on outcomes — Feedback is essential for
learning and relies heavily on sense-making. Let people know the
results or consequences of their actions but keep it simple and easy
to understand.

Strategy Conversation

Strategy conversations should be part of the daily leadership routine
to help to create a shared intent throughout the organization. An attractive
strategy that is well communicated helps employees to direct their efforts
and decisions toward what matters. The conversations should be open for
productive dialogue (as opposed to discussion or lecture), and for new ideas
that focus on the future, opportunities, and options. Clearly, effective
strategy conversations demand a high level of trust throughout the
organization. Here are some thoughts on strategy conversations:

e Do not restrict strategy conversations to the leadership team —
People on the front line dealing with customers or clients are most
knowledgeable about customer dynamics and have the greatest
ability to execute a strategy. Everybody needs to understand the
strategy to help convert it to action. Avoid the annual off-site
strategy event. It is typically a waste of time and money.

e Avoid strategy decisions by committees that are far removed
from clients — Strategy and budgeting decisions are too often
restricted to “home office” executives where the political fights for
resources and power dominate in traditional organizations. Also,
decisions made by a committee create an atmosphere where
innovative approaches are difficult to gain favor because of
inherent risks. In addition, committee decisions relieve individual
members of responsibility and risk. Decisions on strategy and
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resource allocation should be made by people on the front line who
are responsible for the results.

e Be aware of bias — Through time the mindset of “this is how we
do things around here” can dominate and cloud the decision-
making process. Such bias repeated over time can create undesired
thought patterns that become part of a dysfunctional culture. A
classic example of this is Kodak. Kodak engineers were the first to
develop digital photography in the mid-1970s. Kodak executives,
the majority of whom had spent most, if not all, of their careers at
Kodak, rejected the new technology because “real photography is
done with chemicals to get the best results.” The Kodak engineers
took their ideas elsewhere... and the rest is history.

e Set the stage for constructive debate and encourage creative
thinking — Organize strategy meetings to include a diverse set of
people with different backgrounds who can offer alternative
perspectives. Attendance of meetings should be limited to a core
group of people who will be responsible for the implementation of
the strategy, but the core group should actively engage with a
supporting cast of specialists with insight, clients with a voice, and
employees with a voice. All participants should be encouraged to
offer new ideas in the Ba created by senior leaders.

Performance conversation

Frequent and honest performance conversations serve to clarify
expectations for individuals and teams. Performance conversations engage
people and organizational units in productive dialogue that helps to establish
a shared agenda. Effective, people-centric leaders use performance
conversations to translate organizational strategy into concrete and achievable
objectives, review performance against pre-agreed objectives, and agree on
actions in response to changing dynamics. In the PTM vision, performance
conversations tap into the tacit expertise of people and close discussions
with agreement on actions to be taken and measured. Here are a few points
to consider:

e Avoid focusing on mistakes and appraisals — It seems to be a
normal human reaction to focus on mistakes or errors, but this too
often erodes trust which is essential to tapping into human
potential. There is no room for assigning blame when the primary
purpose is to help translate strategy into action and superior
performance. Use performance metrics as a framework to guide
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the conversation to identify productive actions rather than as a
hammer to gain control.

e  Stop the controlling manager from driving the conversation —
This is supposed to be a two-way dialogue between people or
business units with a shared agenda to help find innovative actions
in response to a changing environment or unexpected events. In
this situation the relationship must be more like that of two trusting
partners rather than supervisor/subordinate. Subordinates know
their place on the organization chart; they do not need to be
constantly reminded.

e Create the right atmosphere — More than two people may need
to be involved so the organizer must create an atmosphere of
trust...Ba... where there is a free exchange of ideas and opinions
without fear of repercussions. When the session is over, be sure
that everyone commits to specific actions.

“The supreme quality for leadership is unquestionably integrity. Without
it, no real success is possible, no matter whether it is on a section gang, a
football field, in an army, or in an office.” — General Dwight D.
Eisenhower

Contribution Dialogue

It is widely recognized that 75% of managers do more to demotivate
their people than help them make sense of what is going on and find purpose
that leads to engagement. The performance dialogue is an ongoing
conversation between a manager (acting more like a leader) and an
individual and a direct report on how that individual can contribute to help
meet organizational goals. It is based on trust and seeks to secure mutual
agreement on what both the manager and the report should be focusing their
attention on. This exchange of ideas helps individual alignment and secures
personal responsibility for both. Think about these points:

e  Use this dialogue to establish trust and reliable relationships —
Too often, performance discussions focus on detailed objectives or
stretch goals that result in long justifications for not reaching set
targets. The justifications get even longer and more convoluted
when goals are linked to incentive programs. Engage in a two-way
exchange of ideas that focuses attention on the “right” things that
both the employee and manager can take responsibility for.
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e Rely on responsibility rather than motivation — There is no need
to attempt to motivate people with extensive and detailed
performance objectives if the contribution dialogue focuses the
employee’s attention only on personal commitment. Extensive
performance reviews contribute little to the contribution dialogue
because they are after the fact and are, therefore, of little value.
Reviews should be conducted selectively at key decision points
and seek to focus attention for both the employee and manager on
what matters.

e Use contribution and performance dialogue to learn — Agile
people-centric organizations rely on self-responsibility rather than
control mechanisms. Self-responsible people must learn where
they fit in, what is going on around them, and what resources they
have available to perform effectively.

Risk dialogue

The risk dialogue has two major components; daily coaching with
employees on the potential risks of actions and the boundaries that the
organization is willing to accept and a corporate conversation about the
limits of risk that the organization will accept. Essentially, risk dialogue
among employees at all levels helps people understand the organization’s
tolerance for risk-taking. This is especially important in a time of change
since any attempt at change, large or small, involves a risk that it will not
work. Conversations on risks should be separate from strategy conversations
because strategy emphasizes creativity which requires freedom of thought
without restraints while risk conversations revolve around things that can
go wrong. These are very different mental attitudes and should be kept
separate if at all possible.

Distorted perceptions about risk can creep into an organization and
kill any change initiative or innovation. We had an international client with
operations in six countries that was experiencing loss of market share, a rash
of accidents related to safety issues, and declining operational efficiencies.
The new CEO had engaged a series of consultants who implemented
leadership, marketing, and efficiency improvement programs without any
results. After gathering information on risk dialogue, among other elements
of the PTM, we discovered that there was a significant disconnect between
the CEO and his top executives. The perception of the executives was that
if they attempted to change something and it failed, they would be penalized
if not fired. The result was that nobody tried anything, and despite spending
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large sums of money with consultants, nothing ever changed. In our work
with hundreds of companies, we have found that risk dialogue is one of the
most important conversations to have when trying to navigate rapid change.
Consider the following regarding risk dialogue:

e Avoid making risks the only conversation — We have observed
many organizations with a strong “command and control”
management style make potential risks the dominant discussion
point. This results in a risk averse culture where people are afraid
of making decisions or taking actions. Obsession on potential risks
kills any chance for growth or change. Risk dialogue in its proper
perspective helps leaders consider the possible consequences of
actions that will help prevent costly detours, but it should not stifle
action or innovation... or experimentation.

e Use risk dialogue to establish trust — Clear boundaries help
people make effective and timely decisions, adapt behaviors, and
take action. When people have clear boundaries, they operate in an
environment of greater trust... in their decisions and support from
superiors.

e Interesting observation — We have observed significant differences
in risk dialogue and tolerance for risk among industries. Size does
not seem to matter, but businesses with high initial investment
requirements like industrial companies clearly show a greater
intolerance for risk (they do not take risks) while banks and
insurance companies rank toward the bottom of the risk-taking
scale (willing to risk your money).

“In linear times, an organization’s culture is its greatest asset. However,
in exponential and disruptive times, some parts of that same culture can
become large liabilities, creating persistent resistance to pressing change
and renewal.” — Gyan Nagpal, The Future Ready Organization: How
Dynamic Capability Management is Reshaping the Modern Workplace

Culture

In Chapter Five, I explained how organizational culture is the
invisible force that hinders or enables knowledge sharing. By now, you
should have gotten the message that the ability of an organization’s leaders
to tap into the vast tacit knowledge base within their organizations is
essential for success in the 21 century knowledge economy.'™!¢ You
should have also realized the importance of trust throughout the
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organization in agile people-centric organizations. You cannot see or
quantify trust, but we all know when there is a lack of it or when trust
prevails. I concluded Chapter Five by stating that “organizational culture is
much more complex than the GPTW model suggests [or any other existing
model] and requires a much deeper dive into the underlying beliefs, values,
and shared assumptions ... that drive behaviors, norms, and artifacts of
every aspect of the organization.” I went further, to say, “The first step
toward designing an agile organization is gaining insight into the underlying
‘unconscious and rarely discussable’ dimensions of leadership, systems,
and culture that either enable or stifle knowledge sharing and the ability of
the organization to be agile.” The cultural dimension of the Performance
Triangle Model shown in Figure 8.6 identifies five “unconscious and rarely
discussable” attributes that we find are critical for an agile people-centric
organization.!?

e  Understanding — What is our shared understanding of reality; past
and current? Do people understand what it takes to be successful
in the current environment?

e Intent — What is our shared idea, view, and direction on what is
needed to be successful?

e Agenda— Do we share the same vision on what actions are needed
to get things done? Are we all on the same page?

e Aspirations — Do we share the same sense of purpose to achieve
success?

e Norms — Do we share the same values on what gets us ahead and
what are our shared boundaries? Do we do what we say we do?

Cues for the organizational culture come from the top of the
hierarchy, and then diffuse throughout the organization through socialization.!*
Senior leaders set the tone and the example. The culture shapes the
collective mindset, decisions, behaviors, and actions of everyone in the
organization. Displayed prominently in corporate mission and vision
statements, then shared throughout the organization through stories and
language, these commonly held values, beliefs, and assumptions become
points of identification and orientation for everyone in the organization.2
Consequently, culture has a stabilizing effect on an organization by giving
meaning to work and helping to make the environment more predictable.
However, we all know that changing the fundamental beliefs and values of
one person is a difficult task and changing the beliefs and values of a large
group of people is REALLY difficult.

printed on 2/9/2023 3:55 AMvia . Al use subject to https://ww.ebsco.conlterns-of-use



Balancing the Forces: Systems, Leadership, and Culture 143

John Kotter and James Heskett wrote in Corporate Culture and
Performance: “Cultures that encourage inappropriate behavior and inhibit
change to more appropriate strategies tend to emerge slowly and quietly
over a period of years, usually when firms are performing well.”?! When
things are going well, we tend to look the other way or excuse certain
behaviors with, “if it ain’t broke, don’t fix it.” But when the eventual
downturn occurs in the normal business cycle, these “interferences” that
have crept into the mindset of the people become glaring problems. Kotter
and Heskett went on to observe that “Once these cultures exist, they can be
enormously difficult to change because they are often invisible to the people
involved, because they help support the existing power structure in the
firm.”

A vibrant and
healthy culture establishes a
shared context throughout
the organization with a
shared agenda, shared
common language, shared
mental models, trusting
relationships, and a common
purpose which serves as a
common ground for all
operations. A shared context
provides the framework for
everyone to get on board and
move in the same direction.
A shared context depends on
the exchange of knowledge,
shared  Dbeliefs, and a
common organizational
history. It depends on shared
assumptions that help people throughout the organization to set expectations
on what others will do and clarifies roles and behavioral ground rules in
advance. However, a shared context is always imperfect and constantly
eroding as original plans, goals, and roles keep changing to degrade the
shared context.

Figure 8.6 — Dimensions of Culture

In a VUCA environment, identifying and changing cultural
interferences and degrading context may be critical for the CEO, but where
to start? Figure 8.6 illustrates the dimensions of culture to consider based
on the Performance Triangle Model.
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“Understanding depends on the quality of the relationship.” — Max Frisch

Understanding

When people have a shared understanding of what their role is and
what needs to be done, the decision-making process speeds up. In a VUCA
world, speed in getting things done is critical when responding to
challenging situations. Leaders can rely on teams and individuals to make
quick and effective decisions that result in positive outcomes when
everyone shares a clear understanding of what is needed. In the leadership
section, I talked about the need for sense-making which is the tool that
allows people to detect weak signals, then amplify the signals and separate
the noise from what is important. However, highly developed sensing does
little good if people do not understand what the signals mean or what to do
with the information. A shared understanding is a precondition for senior
leaders and everyone throughout the organization to absorb critical
information and quickly take action that supports organizational objectives.
Consider the following on shared understanding.

e Not everyone understands the same thing — People filter
information through their own perceptions and will come to
different conclusions on what is to be done. In agile organizations,
everyone must be on the same page and dialogue must be
continuous so that leaders can intercept misconceptions early and
redirect people who are wandering outside of the lines. People
need relevant and timely information (see systems) so managers
should not hold information on their desks; rather, it should be
widely disseminated. Managers must engage with people to help
interpret information which helps to solidify a shared
understanding of what it means and what needs to be done and
done quickly. Speed is essential and understanding depends on
developing high quality relationships.

e Avoid groupthink — Many times management teams are overly
influenced by dominant leaders who monopolize the discussion.
The result is that groups tend to reinforce each other’s perceptions
or misconceptions which leads to missed opportunities or flawed
decisions. Current reality, success, and rigid routines and practices
can create blind spots that prevent people from looking at
situations from alternative perspectives.

e As organizations grow, a shared understanding gets lost —
People come and go as the organization grows and becomes more
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complex. Individuals and teams with different mental models
come and go which through time dulls the sense-making ability of
the organization. The process of translating data into information,
insights, and actionable knowledge must be continuously refreshed
and updated so that people maintain a shared understanding which
may change through time, but it is critically important that
everyone shares the same understanding, wherever it leads.

Intent

A shared intent among all the people in an organization strengthens the
alignment toward a common purpose. Strategy conversations (see
leadership) are the tool to get people to think about the future and help
design an organization that fits with the requirements needed to execute the
strategy. When people have a shared intent, they are more able to focus their
attention on (see people) and direct their energy at what is important. Self-
responsibility, not motivation, is the fuel that drives dedicated and
purposeful behavior that is guided by a widely shared intent. The credibility
of management teams declines if they fail to visibly demonstrate a shared
intent. Think about the following observations on shared intent.

e Be clear and unambiguous when articulating intent — The
objective of a shared intent is to provide clarity and uniformity on
the direction for the organization. It is very difficult to create a
shared intent throughout the organization if the management team
cannot agree on the strategy, mission, or vision. Disagreement on
the shared intent by the leadership team can be toxic for the
organization which will be even more damaging when agreements
are just talking points rather than actions.

e Use strategy conversations to create a shared intent — Frequent
and intense communications on strategy should be shared
throughout the organization to help everyone to interpret the
strategy in order to shape and align personal actions and behaviors.
Employees will be more motivated and engaged when they
become aligned with the organization’s purpose and goals.
Strategy conversations should not be limited to off-site meetings.
Informal gatherings, coffee chats, and structured workshops with
all employees on strategy help to create a shared intent.
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Agenda

A shared agenda helps organizations to harness the vast reservoir of
talent and capabilities to generate a competitive advantage. Leadership
bundles the energy of people through performance conversations (see
leadership) which are the primary tool to help coordinate their activities
with a shared agenda. A shared agenda gives the organization the ability to
effectively use the company’s resources to achieve organizational goals.
Here are some tips to help create a shared agenda.

e Avoid getting bogged down with competing priorities —
Different functional departments or business units have different
priorities. The idea is to get everyone walking in one direction to
negotiate agreements on the agenda, so the agenda serves as a
guide to deal with competing priorities. Also, avoid getting bogged
down with daily details. Keep the big picture in front of you.

e Be accountable — Accountability means being accountable for
both the things being done and the things that are not being done.
Too many times, people agree to an agenda item with a “yes” in
the meeting while secretly thinking “no” in anticipation of its
defection or failure. When this happens, the result is “an organized
lack of accountability” which is a true virus in many modern
organizations that can infect the whole organization.

Aspirations

The desire to achieve is a fundamental element for motivation.
This desire is the source of will power needed to push ourselves to maximize
our capabilities. Too frequently we see organizational structures and
managers who create an environment where people are more focused on
how efficiently things get done rather than on why they are being done.
Focusing on HOW rather than WHY distracts people from purposeful action
which reinforces the higher objectives and personal aspirations that are
proven to be powerful motivators. In high-performing, goal-oriented
organizations, these desires and shared aspirations need to be aligned with
everyone moving in the same direction.

Commonly shared aspirations help to direct people’s attention
toward the vision and values of the organization. They help to give people
a common sense of purpose which releases vast productive and creative
energies. A lack of shared aspirations or conflicting aspirations lead to
interferences that disrupt knowledge sharing and create demotivation
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instead of releasing the synergy of the collective of people. A shared
aspiration among the leadership team strengthens credibility while
conflicting aspirations among leaders will be quickly recognized by
employees thereby undermining the credibility of the entire leadership team.
Think about these things to avoid, and the practices to promote.

e Ensure that all employees share the company’s aspirations —
Employees who see things differently develop aspirations that are
many times detrimental to the success of the organization. Multiple
aspirations often result in endless debates or silent protests which
slow the decision-making process and sabotage strategies. People
need a shared sense of purpose which aligns with the vision and
mission of the organization and helps them align their long-term
goals. It is important to have frequent conversations with
employees to review their ambitions. As new members join the
team, and with changes in strategy and the organization, shared
ambitions fade and lose their energy.

e Give people the support, resources, and opportunity —
Ambitious personal goals can be a great motivator for individuals
and the organization as a whole, but people need to have access to
support and resources in order to take advantage of opportunities.
If management does not provide support and resources, then the
effort to align aspirations is for naught because it is just words.
Bold ambitions might sound great, but if people are not given the
resources they need to achieve these ambitions, they will say “why
bother?”

e Use contribution dialogue to create shared aspirations —
Frequent formal and ongoing informal dialogues with employees
and teams solidify how personal aspirations align with
contributions to the organization’s success. Contribution dialogue
(see leadership) reinforces how personal ambitions can be attained
when people focus their attention on the “right” things. This
requires constant reinforcement so that people can shape their daily
decisions around the values and goals of the organization and know
“what is in it for me?”” and “how this will help me get ahead.”

Norms
Shared norms help people to find the right balance between the

duty to comply with standards, rules, and routines and the capability of
getting the right things done without limiting their creative freedom. While
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expected norms of behavior are commonly articulated in corporate
standards, rules, and ethical statements in employee handbooks, generally
accepted, unwritten, norms of behavior permeate many organizations. In too
many organizations, “this is how we do things here” or “it is ok because
everyone does it” or “the boss does it, so why can’t I?”” ways of thinking
lend tacit approval to inappropriate behavior. Senior executives will rarely
be aware of these subversive shared norms while they continue to believe
that people have followed the written rules and standards. I had an
acquaintance in sales who frequently bragged about making several
thousand tax-free dollars every month by padding his expense statements
with extra mileage, inflated meals expenses, and more. I reminded him that
the company will have trained people and processes to identify such
cheating, and he justified his actions with “well, everyone does it, so it is
ok.” He was abruptly fired after about a year with the company and never
explained why, but I have a strong suspicion that I know what happened.
The unseen disconnect between written and unwritten norms can interfere
with the best strategy and plans. Leaders and managers in agile people-
centric organizations must be aware of these unwritten shared norms that
infect the culture, and then be proactive to combat this insidious virus. Here
are a few ideas to consider.

e Set written norms of behavior that are credible and reasonable
— There are few things worse in an organization than written norms
with explicit boundaries that are interpreted differently by different
people. Written norms that are overly restricting or allow for too
much interpretation encourage an environment where the norms
are simply ignored which creates a toxic culture. Such an
environment undermines the credibility of leaders who enforce the
written rules. There is a balance between too much and too little
which must be constantly evaluated and adjusted and
communicated to people by example and constructive dialogue.

e Be careful with using detailed operating procedures to set
norms — It is impossible to anticipate and set down in writing the
proper response to every conceivable situation that employees will
encounter. Lots of written rules will stifle the creative
entrepreneurial capabilities of people. In many cases a set of
general principles will be more effective because enforcing
detailed rules becomes very difficult and often destroys the
credibility of management.

e Use risk dialogue to create and reinforce shared norms —
People must know the boundaries and behavioral expectations
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regardless of whether the organization has detailed operating
procedures or general principles. Managers must use risk dialogue
(see leadership) with employees to help them interpret the norms
as they pertain to their specific routines. This means that managers
must establish healthy relationships and have continuous honest
dialogue (as opposed to meaningless discussion or directives) with
people throughout their organizations so that the norms become
universally shared and part of the “unconscious and rarely
discussable” culture. People just do right without thinking about it.

“Never confuse movement with action.” — Ernest Hemingway

Closing thoughts on systems, leadership, and culture

I began this chapter with a brief discussion of operating modes
which describe the general styles of management that are the levers for
action. Agile, people-centric management styles operate in an enabling
mode which means that leaders and managers create an environment where
people are self-responsible with systems and cultural attributes that release
the productive energy of employees. Traditional management models
developed in the last century that still dominate management texts and
university curricula promote structures that emphasize the command and
control of people and processes. The fundamental traditional view of human
nature is that people are not self-responsible; therefore, they must be told
what to do and how to do it and be forced to comply with management either
through punitive performance reviews or by being given tangible incentives.
We talked briefly about how many leaders and managers say one thing but
do something else. I suspect that you have all observed how differences in
a manager’s “espoused theory” and his or her “theory in use” create
disruption and uncertainty in the organization that interfere with the
organization’s ability to be as successful as it could be.

The entire Performance Triangle Model is based on a fundamental
belief that people are self-responsible and leaders must practice what they
preach... meaning that the “espoused theory” is identical to the “theory in
use.” It is critically important to visualize all aspects of an organization as a
dynamic system where each part influences the other. Notice in Figure 8.4
on the People, Leadership, and Systems Linkage illustration how the
connecting arrows point both ways. This symbolizes the irrefutable fact that
systems influence the behavior of people and leaders while at the same time
people and leaders influence systems and how they are used. We believe it
is impossible to make significant and lasting changes to one element without
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considering the equal and opposite effects on other parts of the dynamic
organizational system. Similar to an amoeba, you cannot push one part of
the system without creating a bulge somewhere else.

Think about riding a bike. You can expend a lot of energy peddling
hard, but if you lose your balance, it is all for nothing. In the PTM, people
provide the energy for the bike, but if the systems, leadership, and culture
are out of balance, the organization will not maximize its potential. Like
riding a bike, the organization may reach most of its goals but will have
expended valuable people energy on the way and taken much longer to get
there. By maintaining balance, the organization is able to harness the vast
creative energy of people inside and outside of the organization, not only to
reach the current goals but to identify and exploit opportunities that were
not imagined.

Systems give the organization structure and the wherewithal for
leaders and individuals at all levels to perform effectively. However, in
many, if not most, unseen ‘“unconscious and rarely discussable”
interferences creep into an organization that inhibit knowledge sharing and
the ability of self-responsible individuals to contribute to the success of the
organization as much as they could. Fortunately, all is not lost because
people-centric leaders can influence both the systems and the interferences
that infect the culture of an organization. Agile, people-centric leaders have
multiple tools and techniques to engage people in constructive conversations
and dialogue to shape the fundamental dimensions of the culture that are
necessary to release the vast productive energy of people. Notice how the
connecting arrows in the Figure 8.7 illustration, Leadership-Culture
Interactions, go both ways. This is by design to make the point that leaders
must engage in open, two-way conversations and dialogue with people
rather than one-way directives or discussion controlled by the supervisor. It
takes time and effort for managers and leaders to create a trusting
environment where people can freely and without fear share their
understanding of what is going on, their intent, agenda, aspirations and
ambitions, as well as those insidious unwritten norms that are the seeds of a
toxic culture.

Using the bicycle analogy, your legs provide the energy to make
the bike go, just as people provide the energy in an organization to make it
g0, and you must maintain balance in order not to fall. However, how is the
energy transferred to the bicycle? The answer is.... by the chain attached to
the pedals. In the next chapter we will discuss how energy is transferred
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from people throughout the PTM system to make agile organizations realize
their potential as the world changes.

Figure 8.7 — Leadership-Culture Interactions
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Thinking Exercises

Refer to Figure 8.2 and consider how differences between “espoused
theory” and “theory in use” influence the various levers of control. How
do these differences affect operational performance or success?
Consider the elements of the Performance Triangle Model for systems.
How do these various elements influence the way that people think and
act and make decisions? Explain your reasoning.

Refer to Figure 8.5, then think about some of the many conversations
surrounding leadership that we recommend. How might these
conversations promote constructive dialogue and help the organization
to be more agile? Explain your reasoning.

Consider the culture dimensions of the Performance Triangle Model.
Culture is contained in the “unspoken, rarely discussed’ beliefs, values,
and shared assumptions of a group of people. How might exploring the
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various elements of culture through constructive dialogue help
managers and leaders change the culture? Explain your reasoning.

5. Using the organization that you work for or one that you know well,
evaluate the interaction of the three main points of the Performance
Triangle Model. Are they complementary or do they interfere with
performance? Explain your reasoning.
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CHAPTER 9

CONVERTING ENERGY TO ACTION:
PURPOSE, RELATIONSHIPS,
AND COLLABORATION

Quick Review... getting up to speed

In this chapter, we continue exploring the Performance Triangle
Model (PTM) for agile management using people-centric techniques to
harness and focus the vast reservoir of talent in organizations to add value
and create success."? 1 have described how the PTM is a dynamic but
balanced system of leadership, systems, and culture that is powered by
people. Using the analogy of a bicycle, YOU provide the power to make the
bike go with your legs similar to people in an organization. YOU must
balance the bike to keep from falling over similar to how leadership,
systems, and culture must be balanced in an organization. The question
YOU should be asking now, which I will address in Chapter Nine, is the
following: How is the energy transferred from the legs to the bike to propel
it forward? In the PTM, the energy from people is transferred and
distributed to the rest of the dynamic system when people share a common
purpose and have healthy relationships, which promotes effective and
efficient collaboration.

In Chapter Seven, I discussed how people provide the power to the
dynamic PTM system. In successful 21% century organizations, value is
created with intangibles resulting from innovation and the capability to react
quickly and effectively to rapid change. Effective leaders and managers
must actively engage with knowledge workers to create an environment
where people are able to focus their tacit knowledge and talents on things
that are important and add value. Essential to unleashing the vast potential
of knowledge is the fundamental belief that people are self-responsible and
want to do the “right” thing for stakeholders, and willing to stand by their
decisions. They do not have to be TOLD what to do or how to do it. They
just DO it. Self-responsibility applies equally to managers as well as
subordinates in the sense that managers must accept the decisions made by
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others and celebrate creativity and experimentation even if the results do not
necessarily turn out as hoped. Management must be aware of the critical
attributes needed to allow people to realize their full potential using people-
centric practices which enable the following four attributes:

e Focus of Attention — People must be free of distractions or
interferences, typically created by management, to focus their
abilities and expertise on their work,

e Awareness — People must be aware of what is happening around
them in order to respond to the specific needs of stakeholders,
quickly and efficiently,

e  Trust — People must trust their managers and co-workers, others
both internal and external to the organization, and (maybe most
importantly) their own abilities and judgment,

e  Choice — People must have freedom of choice to choose the best
action in response to some demand and the freedom to say “no” if
prescribed actions are inappropriate or ineffective.

In Chapter Eight, I discussed how there is a distinct difference in many,
if not most, organizations between the leader’s “espoused theory” (what
s/he says s/he does) and the leader’s “theory in use” (what s/he actually
does).3 Many executives claim that “people are our most valuable asset” and
include flowery statements to illustrate this in vision and mission statements.
Leaders worldwide make a big deal about employee engagement and how
they are “all about the people.” While this sounds great, in too many
organizations, management has created highly structured command and
control structures and processes designed to pigeonhole people into highly
limiting jobs. Managers then try to ensure consistency and drive efficiency
with highly restrictive job descriptions, performance goals, and performance
reviews that are made worse with ill-conceived incentive programs. If leaders
truly wish to maximize the potential of their “most valuable asset,” they
must actively seek to balance systems (rules, routines, tools), leadership
(sense-making, strategy conversations, performance conversations, contribution
dialogue, risk dialogue), and culture (understanding, intent, agenda, aspirations,
norms). Serious people-centric leaders must recognize the dynamic
relationships between people, systems, and leadership, and the organizational
culture. They need to rethink many widely accepted management practices
and behaviors, then actively engage with people throughout the organization
in very different ways to unleash the vast potential of their “most valued
asset” which is the key to agile organizations and success in the 21% century.
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Energy Transfer

As the pedal, chain wheel, and chain in a bicycle enable leg energy
to be converted to forward motion, purpose, relationships, and collaboration
transfer energy from people throughout the rest of the PTM system,
systems, leadership, and culture. In previous chapters I emphasized the need
for trust throughout the organization to facilitate knowledge sharing. When
everyone shares the same beliefs, values, and assumptions which are aligned
with the organization’s mission and vision, good things happen. Illustrated
in Figure 9.1, the PTM identifies three critical “connectors” that serve to
link all of the parts of the model and enable agile people-centric
management styles to unleash, and then harness the power of people to
maximize their potential and the potential of the organization.

“Accept the fact that we have to treat almost anybody as a volunteer...” —
Peter Drucker

. Purpose
Figure 9.1 — Focus on Energy Transfer

If you look at the
diagram of the Performance
Triangle Model in Figure 9.1,
you will notice purpose on the
right side connecting culture
with systems and intersecting
with people in the middle of
the triangle. Jiirgen Habermas
observed that “there is no
administrative production of
purpose.” In our workings
with many executives we
vystems often hear comments along
the lines of “When we lost

sight of the purpose of our

work, we started a discussion

Source: Adapted from Michel, L. (2013). The on motivation.” People are

Performance Triangle: Diagnostic Mentoring to . .

Manage Organizations and People for Superior lntem%lly motivated  when

Performance in Turbulent Times, London, UK: LID there is a common purpose
o ) that is widely shared. People

WANT to do good and be successful both personally and for the

organization. However, through time, things change, and many organizations
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lose sight of the original purpose that inspired people to excel. When this
happens, the natural reaction of traditionally trained managers is to try to
motivate people. This comes in the form of both negative motivational
techniques (if you don’t reach your goals, you don’t get a raise...or worse)
and positive motivational techniques (there is a bonus for you if you exceed
your goals). We have observed that both forms of motivation have many
unintended consequences that defeat the purpose.

Every leader and manager in every organization wants employees
to be committed to doing the best work possible and making a contribution.
Unfortunately, lofty strategic plans and short-term goals do little to secure
commitment from most employees. People make personal commitments
because of their personal experience and relationships with supervisors,
managers, and clients. All employees, whatever they are doing and
whatever their level in the organization, always follow their own personal
values, norms, and goals. Corporate guidelines can reinforce shared values,
rituals, and myths, but purpose is created subjectively by individuals who
decide what is important according to their own personal set of values. The
fact is that every piece of work has a client, either internally or externally.
Employees and supervisors must recognize this fact because without this
realization there is no motivation for goal-oriented behavior or action. When
people recognize that their efforts are meaningful, they work with greater
energy, and are physically, mentally, and emotionally fully present.5 Sadly,
many organizational leaders and managers fail to recognize this basic
human trait. They fail to realize that it is a shared path to produce a valuable
customer experience that motivates people, not numerical targets generated
by someone in an office, regardless of the potential monetary gain.® Purpose
cannot be dictated or delivered. It must be found by each person individually
according to his or her mental models and values. Here are a few
suggestions on how to instill or maintain a strong sense of purpose that is
widely shared throughout the organization.

e Avoid job descriptions with a scope that is too narrow or
limiting — Work needs to make sense to self-responsible
knowledge workers and give them room to grow personally and
professionally. The vast majority of workers want to be creative
and contribute, but narrow or overly restricting jobs deny
employees the chance to be creative. Traditionally trained
managers seek consistency and efficiency which narrow job
descriptions can help to achieve. Unfortunately, restrictive jobs
squash creativity and hide the contribution that an individual is
making that might provide satisfaction. People-centric leaders
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recognize that job design has a huge impact on motivation and
performance... then do something about it. Fredrick Herzberg said,
“If you want someone to do a good job, then give them a good job
to do” (p. 30).7

e Avoid meaningless communications — Distributing information
by posting information on tough or “stretch” goals, important
change projects, and dramatic scenarios typically have the opposite
of the intended effect on most people. I worked for a company for
many years with a CEO who, several times a year, would send out
an email to everyone in the company for a “call to action” to
address some problem or issue. The emails always contained an
emotionally charged description of the possible danger with
projections of doom and gloom if the answer to the problem were
not found. The reaction from all other than the few people at the
corporate office who were hoping to gain political favor from the
CEO was “oh, no... here we go again.” People can easily
distinguish between corporate messaging and business reality. So,
create an environment where leadership teams have an open
dialogue and give people the opportunity to ask questions and get
honest answers.

e Give people the opportunity for emotional commitment —
Grand strategy plans, and vision and mission statements are formal
statements that offer information on purpose, but real purpose
comes from the daily routines and interactions with supervisors
and others in the work group. Purpose results from doing
something good. This demands that managers who demand
performance must first provide purpose. Good leaders, at any level,
help people on a daily basis to make sense of what is going on and
why they are doing it. This is what instills in people a strong sense
of purpose that gives them the motivation to go the extra mile and
work very hard. Leaders inspire people with a higher purpose that
goes beyond profits for the company.

“The price of greatness is responsibility.” — Winston Churchill

Collaboration

As organizations increase in size and scope, they become more
complex, making the need for close collaboration increasingly important for
success. Traditionally trained managers with a highly developed need for
command and control naturally add departments with specialized functions,
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geographic entities, services, customer groupings, and other structures that
add complexity. Clearly, some divisions of labor and structure are needed
for efficiency and accountability, but leaders must recognize that every new
department or entity creates a new silo of knowledge and political intrigue
as managers compete for recognition and resources. Organizational
structures become hardened over time due to geographic separation,
different disciplines and training, goals, and a tendency for people at all
levels to hoard information and knowledge. Edgar Schein observed that
different functional disciplines develop very different world views and
mental models from indoctrination in schools to experience that result in
many subcultures within an organization.® These differing mental models
shape the decision-making process by people in different disciplines and
interfere with collaboration. Few would argue that sales/marketing people
have a very different perspective from those in accounting/finance which is
different from the design engineer which is different from the manufacturing
or production manager which is different from legal or human resources.
These inherent differences contribute interference with effective
collaboration in simple and complex organizations. Despite all these
barriers to collaboration we need to find ways to get people to work together
to solve problems quickly and effectively.

Complex organizations require collaboration on a shared problem.
Virtually all problems or issues will affect many different segments of the
organization but getting key people to recognize the potential impact on
their organization (and the impact on their personal performance) can be
difficult. Many times, ego or the natural differences in mental models
interfere with the recognition that a problem can have consequences.
Therefore, it becomes imperative that we, as diverse people, recognize that
your problem is my problem, and my problem is your problem so that
mutual dependency becomes personal. Breaking through these barriers and
egos is a function of leadership and takes time and effort.

The challenge for people-centric leaders is threefold. First, leaders
must be sure that the delegated actions needed to address the problem align
with the overall goals of the company, not just personal ego, or reward. In
traditional command and control type organizations goals are developed at
the topmost levels then cascaded downward to various departments and
ultimately to individuals. Senior leaders must keep an eye on lower-level
collaborative teams to be sure that the problems being addressed do, in fact,
support organizational goals. Second, individual actions needed to resolve
the problem should complement, not interfere with, the actions of others in
supporting roles. Leaders must establish clear boundaries around individual
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initiatives, and then be proactive to prevent others from infringing on the
freedom of action of others. Third, the leader must act as a champion to
reconcile the need for resources to solve the problem with competing
demands from multiple segments in the organization or other problems. The
leader needs to be able to relieve roadblocks so that the actions of
collaborative teams can get the job done. The members of the team must
know that their efforts will not be in vain.... otherwise, why bother.

Traditionally trained managers are taught any number of methods
of control to solve the problem of lack of cooperation among individuals
and segments. Promoting cooperation is generally considered as a core
managerial task.” The challenge for managers comes from employees who
have different goals that often conflict with the goals of the organization.
There are essentially two ways to solve this conflict: (1) extrinsic motivation
in which participants see solving the problem as a means to an end in the
form of recognition to advance their career or monetary reward to pad their
bank accounts; and (2) intrinsic motivation in which employees participate
for their own sake because solving the problem is seen as personally
rewarding or challenging." We must remember that cooperation and
collaboration are essential and the most effective ways to get things done in
complex organizations, and | suggest that intrinsic motivation is a more
powerful motivator for effective collaboration. Here are a few suggestions
for people-centric managers to help facilitate effective collaboration.

e Don’ttry to reduce complexity — This is impossible, but it should
not be ignored. Complexity can be navigated through effective
delegation of decision-making. BUT effective delegation that
promotes agility is a broad set of goals or boundaries rather than a
limiting command and control list of dos and don’ts. Self-
responsible people just need the boundaries; then you trust them to
make effective decisions.

e Be cautious about more knowledge sharing IT projects — Just
because information or knowledge is there does not mean that
people will use it effectively, or at all. Knowledge sharing and
collaboration between business units, functions, geographies, or
departments do not happen because management mandates it.
Knowledge sharing happens when self-interested people see the
need and opportunity to collaborate and share resources.

e Ask more questions than giving answers — Asking questions
rather than providing answers helps to create healthy relationships
and allows employees to explore new ideas together. This is not
necessarily a natural activity for many traditionally trained managers
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who feel a need to establish superiority and it takes time and effort.
However, taking the time to develop quality interactions is one of
the most important capabilities needed to manage complexity and
change.

e Create cross-functional teams — Creating effective cross-
functional teams is more difficult than it sounds because of the
cultural differences that I discussed earlier. Team leaders and team
champions must work hard to navigate the difference in worldview
and competing interests to bridge hierarchies and knock down
barriers to getting things done.

e Give teams room to move — Effective collaboration needs space
for creativity and performance. Give teams plenty of choices for
possible actions and degrees of freedom and remove rules that limit
the possibilities. Be careful when setting timelines and increase
time for creative work. Innovative ideas do not just spring into
people’s heads. The light bulb goes on because of tacit knowledge
sharing in a Ba environment that cannot be hurried.

o Create ways to recognize effective collaboration and teams — In
most organizations the system of recognition focuses on individual
contribution rather than that of a team. Routinely review
managerial routines, tools, and principles looking for unintended
barriers to collaboration. Sometimes it may be best to celebrate
failure provided the team collaborated effectively, if the project
does not turn out as hoped. People and teams learn from mistakes
so the next time might be different if you don’t kill the messenger.

“A leader is best when people barely know he exists.” — Lao Tzu, 4"
Century BC, ancient Chinese philosopher

Relationships

Obviously, relationships are the foundation of every interaction
whether personal or business. Successful collaboration depends on people
with healthy relationships who share a common purpose to get things done
and innovate. This applies equally when interacting with people inside or
outside of the organization.... any stakeholder. Moreover, leveraging healthy
internal and external relationships becomes particularly critical in
environments where the pace of change is high and there is a high degree of
interdependent complexity. Not surprisingly, trust emerges as the single
most powerful enabler or destroyer of healthy relationships. Yet, human
relationships are absolutely essential when dealing with situations that
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require rapid change and the ability to withstand unexpected or
unanticipated shocks. We can all relate to the fact that if I do not trust you
and you do not trust me, neither of us will share what we know. When this
happens, knowledge sharing and, therefore, effective collaboration comes
to a screeching halt. Throw in diverse egos, conflicting agendas or
aspirations, and goals and the organization come to a complete stop.
Problem-solving, decision-making, and innovation, slow to glacial speed or
to a complete standstill which can be a death knell in the 21% century
business world. In the Performance Triangle Model, relationships connect
leadership with people and culture. In a task-oriented world it is imperative
for leaders to remember that reliable relationships are absolutely necessary
to get just about anything done quickly and effectively. People-centric
leaders who want to develop agile organizations must keep a few things in
mind regarding relationships.

e Relationships are a human need — People have an instinctive
desire for self-determination and to feel connected to others.!! This
shared connection is demonstrated by sharing thoughts and
feelings.!”? Mutual understanding and respect strengthen intrinsic
motivations to cooperate and get things done.!> When human
beings feel mutual respect, they have a heightened sense of
autonomy (freedom to determine things for themselves) and
increased ability to get a job done (job satisfaction), thereby
reinforcing two basic human needs.!*

o Relationships are a two-way street — At the most fundamental
core of any culture are basic assumptions about the proper way for
individuals to relate to each other when interacting for safety, for
comfort, and to show respect. In organizational cultures, leaders
set the example for others on how to relate to each other.
Employees are very observant so leaders must be aware of how
their interactions appear to others. If leaders desire an environment
of mutual respect, they must treat everyone fairly and do what they
say they do. This is not always easy and requires continuous effort,
especially in times of crisis.

e Be cautious with internal competitions — As an athlete, I am fond
of competition, but many times internal competition creates
unintended consequences. The desire to win can unintentionally
encourage silos and encourage people or departments to work in
isolation thereby preventing the formation of healthy relationships,
knowledge sharing, and effective collaboration. A little friendly
competition can be healthy, but leaders must be very aware and
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alert to detect when friendly competition becomes a blood sport,
and then step in as referee or stop the competition entirely.

e Promote interdependencies rather strict structures — In
complex organizations people, functional departments, and business
units are inextricably dependent on each other for success. Agile
leaders promote these interdependencies, using a variety of
facilitation techniques to increase awareness of them and help units
to establish productive working relationships to collaborate for the
common good.

“If opportunity doesn’t knock.... build a door.” — Milton Berle, comedian

Connecting the dots...

In Chapter Four, I emphasized the need for speed to create new
knowledge. I made the case that accelerating the rate of new knowledge
creation gave organizations a competitive advantage. The logic goes
something like this. If organizations can get smarter, faster, than the
competition, they will accelerate the decision-making and innovation
process which helps the organization to react more quickly to threats and
opportunities. They also find solutions to problems more quickly, identify
and implement process improvements more quickly to increase productivity,
and innovate more quickly. Research has shown that only between 10 and
20% of the total body of knowledge in an organization is captured in an
explicit form which can be easily shared via data bases, standard operating
procedures, work instructions, memos, etc. Organizations worldwide spend
untold billions of dollars to capture and share 10 to 20% of the knowledge
that is in their organizations. The remaining 80 to 90% of knowledge is tacit
in nature which exists in the minds and experiences of the people. The tacit
nature of knowledge makes it difficult to share or replicate. We all know
that if we do a task one time that takes 10 minutes the first try, it will take
much less time after 100 repetitions. We just “learn” to do it better and
faster. This is tacit knowledge. Most of us would be hard-pressed to convert
what we do to get the job gone more quickly into explicit knowledge, work
instructions or standard operating procedures. I asked, “what if companies
have a process to access the massive tacit knowledge base?” I described a
process of accessing the body of tacit knowledge in an organization,
converting it to explicit knowledge, then implementing the new nugget of
knowledge so the process can be repeated. The SECI (Socialization,
Externalization, Combination, Internalization) cycle visualized by L
Nonaka provided a roadmap for the process.'S The SECI model offers a
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visualization of a dynamic process that helps organizations to gain access to
their tacit knowledge base.

Think back to Chapter Five where I made the point that
organizational culture is critical to knowledge sharing and success.
Throughout all of the subsequent chapters, I have repeatedly mentioned the
need for knowledge sharing which is particularly critical for successful
collaboration. For the SECI process to be workable, the organization must
promote socialization; encouraging people to talk to each other and share
what they know. However, most organizations, particularly those dominated
by traditionally trained managers who develop and enforce restricting
command and control systems, place people into limiting jobs with narrow
boundaries and actively inhibit socialization. “Get to your workstation,
focus on your job, ignore everyone else, and meet your goals” is the
common attitude by such managers who see social interaction as an
interference to productivity.... and their bonus or promotion. This is both a
structural and cultural condition. Culture exists in the beliefs, values, and
shared assumptions of a group of people. In Chapter Five I began exploring
various models of organizational culture looking for one that would provide
some direction on how to make the SECI process a reality. My research over
many years led me to adopt the Great Place to Work® Institute model.

The Great Place to Work® Institute (GPTW) conducts culture
surveys with tens of thousands of companies large and small, worldwide
and shares the results of individual companies with company executives and
publishes the 100 Best Places to Work list annually in Fortune Magazine.
The GPTW culture model consists of five dimensions: credibility, fairness,
and respect (collectively the Trust Index®), pride, and camaraderie.'s
Essentially, the thinking goes something like this; if managers say what they
do and do what they say they are credible; if you are treated fairly and with
respect, you are likely to trust someone. Additionally, people must take
pride in their organizations and enjoy being with the people they work with
and for. Organizations that can create a culture of trust, pride, and
camaraderie enjoy an environment where people socialize, share what they
know, and collaborate to solve problems and generate innovative ideas.
Research demonstrates that organizations with higher values in these
cultural attributes significantly outperform competitors.!” 1 believe the
reason for such success is because the culture creates an environment where
people socialize and share their tacit knowledge; then leaders facilitate
putting the emergent decisions and ideas into value adding action. Leaders
have most likely never heard of the SECI cycle but without realizing it have
created the environment that enables the SECI cycle to flourish. Apple,
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Amazon, and other companies with a high ratio of market value to book
value demonstrate the power of the SECI cycle and the culture that enables
it (see Figure 4.1 in Chapter Four).

While organizational culture and accelerated knowledge creation
are now becoming recognized as keys to superior performance and value
generation in the 21% century, further research and reflection revealed a
much larger dynamic system that contains innumerable interferences or

Figure 9.2 — Merging GPTW with PTM
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viruses that prevent knowledge sharing and inhibit performance. If you
compare the dimensions of the GPTW culture model with the sides of the
Performance Triangle Model as illustrated in Figure 9.2 you should see
similarities which enable the SECI cycle to function that leads us to a much
larger dynamic system in which organizations operate... the Performance
Triangle.

When you compare the GPTW dimensions (pride, trust, camaraderie)
with the sides of the Performance Triangle (purpose, relationships,
collaboration) the similarities should be obvious. If you have pride in the
values and mission of your organization that is widely shared throughout
the organization, employees are likely to have a shared sense of purpose. As
I have stated many times, trust is essential for healthy relationships.
Certainly, people will collaborate more effectively if they share a sense of
camaraderie and like being with one another.

Collectively, these shared, unseen, and rarely discussed attributes
establish an environment that enables access to the tacit knowledge base in
an organization which leads to the increased speed of decision-making,
process improvements, innovation, and more. But organizational dynamics
are more complex than any one dimension. An organization is like an
amoeba in the sense that if you push in one place there will be a bulge
somewhere else. The Performance Triangle Model builds on the root
concept of knowledge sharing and organizational culture to include multiple
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dimensions that exist in all organizations in one form or another. All
executives want their organizations to outperform the competition, but to do
so, the executives must take a wholistic approach that views all the dynamic
aspects of the organization, and then take actions to root out interfering
viruses that prevent people and ultimately the organization from superior
performance. Through time, interferences creep into organizations as
managers seek to improve control and performance. Layers of procedures,
processes, rules, customs, and more produce the unintended effect of
strangling the flow of knowledge and stifling the self-responsibility that is
essential for harnessing the capabilities of people. Managers must be aware
of how those pesky interferences are preventing superior performance so
they can take focused action to eliminate the interferences.

“So much of what we call management consists of making it difficult for
people to work” — Peter Drucker

Models and theories are great, but the questions you should be
asking now are, “How can executives become aware of those pesky
interferences?” .... and .... “Is there a tool that executives can use to gain
insight into those debilitating viruses?” Without a validated diagnostic
instrument that identifies interferences in the organizational system,
executives must just guess what is happening. Many times, executives can
sense something is wrong which leads them to take a shotgun approach
leading to multiple change initiatives, commonly called the “flavor of the
month” approach. It is common knowledge that the vast majority of change
initiatives fail to achieve goals, and those attempting to deal with intangibles
like culture rarely succeed. Fortunately, there is just such a tool available
for executives to diagnose their organizations and help them take target
action rather than a hit and miss approach and hope for some improvement
where the big winners are the consultants.

In Chapter Ten, 1 will introduce and explore the diagnostic
instrument that has been developed and validated to give executives reliable
insight into many of these pesky unseen viruses. Armed with the Agility
Insights Diagnostic instrument, executives are able to visualize how unseen
interferences affect performance using the Performance Triangle Model as
the foundation to help interpret the results.

Thinking Exercises

1. Energy for the PTM system comes from people and is transferred
throughout by the sides of the triangle: purpose, collaboration, and
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relationships. In your own words, discuss how this energy transfer takes
place and why it is important for an organization.

Winston Churchill said, “The price of greatness is responsibility ...”
What does this mean in the context of a people-centric manager and
how might it influence the manager’s interactions with employees?
Refer to Figure 9.2. In your own words, describe the similarities and
differences between the GPTW and PTM connectors. How do these
similarities and differences help or hinder companies in being agile?
Explain your reasoning.

Consider Peter Drucker’s quote, “So much of what we call management
consists of making it difficult for people to work”. What does this mean
and how does this tendency affect organizational performance? What
can managers do to make it easier for people to work?

Using the organization that you work for or one that you know well,
evaluate the interaction of the three connectors of the Performance
Triangle. Are they complementary or do they interfere with performance?
Explain your reasoning. What would you do differently if you had the
authority to change anything?
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CHAPTER 10

CONVERTING THEORY TO ACTION:
DIAGNOSTIC MENTORING

Quick Review... getting up to speed

In the prior nine chapters, I have walked you through a wide range
of concepts and theories. Beginning with basic concepts on strategy
development, I introduced you to emergent ideas related to knowledge
creation and organizational culture and how these affects both the
development and implementation of strategy. Actually, these ideas are not
that new. Edgar Schein’s seminal Organizational Culture and Leadership
was first published in 1991.! Nonaka and Takeuchi’s groundbreaking book
The Knowledge-creating Company: How Japanese Companies Create the
Dynamics of Innovation that introduced the SECI knowledge creation cycle
came out in 1995.2 Yet, after all these years these topics and how they
influence strategic planning and implementation get little or no coverage in
strategy textbooks. I have more than a dozen textbooks on strategy from
multiple publishers in my office. Peter Drucker’s widely acknowledged
quote, “Culture eats strategy for breakfast” has been repeated in many forms
by many authors worldwide, but precious little has been done to interpret
what this means for college students or corporate executives. Less yet has
been done to help provide executives with the tools to identify and
understand the unseen, unconscious, and rarely discussed attributes within
their organizations that can make or break the best strategic plan. Business
school graduates continue to be indoctrinated with methods and processes
developed in the last century that, while still useful and important, overlook
the main drivers of value in the 21% century: knowledge creation,
innovation, and speed in decision-making. In a volatile, uncertain, complex,
and ambiguous (VUCA) world that defines the current business environment
the traditional processes (SWOT, Porter’s forces, the resource-based view,
etc.) are inadequate for the rate of change that exists in virtually every
industry. In a VUCA world, successful organizations create organizational
structures and use philosophies that are people-centric so that the
organization taps into the tacit knowledge base to become agile. New
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strategies like the Delta Model and
ambidextrous thinking are needed along Charles Darwin
with institutional agility which allows the
organization to adapt to rapid change
without massive upheaval through ineffective
change programs. Like Darwin’s evolution
of the species, organizations must evolve in
almost unnoticeable increments to adapt to
new  environments, naturally and
systematically. Unfortunately, corporate
executives do not have eons to bring about
change in their organizations. In today’s
world, executives must sense the need for
change, develop and implement a plan, then
internalize it within the organization in a
year or two.... tops. Source: WorldPress.com

The Great Place to Work® model for organizational culture
provides a useful framework to help gain an understanding for some of the
most important dimensions of organizational culture that either enable or
inhibit knowledge sharing. Research has demonstrated that the dimensions
of the GPTW model; the Trust Index® (credibility, respect, fairness), pride,
and camaraderie are significant forces for or against knowledge sharing.’
Further research has demonstrated that companies with higher values in
trust, pride, and camaraderie on the GPTW survey compared to competitors
significantly outperform the competition in many key business measures.**

So, while knowledge sharing and organizational culture are
important considerations for developing and executing strategic plans and
institutional change, organizational dynamics are much more complicated.
Over multiple chapters I introduced and discussed the Performance Triangle
Model (PTM) for agile management using people-centric techniques to
harness and focus the vast reservoir of talent and creativity in organizations
to add value and create success.” I have described how the PTM is a
dynamic but balanced system of leadership, systems, and culture that is
powered by people. Productive and creative energy from people is
transferred throughout the PTM system through a shared sense of purpose,
healthy relationships, and effective collaboration. For each dimension of the
Performance Triangle Model, I offered suggestions on dos and don’ts that
managers should consider when attempting to create a more people-centric,
agile organization. We left off the last chapter, Chapter Nine, by asking
practical questions. If the various theories and models make sense, then
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what can an executive do about all this? Where do executives start? How
can they know if they are making progress?

Fortunately, nearly 20 years of research with over 200 organizations
worldwide has resulted in the development of a statistically validated
diagnostic instrument. This diagnostic instrument gives executives insight
into the underlying unseen and unconscious beliefs and values that infect
organizations and prevent organizations and individuals from maximizing
their potential. Once armed with insight into what is going on, executives
can take targeted and effective action to eliminate the unseen viruses that
are inhibiting change and performance. Instead of the one-size-fits-all,
shotgun, approach promoted by consulting firms worldwide, we propose a
more targeted approach. You would not return to a doctor who began
prescribing drugs or treatments without first taking your blood pressure,
other vitals, and thoroughly checking out your symptoms BEFORE
prescribing treatments. Yet, this is exactly what corporate executives do
when confronted with issues. Executives hire high profile, very expensive,
consultants who do a superficial analysis of the organization and maybe the
structure, and then prescribe actions taken from their predetermined,
proprietary methodology. Corrective recommendations tend to be very
similar despite the fact that organizations have very different issues and
problems...hence... the one-size-fits-all methodology.

Would you go to either of these “doctors” ... a second time?

Source: Shutterstock.com Source: Shutterstock.com

To illustrate my point, I offer the following personal experience.
For several years, | was a member of Financial Executives International
(FEI) which is an organization for senior level financial executives to share
insights, information, and support. In the city where I live, our FEI chapter
would meet about once a quarter to listen to a guest speaker, have dinner
(socialize), and share our experiences, challenges, and ideas with like-
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minded executives from various industries. At one point, strictly by chance
my company and two others who were also FEI members from different
industries engaged the same consultant to help find ways to address issues
that all three companies were experiencing. All three companies were in
different industries and experiencing very different problems and issues
ranging from low morale and high turnover to supply chain disruptions.
Several quarterly FEI meetings later, we shared notes while socializing over
dinner and realized that the consultant had made almost identical
recommendations to each company even though our issues and industries
were very different. All three of us realized that the consultant had charged
a lot of money for their one-size-fits-all proprietary methodology and then
fit our problems into their specific model. The predictable result was that
the consultant’s recommendations yielded little in the way of concrete
improvement. We all vowed never to use this consultant again, and I began
looking more closely at other high-profile consultants only to realize that
the one-size-fits-all methodology was standard operating procedure in the
consulting business.

Because of this experience, the diagnostic approach evolved so
that, like a doctor, it is possible to take the vitals or draw the blood of an
organization, and then analyze the results. Based on the results of the
diagnosis, senior executives can identify those unseen viruses which are
“unspoken, and rarely discussed” elements of the culture. Executives can
then take targeted action to eliminate the infections that are preventing the
organization from changing or yielding superior performance. The first step
is to diagnose the organization. This leads to an awareness of unseen and
rarely discussed issues from which emerge targeted and effective actions to
fix the root cause of the issues that can be seen. The idea is to fix the problem
rather than apply a band aid.

Recognition of the underlying issues that cause interferences is just
the first step in healing. Just like people who do not appreciate being told
that their diet is poor or that the habits they have had for years are causing
health problems and need to be changed, senior executives do not appreciate
being told by outsiders that their organizations have problems, even if they
know it. Therefore, our diagnostic mentoring approach centers around
interpreting the results of the diagnostic, then asking probing questions so
that executives come to their OWN realization of what is going on. I have
seen too many situations where highly paid consultants TOLD executives
that their organizations had problems and what to do about them. The
executives all nodded their heads in agreement and then returned to their
offices, closed the doors, and took no action. Human nature is such that
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people are more likely to get behind promoting and supporting an idea of
their own. Likewise, the fragile egos of senior executives are injured when
they are told that their organizations have significant problems. Executives
may know it but being told about it becomes a hard pill to swallow.
Therefore, it becomes essential for executives to understand what the data
from the diagnostic say about their organizations, interpret the results in the
context of their organizations, and then develop their own action plans
where the executive can truthfully say “This was my idea.” Coach the
executives to gain understanding and insight and allow them to come to their
own conclusions and have ownership of the resulting corrective action
plans.

“While the journey seems long and hard at the beginning with
perseverance and dedication the rewards at the end last a lifetime.” —
William R. Francis via Baylor College of Medicine

Figure 10.1 — The Performance Triangle The doctor is IN!

Every trip to the
doctor’s office begins with
questions... “What are
your symptoms?”, “Where
does it hurt?”, “Does this
hurt?”, “Do you feel
dizzy?”, etc. The doctor
takes your blood pressure
and listens to your heart and
lungs then, based on these
initial observations,
Eadersi p.rescribc?s . additional

diagnostic testing BEFORE

W deciding on a plan of

treatments. The beginning
Source: Adapted from Michel, L. (2013). The of the diagnostic process

Performance Triangle: Diagnostic Mentoring to begins with questions so we
Manage Organizations and People for Superior

Performance in Turbulent Times, London, UK: LID hav.e developed ,and
N validated several versions

of a diagnostic instrument from which one may be selected based on the
patient’s initial responses and initial screening. Similar to the doctor
selecting the need for either an MRI or a CAT scan or further blood analysis,
multiple customizable diagnostic instruments are available that provide
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additional insight into the unseen and rarely discussed values, beliefs, and
shared assumptions that infect organizations, preventing superior
performance or inhibiting change. Trained diagnostic mentors select the
instrument that will provide the deepest insight into what is happening
within the organization. The trick is to ask the right questions. The
Performance Triangle diagnostic instrument contains multiple questions
designed to provide insight into the “right” questions for each of the
elements of the Performance Triangle model which is repeated as a
reminder in Figure 10.1.

People

We know that people perform at their highest potential by winning
their “inner game” and overcoming the self-doubt, fear, bias, limiting
concepts or assumptions that distort perceptions, decisions, behaviors,
actions and stress that interfere with, and diminish, performance.®’
Awareness about what is going on around them, choice to choose the best
solution, and trust in others help people to focus attention on tasks and
problems. Reaching a state of flow, the state where performance and
creativity are at a peak, must be a primary objective at all levels of an agile,
people-centric, organization." Questions applicable for the people
dimensions are the following.

e  Focus— Are people allowed to focus attention and energy on tasks?
Are interferences preventing people from focusing their abilities to
complete tasks?

e  Awareness — Are people aware of forces that influence actions and
decisions?

e  Trust— Do people trust co-workers and management to be treated
fairly and with respect? Is management credible?

e  Choice — Are people allowed the freedom to use their own creative
ability to solve problems, respond to customers, or be innovative?

Systems

In the PTM, “systems” represent more than just the computer-
driven information technology-driven systems. Systems consist of the
institutional framework with rules, routines, and tools that set the stage for
rigorous and disciplined leadership. Technology-based information systems
accumulate, store, process, and provide access to information and facilitate
immediate feedback. Human systems in the form of rules, routines, and
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guidelines of many types provide frameworks that give technology structure
and relevance. To support collaboration among people, systems make
information available to assist people to find purpose, support the decision-
making process, and set boundaries balancing entrepreneurship with
efficiency. The diagnostic questions for systems are:

e Information — Do decision-makers at all levels have access to timely
and relevant information to know what is going on inside and outside
the organization to make informed decisions?

e Strategy — Do leaders and followers clearly understand the rules of
the game and what is needed to achieve strategic and operational
objectives?

e Implementation — Do decision-makers throughout the organization
clearly understand what actions are needed to be successful?

o Beliefs — Do decision-makers throughout the organization have a
shared ambition to support organizational objectives?

e Boundaries — Do decision-makers throughout the organization have
a firm understanding of the boundaries of or limits to their decisions
or authority?

Leadership

Effective leaders in agile, people-centric, organizations interact
with individuals on a personal level, relate to others to facilitate meaningful
collaboration, and establish a supportive work environment based on trust.!!
Successful leadership varies by organization and situation. A leadership
style that is successful in one organization may not necessarily be effective
if applied in a different organization or situation. However, the need for
effective communication skills and interaction with followers is a recurring
theme in the literature.'>!3!4 [t becomes essential for effective leaders in an
agile organization to develop effective communication and interaction skills
that are natural and unique to the leader and organization. Ultimately, what
is important is that the individuals in the organization adopt a shared vision,
collaborate in a culture of trust, and engage with multiple personalities,
while leaders champion creativity and experimentation. The Performance
Triangle diagnostic instrument asks the following questions related to
leadership.

e Sense making — Do leaders have the capability to sense changes in
internal and external environments and interpret meaning?
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e Strategy conversion — Do leaders have an understanding of why the
organization has established strategic goals, and are goals founded
on lessons from the past?

e Performance conversion — Do leaders have a clear understanding
of whether the organization is on track, what needs to be done to
remain on track, and what needs to be done to achieve superior
performance?

e Contribution dialogue — Do leaders have a clear understanding of
what they can do to contribute toward moving the organization
forward? Do leaders clearly understand their role?

e Risk dialogue — Do leaders have a clear understanding of the
potential risks and the level of risk that the organization can tolerate?

Culture

The culture of the organization creates a shared context, enables or
inhibits knowledge exchange, and defines the invisible boundaries of
collaboration. A vibrant culture establishes a shared context as the common
ground with a shared agenda, language, mental models, purpose, and
relationships.’S A shared context describes a shared mindset and the
behavior of individuals based on shared norms, beliefs, values, and
assumptions. The organizational culture becomes the invisible force that,
like gravity, shapes all interactions within the universe in which the
organization exists.

Organizational culture either enables knowledge sharing or is a
barrier to sharing even simple pieces of information.* Similar to a virus
infecting a living organism, organizational traits like autocratic leadership
styles, silos, and lack of trust and respect throughout the organization
effectively block knowledge sharing. An unseen or unnoticed virus makes
the culture an organizational bottleneck that constrains the amount and
quality of knowledge sharing, limiting the creativity of people and the
ability to act, and disrupting flow. Knowledge that is not shared, exchanged,
and transferred has no value to an organization. The challenge for any
executive is to create a culture that facilitates people working together on
tasks that add value to the organization. Effective collaboration requires a
shared problem and commitment with people working together with shared
ways of doing things. The questions designed to give insight into
organizational culture are the following.
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e Understanding — Do people share an understanding of where the
organization is and where it is going or attempting to go?

e Intent — Do people share a common intent of how to move the
organization forward to meet goals and objectives?

e Agenda — Do people share a common agenda on what needs to be
done to move the organization toward meeting goals and objectives?

e Aspirations — Do people share a common sense of purpose to meet
goals and objectives?

e  Norms — Do people share a common set of norms of behavior needed
to get ahead within the organization?

Collaboration, Purpose, and Relationships

A high-energy work environment produces intense collaboration,
a high sense of purpose and trusting relationships. These features have a
stabilizing effect on organizations known as resilience or “robustness.”!!?
Organizations reach higher levels of resilience through collaboration,'®
purpose, and relationships.! The diagnostic questions targeting the sides of
the Performance Triangle Model are as follows.

o Relationships — Do co-workers and management have and
maintain healthy, trusting, relationships?

e Purpose — Do people share a common higher purpose for the
organization and organizational objectives?

e Collaboration — Do people collaborate effectively by sharing
knowledge to achieve common goals and objectives?

Does this work, and can I believe the results?

In 2014 my colleagues and I had an opportunity to use our
diagnostic instrument with a client that was a mid-size city in the Southeast
United States with 1,162 participants. This large sample provided enough
raw data for us to subject the model and the instrument to independent
statistical testing for validity and reliability. To the best of my knowledge
no other methodology has been subjected to independent testing. Raw data
from our diagnostic instrument with 55 questions were sent to an
independent PhD in statistics at a university in Germany with an instruction
to “do your thing” and test to see if the answers to the questions fit the model
and provide information that is reliable and valid.
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The Sample

The sample consisted of employees of a mid-sized city government
in the Southeastern United States. A series of highly publicized scandals in
the city resulted in the recommendation by a select committee of citizens
for a survey of the culture and morale of all city employees. The
Performance Triangle diagnostic instrument was selected after a comparison
with multiple “morale surveys” promoted by multiple consultants because
the model provided greater depth and insight into the organization as a
system and a general recognition that significant change was needed. 1,162
employees participated out of a total employee population of 2,400 (48.4%
participation rate). Participants were asked to identify the department in
which they worked and whether they were a top executive (department or
assistant department head), supervisor (anyone below department head with
supervisory responsibility), or employee (anyone with no supervisory
responsibility). Figure 10.2 titled “Distribution of Sample Participants”
shows the distribution of all participants horizontally by management level
and vertically by department. Departments with fewer than ten employees
were grouped into “Other” to protect the confidentiality of individual
respondents.

Figure 10.2 — Distribution of Sample Participants
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Results of statistical analysis

The results of the independent statistical analysis indicated that the
diagnostic instrument had a good fit with the model and generated results
with high levels of validity and reliability for both the detailed elements and
the summary levels of the Performance Triangle. Anyone interested in
exploring the details of this analysis is invited to read “Organizational
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agility — Testing, Validity, and Reliability of a Diagnostic Instrument”
which was published in the Journal of Organizational Psychology by
myself and our research team.?’ The important point of the study is that the
results from the diagnostic instrument have validity and reliability at levels
high enough to be confident that the results can be used to generate
actionable knowledge. Executives can take actions based on the diagnostic
results with a high degree of confidence that they are targeting behaviors
and beliefs that are meaningful.

What did the results say? ... A case study

After careful analysis of the data gathered from the employees of
the city, we conducted a one-day workshop with the top executives from
each department. This group included the city manager, police chief, fire
chief, and finance director, and their assistant or deputies in each
department. This was a highly politicized situation that had metastasized
over several years into an extremely sensitive and emotional issue
throughout the city. The situation began several years prior with the
revelation that several members of the police department had been having
inappropriate interactions while on duty. The resulting investigation spread
to other departments to expose similar behaviors throughout the various
departments within the city operations. A committee of highly respected
citizens was formed to evaluate the findings and make recommendations on
what should be done. All meetings of the citizen’s committee were open to
the public, very well attended, and widely publicized in the local media. At
the end of approximately nine months of public meetings, the citizen’s
committee recommended that the city perform a “morale survey” to gain
insight into the underlying beliefs and values that would allow public
servants to rationalize that such behavior was acceptable. After evaluating
several proposals, the city selected our diagnostic instrument because it
offered to provide deeper insight and direction than other survey
instruments. In addition to the one-day workshop with the city leadership
teams, we conducted a three-hour televised presentation of the results to the
elected city commissioners. Inserting data for the various dimensions and
elements into a variety of visual aids, it is possible to recognize how the
diagnostic approach can help focus attention on what matters to senior
leaders. The following visual aids were part of the presentation to the city
commission.
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Interpreting the data

In order to fully understand the following visual aids, it is
important to understand where the numbers came from and what they mean.
All the raw data were converted to a 100-point scale, like the Celsius
temperature scale, to help people to more easily interpret the results. The
numbers shown represent the average of the responses from that particular
sample. Higher numbers mean that the strength of the underlying perception
is high while low numbers indicate weakness like hot and cold. The
diagnostic instrument was initially developed with data from 102 organizations
and has since been used with over 200 clients representing a wide range of
industries and business sizes, nonprofits, for-profit companies, and governmental
entities (see Figure 10.3). Consequently, we are able to establish benchmarks
that vary from industry to industry so that our city is being compared to
other governmental entities rather than banks (for example).

Figure 10.3 — Demographics of Diagnostic Instrument Development

Organizations N=102
Participants per
Organization 1-5 (48); 6-19 (24); 20-99 (27); 100-999 (2); > 1,000 (1)

Time Period 2006 through 2015

Financial Services (13); Technology (17); Pharmaceuticals & Chemicals (7);
Telecom & Communications (6); Logistics & Infrastructure (9); Natural
Resources & Energy (4); Manufacturing (7); Retail (7); Profesional Services

Industries (16); Public Services (5); Education (5); Healthcare (2); Tourism & Media (4)
Organization size

(number of

employees) 1-99 (21); 100-999 (21); 1,000-9,999 (20); > 10,000 (29)

Life cycle growth

stage (Greiner Creativity/Start-up (13); Direction (15); Delegation (39);

Model) Coordination/Collaboration (35)

Europe (67); US/Canada (12); Middle East/Africa (6); United Kingdon (6);
Region (of origin) |Asia (6); Latin America (2); Australia/New Zealand (3)
Public shareholders (62); Private/family (24); Public services (9);

Ownership Foundations/NGO (7)
Scope of
Operations Global (33); International (17); Regional (25); Local (27)

So, as you consider the following visual aids, numbers above 75
mean a strong or good perception, while 65 or below represents weak or
poor perceptions as compared to similar governmental entities. Results
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between 66 and 74 indicate no particular leaning one way or another. It is
important to remember that these are benchmarks established after
evaluating the results from other governmental organizations in our
population.

You should also notice a small square in the upper right of many
of the boxes. This is important because the square indicates whether the
average of the responses resulted from a wide range of responses or a narrow
range. The darkest shading is a strongly held belief with little variation
while lighter shading indicates that the belief varies widely among the

group.

What you should be asking yourself as we explore the various
visual aids is “If I were the boss, is this information that I could work with?”
and “Now that I know this, what action should I take?”

The Performance Triangle Diagnostic Results

Beginning at the topmost, summary, level (see Figure 10.4) we can
see the average of results from all 1,162 people which tells us a few
important things about the underlying beliefs and possible organizational
interferences that exist. We will explore the underlying perceptions within
the various subgroups of the city organization further on, but this is the
starting point.

Notice the 81 for success. This score indicates that the people in
the organization have a clear vision of what needs to be done to be
successful and the small square indicates that this perception of success is
widely held with little variation. Moving around the Performance Triangle,
culture, leadership, and systems are all between 66 and 74 indicating no
particular leaning in any direction, which is common since the numbers
represent the average of such a large group.

Looking at the connectors; purpose and collaboration are both in
the mid-range but a 79 for relationships was a surprise given what was
known about the events leading up to our engagement. However, notice that
the small squares on relationships and purpose indicate a wide variety of
perceptions. The wide range of the input for relationships indicates that
some feel as if they have terrific and healthy relationships while others feel
that it is a toxic environment. A similar interpretation applies to purpose
where the input ranged from, we do not have a clue to we are highly
committed to a higher purpose. Looking at dimensions that drive people
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performance, growth, innovation, and creativity, these are all below 64.
These results indicate that the majority of these 1,162 people do not feel that
they have opportunities to grow either personally or professionally and lack
opportunities to use their talents to be innovative and creative. The small
box in growth indicates that this is a strongly held belief with little variation.

Figure 10.4 — Summary of Top-Level Results
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At this point, you should be thinking: “Wow! there are some real
areas to work on and investigate more” followed closely by “What does my
department look like?” if you were one of the department heads. Let us dig
a little deeper. Remember that the objective is to provide insight into
questions that stimulate more questions and introspective thinking to help
managers understand some of those unseen and rarely discussed shared
beliefs and assumptions. Our objective is NOT to TELL managers that their
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organization has problems but rather to present them with hard data that lead
the managers to come to their own conclusions that help to generate their
own corrective actions.

Success

With a score of 81 for success and a dark corner, the vast majority
of these people believe that they know what is needed to be successful and
they have the tools to do it. But let us drill down a little deeper.

Figure 10.5 — Measures of Success by Department

Employees and supenvisars with a high commitment ta |
purpose, but executives perceive the need fora
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Employees and supervisors are motivated, but

executives feel that the organization lacks motivation

and therefore, it is hard to keep the talent!

What we see in the deeper dive into measures of success in Figure

10.5. When we separate out the perceptions of the various department heads
and the rest of the employees, there is a definite disconnect. We see that the
executives believe that their people are not aligned in that they share
common goals and beliefs on how to achieve those goals and that employees
under their command are not motivated. The results for supervisors and
employees indicate that people believe that they do share common goals and
that they are already motivated to do their jobs well. Scanning across the
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various departments, employees’ perceptions are fairly uniform and
widespread across all of the city’s operations.

Now put yourself in the position of the executives. How would you
treat employees who you believe are not aligned to work toward common
goals and are not motivated? The classically trained manager would work
hard to force employees into alignment and motivate employees to give
more and to go above and beyond the basic job description. The manager
typically conducts meetings with pep talks, issues various “call to action”
memos, establishes numerical goals including “stretch” goals, and more.
Now put yourself in the position of the employees who work closely with
their immediate workgroup where they routinely agree on common goals
and then work collaboratively and diligently to achieve those objectives.
How would the constant pressure from above to “do more” be perceived?
How would the constant barrage of emails or pressure to achieve goals be
perceived by a group of people who already feel as if they are highly
motivated and going above and beyond? If you are like most people, the
response goes something like this: “Oohh, not again. What more do they
want from us?” Many times, the result is the exact opposite of what the
manager intended as people say to themselves, “What the heck, no matter
what I do, it is not enough” and morale along with intrinsic motivation
declines. We have seen this situation in many organizations including the
city in this case study. In this case, when presented with the data, the
executives agreed that alignment and motivation were strengths, not
weaknesses, which should be praised, celebrated, and leveraged for the
benefit of the citizens of the city. Over the next year, several department
heads introduced activities to identify and recognize individuals for their
extraordinary efforts and shared these recognitions with the citizenry so that
public perception was significantly enhanced.

“If you tell people where to go, but not how to get there, you'll be amazed
at the results.” — Gen. George S. Patton

The Angles of the Triangle: Systems, Leadership, and Culture

Let us look at the angles of the Performance Triangle: systems,
leadership, and culture. The data in Figure 10.6 offer insight into what the
executives, supervisors, and employees perceive as strengths and
weaknesses among these dimensions that help to support a balanced and
stable organization needed for superior performance.
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The aggregate average of all 1,162 people (#1) does not tell us
much since it is in the mid-range.... neither good nor bad. However, a
deeper look at the details in Figure 10.6 exposes both strengths to be
leveraged and weaknesses to be worked on.

Figure 10.6 — Culture, Systems, and Leadership by Department
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The natural tendency of most humans is to look for the bad or
weaknesses. Let us start with the good in this case. We see that the fire
department’s rank and file employee perceptions in square #2 are all above
75. In our workshop with the executives, it became quickly apparent why
this is the condition. The fire department is, in many ways, a quasi-military
organization in which the immediate threat of danger creates a brotherhood
where everyone looks out for each other. Every person must know his/her
role, what systems are available for any situation, and what boundaries he
or she must operate within. The fire chief and his immediate staff were
clearly part of this brotherhood and had built an efficient, open, organization
that encouraged individuals to be assertive when they needed to be. Looking
more closely at the other square #2, we see a similar although not as strong
perception among the rank and file. Since the police department had
experienced a series of scandals over the previous couple of years, mid-
range results in the police department were not a surprise. Actions that were
initiated as a result of the realizations that came partially from this inquiry
led to a significant reorganization within the department and the emergence
of multiple communication channels that promoted productive dialogue as
opposed to discussion and a significant turnaround over the next two years.
Since operating an airport is also inherently dangerous, we see a similar
pattern that is supported by high scores for systems in airport operations.
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This would make sense since if the systems including processes and
procedures break down, a disaster becomes likely.

In circle #3, which encompasses the culture of employees for all
departments, the scores indicate pockets of opportunity. For the departments
with low scores, the department heads were surprised with the negative
sentiment. In our one-day workshop, department heads received the detailed
results for their specific command which prompted questions upon
questions as the leaders tried to reconcile the results with questions for
understanding, intent, agenda, aspirations, and norms within the context of
their organization and the people within it. As with all the senior
departmental leaders, the search for understanding to answer the questions
led to more questions followed by a lot of dialogue along the lines of
“maybe this.... is going on” or “how can this be?” then “what can we do
about it?” The thought process became virtually identical for all the
executives as they dove into the details and related the data to what they
knew about their organization and the people in it.

Now we come to grouping #4. What we see here again is a
significant disconnect between the perceptions of the senior leaders and the
rest of the organization. Given the long-running, very public, and highly
critical local media environment, the low scores for all three dimensions for
the executives were not much of a surprise. This should be, and quickly was,
recognized as a significant virus that was infecting the senior ranks of the
city leadership. Remember that while all questions dealt with the same
construct, the questions given to the executives asked them to assess the
operations and people under their command, and the questions given to the
supervisors and employees on the same topic asked them to assess their
immediate work group. Running down the list, these 38 leaders felt that
within their organizations there is little uniformity or a weakly held
understanding on what is to be done or what is needed to get there (culture);
necessary information is not relevant or timely and people do not know what
to do with it when they get information (systems); people do not sense what
is going on around them, and they don’t really understand their place in the
overall operations and what they need to do to contribute to making the city
better. Again, consider how these perceptions of subordinates would
influence the behavior and management style of these senior leaders. As the
department heads dove deeper into the results from their specific
department, there were many comments along the lines of “I had a feeling,
but this confirms it” or “I had no idea that people felt this way.” By asking
probing questions during individual meetings with senior department
leadership groups, they arrived at their own conclusions that resulted in a
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laundry list of actions to either leverage the strengths to benefit the
department and the services provided or address the viruses to make

improvements.

“Today’s problems come from yesterday’s ‘solutions’.” — Peter Senge

The Sides of the Triangle: Purpose, Collaboration,
and Relationships

Now, look at the sides of the Performance Triangle in Figure 10.7
to gain insight into how people perceive the strengths of their relationships
and their ability to collaborate, and share a common higher purpose. These
attributes give an organization resilience which means that it can absorb a
shock or disruption without falling apart, become dysfunctional, and
ineffective. In this case, two years of scandals combined with withering
criticism from the local media and public outrage and anger at the entire
leadership and management team of the city put resilience to a strong test.
Resilient organizations typically exhibit a lot of high scores mixed in with

some in the mid-range.

Figure 10.7 — Sides of the Triangle by Department

=
o -
sE i
2% E 3
= B w et
o, 0O o w
w £ ow ] 2 ® c T B =
i & 3 £ X 5 £ 8 5
£ = 5 2 & - E = ® 3 = =
-_— 2 o — € w o =
§ e zEiEEEREG i
e 4 & & Wi & &8 64T = £ & d 3
Participants: 1161 1162 38 421 703 256 40 135 12 52 179 55 923 A5 7B V1T TR
Collabaration T4 68 OFF 73 T3 T2 BER R 72 72 75 75 NEMEEN 74 B0
FPurpose 69 (o6 7?68 68 63 B T4 Y0 66 69 68 S VR 6f Ne
79 &2 81 79 78 77 7B BQ 7T 78 73 77 80 84 TT 7T

Relationships

Executives: lack frusted relationships and support

What we see in the data in Figure 10.7 is a lot of high and mid-
range scores with a few low score squares. This was a very positive sign
which indicates that the city’s operations are able to absorb shock and
continue providing necessary and essential services to the citizens of the
city. Not surprisingly, given the scandals and media pressure applied to the

printed on 2/9/2023 3:55 AMvia . Al use subject to https://ww.ebsco.conlterns-of-use



EBSCChost -

186 Chapter 10

senior leadership, the executives have a negative view of their
organizations. The media attention combined with a public records law
which makes every meeting, email, text message, and phone conversation
available for public scrutiny made the senior leadership team “gun shy”
when dealing with anyone in their own organization or outsiders. The low
scores for purpose and relationships were entirely understandable under the
circumstances. However, during our discussion of this data at the one-day
workshop, the executives were pleasantly surprised to find that their
perceptions were not shared by the people under their command. This was
a positive realization that enabled the department heads to formulate
corrective action plans with a reasonable expectation that they would be
well received or at least given a chance to succeed. In fact, while there were
some significant changes to the management team, initiatives in virtually
every department over the following two years brought about positive
change that raised the service level of city operations as well as the image
among citizens, and yes, even some of the media. The city had taken a series
of gut punches and emerged stronger than ever, and the unseen reasons for
this are readily visible by looking at the sides of the Performance Triangle
... purpose, relationships, and collaboration, which were all strong.

The Center of the Triangle: Engaging People

Think back all the way to Chapter Seven where I explained how
people provide the energy that powers the Performance Triangle dynamic
system. Superior performance is achieved by creating an environment
where people trust each other and can focus their creative energy on the
things that matter and are needed to get things done. Figure 10.8 shows what
the center of the triangle looked like with the results of all 1,162 people
averaged.

I suspect your first response is “WOW... that is a LOT of low
scores” followed by “we have a LOT of work to do.” You would be right.
What we see in the perceptions of these 1,162 people is that they are not
aware of what is going on, they are not able to focus their energy on their
tasks due to management interferences, they do not have freedom of choice
to determine the best way to do their jobs, and they are not given
opportunities to use their creative talents to make things better. If you look
closely, you will notice the small dark square in the focus box. This indicates
that the perception of management interfering with employees’ ability to
focus on their jobs is a tightly held belief. A whole lot of them feel the same
way.
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Figure 10.8 — The Center of the Triangle — People
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On the positive side, the department heads observed that there is a
relatively high level of trust compared to the other elements. This is a good
thing that can be built on and leveraged when initiatives designed to move
all those low scores to the mid-range or high range are implemented. Let us
dig a little deeper to see what we can learn from Figure 10.9. There may be
more to this story that will help to provide insight on both weaknesses and
strengths that can be leveraged to make improvements.
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Figure 10.9 — The Center of the Triangle — People by Department
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Yes, there are a LOT of low scores across the board particularly
among the employees (notice group #2). This view of the people elements
of the Performance Triangle confirms that there is a high level of trust
throughout the organization. The mid-range scores in #1 indicate that the
senior leaders trust their subordinates and that subordinates trust the people
in their work groups. Referring to earlier chapters, you should recall that
trust is the single most powerful force either for or against knowledge
sharing and change. Despite all the stress that the city operations were
subjected to in the prior two years, the level of trust remained high
throughout the city from top to bottom. This is an important strength that
paid dividends in the subsequent year as the employees were involved in
multiple changes that impacted operations at all levels, improving the
service and image of the city operations.

Notice the high scores in #3 and the other relatively high scores for
the perception of the executives for their commands. Here again, we see a
disconnect but, in this case, it is the reverse of the prior views. The executive
leaders seem to think that everything is great, and they are doing a great job
creating an environment that enables their people to maximize their
abilities. Clearly, the 1,123 people who work for the 38 department heads
feel very differently. In our workshop with the department heads, this visual
aid was received with a variety of responses from gasps to head banging.
The initial emotional responses were quickly followed with “what in the
world is going on?” The low scores in focus for both supervisors and
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employees got particular attention. “What are we doing to interfere with
people being able to focus on their work?” was heard throughout the room.
Multiple department chiefs included “focus groups” with supervisors on
their laundry list of things to be done because of the diagnostic to gain
insight in management interferences. During the following year, many
departments conducted focus groups to invite honest feedback, and several
leaders adopted more of a “management by wandering around” approach to
gain an appreciation for how their management was having a negative effect
on the mass of the people. Subsequently, many processes were changed or
modified and improved dialogue (as opposed to discussion) between
leadership and employees resulted in improved performance in many, if not
most departments. We did not TELL the leaders what the problem was. We
helped to interpret the data, and THEY realized the problem and developed
their own plans of action.

The Leadership Scorecard

There are many other visual aids that we can, and do, use with
clients to help them visualize the dynamic unseen and rarely discussed
perceptions that permeate their organizations. In the case of this city, the
many disconnects between what the 38 senior leaders perceived and the
perceptions of the people under their command prompted us to present the
Leadership Scorecard for consideration. As with everything else in the
PTM, you will notice questions that represent the construct under
evaluation. The Leadership Scorecard shown in Figure 10.10 only
summarizes the responses of these 38 departments heads.

The first thing that jumps out on the Leadership Scorecard is all
the high scores for the elements necessary for success (group #1) and
understanding (group #2). These results indicate that the leadership team
feels as if they have a clear understanding of what is needed to be successful
and a shared understanding of what needs to be done. However, the low
scores for agenda, aspirations, and norms (group #3) suggest that there is
disagreement on HOW to get things done. Within this leadership team there
is a lack of a shared agenda, widely differing views on the overarching
purpose that drives their organization, and norms of behavior that are
flexible or subject to interpretation. The groupings in #4 for systems and
leadership are topics of deep dialogue and introspection. If you scan down
the questions, you should ask yourself how effective this management team
will be if they, for example, feel that the information systems and processes
are weak and do not necessarily provide the information needed to make
timely and effective decisions. Similarly, the leadership team indicates that
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Figure 10.10 — The Leadership Scorecard

(38 executives only)
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they are not strong on the elements that make up effective leadership. Given
the scandals and negative media coverage along with the intense pressure
from the citizenry over the prior two years, this is not necessarily a surprise.
However, diagnostics from healthy leadership teams typically contain many
boxes with high scores.

Now, observe grouping #5. Having performed several hundred
diagnostics with organizations worldwide, it is possible to gain meaning
from groupings or patterns within the data. What this pattern suggests is that
we, the leadership team, believe that we have adequate rules and boundaries,
and they are appropriate. However, there is not a clear understanding on the
risks the organization is willing to take and that the norms of behavior are
flexible. Taken as a whole, this grouping says that the leadership team has
rules and knows what they are, but it is ok to bend the rules to advance or
further your career or gain some advantage over a rival. In our presentation
to the city commissioners, this interpretation was greeted with a powerful
emotional response because it helped to explain some of the events from the
preceding two years. It should be no surprise that in the year following our
diagnostic process there were significant changes in the makeup of the
leadership team including a new city manager who demonstrated a more
communicative and collaborative management style than his predecessor.
Among the changes implemented by the new city manager was a process of
changing discussions to dialogue to help everyone involved gain insight into
the real dynamics of the city operations. This was highly successful over the
next six years.

“Never tell people how to do things. Tell them what to do and they will
surprise you with their ingenuity.” — Gen. George S. Patton

So, what have we learned?

Clearly, developing the dynamic capabilities of an agile organization
is a complex task. The Performance Triangle Model offers a way to
visualize some of the key elements that continuously interact to either
promote or inhibit superior performance. All executives and business
owners seek a superior performance and ways to gain a competitive
advantage over their rivals. However, through time, unseen, unspoken, and
rarely discussed interferences creep into the organization that prevent it
from reaching its full potential. Executives need a tool that provides insight
into those unseen viruses in order to be able to take focused corrective
action. The diagnostic instrument is designed to provide numerically and
statistically validated data of the strength of the many elements within the
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Performance Triangle Model. Armed with this tool along with interpretation
of the data from trained diagnostic mentors, executives may be able to target
unseen viruses within their organizations for elimination.

Unlike the evolution of animal species, business executives do not
have eons to bring about meaningful change. A few quarters or years (at
best) are about as much time as the modern executive gets to demonstrate
improvement. There is rarely time to try this approach or that approach and
hope that something works. Investors are rarely that patient. The key is to
build an organization that has the dynamic capabilities illustrated in the
Performance Triangle Model imbedded into the DNA of the organization.
In this way, the vast amount of tacit knowledge that exists in the
organization can be harnessed and focused on finding and implementing
innovative ways to meet any challenge. The ability of organizations to
quickly adapt to and change with disruptions can be a competitive
advantage and help executives develop the ambidextrous thinking needed
to apply the strategies outlined by the Delta Model. We do not know what
the future will bring so developing the dynamic capabilities needed to sense
and then implement changes quickly is essential for virtually every business
in the VUCA 21 century. The Performance Triangle Model and the
associated diagnostic instrument offer a roadmap to help executives root out
unseen viruses and design an agile organization built for the modern world.

Thinking Exercises

1. Refer to Figures 10.5 and 10.6. How do you think the discrepancy
between what the senior executives perceive and what the people in the
rest of the company perceive influences the management style of the
executives and managers?

2. Refer to Figure 10.7. How effective do you think this organization is in
harnessing the energy and tacit knowledge of the employees? Are the
capabilities of the people being used effectively? Explain your
reasoning.

3. Refer to Figures 10.8 and 10.9. In your own words, describe the
perceptions of the people in this organization. How does the disconnect
between the executives and the rest of the people affect performance
and strategies? Explain your reasoning.

4. In your opinion, does this organization have the dynamic capabilities
needed to be able to adapt and change rapidly in a VUCA world?
Explain your reasoning.
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5. Using the organization that you work for or one that you know well,
evaluate the strength of the various dimensions of the Performance
Triangle as you perceive them. Are they complementary or do they
interfere with performance? Explain your reasoning. What would you
do differently if you had the authority to change anything?
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